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 Q1 2024 
S&P 500 Total Return 10.56% 
NASDAQ 9.32% 
Dow Jones 6.14% 
Russell 2000 5.18% 
World ex. US 8.29% 
Oil ($83.17/bbl) 15.98% 
Long Term Treasury (4.45%) -2.93% 
As of March 31, 2024  

 
 
Following 2023’s banner year for U.S. stock returns, equities forged ahead with strong positive returns in the 
first quarter of 2024. The market has experienced a remarkable run since it bottomed in October 2022 but is 
still up only 9.5% over the past 2 years due to the 2022 bear market. The rally reflects a resilient economy, 
optimism about Fed rate cuts later this year and an AI driven boom in technology stocks. Fears of a recession 
diminished during the quarter as employment, corporate earnings and inflation measures remained steady. In 
fact, GDP growth is now expected to be over 2% in 2024 (the IMF just raised estimates to 2.7%) and its 
strength is challenging the assumption of Fed rate cuts. The strong recent performance of the U.S. economy 
reflects robust productivity and employment growth. This strength is all the more impressive given it is 
occurring despite a rise in interest rates (year to date the benchmark 10-year treasury yield has risen from just 
under 4% to 4.6%) and higher gas prices (average retail gas prices are roughly flat with a year ago but up 
about 20% from where they started the year).   
 
As a result, the Fed is in the process of resetting expectations to a more neutral posture with less of an 
immediate bias to cut rates. The strength of the labor market and the lack of further progress on inflation 
mean rates will remain higher for somewhat longer and allow more time for restrictive monetary policy to 
cure the excesses of the unprecedented spending and liquidity response to the covid pandemic. This should 
be viewed as a win for the market given that 1) the Fed is through raising rates, which is more important than 
the timing of when it cuts rates, 2) earnings appear on track to increase about 10% in 2024, and earnings 
drive stock prices over the long term; 3) Inflation has moderated while the economy continues to grow –         
a healthy combination.  
 
 

Mid-Cycle Playbook 
 
The bond market also seems to be signaling a continued domestic, recession free, recovery. Corporate 
investment grade spreads are less than 100 BPS. This only happens when the economy is good. There has 
never been a recession 12 months after Investment Grade spreads are this low. The American economy is 
performing better than any other industrialized market in the world. The dollar is strong, outperforming every 
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other currency save the Indian Rupee with India currently the fastest growing major global economy. Many 
U.S. investment strategists see the U.S. market and economic strength reflective of a mid-cycle environment.  
Mid-cycle here refers to the long middle phase of an economic cycle that sets in after the initial early-stage 
recovery from an economic downturn (in this case the covid recession of 1H2020) and before the economy 
reaches peak growth. Typically the longest phase, it is characterized by moderate growth, healthy profitability 
and sees monetary policy turn increasingly neutral. Mid-cycle expansions can go on for years: examples 
being 1995-1999, 2003-2007, 2012-2019. During those periods, several things usually happen: large cap 
stocks outperform small cap stocks, U.S. Large Caps outperform the Rest of World stocks, rates fluctuate 
around a narrow band and the U.S. dollar tends to be strong.  
 
The evolving Goldilocks (too hot/too cold/ just right) market debate over interest rates and inflation is also a 
mid-cycle phenomenon. As it stands now, U.S. earnings growth and market liquidity suggest that the U.S. 
economy is strong enough to support a higher than projected level of inflation. But it also suggests that rate 
cuts may be further off than currently anticipated. This time around, the AI and technology investment 
spending boom is further driving mega-cap tech stocks and accelerating the advantages of best of breed 
companies.  
 
 

Inside Inflation 
 
The March 2024 Consumer Price Index continued a trend of disappointing reports running at an annual rate 
of 3.5%. Inflation remains above target but at least in a range that the market is more historically comfortable 
with, as opposed to the 9 percent inflation experienced in 2022 that was the worst in 40 years. Services, in 
particular “shelter” which represents the largest category, continued to remain stubbornly high. The shelter 
category measures costs for renters and homeowners and accounts for a third of the CPI weighting.  The CPI 
uses a rental equivalence measure, called owners’ equivalent rent of primary residence, which is a statistical 
estimate and it tends to substantially lag the market by 6 months to a year. Other measures of inflation look 
better, including the PCE (Personal Consumption Expenditure Price Index) which is favored by the Fed and 
has a much smaller housing component. See the table below. The final mile to the Fed’s 2% inflation target 
is proving bumpy, leaving the federal bank cautious to cut rates too soon.  
 
