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Anatomy of

APRIL 2024

a Bull Market

US STOCKS POST ANOTHER GREAT QUARTER AS ECONOMIC
GROWTH CONTINUES AND FED HOLDS STEADY

KEY TAKEAWAYS

® The US bull market has been analyzed, dissected, celebrated, and even
prematurely mourned but has continued to run like the Energizer Bunny.

B Though investors should be prepared for a pullback after such a torrid run,

there are still more tailwinds than headwinds in US markets right now.

Only a major step forward in efficiency in the life-altering development

of artificial intelligence (Al) will create a sustainable path for the current
deficit picture in the US.

Strategic investors don't have to wonder whether today's market has

room to rise or faces a significant step down. The beauty of strategic

investing is that diversified portfolios are positioned to move forward

under either outcome.

BY RICK PITCAIRN, CFA
Chief Global Strategist

The US bull market rocketed higher in the first quarter, with the
S&P 500 Index returning 10.56%. This is a bull market that has
been analyzed, dissected, celebrated, and even prematurely
mourned. Still, this bull has continued to run like the Energizer
Bunny. The S&P 500’s first quarter return was the highest in
the past five years and among the top 12 on record. This is an
emotion-fueled, momentum-driven market like that of the late

1990s. The question now is, how long will it last?

In just the past 12 months, US equities, as measured by the
Russell 3000 Index, have risen 30%. That's almost triple
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Ibbotson’s 10.5% average annual stock return and far above
the typical 7% to 9% capital market assumption for long-term
stock returns. Equities are unlikely to deliver another 30% in
the next 12 months. Though investors should be prepared
for a pullback after such a torrid run, there are more tailwinds

than headwinds in US markets right now.

The Case for US Equities in 2024

The macroeconomic backdrop provides multiple reasons for
US stocks to perform well for the rest of this year. US GDP
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growth remains in the 2-2.5% range, unemployment is low, inflation
is falling, corporate earnings are rising, and the Federal Reserve has

signaled an end to interest rate hikes with cuts possible.

Also in the plus column, this is an election year, and the S&P 500
Index has not fallen in a presidential re-election year since 1944. In
re-election years, the administration in power, whether Democrat or
Republican, does whatever it can to keep the economy and the stock

market rolling along. As you can see in Chart A, they typically succeed.

Chart A: S&P 500 Election Year Annual Returns
1960—-2020
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Source: https://www.theguardian.com/world/2024/feb/23/2024-global-elections-tracker-voting-
dates-us-india-indonesia-belarus-haiti-pakistan-full-list

At the start of 2024, the consensus for S&P 500 earnings was about
$242, representing 11% growth. Consensus has risen to about $250
and even that may be low given the possibility of Fed rates cuts and the

current administration’s fiscal actions, which goose corporate earnings.

Trends within the US stock market appear healthier as well. Last
year, we bemoaned the narrow leadership of the “Magnificent Seven”
technology stocks. During the fourth quarter, a broader array of stocks
joined in the gains and that trend has solidified. As of quarter end,
86% of S&P 500 stocks were trading above their 200-day moving
average, as shown in Chart B. Historically, narrow markets have fallen
victim to negative events that take out the few leaders, sparking a
downturn. The opposite has happened here, and now leadership
has begun to rotate from technology into industrials, financials, and

energy. That rotation is a healthy development.

It's a hard call, but | think this market has a bit longer to run. Jason
Trennert, CEO of Strategas Research Partners, maintains a list of
indicators signaling the top of a bull market. From heavy equity inflows
to rising interest rates to investor euphoria, not a single one of those

nine variables is currently in play.




Chart B: S&P 500 Index
50 & 200 Day Moving Average
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Can the Rise of Al Counter Unfettered
US Spending?

Two powerful forces will likely shape US equity results in the longer
term. On the one hand, higher interest rates, significant US debt, and
rising deficits are a likely drag. On the other hand, artificial intelligence

(Al) heralds a potentially seminal advance for humanity.

US government spending is currently about 4% of GDP. Spending
sprees of this magnitude are more typically seen during recessions
when there’s a need to boost the economy. | question whether the US
can sustain that level of deficit spending without negatively affecting
the US dollar and ultimately capital markets. Furthermore, what

happens during a recession — will spending soar to 8% of GDP?

Nevertheless, worry about rising deficits will certainly wane if

developments in Al are as life altering as many anticipate. Humanity
seems to be on the cusp of a monumental step forward. Al could
exponentially boost efficiency and forever alter the way we do things.
Improvement in medicine and health care alone may dramatically
lengthen life spans and improve quality of life. This impending

technological revolution has captivated investors because it will
beget corporate earnings events that are ultimately very positive

for capital markets.

