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Inflation, the Federal Reserve, and
Higher for Longer Trigger

Weak April Market Performance
By Michael O’Keeffe, Chief Investment Officer
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My team and | publish our work on stifelinsights.com, including our Monthly Market
Perspectives, which provides a snapshot of last month’s performance and a summary of the
related market performance drivers. As our readers know, we're tracking sticky inflation, Federal
Reserve (Fed) policy, and the economic and market implications of market interest rates being
higher for longer. This has been an important week, with the Fed concluding its latest meeting.

So, in this latest Sight|Lines, we review inflation, economic results, the Fed’s policy update, and
how those forces influenced April market performance.

THE TAKEAWAY:
FIRM INFLATION, SOFT GDP, AND A HAWKISH FED COOL THE MARKETS

Inflation remains sticky, GDP disappointed, and the Fed’s still hawkish, all leading to weaker

markets in April. In summary:

e Three important measures, the consumer price index (CPI), the producer price index (PPI),
and the personal consumption expenditures price index (PCE) have remained firm,
running above the Fed’s 2% target.

e The first estimate of first quarter GDP disappointed, coming in lower than expected.
e The Fed left its hawkish policy unchanged and updated its monetary policy statement.

e Market participants have accepted “higher for longer,” losing hope about the number of
Fed rate cuts and driving the 10-year Treasury yield higher.

e Equity markets posted negative April returns, giving back some of the first quarter gains.
e Bond markets also posted negative returns, as higher interest rates pushed prices lower.

e We've been watching for a slowdown, and while we don’t foresee a recession soon,
investors should prepare for a slowing economy and more muted market performance.
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IN-DEPTH: INFLATION HAS REMAINED FIRM, FIRST QUARTER GDP DISSAPPOINTED, AND
THE FED HAS REMAINED HAWKISH, ALL FORCES COOLING THE MARKETS

Recent inflation reports show inflation remains sticky, while first quarter GDP disappointed and the Fed is
maintaining its hawkish policy. These forces led to weaker markets in April. Going deeper:
e The CPI, PPI, and PCE have been running above the Fed’s 2% target:

o The CPl and core CPl averaged 0.38% and 0.37%, respectively, for the three months ended
March, compared to 0.17%, the monthly equivalent of the Fed’s 2% target.

o The PPl and core PPl have averaged 0.357% and 0.341% over the same period.

o Finally, over that period, the PCE and core PCE averaged 0.361% and 0.362%, respectively.
e The first estimate of first quarter GDP disappointed:

o First quarter GDP has been estimated at 1.6%, well below the consensus view of 2.5%.
e The Fed left its hawkish policy unchanged:

o The statement was updated to add that “there has been a lack of further progress toward the
Committee’s 2% inflation objective.”

o ChairJerome Powell said it will take longer for the Fed to start cutting rates.
e Market participants have accepted “higher for longer”:

o Fed funds futures are signaling one to two cuts in 2024, compared to six as we started the year.
e Equity markets posted negative returns in April:

o The S&P 500 fell 4.1%, with the VIX Index averaging 20.3 versus 13.7 in the first quarter.

o The Bloomberg 2000, a small cap index, fell 6.5%.

o The “Magnificent Seven” outperformed on a relative basis, falling 2.8%, but there was dispersion.
e Bond markets also posted negative returns, as higher interest rates pushed prices lower.

O The 2-year U.S. Treasury rose 42 basis points (bps) to 5.0%, while the 10-year rose 48 bps to
4.7%, leading to a Bloomberg Aggregate Bond Index return of -2.5%.

CONCLUSION

The Fed remains hawkish to rein in inflation, investors are accepting “higher for longer” interest rates, and markets
turned negative in April. We’ve been watching for a slowdown, and while we don’t foresee a recession soon,
investors should prepare for a slowing economy and more muted market performance from here.
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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, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility
than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks
are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values
can fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies.
When investing in bonds, it is important to note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted
index that is generally considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average
of 30 significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI
EAFE index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market
performance of developed markets, excluding the U.S. and Canada. VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market
Volatility Index, a popular measure of the implied volatility of S&P 500 index options.
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