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Markets Take a Break

Financial Markets

Financial markets recouped some of their losses after falling the first week of the year. The S&P 500
increased by 1.84%, the Dow Industrials by 0.34% and the tech-laden NASDAQ by 3.09%. lItis
reasonable to expect investors to step back a bit and see what they have wrought. The market was driven
higher by a year-end gift from Jerome Powell and the Federal Reserve. Investors dove into the market
when Chairman Powell communicated that the hiking cycle had likely come to an end. Despite Fed
officials projecting three rate cuts in 2024, the market currently has over six priced in. Perhaps investors
are coming to the realization that their rate cut expectations are somewhat Herculean. It should be a
pleasant relief to investors that the Fed feels inflationary pressures have diminished enough to make that
significant of an announcement, but, clearly, there are other issues that should perhaps temper but not end
investors’ enthusiasm.

The Economy

We wrote last week about the positives outcomes that may be possible for the U.S. in the intermediate-
and long- term, but, of course, these do not exist in a vacuum. There are competing dangers that
investors should be aware of, both global and domestic. The wars in Ukraine and, most recently, the
Middle East both have the capacity to expand into larger and more widespread engagements. We
hesitate to comment as far as
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Personal Income Growth
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Another imbalance is a more serious problem, but further into the future. Americans are undersaving for
retirement. We have written about this in the past, and, while it is not something that is an immediate
danger, it is looming in the future. This is certainly something that can be fixed, but it won’t be if not
publicized.

We can’t leave the discussion of debt without looking at the debt of the government. Addressing the
growing debt problem has become an awful political topic for years. The biggest reason the U.S. debt
has expanded so significantly is the stimulus spending that took place during the pandemic. Perfectly
reasonable, but how to resolve it? The first thing that most all economists will agree on is to curtail the
spending associated with the pandemic. After that, it becomes more politically contentious. The current
problem is political. There is a small group in Congress that wants to make drastic cuts in the budget to
rapidly draw down the deficit. The danger? A deep recession and a subsequently deeper debt load.
Most macroeconomists who study this argue that a better way to address the debt issue is to take a less
drastic, longer-term view to budget cuts. ldeally, this method will not cause significant damage to the
economy and reduce the debt.

The Great Fall of China

China, as we have written many times, is facing serious economic and political problems. China has
such a long and fascinating history that it is tempting to describe its problems in dynastic terms. But, in
this case, it is both easier and more accurate to discuss it in a much shorter time period. We wrote a
while ago that, just as Japan was the economic miracle of the 20th century, China began as the
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economic miracle of the 21st. They followed similar paths, familiar to many developing countries, and
built an export-oriented economy and were less focused on domestic demand. This, along with using
government sponsored debt to spur both domestic growth (i.e. real estate) and build political influence
abroad (i.e. the Belt and Road initiative), China wound up with an economy less supported by domestic
private consumption. One very important difference between Japan and China is political. China, being
a dictatorship, particularly under Xi, developed such entrenched interests that made it almost impossible
to change. Of course, China has more problems than this, but its political structure makes it very difficult
to correct course.

Conclusion

All of the above sounds like a recipe for economic disaster, just as last week sounded like nirvana.
Neither is a forecast nor a prediction, but we are just drawing attention to what outcomes could occur.
Our long-term view leans positive. The Fed has done a good job, and we don’t think they will go off the
road at this point. It is impossible to know what will occur in the Middle East, but we don’t think any of
the Arab nations want this to escalate. Domestically, the most immediate problem is political. We have
faith that the House will not allow a default, but mistakes happen, and nothing is a sure bet. In an
election year, no one, Republican or Democrat, wants to appear to have caused an economic crisis. As
the year moves along, it will be fascinating to see how markets react to the increasingly volatile rhetoric.
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. Front End Disclosure

The information provided here is for general informational purposes only and should not be considered an individualized recommendation or
personalized investment advice. No part of this material may be reproduced in any form, or referred to in any other publication, without the express
written permission of 1919 Investment Counsel, LLC (“1919”). This material contains statements of opinion and belief. Any views expressed herein are
those of 1919 as of the date indicated, are based on information available to 1919 as of such date, and are subject to change, without notice, based on
market and other conditions. There is no guarantee that the trends discussed herein will continue, or that forward-looking statements and forecasts will
materialize.

Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no
guarantee that these investment strategies will work under all market conditions or are appropriate for all clients and each client should consider their
ability to invest for the long term, especially during periods of downturn in the market. No representation is being made that any account, product, or
strategy will or is likely to achieve profits, losses, or results similar to those shown.

All investments carry a degree of risk and there is no guarantee that investment objectives will be achieved.

This material has not been reviewed or endorsed by regulatory agencies. Third party information contained herein has been obtained from sources
believed to be reliable, but not guaranteed.

There is no guarantee that employees named herein will remain employed by 1919 for the duration of any investment advisory services arrangement.
1919 Investment Counsel, LLC is a registered investment advisor with the U.S. Securities and Exchange Commission. 1919 Investment Counsel, LLC, a
subsidiary of Stifel Financial Corp., is a trademark in the United States. 1919 Investment Counsel, LLC, One South Street, Suite 2500, Baltimore, MD
21202. ©2024, 1919 Investment Counsel, LLC. MM-00000850.

Il. Investment Analysis

The information shown herein is for illustrative purposes. 1919 may consider additional factors not listed here or consider some, but not all, of the
factors listed here as appropriate for the strategy’s objectives.

There is no guarantee that desired objectives will be achieved. 1919 has a reasonable belief that any third party information used for investment
analyses purposes is reliable but does not represent to the complete accuracy of such information by any third party.

lll. Portfolio Composition

For illustrative purposes. There is no guarantee that the portfolio composition for the strategy discussed herein will be comparable to the portfolio
shown here.
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