That doesn't mean we shouldn't pay attention to US debt or that

markets won't pull back from current levels. US equities are highly
valued right now. In 1999, we were told the internet would do amazing
things — and it did even more than was promised. However, the S&P
500 and the Nasdagq peaked in 2000. After that bust, the S&P regained
its high in 2004; the Nasdaq didn't reclaim its high until 2016. Certainly,
some current Al darlings might be flying too close to the sun. Chart C
compares Cisco in 1999 to NVIDIA in 2024. Technology giant Cisco

was a market favorite in 1999. Investors were optimistic about potential
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internet opportunities and Cisco rose 181% that year. In 2024, investors

are equally jubilant about potential opportunities related to Al. Current
market favorite NVIDIA mirrors Cisco's upward rise in 1999, having

gained over 72% in the first quarter.

Chart C: CISCO 1999 Performance vs. NVIDIA Today
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Even amid a life-changing technological revolution, there will be
downdrafts and excesses to be worked off. | would not bet against
NVIDIA In the short term as it has incredible momentum, but it is good to

remember Cisco has yet to regain the high shown in the picture above.

US Economy Leads as Other Countries
Anticipate Recovery

For the last year or so, the US has been an anomaly among world
economies, delivering growth in the 2% range while most countries
were in the 0-0.5% range. It’s still early, but there’'s some indication
the Al revolution will pull the rest of the world up to the US level rather

than US growth slowing.
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Eight months ago, at least three or four economic indicators pointed
to a US recession. Today, it's only the inverted yield curve. And, as
noted earlier, we see US fiscal policy demonstrably supporting
economic growth for the rest of 2024 and even working against

the Fed's monetary policy.

Fed Holds Steady With Close Eye on
Inflation Data

Expectations for future Fed action changed significantly in the
first quarter. At the end of 2023, market expectations got ahead of
themselves, anticipating as many as six interest rate cuts in 2024.
Instead, inflation has been annoyingly slow to fall and, as a result,
the Fed has pushed back the timeframe for cuts. | don’t think the
Fed ever intended to cut rates six times in 2024, but its dot plots
and conversations revealed a desire to cut and led forecasters to
be overly optimistic. The futures market now predicts one or two

cuts and not until late summer.

Given the current data, one could wonder why the Fed would cut
rates? The Atlanta Fed's GDPNow forecasts a 2.4% annualized GDP
growth rate for the first quarter, the US boasts full employment, and
asset values are at record levels. This is not an environment where the
Fed needs to step on the economic gas. However, the Fed rationalizes
its plan based on “relative restrictiveness.” If inflation falls and the
Fed takes no action, that is a de facto tightening of monetary policy.
Conversely, a Fed cut in response to falling inflation leaves the level

of monetary restrictiveness unchanged.

This year’s election presents another obstacle to rate cuts. The Fed
wants to cut rates but hasn't gotten inflation data that would support
it. Meanwhile, Treasury Secretary Janet Yellen is doing what all
administrations do to support their party — stoking the economy. That

puts the administration and the Fed at cross purposes to some extent.

Unlike futures markets and most investors, | think there is a good
chance the Fed will cut rates as early as June. My view is the Fed won't
want to cut between June and November when it might be perceived

as affecting the election. However, the Fed might feel that waiting until
after the election to cut rates would be too late. A cut in June would
boost investor sentiment as recent data call into question even one
cut in 2024. Conversely, if the Fed signals it will hold off until the first
quarter of 2025, stocks would decline more than they did in mid-April
when March inflation numbers came in higher than expected. My thesis
requires more benign inflation data between now and June, but | believe

this is the path Fed Chairman Jerome Powell prefers.
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For the last year or
so, the US has been
an anomaly among
world economies,

delivering growth in
the 2% range while
most countries were
in the 0-0.5% range.

At the start of the year, markets were pricing in five interest rate cuts and
11% earnings growth. No way could both happen, in our view. Back then,
| thought we might get the interest rate cuts and not the earnings growth.
Now, | expect the opposite. S&P 500 earnings will probably reach $250

or $255, with the Fed possibly cutting rates just once or twice.

Japan Raises Interest Rates, A Notable
Indicator for Global Inflation

During the quarter, the Bank of Japan raised interest rates for the
first time in 17 years. That is momentous and, | believe, a harbinger
of higher global interest rates. When | visited Japan with the Wigmore
Association in 2017, we met with a high ranking official at the Bank
of Japan. He told us that they would absolutely not raise rates until

they stared inflation in the face.

