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Summary:

Equities were lower as the S&P 500 (-1.52%) finished lower for a second straight week, while the NASDAQ has its third
straight weekly decline and fifth decline in past six weeks. The biggest story of the week was a third straight month of
hotter than expected inflation data as the probability of a June Fed rate cut fell to around 20% from 60% a week earlier.
Best sectors were technology (-0.219%), communication services (-0.39%) and consumer discretionary (-0.68%); worst
sectors were financials (-3.58%), healthcare (-3.05%) and materials (-3.08%).
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and our recession view. Average hourly earnings eased y/y. The
employment components of both the manufacturing and services
ISM PMIs continue to contract.

9. Rallies in the prices of gold, bitcoin, oil, some industrial metals, and global equity markets all suggest that both a
alobal reflation trades is unfolding and that financial conditions may be too easy to give central banks confidence
that they can give the “all clear” sign when it comes to inflation.

10. Interest expense for the S&P 500 as a percentage of total debt reached the highest level since 2013 (4.2%, up from a
low of 3.6% in 2022).
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According to BCA, 71% of the 112 S&P 500 companies that have
issued EPS guidance for Q1 2024 have lowered estimates, the
second highest share since Q3 2019.

According to Goldman Sachs, the 10 largest stocks will post sales
and EPS growth of +15% and +32% respectively, vs. +2% and -4% for
the remaining 490 constituents. (Overall, +3% in revenues and +5%
in EPS for Q1))

The Shiller P/E of 34 is in the top 1% of history. Margins and
multiples are both at or near record levels at the same time.

The potential for further valuation expansion will be limited by
already elevated multiples and high interest rates. Earnings need to

be the driver for any further stock price appreciation.

The Investors Intelligence Bull/Bear Ratio climbed to 4.5, the
highest since February 2018.

While stocks have pulled back recently, the 1.7% maximum
drawdown in Q1 was the smallest in over 80 years.

With stocks overbought and still little fear priced in, we expect
choppier trading ahead due to rate cut uncertainty, growing risks
for an inflation scare, fading Fed liquidity, and higher oil prices.

Perhaps only a 20% probability, but there is some possibility the
Middle East situation drives the price of oil above $100 a barrel.
That would trigger expectations of resurgent inflation, eliminate
expectations of Fed easing this year, weigh on stocks, and push the
10-year Treasury bond yield back up to 5.00%.

The marked deterioration in public finances across advanced
economies over the past four years means there is now a need for
governments across the developed world to undertake significant
fiscal consolidation or bond markets will eventually riot.
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President Biden has put up stronger polling numbers over the past 2-3 weeks and has displayed some momentum

since his State of the Union address. Much of the improvement is coming from voters leaving RFK Jr. and migrating to

Biden.

Data from Bloomberg, as of 4/12/2024.
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