 

Highest Weighted Item Categories for PCE and CPI 

 
 

Note: PCE weights are calculated as the average for 2019-2020 to match the current CPI weights. 
Source: BEA, BLS, TD Economics 
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2024 Market Update 

 
In our 2023-year end commentary, we made several observations of our expectations for the market in 2024 
and beyond. Some are summarized again below: 
 

POSITIVE NEGATIVE 

 Inflation Slowly Moderating 
 Ongoing Wars in Ukraine and Middle 

East 

 Fed Policy Working 
 Widening Conflict Threatens Global 

Supply Chain 

 Expected Fed Rate Cuts  Restructuring of Global World Order 

 Resilient Growth 
 M2 Money Supply Growth 

Negative/Monetary Tightening Lag 

 Recession Probability Lowered  Interest Rates Have Risen YTD 

 AI & Technology Investment 
Spending Boom 

 U.S. National Debt at Record High 
Level ($34T), @1.24x Greater than 
Nominal GDP 

 
 
Globalization is transitioning to “friend shoring” and “reshoring” as geopolitical realities of China, 
Russia and their impact on world politics and trade force the free world to make decisions that we have not 
faced in decades. National security, reliable supply chains and reliable allies are realities we can no longer 
ignore. U.S. investments in new Arizona Taiwan Semiconductor plant capacity appears to be a model for 
reshoring going forward. In combination with the AI driven technology investment boom, we are seeing a 
generational boom in spending on manufacturing structures, machinery and equipment, data center and 
software.  
 

 
 

 
 
Restructuring of the Global World Order 
 
The ongoing wars in Ukraine and the Middle East impact global supply chains, energy and food markets, 
and military and economic relationships. China continues to pressure not only Taiwan and its territorial 
waters but to probe and intimidate throughout the South China Sea from the Philippines to Vietnam and 
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beyond. We have not seen anything like a three front global war since World War II. Russia, Iran and China 
pose a hundred-year threat to America and its allies, and a global restructuring of geopolitical and economic 
power is already underway. These are treacherous times and how it plays out will set the course for future 
generations. All of this is occurring at a time where American politics and society are in upheaval and 
American citizens are internally polarized, posing an even greater challenge. Revolutionary new technology 
of the digital age and the unknown impact of AI – for better or worse the horse is out of the barn and the 
world’s great powers and great corporate powers are in a race to gain the upper hand in its deployment – only 
adds to the global upheaval and the challenge of our times.  
 
 
U.S. Debt Issues 
 
While we concur that the U.S. economic recovery is on firm footing and that current economic evidence 
indicates that we in a mid-cycle environment, we are compelled to highlight unsustainable U.S. debt levels. 
Already at historically high levels, U.S. debt is now over $34 trillion, up from $27.5 trillion at the end of 
2020, and growing at a rate of about $1 trillion every 100 days. Jamie Dimon recently noted that “the deficits 
of today eclipse those of the past, and what’s different this time around is that fiscal stimulus is taking place 
during a period of economic expansion rather than to pull the country out of recession”. Moody’s 
downgraded the debt of the U.S. in November due to the rising risk of the country’s fiscal strength. In 
Moody’s words, “in the context of higher interest rates, without the effective fiscal policy measures to reduce 
government spending or increase revenues, Moody’s expects that the U.S.’ fiscal deficits will remain very 
large, significantly weakening debt affordability.” An indication of the unsustainability - and potential 
recklessness of the debt levels- the Congressional Budget Office recently published its 10-year outlook. The 
outlook disclosed a grim fact. In the U.S., the federal debt has gotten so large that that the interest expenses 
on the national debt now exceed federal spending on national defense.  
  
 

Summary 
 
The market appears to be in a mid-cycle environment, one that can produce positive returns for healthy time 
periods. The American market and American companies continue to perform well, better than the rest of the 
world. There remain serious issues that need monitoring: the U.S. debt, inflation, second half 2024 corporate 
earnings improvement, Federal Reserve interest rate cuts and the existential threat of global confrontation on 
several fronts.   
 


