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Aptus 3-Pointers: July 2024 Highlights

Market Overview
July witnessed significant market activity characterized by political fireworks and a dramatic
rotation from large to small caps. The PMI data released in late July highlighted slowing growth in
both the manufacturing and services sectors, which put on pause on the outperformance of small
caps and recent turmoil to start August caused a reversal in the small cap outperformance that had
been experienced.

Interest Rates and Policy

Questions have arisen about potential policy mistakes due to the Fed not cutting rates amidst
weakening data. Inflation is moving back down, but unemployment is ticking up, indicating the
lagging effects of policy decisions. The market had expected rate cuts earlier this year, and the Fed's
hesitation might have been a misstep. The two-year Treasury yield dropped nearly 60 basis points,
and the ten-year yield dropped almost 50 basis points in July. This significant movement is worth
noting. Additionally, there's speculation that the Fed may have overstayed its welcome, waiting too
long to lower rates, affecting both international and U.S. economies. The recession narrative, largely
absent since early 2024, seems to be creeping back into market discussions.

Small Caps Performance

Small caps have underperformed large caps for several years but have recently rallied to match the
NASDAQ's year-to-date performance. The market's performance discrepancy between small caps
and the NASDAQ was significant, driven by de-leveraging and expectations of rate cuts. Despite
historical trends, small caps are currently trading at a 30% discount to large caps, suggesting a re-
rating lower. Active management in the small-cap space is crucial due to the high variable-rate
debt and upcoming debt maturity wall. Strategies focusing on yield and growth in the small-cap
sector are recommended.

Fixed Income Insights

The S&P typically performs well when the Fed cuts rates into a softer landing environment. Real
rates are currently around 3%, which is high compared to the past few decades. The term premium
for long-term bonds has moved lower, with the CBO projecting 6% deficits for the next decade,
making bonds at less than 4% yields less attractive. Investors are advised to focus more on equities
rather than relying heavily on bonds. The current environment favors stocks over bonds due to
ongoing fiscal deficits and potential productivity gains from technological advancements. Small
rate cuts, and the anticipation of such policies, can also matter significantly, providing a mid-cycle
adjustment rather than an emergency response.

Earnings and Market Dynamics
Valuations are becoming a focal point for investors. Companies with extended valuations, such as
Snap, are getting hit hard despite okay earnings. On the other hand, stocks like Visa, which had
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poor earnings but reasonable valuations, saw limited declines. This indicates that valuations are
becoming more important in the current market. Commentary on Al and CapEx spending has
impacted stocks, with discussions on the long-term profitability and return on investment for
companies investing in Al. Simplistic investment approaches focusing on broad asset allocation are
recommended to benefit from the Al narrative.

Closing Remarks

Looking ahead, the market's resilience is being tested, but the focus remains on whether the
economy can continue handling high rates. Future discussions will revolve around key economic
indicators, earnings reports, and the Fed's potential rate cuts. The upcoming months will be critical
as the market navigates through these challenges, and investors should stay informed and be
prepared for potential fluctuations.

Disclosures

Past performance is not indicative of future results. This material is not financial advice or an
offer to sell any product. The information contained herein should not be considered a
recommendation to purchase or sell any particular security. Forward looking statements cannot
be guaranteed.

This commentary offers generalized research, not personalized investment advice. It is for
informational purposes only and does not constitute a complete description of our investment
services or performance. Nothing in this commentary should be interpreted to state or imply that
past results are an indication of future investment returns. All investments involve risk and unless
otherwise stated, are not guaranteed. Be sure to consult with an investment & tax professional
before implementing any investment strategy. Investing involves risk. Principal loss is possible.

Advisory services are offered through Aptus Capital Advisors, LLC, a Registered Investment
Adviser registered with the Securities and Exchange Commission. Registration does not imply a
certain level or skill or training. More information about the advisor, its investment strategies and
objectives, is included in the firm’s Form ADV Part 2, which can be obtained, at no charge, by
calling (251) 517-7198. Aptus Capital Advisors, LLC is headquartered in Fairhope, Alabama. ACA-
2408-5.

265 Young Street | Fairhope, AL 36532 | 251.517.7198 | info@apt.us




