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Justin Dyer (00:04): Hey, everyone. Welcome back to another episode of AWM Insights. We've got a rotating bench here as we've been in the middle of a busy time of year. Tax season, spring training season, so lots going on here at AWM, but really, really good to get out there and connect with clients obviously, but here we are with the two CFAs. Mena, thanks for joining us again. Given that, we've got the two of us here, the two nerds in the firm, if you will. We're going to do a little bit of a market, not a deep dive, but just market flyover. We're approaching the end of the quarter. There's lots going on, lots of headlines out there. We wanted just to spend a little bit of time, make sure everyone listening is up to speed and understanding what's going on in the marketplace across the board and the economy more broadly.

(01:03): With that, we're going to start on the economic side of things. The economy is not the stock market. We always want to preface it. The two things are certainly related but oftentimes operate with different drivers and sometimes operate with the same drivers. It's very hard to predict that. Mena, why don't just give us a flyover? What's going on in the economy? Inflation's been a pretty prevalent topic for, gosh, the last two plus years, still there. Talk about that and also what's going on with jobs and just the overall economy.
Mena Hanna (01:39): Yeah, absolutely. We just had an inflation print yesterday that came in. It was slightly higher than expected, but it showed that inflation's continuing to trend down. There's no spikes as a lot of people have been fearing. Even though inflation is coming down, obviously not happening at the rate that everyone would hope for, but the market reacted positively that there were no, I guess, skeletons coming out or horrible prints. That was positive. Yesterday was a very positive day in the market. In terms of other factors that the Fed looks at when they're looking to make interest rate decisions, GDP has been strong as of late and continues to be strong. We'll touch on earnings, but the state of companies and the economy in general looks to be very, very healthy. Employment is also strong. It is trending in the direction that the Fed wants to see, where unemployment has slightly ticked up and underemployment has also slightly ticked up, but relatively speaking, we're still below historical numbers in terms of both underemployment and unemployment. Generally, all these factors, which the Fed looks at, they're stronger than expected and point to a healthy economy.
Justin Dyer (03:04): But with that, the interest rate picture or, yeah, let's just call it picture, has changed a little bit three months ago maybe, let's call it the end of last year into the beginning of this year, market participants were pretty convinced, let's say, that interest rates were going to come down pretty quickly and pretty soon. That picture has changed, right?
Mena Hanna (03:29): Definitely, yeah. At the start of the year, I think, there were six rate hikes that were forecasted. They were forecasted to potentially start in February or March. Obviously, that hasn't happened yet. As we keep getting these strong inputs from the economy and the Fed sees that nothing's breaking, everything is holding up, and inflation is there in a sticky manner, it's pushing that agenda to cut rates later and later. Now, it's forecasted to potentially start in June.
Justin Dyer (04:04): Why I bring that up for our listeners, just to bring some context to this conversation. We don't want to just talk with this financial jargon and bore you guys, but interest rates are really a foundational variable or input into both markets and stock or equity market pricing, but then also what you get on cash when you're keeping it in a savings account. It's not the only thing. There's, again, so many variables that go into the whole market mechanism, but interest rates being a pretty, pretty important one. As expectations shift, it has potential to change further expectations over the short term certainly. Now, I want to preface or caveat that with even though we see these changes predicting how they're actually going to affect the market certainly over the short term but also over the long term is really a game we don't believe in playing the data. We just really doesn't support playing that prediction game. As such, let's shift a little bit to the broader market, the stock market. What have we seen? What's going on? Given the economic data you just highlighted, what's going on in the market?
Mena Hanna (05:18): Yeah. The strong economic data has led most U.S. indexes to be at all time highs right now. The S&P Dow and, I believe, the Nasdaq are all trading at all time highs or near there. The story is similar in international developed markets. You see a few big countries. Japan just broke its 40 year or 43-year-
Justin Dyer (05:43): Yeah. That's right.
Mena Hanna (05:44): Yeah, draw down. Now, they're near all-time highs again. I think they just came down from them. But a lot of developed international markets have reaped the benefits of the strong general global economy, and emerging markets still are down. Obviously, China is a big reason as to why India has been performing very well, and we've been seeing a bit of a shift on that end in emerging markets. But with interest rates potentially coming down in the future with the dollar potentially softening, it should bode well for emerging markets.