Japan’s reversal supports my forecast of a higher global interest
rate and inflation environment. That doesn’t mean runaway inflation
or weak capital markets, but the prolonged period of low interest
rates is almost certainly over. Investors will have to think differently
in this new environment, though we believe a high reliance on equities
remains a viable strategy for long-term investors in the face of

modestly higher inflation.



Dollar Outlook Bodes Well for Non-US
Assets, Commodities and Energy

The US dollar has been on a tear and we believe it is overvalued in light
of US debt and fiscal spending. Dollar strength continues to hamper
non-US assets. It's been over 10 years since | first predicted non-US
assets would return to favor. I'm still optimistic, but my tombstone might

say, “Died waiting for non-US assets to come back.”

On paper, the dollar should weaken due to the fundamental mismatch
between what we spend as a country and what we require borrowers
to pay. That has not been the case. Since August 2023, the dollar
has been stronger and the global appetite for US Treasuries has been
hearty. There are reasons for that, including steps Secretary Yellen took
to limit the supply of long-term bonds. While those steps improved

Treasury market dynamics by supporting demand and keeping yields
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lower, they also moved the US to shorter-term debt in a rising interest
rate environment. That's similar to choosing an adjustable-rate

mortgage when future rates are likely to be higher.

Also notable is the Fed's apparent willingness to cut rates this year
even though it's highly unlikely inflation will be at its 2% target. Over
time, the combination of rising deficits, shorter-term US debt, and the
Fed's acquiescence to higher inflation should weaken the dollar and
could finally give international assets their due. A weaker dollar would

also be favorable for commodities, particularly energy.

As an aside, the rise of Al could be a significant boost for the commodity
complex. The energy needed to power Al is exponentially larger than
what it takes to mine bitcoin and, in my view, more than can be provided

by wind and solar. This is a development that bears watching.

Low Probability Events Pose Some Risk

With equities at such high levels, we have to ask, what could derail the
market's advance? It probably won't be the economy. Of the possible
economic indicators, the inverted yield curve stands alone in signaling a
recession. And Al is likely to boost economic activity, not dampen it. Future

Fed action also seems likely to be benign, if not favorable, to risk assets.

Though we anticipate higher global inflation, that's not necessarily a
negative. We tend to be fans of equities when we expect inflation to
be modest or more than modest because equities, commodities and

real assets typically perform well in inflationary environments.

Since COVID, there has been much talk of deglobalization and
potential effects on the world economy and capital markets. Although
geopolitical tensions are high, | don't think deglobalization is actually
happening as much as a shift away from China, which is likely to be
shunned as an investment partner until its government changes its
policies. Fear that a deglobalization trend will negatively affect equity

returns is overblown, in my view.

We are mindful that a major geopolitical surprise could unsettle capital
markets. Potential hot spots include conflict between Taiwan and
China, escalation of existing situations in the middle East and Europe,
or some unforeseen coup or military action. Such geopolitical events
could complicate the investment outlook, but we believe these are
low probability risks and certainly nothing to discourage long-term

investors from participating in the markets.

It's been an amazing 10-12 years as equities benefited from the low
interest rate environment. Though | doubt markets can match those
results over the next decade, | am confident stocks will still perform

well. | do worry that investors may overreact to negative events.
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To further guard against the vicissitudes of the public markets, we are
incorporating more private equity into Pitcairn portfolios. We believe
this positioning will also help us capitalize on opportunities from Al-
related startups and future innovation, where much of the potential

reward will happen on the private side.

This is an emotional,
momentum-driven
market. Emotional

markets will inevitably
turn and it's almost
impossible to predict
when they will.

Conclusion

It is impossible to reflect on the outlook for equities and discount the
importance of Al. The current buzz surrounding weight loss drugs
from Novo Nordisk and Eli Lilly may pale in comparison to how Al

revolutionizes medicine. We could see a similar impact across multiple
industries. This really looks like an inflection point for humanity, with

potential for exceptional investment returns.

That said, this is an emotional, momentum-driven market. Emotional
markets will inevitably turn and it's almost impossible to predict when
they will. There might not be a US equity pullback until after the
November election or perhaps not until next year, but it will happen.

The key is to keep thinking long-term.
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One Pitcairn Place, Suite 3000
165 Township Line Road
Jenkintown, PA 19046

The beauty of strategic investing is that diversified portfolios will take
major steps forward in this type of environment. When the S&P 500
Index returns more than 10% in a single quarter, Pitcairn clients capture
the lion's share of those gains. There's no timing needed and that's
important because timing is going to be harder and harder. Market-
timers are wondering whether today’s market is like 1996 with three
more years to rise or 1999 on the verge of a significant step down in
technology values. Strategic investors don't have to ask those questions
because their portfolios are designed for the long term and positioned

to move forward under either outcome.
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