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Despite April Stumble, Positive Stock-Market Outlook for 2024

Good feelings tend to fade away fast when confronted
with discomfiting reality. Following hot jobs and inflation
data from March released early in April, investors were
confronted with stumbling stocks and surging Treasury
yields though mid-month. In addition to pressuring stocks,
the rise in yields has boosted the VIX to multi-month highs
and caused recalibration of expected Fed policy moves.

Argus and the market are now assuming that the Fed
may cut rates just twice in 2024. The Fed, which in March
issued a dot plot suggesting three cuts in the second half
of 2024, has so far been mum. The May FOMC meeting
actually straddles the end of April to the first day of May.
All eyes will be on the May FOMC meeting, when the Fed
may express a new caution on the pace of its policy moves.

Still, investors remain generally positive that the market
will right itself and resume its advance into mid-year, and
maybe year-end. The ongoing fundamentals discussed below
suggest generally firm footing for stocks in the months and
quarters ahead.

Market Outlook for 2024

In 2023, the stock market broke out of its 2022 funk on the
perception that inflation was in retreat, the Fed would wrap
its rate-hiking campaign, and the supply chain would get
back to its own “new normal.” All of those things happened
more or less, and the market rallied as anticipated. Whereas
2023 opened with inflation and the Fed rate-hiking campaign
clearly on the downslope, the outlook for 2024 remains less
clear even one quarter into the year.

The lagged effects of higher rates are dragging on
consumer and business spending and confidence. Recession
appears increasingly unlikely, but remains a risk. The stock
market has had a big run, partly because corporate earnings
have started to rebound from a year of negative comparisons.

While equity valuations appear attractive, stocks will appear
pricey if earnings fail to grow as anticipated.

The major geopolitical event of 2023 — the war between
Israel and Hamas — has continued into 2024. The recent deaths
of several Iranian commanders could potentially broaden
the war into a larger regional conflict. Well after the end
of China’s zero-tolerance pandemic lockdown, the world’s
second-largest economy has experienced just tepid economic
recovery. The war in Ukraine grinds on, hurting economic
growth in Eastern Europe. Despite these and other challenges,
the global macro-environment appears moderately positive
for U.S. stocks.

We expect the U.S. economy to continue expanding in
2024, remaining on a narrow growth path in line with subdued
population growth and higher productivity.

Inflation trends were more important than GDP trends
for the stock market in 2023, although their impact may fade
a bit as 2024 progresses. Prices for shelter and transportation
remain elevated, and February saw goods inflation running
hotter than services inflation. The Fed is now ahead of the
inflation curve: the federal funds rate remained at 5.25%-
5.50% as of March 31, 2024, while the core PCE Inflation
Index was below 3.0%. With the FF/PCE gap now around the
target range of 250 basis points, the Fed may feel increasing
confidence in its ability to begin reducing rates. However, the
Fed is hinting that it may be more inclined to cut rates two
times in 2H24, rather than three times.

Measures of the commercial and industrial economy —
including PMIs, durable goods orders, industrial production,
and small-business confidence — have moderated from high
readings in the pandemic-recovery phase, while remaining
at levels consistent with low-level growth. The ISM manu-
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facturing PMI recently moved into expansionary territory
(a reading above 50) for the first time in 16 months.

The outlook for the consumer economy is mixed. Ris-
ing wages and full unemployment are not sufficient to offset
high prices and high interest rates, which are constraining
everything from food purchases to home sales. Consumer
sentiment and consumer confidence show signs of splitting
along generational and affluence lines, with confidence and
sentiment rising in high-income consumers above 55 years
old and declining for less-well-paid Millennials.

We look for the dollar to continue to ease in 2024 from
the cycle-high levels set in 2022. The greenback increased
2% in 2023, yet still remains below the 2002 cycle high
and generally has been trending lower since October 2023.

Energy prices have been volatile, rising in fall 2023
and then declining in winter 2024 before rising again this
spring. Although the supply-demand equation appears to
favor supply, broad global economic recovery could keep
energy prices high while thwarting the Fed’s inflation goals.
West Texas Intermediate (WTI) crude was at $85 per barrel
at 1Q24-end. Our forecast average price for WTI crude oil
in 2024 is $80, in line with the 2023 average and down from
$95 per barrel in 2022. A wild card for prices would be an
broadening in hostilities between Iran and Israel.

The yield curve was inverted for all of 2023, and
fixed-income investors expect the Federal Reserve to keep
short-term rates at lofty levels for at least the first half of
2024. We expect investors to push shorter-term interest
rates lower over time, eventually returning the yield curve
to its normal upward slope.

