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The S&P 500 rose on the final trading days of the first
quarter, capping off its best first-quarter performance since
2019. The S&P 500 gained 10.6%, the Dow Jones
Industrial Average added 6.1%, and the Nasdaq rose 9.3%
through March 2024.

Many investors were optimistic about the financial markets
into 2024, coming off significant returns in stocks led by
mega cap technology and internet stocks, but few predicted
how powerful the rally would be. Companies in the S&P 500
have added more than $9 trillion in market value since last
October's low. A broad range of asset classes from stocks
to bitcoin to gold marched to new records. Volatility was
subdued throughout the quarter, as the S&P 500 clinched
22 all-time closing highs in Q1. Excitement about artificial-
intelligence, resilient corporate profits, and expectations for
interest-rate cuts by the US Federal Reserve all lifted bullish
sentiment among investors.

In contrast to 2023, where most of the gains were
concentrated among a few mega cap stocks, the rally in the
first quarter of 2024 was more broad-based. More than half
of the stocks in the S&P 500 have reached new 52-week
highs so far in 2024. All S&P 500 sectors, except real
estate, reported gains in the first quarter. Communication
Services was the top performer at 15.8%, followed by
Energy, which gained 13.7% after a difficult 2023. Other
cyclical parts of the market such as Financials and
Industrials also outperformed the broad market index, rising
12.5% and 11.0%, respectively.

The Magnificent Seven, which powered market gains in
2023, showed signs of divergence in Q1 2024, with sharp
pullbacks in Tesla and Apple. However, Al-related
companies continued to post strong results, led by Nvidia
(82% return year-to-date), Meta (40% return), and the
broader semiconductor sector (29% return).

Market returns in the first quarter were even more
impressive when considering the changing expectations of
interest rate cuts from the Federal Reserve. Coming into the
year, investors expected the Fed to cut its benchmark short-
term interest-rate six times in 2024. That turned out to be
overly optimistic, as strong economic data and stalling
disinflation led to a reduction in rate cut expectations from
six cuts to three this year. The bond market saw greater
impact, as the bellwether 10-year US Treasury yield rose
from 3.88% to 4.2% during the quarter.

Market resiliency occurred in the backdrop of strong
economic data, as the US economy grew faster than
expected in Q4 2023, based on the US government's
revised estimate for GDP. Consumer confidence increased
to its highest levels in three years, according to the survey
by The University of Michigan. US consumers are still
spending briskly, with total spending rising 0.8% in
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February, above the 0.5% estimate.
Meanwhile, the labor market remains strong,
with unemployment still below 4%. In addition,
bullish sentiment among fund managers in
March reached the highest level since the
beginning of 2022, according to a survey
conducted by Bank of America.

The strong economy in the US has led to a
stalling in the disinflationary trend that began in
late 2022. CPI reached a peak of 9.1% in
2022, and dropped precipitously to 3.0% in
June 2023. However, further progress toward
the Fed’s target of 2.0% has proved
challenging, as inflation has hovered between
3.0% and 3.5% so far in 2024.

Meanwhile, crude oil ended March 2024 at $83
per barrel, notching a 16% gain year to date.
Gains were driven by concerns over tighter
global supply due to escalating conflicts in the
Middle East and between Russia and Ukraine,
ongoing production discipline among publicly
traded US producers, and extended production
cuts from OPEC. Gold prices also extended its
record run at the end of the first quarter, rising
to an all-time high of $2,262.19.

Turning to the political landscape, US
presidential-election years have historically
ended in stock-market gains. Since 1950, the
S&P 500 has risen in a presidential-election
year 83% of the time and has averaged a 7.3%
gain in those years, based on DOW Jones
Market Data. Additionally, historical returns
have been strong across various combinations
of Democrat and Republican control of the
White House and Congress.

After the unexpected strong start to 2024, the
economy and financial markets head into the
second quarter facing both headwinds and
tailwinds. The economy is expected to book
solid gains, investor expectations of corporate
earnings remain strong, and Al adoption
continues to charge forward. However, some
risks lie ahead. Investor confidence in the
disinflationary trend has waned toward the end
of Q1, valuations remain elevated, and some
investors worry the divergence in the mega cap
technology stocks is a sign of exhaustion in the
market rally.
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With the first quarter earnings season approaching rapidly, the focus is shifting to
corporate profits. With expectations elevated, some investors are showing signs of
caution on whether earnings can keep pace with the bullish sentiment. The areas to
watch for include for trends of underlying orders, pricing power, and the supply
chain conditions. Wall Street analysts expect that companies in the S&P 500 will
report an earnings increase of 3% year-over-year in Q1, which would be the third
consecutive quarter of earnings growth. For 2024, analysts expect earnings to grow
11% over 2023 levels. Stocks could appear overvalued if profit growth is slower
than expected. The S&P 500 is trading at 22 times its forward earnings, above the
five-year average of 19 times. If fundamentals fail to catch up with expectations, the
momentum in gains can quickly reverse.

Giving the crosscurrents in the markets and uncertainties ahead, our investment
professionals remain vigilant of the myriad of risks in the market. Monitoring
portfolio liquidity and maintaining diversification, while taking a highly selective
approach to new investment opportunities, will allow us to strike an appropriate
balance between risk and return in this environment.
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