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Is The Market Giving Tricks Or Treats?

By Kostya Etus, CFA®, Chief Investment Officer, Dynamic Investment Management

Supportive Trends Fend Off Spooky Season

The market continues its strong run this year with the S&P 500 up over 24% through the end of
last week (10/18/24). This is great to see given September and October are typically a weaker time
for the markets.' But despite some uncertainties discusses in the last market update, including a
tight Presidential election, the S&P 500 has maintained six straight weeks of gains.”? What is more
exciting is that we are on track for a second consecutive years of bull market returns (over 20%),
which has only occurred five times over the last 75 years.?

As we head into the holiday months of November and December, which tend to be seasonally
strong for the markets, there are a few things to be thankful for which may help alleviate investor
scaries:

1. Friendly Federal Reserve (Fed): A favorable outlook from the Fed for a lower
interest rate policy going forward is supporting for most asset classes, as discussed in
the next section.

2. Tasty Corporate Earnings: According to Factset, while only 14% of S&P 500 companies
have reported earnings, about four out of five have reported a positive earnings surprise.*

3. Generous Economic Growth: Strong jobs growth, combined with lower unemployment
and sustained lower levels of inflation point to stronger economic growth ahead.

I realize I may have jinxed the markets with this update, as uncertainties still remain, but the treats
that the Fed, corporations, and the economy are handing out will be hard to beat.

Backdrop for More Treats to Come

Now that we have had our first interest rate cut from the Fed, as well as a reinforcement of a
lower interest rate policy for the foreseeable future, what can we expect from the markets? More
importantly what does it mean for various asset classes which investors may be exposed to? As
always, let’s take a look at what history can teach us by evaluating the performance of broad asset
classes after the initial rate cut over the last seven rate-cutting cycles:

1. Most Asset Classes Are Positive: Looking at stocks and a variety of bonds, we find that
historically all of the asset classes are up after the first rate cut by the Fed over various time
periods.’ More importantly, the longer the time horizon, the stronger the returns, reinforcing
the need to stay invested for the long-term.

2. Bonds Beat Stocks: Another pleasant surprise is that broad based bonds (green bar)
consistently beat stocks (blue bar) over all time periods.® Given that bond prices increase as
interest rates drop, this makes some intuitive sense. This reinforces the idea that the 60/40 is
not dead and the importance of staying balanced and diversified with both stocks and bonds
within portfolios.



3. Anything is Better than Cash: Perhaps the most important takeaway from the chart is
that all of the asset classes presented beat cash (grey bar).” As interest rates drop, it reduces
the yield received on short-term cash investments, which have limited ability to appreciate
in price. Thus, a falling interest rate environment may be a great opportunity to get off the
sidelines and get back into investing with diversified, balanced portfolios for the long-term.

Stay diversified, my friends.

Asset Class Performance Following the First Federal Reserve Interest
Rate Cut (Average of the Last 7 Cutting Cycles)
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Sources: Bloomberg Index Services Limited. Past performance is not a reliable indicator or
guarantee of future results. Data represents the performance of the Bloomberg U.S. Aggregate,
S&P 500, ICE BofA 1-3 Year Corporate Index, Bloomberg Muni Index, Bloomberg U.S. Corporate
High Yield Index, and the ICE BofA U.S. Treasury Bill 3 Month Index over the 1-month, 3-month,
6-month, and 1-year, periods following the first Federal Funds rate cut in the previous 7 cycles

by the US Federal Reserve. The start date of the 7 periods are 10/2/84, 10/19/87, 6/5/89, 7/6/95,
1/3/01, 9/18/07, and 7/31/19.

As always, Dynamic recommends staying balanced, diversified and invested. Despite short-term
market pullbacks, it’s more important than ever to focus on the long-term, improving the chances
for investors to reach their goals.

1.  “Here’s Why September and October are Historically Weak for Stocks,” CNBC, Sept. 11, 2024, https://www.cnbc.
com/2024/09/11/heres-why-september-and-october-are-historically-weak-for-stocks.html#:~:text=What%20is %20
1t%20with%20September,summer%20and%20early%20autumn%20months.

2. “U.S. Stocks Post Sixth Straight Weeks of Gains, Gold Hits All-Time High,” Reuters, Oct. 18. 2024, https://www.
reuters.com/markets/global-markets-wrapup-1-2024-10-18/

3. “The Current Bull Market Just Turned 2. History Has Good News for Investors Just Joining the Party,” The Motley
Fool, Oct. 18, 2024, https://www.fool.com/investing/2024/10/18/bull-market-just-turned-two-history-has-good-news/

4. “Earnings Insight,” FactSet, Oct. 18, 2024, https://advantage.factset.com/hubfs/Website/Resources%20Section/
Research%?20Desk/Earnings%20Insight/EarningsInsight 101824.pdf

5. “How Have Key Asset Classes Performed After the Start of Prior Fed Rate Cut Cycles?” Plante Moran, Sept. 5,
2024, https://www.plantemoran.com/explore-our-thinking/insight/2024/09/how-have-key-asset-classes-performed-
after-the-start-of-prior-fed-rate-cut

6. “How Could Fed Rate Cuts Affect Asset Returns?”” Allianz Global Investors, April 4, 2024, https://www.allianzgi.
com/en/insights/outlook-and-commentary/fed-rate-cuts-and-asset-returns

7.  “How Could Fed Rate Cuts Affect Asset Returns?”” Allianz Global Investors, April 4, 2024, https://www.allianzgi.
com/en/insights/outlook-and-commentary/fed-rate-cuts-and-asset-returns

2415 E. Camelback Rd., Ste. 700, Phoenix, AZ 85016 | 877.257.3840 | dynamicwealthadvisors.com

Dynamic Advisor Solutions, LLC dba Dynamic Wealth Advisors is an SEC registered investment advisor.
Investment advisory services are offered through Dynamic.



Disclosures

This commentary is provided for informational and educational purposes only. The information,
analysis and opinions expressed herein reflect our judgment and opinions as of the date of writing
and are subject to change at any time without notice. This is not intended to be used as a general
guide to investing, or as a source of any specific recommendation, and it makes no implied or
expressed recommendations concerning the manner in which clients’ accounts should or would be
handled, as appropriate strategies depend on the client’s specific objectives.

This commentary is not intended to constitute legal, tax, securities or investment advice or a
recommended course of action in any given situation. Investors should not assume that investments
in any security, asset class, sector, market, or strategy discussed herein will be profitable and no
representations are made that clients will be able to achieve a certain level of performance, or
avoid loss.

All investments carry a certain risk and there is no assurance that an investment will provide
positive performance over any period of time. Information obtained from third party resources
are believed to be reliable but not guaranteed as to its accuracy or reliability. These materials do
not purport to contain all the relevant information that investors may wish to consider in making
investment decisions and is not intended to be a substitute for exercising independent judgment. Any
statements regarding future events constitute only subjective views or beliefs, are not guarantees
or projections of performance, should not be relied on, are subject to change due to a variety of
factors, including fluctuating market conditions, and involve inherent risks and uncertainties,
both general and specific, many of which cannot be predicted or quantified and are beyond our
control. Future results could differ materially and no assurance is given that these statements or
assumptions are now or will prove to be accurate or complete in any way.

Past performance is not a guarantee or a reliable indicator of future results. Investing in the
markets is subject to certain risks including market, interest rate, issuer, credit and inflation risk;
investments may be worth more or less than the original cost when redeemed.

Investment advisory services are offered through Dynamic Advisor Solutions, LLC, dba Dynamic
Wealth Advisors, an SEC registered investment advisor.
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