S&P 500 earnings grew 2% in 2023, reflecting econo-
my-wide pressure on net margins that was partly offset by
recoveries in Communication Services, Consumer Discre-
tionary, and Technology earnings. Based on sector earnings
trends, in November 2023 we raised our 2024 estimate of
S&P 500 continuing operations earnings to $247, from
$245. Our estimate implies 9% growth from 2023. Our
EPS forecast for 2025 is for continuing-operations EPS in
the mid-$260s, implying high-single-digit growth.

Following 2.5% GDP growth in 2023, GDP growth is
likely to moderate in 2024. Our forecast calls for economic
growth of 2.3% in 1Q24, followed by sub-2% growth in
the middle quarters of year and 2%-plus growth in 4Q24..
Our forecast for 2025 is also close to 2.0%.

Accelerating stock gains into year-end 2023 and 1Q24
suggest that investors are anticipating the beginning of
rate cuts, rather than dreading rate hikes as they had been
doing in for more than two years. We expect U.S. stocks to

continue outperforming global stocks, based on risk profiles
and growth outlooks, tempered by valuation.

In terms of market segments, we look for growth to
continue to lead in 2024. But consistent with the 1Q24
trend, we expect much-improved sector breadth and a lower
level of “Big Three” (Communication Services, Technolo-
gy, Consumer Discretionary) concentration. In June 2023,
the S&P 500 at 4,293 entered a new bull market, having
risen 20% from its October 2022 low of 3,577. The S&P
500 in 2023 rose 24% to finish the year at around 4,770,
and then added a further 10% to finish 1Q24 at 5,254.
Despite solid appreciation over the past 16 months, stock
valuations improved into year-end 2023 and remained
positive in spring 2024, this as inflation and interest rates
continued to come down. The April correction has been
broad but also most intense in growth sectors -- further
improving valuations.

Currently, our stock/bond barometer is signaling that
stocks are as close to fair value as they have been since
1Q22. We look for valuation multiples on stocks to widen
modestly in 2024, aiding returns in the equity market. Our
base case outlook for U.S. markets calls for a more-nor-
mal year of S&P 500 returns, in the 8%-12% range. Even
though the S&P 500 reached the midpoint of that range
as of the end of 1Q24, the outlook remains uncertain in
a presidential election year (typically the weakest of the
four-year cycle).

A key risk to our outlook is that the Fed may have
raised interest rates too far and too fast, and may be too
slow to begin reducing rates. That could send corporate
earnings tumbling and the U.S. economy into recession.
We anticipate that an expanding economy, growing earn-
ings, and declining inflation and interest rates can offset
the political uncertainty from the presidential election,
resulting in the S&P 500 trading near all-time highs in
2024. Our revised 12-month trading range for the S&P
500 is 4,800-5,600.

Conclusion

In broad terms, the 2023 gain in stocks was positive, but
it was also too narrow. Three sectors — Communication
Services, Technology, and Consumer Discretionary — ac-
counted for all of the 2023 market advance. None of the
other eight sectors beat the overall market for 2023. After
a worrisome level of Al-driven sector concentration in
2023, much-better breadth in 1Q24 and into early 2Q24 can
help extend any gains into coming months and quarters,
in our view.

Jim Kelleher, CFA,
Director of Research




ECONOMIC TRADING CALENDAR

Release: Consumer Confidence
Date: 4/30/2024
Month: April

Previous Report: 104.7
Argus Estimate:  104.0
Street Estimate: NA

Release: ISM Manufacturing
Date: 5/1/2024
Month: April

Previous Report: 50.3
Argus Estimate:  51.0
Street Estimate: NA

Release: ISM New Orders
Date: 5/1/2024
Month: April

Previous Report: 51.4
Argus Estimate:  51.5
Street Estimate: NA
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Release: Construction Spending Release: Trade Balance Release: Factory Orders
Date: 5/1/2024 Date: 5/2/2024 Date: 5/2/2024
Month: March Month: March Month: March

Previous Report:  10.7%
Argus Estimate:  10.4%
Street Estimate: NA

Previous Report: -$68.9 BIn.
Argus Estimate: -$70.0 Bin.
Street Estimate: NA

Previous Report: 1.0%
Argus Estimate:  0.8%
Street Estimate: NA
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Release: Nonfarm Productivity Release: Unit Labor Costs Release: Nonfarm Payrolls
Date: 5/2/12024 Date: 5/2/2024 Date: 5/3/2024
Month: 1Q Month: 1Q Month: April

