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Markets marched
upward through the
first quarter, despite
altered expectations
about interest

rate cuts this year.
However, volatility
could be lurking in
the near future amid
softening jobs data,
stubborn inflation
and an approaching
election cycle.

A STRONG START TO THE YEAR

The momentum from 2023 carried over into the new year, resulting
in a strong start to 2024. The upward rise could be mostly
attributed to the market’s expectations that the Federal Reserve is
done raising interest rates and hopes that we might see as many as
six rate cuts this year.

These hopes were dashed mid-quarter, however, after Fed Chair
Jerome Powell dismissed the idea that rate cuts would begin before
mid-summer and indicated the Fed would only entertain three rate
cuts this year. After nursing its wounds for a bit, the market decided
not to dwell on this news — and continued its upward rise to finish
the quarter around record levels.

Equity Performance as of March 31, 2024

Equity Index Q1 1YR 3 YRS 5YRS
S&P 500: 10.16% 27.86% 9.77% 13.14%
NASDAQ: 9.11% 34.02% 7.33% 16.21%

DJIA: 5.62% 19.63% 6.47% 8.95%

Source: Source: Morningstar. Index Performance: https://www.morningstar.com/ Accessed April 1, 2024.

CHANGING EXPECTATIONS

After raising the Fed Funds rate to 5.25-5.50% in July 2023, the Fed
paused to assess the impact of rate hikes on the U.S. economy. At no
time did they say they were stopping or signal imminent rate cuts.
Despite this lack of evidence to the contrary, markets decided that a)
the Fed was done raising rates and b) we would eventually see six cuts,
putting the Fed Funds rate below 4% by the end of the year.

Not so fast, said the Fed. Employment — one of the Fed’s measures

to determine when it’s time to raise or lower rates — was still relatively
strong this quarter, with the unemployment rate ranging from 3.7-3.9%.?
The Fed really wants to see unemployment increase to 4-4.5% before
cutting interest rates, a number we haven’t seen since November 2021.3

Inflation has also remained an obstacle for the Fed. While inflation
dropped steadily from its 40-year high of 9.1% in June 2022,% it has
been stuck between 3.0-3.7% for nearly a year — well above the Fed’s
target of 2%.°

As markets skyrocketed early in the quarter, Chairman Powell doused any
misconceptions about rate cuts, saying it was more likely we would see
three rate cuts this year and not the anticipated six.® Markets didn’t like
this news. After briefly retreating, the market regrouped and refocused
on stronger-than-expected earnings and the idea that rates are far more
likely to go down this year than up.

Markets also have been spurred by the economy’s ongoing strength.
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Gross domestic product (GDP) for the fourth quarter of 2023 came in
strong at 3.2%, with GDP for the year at 3.1%.” Higher interest rates haven’t
QUARTERLY resulted in a significant economic slowdown or recession as predicted.
M arket This data encouraged markets to keep moving upward; the reasoning was
that if the economy keeps growing with higher interest rates, then stocks
REPORT should continue to perform well no matter how many rate cuts we see

1ST QUARTER - 2024 this year. Equities ended the quarter in much the same way it began, with
benchmark indexes breaking records nearly every week.

LOOKING AHEAD

As we enter the second quarter, some economic data has begun

to weaken. The 10-year treasury yield remains above 4%, while rate
curves remain inverted.® Short-term rates are still higher, signaling
long-term economic uncertainty. Even so, the estimate for first-quarter
GDP is 3.1%, consistent with total GDP for 2023.°

Markets are now expecting rate cuts to begin in June, and any
deviation from that expectation could spur volatility for investors. The
Fed will keep a close eye on unemployment and inflation, especially
energy prices. If both numbers stay steady, the Fed has a timing
dilemma: if they wait until too close to the election to cut rates, it
could be perceived as influencing politics. But if they cut rates too
soon or too aggressively, it could spur new challenges for investors
and the economy.

Despite these uncertainties, the first quarter set us up for a strong
2024. In the last 40 years, the S&P 500 delivered 28 positive first-
quarter results, which are a good predictor for how the rest of the
year will go.”® There likely will be bumps along the way, but the
economy is still solid and we should be in good shape for at least the
next few months.

No matter what direction markets go, it’s always prudent to stay
diligent with your investments. If you haven’t done so lately, we
recommend scheduling a time to talk with your advisor and review
your financial plan to make sure your investments are aligned with
your goals. Short-term events and data may increase market volatility,
particularly as we head into the summer months. Your advisor can
help you avoid making emotion-based decisions and work with you to
stick to the plan as you work toward your long-term goals.
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The opinions in the preceding commentary are for general information only and are not meant to be predictions or an offer
of individual or personalized investment advice. They also are not intended as an offer or solicitation with respect to the
purchase or sale of any security. This information and these opinions are subject to change without notice. Any type of
investing involves risk, including the loss of principal, and there are no guarantees. AE Wealth Management, LLC does not
assume liability for any loss which may result from the reliance by any person upon any such information or opinions.

The advisory firm providing you this report is an independent financial services firm helping individuals create retirement
strategies using a variety of investment and insurance products to custom suit their needs and objectives. Investment

advisory services offered only by duly registered individuals through AE Wealth Management, LLC (AEWM). AEWM and
advisory firm are not affiliated companies.
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