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Party Like It’s 2019

Let the good times roll! The S&P 500 notched its biggest Q1 advance in half a decade, rising 10.2%.

This marked the index’s fifth gain in the last six quarters and a second straight double-digit quar-

terly percentage gain. Meanwhile, the Nasdaqg narrowly missed what would have been its fourth

double-digit percentage gain in the last five quarters.

It was about as close to a true “everything” rally as you
can get, with all but one of the 11 S&P 500 sectors ris-
ing, though momentum and growth factors outper-
formed. Even gold managed to rise along with stocks,
while a nearly 70% surge in the price of Bitcoin under-
scored the potency of the “risk on” trade.

The fact that the market continued its rally despite
expectations shifting towards fewer Fed rate cuts this
year makes it even more remarkable. Several factors
made this dynamic possible, particularly a firmer
growth backdrop. The first read on Q4 GDP showed
an expansion of 3.4%, far outpacing consensus of 2.0%,
underpinned by strong consumer spending. With a re-
cession nowhere in sight in the near term, the econo-
my’s soft landing seems to be behind us, and growth
has reaccelerated. The market has come into alignment
with the Fed’s projections for just two or three rate cuts
this year, and investors have taken this updated version
of “higher for (even) longer” in stride. What’s more,
Chair Powell suggested at the Fed’s March meeting that

recent hotter inflation data has not changed the Fed’s
view on the broader disinflation trend.

Earnings and Al

Last quarter, we wrote that we were somewhat skep-
tical about the high bar set for corporate earnings in
2024. While we are not ready to completely abandon
that sentiment, kudos must be given to companies for
answering the bell in the Q4 reporting season, with
earnings surprising to the upside by ~4%, with margins
a bright spot. While softer Q1 guidance faced some
scrutiny, Bank of America pointed out that its Corpo-
rate Sentiment Indicator has improved sequentially to
near-record highs. This fits with the soft-landing mes-
saging heard on past conference calls. Several other
positive themes were evident, led by Al proliferation
and margin cushion from expense control and pro-
ductivity initiatives. Input costs have also come down,
with inflation cooling while companies generally held
prices stable. When the dust had settled, the consensus



for low-double-digit S&P 500 earnings growth in 2024
remained intact, though it continues to be buoyed by
outsized expectations for some of the largest compa-
nies.

The secular AI growth theme continued to drive
outperformance in select high-momentum big tech
names, though there was some focus on a broadening
of Al beneficiaries. While market concentration in big
tech has remained under scrutiny, the group’s outsized
earnings growth has somewhat kept valuation met-
rics in check. In keeping with the theme of improving
breadth, The Magnificent Seven is no longer trading as
a monolith, with several components (TSLA, AAPL)
notably underperforming. The market’s strength with-
out the full participation of this group is a positive sig-
nal, in our view.

Labor Labyrinth

We mentioned earlier that consumer spending has con-
tinued to be resilient and played a key role in the Q4
GDP beat. With excess pandemic savings dwindling
and delinquencies continuing to rise, just how much
longer can we expect the consumer to carry the econ-
omy’s water? Part of the answer can likely be found in
a recent utterance from Dr. David Kelly of J.P. Morgan:
“We've learned that the US consumer does not stop at
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the limits of prudence; they stop at the limits of credit”
But if the strength of the US consumer buttresses the
economy, surely the labor market - that is, labor sup-
ply and demand and their manifestations in the unem-
ployment rate and wage growth — ultimately underpins
consumer health.

At first blush, the fact that we are in the longest sub-
4% unemployment streak since the 1960s seems objec-
tively positive. A closer look at the current state of the
labor market instead reveals a more muddled picture.
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First, consider the supply side, where nonfarm payroll
gains are regularly over 200K a month—how? Where
are all the workers coming from? There are two an-
swers: first, the labor force participation rate is rising,
with the best participation from the prime-age 18-64
year-old cohort since 2009. Second is immigration—a
rather astonishing 60% of employment growth in the
last 3 years is from people not born in this country.
The vast majority of these are filling jobs at the low-
er-income end of the spectrum, which is in many ways
healthy for the economy but holds down overall wage
growth, which the Fed carefully observes as an infla-
tion indicator because it is indicative of how much
money consumers can spend.