Previous Report:  3.2%
Argus Estimate:  3.5%
Street Estimate:  NA
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Previous Week’s Releases and Next Week’s Releases on next page.
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Release: Unemployment Rate
Date: 5/3/2024
Month: April

Previous Report: 3.8%
Argus Estimate:  3.8%
Street Estimate:  NA
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Release: Average Weekly Hours
Date: 5/3/2024
Month: April

Previous Report: 34.4
Argus Estimate: 34.4
Street Estimate: NA
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Release: Average Hourly Earnings
Date: 5/3/2024
Month: April

Previous Report: 4.1%
Argus Estimate: 4.1%
Street Estimate:  NA
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Release: ISM Services Index
Date: 5/3/2024
Month: April
Previous Report: 51.4
Argus Estimate:  51.0
Street Estimate:  NA
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Previous Week's Releases
Previous Argus Street
Date Release Month Report Estimate Estimate Actual
23-Apr New Home Sales March 662 K 672 K NA NA
24-Apr Durable Goods Orders March 4.5% 4.8% NA NA
25-Apr GDP Annualized QoQ 1Q Advance 3.4% 2.4% NA NA
GDP Price Index 1Q Advance 1.6% 2.8% NA NA
26-Apr PCE Deflator March 2.5% 2.7% NA NA
PCE Core Deflator March 2.8% 2.8% NA NA
Personal Income March 4.6% 4.7% NA NA
Personal Spending March 4.9% 5.0% NA NA

Next Week's Releases

Date Release
Total Vehicle Sales

Wholesale Inventories

U. of Michigan Sentiment

Previous
Report
15.49 min.
-1.5%

77.9

Street
Estimate
NA

Argus

Estimate Actual

NA

NA




Disclaimer

Argus Research Co. (ARC) is an independent investment research provider whose parent company, Argus Investors’ Counsel, Inc. (AIC), is registered
with the U.S. Securities and Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither The Argus
Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and does not have investment
banking operations. The Argus trademark, service mark and logo are the intellectual property of The Argus Research Group, Inc. The information
contained in this research report is produced and copyrighted by Argus Research Co., and any unauthorized use, duplication, redistribution or
disclosure is prohibited by law and can result in prosecution. The content of this report may be derived from Argus research reports, notes, or
analyses. The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Argus makes no
representation as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. In addition, this content is not prepared
subject to Canadian disclosure requirements. This report is not an offer to sell or a solicitation of an offer to buy any security. The information
and material presented in this report are for general information only and do not specifically address individual investment objectives, financial
situations or the particular needs of any specific person who may receive this report. Investing in any security or investment strategies discussed may
not be suitable for you and it is recommended that you consult an independent investment advisor. Nothing in this report constitutes individual
investment, legal or tax advice. Argus may issue or may have issued other reports that are inconsistent with or may reach different conclusions than
those represented in this report, and all opinions are reflective of judgments made on the original date of publication. Argus is under no obligation
to ensure that other reports are brought to the attention of any recipient of this report. Argus shall accept no liability for any loss arising from the
use of this report, nor shall Argus treat all recipients of this report as customers simply by virtue of their receipt of this material. Investments involve
risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future performance.
Argus has provided independent research since 1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in
this report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of covered companies, or may own more than
one percent of a covered company’s stock. Argus Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, is a
customer of Argus Research Co. (ARC), based in New York. Argus Investors’ Counsel pays Argus Research Co. for research used in the management
of the AIC core equity strategy and model portfolio and UIT products, and has the same access to Argus Research Co. reports as other customers.
However, clients and prospective clients should note that Argus Investors’ Counsel and Argus Research Co., as units of The Argus Research Group,
have certain employees in common, including those with both research and portfolio management responsibilities, and that Argus Research Co.
employees participate in the management and marketing of the AIC core equity strategy and UIT and model portfolio products. Recipients of the
Research reports in Singapore should contact the Intermediary of the Research Reports in respect to any matters arising from, or in connection
with, the analysis of the report. Where the recipient is not an accredited, expert or institutional investor as defined by the Securities and Futures
Act, the Intermediary accepts legal responsibility for the contents of Research Reports in respect of such recipient in accordance with applicable law.
When reports are distributed by Intermediaries in Singapore, the Intermediary, and not Argus Research, is solely responsible for ensuring

that the recipients of the Research Reports understand the information contained in the Research Reports and that such information is

suitable based on the customer's profile and investment objectives. T




