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The stock market soared after the election, pulled back for a handful of days, and then made new
highs through early December (see chart above). After trading mostly sideways for the next seven
sessions, the market pulled back to its post-election lows last Wednesday while suffering its worst
drubbing in four months when the Federal Reserve signaled fewer rate cuts in 2025 than previously
expected. The Dow Jones Industrial Average dropped more than 1,100 points amid its longest
losing streak in 50 years while the S&P 500 fell nearly 3% and the Nasdaq dove 3.5%.

Stocks, however, rebounded on Friday with all three major market averages climbing nearly 2%
following better-than-expected November PCE data and dovish comments from two Fed presidents
(John Williams, New York, and Austan Goolsbee, Chicago). With a nod toward the recent volatility,
Ed Yardeni, one of our favorite strategists, suggested investors “purchase a neck brace if you don’t
already own one.”

There are a number of crosscurrents in the weeks to come that are likely to affect the stock market.
Decisions among taxable investors to realize losses in 2024 and defer gains into 2025 could weigh
on this year’s winners and losers in the immediate future. Beginning on January 20, Trump 2.0 will
usher in a multitude of new policies over the course of the next year (such as reduced regulation,
lower corporate income tax rates, reductions in government spending, and more energy output) that
will impact economic growth, corporate profits, and inflation to unknown degrees.

Meanwhile, the so-called “Trump trade” has produced extraordinary gains since the election in Tesla
(TSLA), bitcoin, and many speculative stocks with little or no earnings. Many of them have gone up
too far, too fast. Worse yet, some may crash and burn in due time. A better gauge is the
performance of the “equal-weighted” S&P 500 index, which is essentially unchanged over the past
seven weeks.

Investor enthusiasm is reflected in the record net flows in U.S. equity funds, including $140 billion in
November (see below), more than two standard deviations above its norm. U.S. stocks now account
for 49% of the world’s market cap and the dividend yield on the S&P 500 is 1.2%, the highest and
lowest levels, respectively, since before the dot com bubble.

In conclusion, there are a lot of fundamentals to like and some to dislike as we exit 2024 and enter
2025. The economy is growing 2.5%-3.0%, S&P 500 profits are advancing approximately 10%
annually, and the Fed’s preferred measure of inflation has declined into the mid-2% rate on an
annual basis. Positives all. The other side of the ledger includes extreme bullish sentiment (a
contrarian indicator) and high valuations, leaving little room for disappointments.
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