What about the demand side? Through the first quar-
ter of this year, layoff announcements are down 5%
from a year ago. However, people are quitting their
jobs at the slowest rate since 2009, and higher quit rates
typically correlate to higher wage and price inflation
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pressures. Many companies appear to be adopting a
“do more with less” approach, and the strong corporate
margins we discussed earlier suggest such productivity
measures are working for employers, and thus likely to
continue. Job creation has also skewed towards part-
time positions. An alternative jobless measure that
includes discouraged workers and those holding part-
time jobs for economic reasons (sometimes called the
“real” unemployment rate) rose slightly in February to
7.3%.

Are there any firm conclusions that can be drawn from
this jumble of conflicting data points? Thats a task
likely best left to the Nobel laureate economists. As in-
vestment advisors, we'll merely surmise that there’s a
lot of uncertainty right now around the strength and
direction of the labor market and, by extension, the
consumer. Given the importance of the labor market
to the Fed’s calculus, we'll continue to monitor and up-
date our view.
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All-Time Highs

Perhaps you've noticed that we often conclude these
quarterly commentaries with a similar message en-
couraging our clients to take the long view - look past
near-term volatility and stay invested so you don’t miss
out on the market’s long-term average annual returns
of 8-10% a year. No matter how many times we've said
it, the temptation to doubt this wisdom constantly
gnaws at investors of all stripes. For many, this psycho-
logical test of conviction becomes even more difficult
when the market is consistently making new all-time
highs, as it has done quite often recently. But counter-
intuitively, new highs are a bullish signal most of the
time.

The adjacent chart is worth putting words to: if you in-
vested in the S&P 500 on any given trading day since
1988, your average total return a year later would have
been just shy of 12%. However, if you invested on days
when the S&P 500 made a new all-time high, your av-
erage return would have been well over 13%. The com-
parative advantage of putting money to work at market
highs only grows over longer time horizons—increase
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the holding period to three years, and the average total
return is nearly 8% higher.
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This is surprising and counterintuitive. Human be-
havioral biases, as brilliantly elucidated by Daniel
Kahneman (the recently departed godfather of behav-
ioral economics) and his colleagues, go a long way in
explaining these remarkable results. Investors anchor

to recent results, move in herds when trends become
evident, and suffer from confirmation bias. There’s also
the simple truth that the stock market goes up most of
the time, as the graphic below bears out.

How Frequent Are Market Corrections Following All-Time Highs?

1 Year Out 3 Years Out 5 Years Out

S&P 500 down greater than 10% B S&P 500 did not finish the period down 10%

Source: Bloomberg, RBC GAM. Data as of January 1, 1950 to March 2024, in U.S. dollars

Closing Thoughts

With the usual platitudes about “staying the course” having received special treatment above, what is left to say
here? As we've written previously, we know from our conversations with clients that November’s election and its
implications for the market remain top of mind. While we won't discuss the election here, rest assured that we have
plenty of election-specific content in the pipeline, including a podcast with a guest political expert this summer.
Until then, be sure to catch our quarterly Market Update webcast in late April.

Have a wonderful spring and early summer!
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https://www.nytimes.com/2024/03/27/business/daniel-kahneman-dead.html
https://www.nytimes.com/2024/03/27/business/daniel-kahneman-dead.html
https://us06web.zoom.us/webinar/register/WN_H1UpiUqwTNeNtFG0EX-Q-w
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Need More Information? Please do not hesitate to contact a member of the Withum Wealth
Management team with any questions or concerns:

T (732) 450 0147
infowwm@withumwealth.com
withumwealth.com

Important Disclosure Information: Please remember that past performance may not be indicative of future results. Different types of investments
involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product
(including the investments and/or investment strategies recommended or undertaken by Withum Wealth Management ("WWM"), or any non-invest-
ment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical perfor-
mance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions
and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion
or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from WWM. WWM does
not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information prepared by any
unaffiliated third party, whether linked to WWM’s web site or newsletter or incorporated herein and takes no responsibility for any such content. All
such information is provided solely for convenience purposes only and all users thereof should be guided accordingly. To the extent that a reader has
any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the
professional advisor of his/her choosing. WWM is neither a law firm nor a certified public accounting firm and no portion of the newsletter content
should be construed as legal or accounting advice. A copy of the WWM's current written disclosure Brochure discussing our advisory services and
fees is available for review upon request or at www.withumwealth.com. If you are a WWM client, please contact us in writing, if there are any changes
in your personal/financial situation or investment objectives for the purpose of reviewing, evaluating, or revising our previous recommendations and/
or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory services. Unless, and until, you
notify us, in writing, to the contrary, we shall continue to provide services as we do currently. Please also remember to advise us if you have not been

receiving account statements (at least quarterly) from the account custodian.
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