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Economy Grows, Inflation Cools, Markets Hyperventilate
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Some summers are quiet. This is not one of those summers. One month ago, a hitherto dull and dreary
political contest supercharged into a must-see roller coaster of events. Two weeks ago, a benevolent
inflation report sent securities markets into a tizzy, producing dramatic rotations in and out of asset
classes in both equities and fixed income. So here we are, as July heads to a close, not expecting that
August will offer much in the way of opportunity for a quiet repose at the beach. It’s at times like this that
we like to remember what the dormouse said to Alice: Keep your head. It can be hard to resist the impulse
to act when there is so much going on every day. But these are the times, more than any, that call for
discipline, patience and care in the management of portfolios with long-term objectives.

A Benevolent Economy

Let’s start with the economy, because here is where things are actually relatively steady. We got two new
pieces of data this week. Second quarter real GDP growth came in higher than expected, at 2.8 percent
(quarter-to-quarter, annualized). Then, this morning, the Personal Consumption Expenditures (PCE)
report showed core inflation growing by 0.2 percent in June, translating to a 2.6 percent increase year-
on-year, a cooling trend roughly in line with economists’ expectations.

US Real GDP Growth vs. Core PCE
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Economic growth was driven by consumer spending and nonresidential private investment, while the
cooling inflation trend suggests that the continued brisk pace of economic activity is not pushing prices
up unduly. Importantly, the trend of the past several months has validated the view that moderating
growth will not turn into stagflation, which some had feared earlier this year following a series of hotter

than expected inflation reports.
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Meanwhile, roughly 40 percent of S&P 500 companies have reported second quarter sales and earnings
results, and the current growth rate (combining actual figures for companies already reporting and
estimates for those still on tap) for earnings per share is 9.8 percent, higher than the 9.0 percent
consensus forecast when the second quarter began. Although we still hear the term “macro uncertainty”
peppered throughout the analyst calls with management, the uncertainty seems to be somewhat less
forbidding than it was several months ago.

The Performance Bar Is Ever Higher

All that good news might lead one to believe that markets would keep on with the pleasant, gently
upward vibe we saw throughout the second quarter. No such luck. As we noted in our commentary two
weeks ago, investors seemed to be waiting for a catalyst to reappraise their positions in the expensive
trades that had been hitherto been working so well, namely Big Tech and the Al narrative. They got the
signal from that week’s CPI report, combined it with a newfound conviction that Republicans were going
to sweep the electoral contests in November, and off to the repositioning races they went. Interestingly,
though, while the initial rotations were into a variety of sectors from small caps to value to non-US
equities, so far the only one with staying power is US small caps, as shown in the chart below.

Selected Equity Asset Class Performance
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What does all this mean? We’re not sure how much of that July 11 catalyst was actually related to the
political outlook, though of course the financial media can never resist the opportunity to say “Trump
trade” as a lazy shorthand to describe things. On the political front quite a bit has happened since then,
and quite a bit more is likely to happen between now and November, so our advice, as always, is to tune
out the noise. There is definitely a high bar for corporate earnings performance in tech and related sectors,
as Alphabet (Google) can attest to following a fairly strong Q2 report this past Tuesday that investors
greeted with a five percent hit to the company’s stock price.
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We don’t expect investors to be any more forgiving when other tech heavy hitters report over the next
couple weeks. That being said, we remain unconvinced that there is real structural sustainability to the
current small cap rotation, and with the big moves that have already taken place, we think any meaningful
tactical moves in this area would be ill-advised. There will likely be reversions to the reversions. But there
will also be important strategic decisions to countenance in the not too distant future.
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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,
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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