Justin Dyer (06:23): That's great. Another driver you alluded to this is earnings company health. We monitor that, unfortunately, on a quarterly basis, but we have a pretty clear picture of what happened in... This would be Q4 of 2023. We now know really essentially what the complete S&P 500 looks like. Give us an overview of how the quarter wrapped up.
Mena Hanna (06:47): Yeah. Q4 earnings, we mentioned they were strong. They were trending down for a period in the quarter. That was due to lower operating margins, so companies were less efficient with their earnings. But that's actually, as more companies have reported, that's leveled off and it's pretty positive earnings quarter. Earnings are up about 4%, which is pretty solid quarter over quarter.
Justin Dyer (07:17): I should have said this at the outset, earnings are just a different word for profit. We're talking about the profitability of publicly traded companies in this little section right here. I think a lot of this good data is supporting at least a narrative that some green shoots are starting to show when it comes to IPOs. IPOs stands for initial public offering. That's when a company can go from being a private company to being a public company, and you can buy and sell it on the New York Stock Exchange or the NASDAQ or something like that, through a brokerage account or something. They call it the IPO window. The activity in the IPO marketplace has been really, really, really, really slow for the last almost two years, I'd say.
(08:07): We've seen some companies, some more high profile companies, Instacart being one of them, go public. Birkenstock did it a couple months ago as well. But we've got one that's really on the cusp and making some headlines that should go public in the next couple of weeks, which is Reddit. I just want to highlight this is potentially something that is definitely worth paying attention to. If the Reddit IPO goes well, I think it will bode well for a lot more to follow, which certainly helps our private market activities and investments. It potentially will get venture capitalists and some private equity sponsors comfortable with bringing their private company investments public as well, which the nice thing about that is it's a form of getting liquidity.
(08:53): Liquidity basically means turning something that's private, and you can't necessarily transact it and turn it to cash easily to the public markets, where it becomes pretty easy to buy and sell and get cash on a fairly regular basis, so certainly keeping an eye on that. Another just trend based on a lot of this positivity is some speculation we're turning to the market. Why don't you hit on that? I think this will tee up another podcast that we'll focus on either next time or the following episode.
Mena Hanna (09:22): I'm sure people are just starting to hear now about crypto again after probably a two to three-year hiatus. But yeah, crypto's Bitcoin is trading near an all-time high, broke $70,000, and has been gaining a lot of steam, and been just more in the press and in the standard news recently. Definitely a topic that people are discussing, and that usually bleeds into a lot of the other alternative coins, the smaller coins. As Bitcoin does well, usually there's speculation that trickles into the rest of the crypto space. Yeah, that's something that I won't get into too much, but it's something to look out for. That kind of speculation also usually translates to run-ups in value of small growth companies, and people just making bets, and gambling more than investing, in a sense.
Justin Dyer (10:20): That's a great segue or point to wrap on. We are talking about a relatively short point in time here, just giving a pulse of the market, which is good. We all stay very informed and make sure we're keeping a pretty close pulse on the market. We also want clients to understand what's going on and listeners to this podcast, but also, with that, really understand that this is the long game. Investing is not speculation. There's very different attributes to those two words. We really want to take this tried and true methodical data-driven approach to long-term investing and chasing fads. Getting lost in the noise, let's say, is certainly something that we want to remind all listeners to try and avoid. Really stay disciplined, pay attention to the data, stay invested for the long term, and not get caught up in new market highs or Bitcoin breaking through its high, et cetera, et cetera.
(11:26): There's ways in which you should think about all of these various topics, and we'll probably slice and dice some of these. We will slice and dice some of these in a little bit more detail, crypto being one. We'll unpack our viewpoint on that in future episodes. With that, we can wrap. If you guys do have any questions, certainly know how to get ahold of us. Please send questions our way. It helps us tailor these podcasts to be really, really effective to the audience here. But until next time, own your wealth, make an impact, and always be a pro.

