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MARKET

NAVIGATING THE CURRENT MARKET LANDSCAPE

The Federal Reserve (Fed) appears poised to ease off the monetary brake
by cutting the policy rate later this year. This potential shift is supported

by several indicators, primarily signs of cooling inflation. For over a year,
short-term interest rates have been maintained well above the inflation rate,
reflecting a stringent monetary policy stance (Chart A on page 3). Given the
inherent lag in the effects of monetary policy, there is a compelling argument
for the Fed to start reducing rates to prevent economic deceleration and to
support continued growth.
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ALREADY PRICED IN

However, there are significant concerns about the current
state of stock and corporate bond markets. These markets
may already be “priced to perfection,” as the valuation of
U.S. stocks is high relative to earnings, and the yield on
Baa-rated corporate bonds is notably low compared to U.S.
Treasuries (Chart B on page 3). This situation suggests that
investors in these markets are anticipating a combination
of sustained economic growth with minimal risk. Such
optimism might be overly ambitious, given the broader

economic uncertainties and potential challenges ahead.
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Complicating matters further is the concentration of stock
market gains in a small subset of companies. The record
levels in the aggregate value of U.S. stocks are primarily
driven by substantial gains in a few stocks, known collec-
tively as the “Magnificent 7.” Nearly two-thirds of the U.S.
stock market gains in 2024 can be attributed to these seven
companies. A broader view of the market reveals a less
rosy picture. Since the Federal Reserve began its tighten-
ing cycle in early 2021, the average performance among
the 1,500 largest U.S. stocks, when not weighted by market
capitalization, has been a disappointing -4.5%. When
adjusted for inflation, the real return for the average stock

over the past 3.5 years is approximately -17%.

Looking ahead, there are two potential paths. One
scenario is that the economy remains resilient, and inves-
tor risk appetite broadens, leading to a wider participation
in the stock market beyond the Magnificent 7. This would
represent a “soft landing,” where the Fed successfully
navigates the economy through its tightening cycle
without triggering a significant downturn. The alternative
scenario is less favorable, where the Federal Reserve fails
to achieve a soft landing, leading to a dimming growth

outlook and a subsequent repricing of risk.

CONCLUSION AND RECOMMENDATIONS

In light of these uncertainties, a prudent investment
strategy would involve maintaining a well-diversified
portfolio of flexible, durable, and predictable stocks,
purchased at reasonable prices. Such a strategy would be
resilient against the various market and economic fluctua-
tions, providing a balanced approach to potential risks
and opportunities. Given the current market dynamics,
diversification remains a key tenet for managing risk

and seeking stable returns over the long term.

Investors should remain vigilant and adaptable,
recognizing that the path forward could vary significantly
based on evolving economic conditions and Federal
Reserve policies. By focusing on robust and reasonably
valued investments, they can better navigate the complexi-

ties of today’s financial markets.
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CHARTA | TIMETO CUT? POLICY RATES VS. EXPECTED INFLATION Source: WCA, Bloomberg
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CHARTB | STOCK AND BOND MARKETS PRICED FOR STRONG GROWTH, LOW RISK Source: WCA, Bloomberg
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Important Disclosures

Standard & Poor’s 500 Index (S&P 500) is a capitalization-weighted index that is generally considered representative of the U.S. large capitalization market.

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that
the figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at
times, release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no
guarantee of future results. Indices are unmanaged, and you cannot invest directly in an index.

All investments involve risk, including loss of principal, and there is no guarantee that investment objectives will be met. It is important to review your
investment objectives, risk tolerance and liquidity needs before choosing an investment style or manager.

Beta is a measure of the volatility, or systematic risk, of a security or a portfolio relative to the market as a whole. A beta of one is considered as risky as the
benchmark and is therefore likely to provide expected returns approximate to those of the benchmark during both up and down periods. A portfolio with a
beta of two would move approximately twice as much as the benchmark.

Diversification does not ensure a profit or protect against loss.

This commentary often expresses opinions about the direction of market, investment sector and other trends. The opinions should not be considered
predictions of future results. The information contained in this report is based on sources believed to be reliable, but is not guaranteed and not necessarily

complete.

Washington Crossing Advisors LLC is a wholly owned subsidiary and affiliated SEC Registered Investment Adviser of Stifel Financial Corp (NYSE: SF).
Registration with the SEC does not imply a certain level of skill or training.
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