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Weekly Market Flash

One Down, One To Go
June 28, 2024

No, that headline is not referring to presidential debates. The first half of 2024 is drawing to a close today,
and we have one more half year to go. Six months hence and we close the book on the fourth year of the
Twenties (at least based on the evidence so far, we feel fairly confident in projecting that this century’s
third decade will not come to be known by the history books as another Roaring Twenties — thoughts?).
So what might the second half have in store for us?

No More Rate Cut Unicorns, But Maybe a September Pony

The first six months of the year were perhaps most notable for steadily weaning the bond market off its
fantasies of multiple rate cuts. Recall that in December 2023, after a couple good inflation reports and
some positive vibes from the Fed’s December FOMC meeting, the bond market was pricing in six rate cuts
for 2024 (recall also, dear reader, our oft-repeated observation at the time that this viewpoint was on the
far end of the delusional spectrum). It took three months of higher than expected Consumer Price Index
reports, from January through March, to bring the bond market back to Earth One and the realization that
doubling down on the Fed’s own best guess about rates (three rate cuts) was just a tad inadvisable. In
fact, those sticky inflation reports forced the Fed to reevaluate its own assumptions. Now, two and a half
years after monetary tightening began in March 2022, the Fed and the bond market are finally more or
less aligned — if not happily than at least resignedly — one the more likely outcome of one rate cut before
the year ends.

The pony for the markets is that, based on the latest inflation read this morning, that cut may come by
September rather than December. The Personal Consumption Expenditure index less food and energy
(core PCE), which is the Fed’s preferred inflation metric, rose by just 0.08 percent in May for a year-on-
year gain of 2.6 percent — the lowest level since March 2021.

US Core PCE Inflation

Last Five Years

e PCE, Personal Consumption Expenditures less Food & Energy, Price Index, 2000=100, SA - United States

Source: Bureau of Economic Advisors, MVF Research, FactSet
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The month-on-month number is what we have been focusing on for clues as to when the Fed might feel
comfortable pushing the button. Anything less than a 0.3 percent monthly increase is good news, and the
May gain of 0.08 percent follows April’s 0.26 percent rise. If we get another two months of a sub-0.3
percent core PCE reading in July and August, all else being equal we would think the odds are better than
not for a September cut. That in turn could set up a nice tailwind to get through the often bumpy early
weeks of the fourth quarter into the holiday season and a strong finish.

How Much More for AlI?

The other big trend in the first half, of course, was the continued outperformance of the Al narrative
(which we talked about in some detail in our commentary last week). That tailwind turned into a headwind
of sorts over the past few days, though we would imagine more from investors trimming positions and
taking some money off the table than from any fundamental change in the dynamics of the sector. The
performance bar was set very high for Al-centric companies like Micron, which reported strong earnings
earlier this week but took a beating anyway as the market determined that “strong” isn’t the same as
“super-awesome barnstormingly ga-ga strong” with regard to the company’s forward revenue guidance.
Whatever. We are seeing genuine Al use cases showing up in an increasing number of earnings reports
across a wide spectrum of industry sectors, and lots of related capital expenditure outlays, which suggests
that this narrative has some ways to go before it burns itself out.

Landing the Plane, Ever So Softly

As for the general economy, nothing we can see in recent data releases suggests a change to the
assumption for a slowdown, with growth remaining modestly positive. The latest consensus from the
economist crowd at Blue Chip Economic Indicators has a median forecast of 2.0 percent real GDP growth
for the second quarter, the report for which will come out in late July. Recent data points from the labor
market to durable goods and retail sales all point to a moderation in the hitherto torrid pace of consumer
spending, with little to suggest that the slowdown will turn into a recession. And thus will the storied
predictive powers of the inverted Treasury yield curve be forever put to rest. Sic transit gloria mundi.

In summary, we do not see much right now that would cause a major rethinking of where we are
positioned in our portfolios. That is not to suggest that it will be a smooth ride for the next six months, or
free of surprises. We imagine there will be a few of those lying in wait. But in the meantime we will take
it one week at a time.
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Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor. MV Financial
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.

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 MV Capital Management, Inc.),
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any
corresponding indicated historical performance 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 MV Capital Management, Inc. To the extent
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation,
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he/she is encouraged to consult with the professional advisor of his/her choosing. MV Capital Management, Inc. 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 MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and

fees is available for review upon request.
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