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Insight of the Week

Catch up in the S&P500 leadership!

For a while now, a narrow segment of the market, primarily driven by the tech-
heavy “Mag 7” has had an outsized impact on US stock performance. These mega-
cap stocks alone now represent nearly 30% of the S&P 500. Their influence has led
to the cap weighted index’s higher returns and valuations.

However, this dominance is starting to show signs of change. Comparing the cap
weighted S&P 500 index to its equal weighted counterpart reveals a changing story
in projected earnings growth between 2024 and 2025. Specifically, next year the
equal weighted index is expected to catch up and have similar earnings, removing
the lopsided differences. This shift could indicate a potential broadening of market
leadership away from the giant large caps and toward all “the rest.”

Expected EPS Growth
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Sources: FactSet as of 10/09/2024, S&P500.

This rounding out of earnings illustrates more diversified opportunities in the market
for investors. The equal weight index’s profile has a value tilt and greater exposure
to cyclicals and the smaller large-cap companies. Some of the non tech sectors like
Health Care, Materials, and Industrials, are poised for much stronger earnings
growth in 2025, each with expected growth of greater than 15%. This aligns with a
potential rotation out of high valuation tech stocks. We are cautious to say this is
the end of the tech run, as it will always be a pillar of the US economy. However, in
2025 we may start to see a larger opportunity set within US large caps.

Source: State Street Global Advisors, FactSet, S&P500.
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Spillover Effects: Who Else Will Benefit from China’s Efforts?

Last week we explored the latest stimulus efforts in China, aimed at reinvigorating
consumer spending, and supporting the real estate sector. In short: we think these
policies are a step in the right direction, but will need to be improved upon for
structural/long-term impact. The market has appreciated the effort, though when
the NDRC failed to announce further stimulus as the market expected, China gave
back some return. The MSCI China Index is up 21.7% since Sept. 24th when
stimulus was announced, giving up around 10% from the higher returns of 32.1%
seen on October 7th.

With China being the world’s largest exporter, and a meaningful importer, the
effects of their recovery impacts other regions, namely Europe. A few key
European sectors and industries are reliant on Chinese demand. For example,
these sectors include: luxury goods, industrial inputs, automobiles, and consumer
goods. A healthy Chinese consumer means healthier demand for these products.

The chart below shows the trade relationship which has deepened over the last two
decades. However, the more recent rate of change for both series beckons further
investigating. Since the end of 2021, Chinese exports to Europe have been on a
downward trajectory, and imports from Europe have been flat. The trends of
protectionism and de-risking may be what’s playing out here. Recently, we saw the
EU increase tariffs on Chinese made electric vehicles, and in return China
introduced barriers to European brandy producers.
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Source: Macrobond, GAC. Data as of 6/30/2024.

Are China and Europe becoming less entangled? Equity market returns have
historically shown to be quite positively correlated. However, during COVID and
beyond, we saw a deterioration of this correlation as China became more unique,
dealing with extended lockdowns and a delayed recovery. The correlation has
since normalized, but it is still sitting below highs of 0.8.
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Source: FactSet, MSCI. Data as of 9/30/2024.

Stimulus plans seem to have sparked renewed optimism for the PRC, which in turn
could be good news for Europe. However theories that these measures aren’t
enough has begun translating through to markets. In the end, if Europe and China’s
relationship is indeed unraveling, stimulus may not matter much at all.

Source: State Street Global Advisors, FactSet, MSCI, Macrobond, GAC.

Fixed Income

Risk Assets Exposed to Hard Landing

Last week, the September nonfarm payroll surprised to the upside and markets
became convinced that the U.S. economy would escape a recession. Although a
soft landing remains our base case, we implore investors to exercise caution.

After years of recession fears, investors are now pricing in a high probability of a
soft landing which has led to a soar in valuations. The S&P 500 increased by 21%
and earnings grew by 12% YTD. This rosy picture poses a risk as any shock or
signs of a hard landing could cause valuation to plummet, making risk assets a lot
more riskier.

Within fixed income we see the same story. Valuations remain rich as investors
price out chances of a hard landing. Within both investment grade and high yield,
bond spreads have rallied to three-year lows, a clear sign that investors within
credit remain bullish, and continue to price out risks of a hard landing.
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Source: Bloomberg as of October 9, 2024.

High budget deficits, wanning fiscal stimulus, geopolitical risks, and the upcoming
U.S. elections could upend the soft-landing narrative. Inflation risks have subsided
but not completed abated, and unexpected strength in the labor market and/or the
economy could reaccelerate inflation. Given their rich valuations, risk assets are not
adequately pricing in these risks and are exposed to shocks.

Recession is not our base case, but we do believe the risks remain elevated, and
as such investors should exercise caution. Based on our views, we favor duration,
and given rich valuations we remain neutral to spread sectors.

Source: State Street Global Advisors, Bloomberg.



STATE STREET ivistes ;

Market Regime Indicator The Market Regime Indicator (MRI) represents a proprietary multi-asset class model
designed to characterize risk appetites within the capital markets.
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Source: State Street Global Advisors, Investment Solutions Group (ISG). As of October 2, 2024. The data
displayed is not indicative of the past or future performance of any SSGA product. The above data represents a
back-test of the MRI model, which means that those results were achieved by means of the retroactive
application of the model which was developed with the benefit of hindsight. Data displayed beyond this date is
not backtested, but is still generated by the model referenced. All data shown above does not represent the
results of actual trading, and in fact, actual results could differ substantially, and there is the potential for loss as
well as profit. The Market Regime Indicator (MRI) is a quantitative framework that attempts to identify the current
market risk environment based on forward-ooking market indicators. We believe the factors used are good
indicators of the current risk environment as they are responsive to realtime market impacts and in theory
should include all current and forward views of those markets. These factors are combined to create a single
measure and used to identify one of four risk regimes: Low Risk, Moderate, Normal, Elevated and High Risk..
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*Pensions & Investments Research Center, as of 12/31/23.
1This figure is presented as of June 30, 2024 and includes ETF AUM of $1,393.92 billion USD of which
approximately $69.35 billion USD is in gold assets with respect to SPDR products for which State Street Global
Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent. SSGA FD and State Street
Global Advisors are affiliated. Please note all AUM is unaudited.

For four decades, State Street Global Advisors has served the world’s governments,
institutions and financial advisors. With a rigorous, risk-aware approach built on
research, analysis and market-tested experience, we build from a breadth of index
and active strategies to create cost-effective solutions. As pioneers in index and ETF
investing, we are always inventing new ways to invest. As a result, we have become
the world’s fourth-largest asset manager* with US $4.37 trilliont under our care.
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Marketing Communication

The information provided does not
constitute investment advice and it
should not be relied on as such. It

should not be considered a

solicitation to buy or an offer to sell

a security. It does not take into
account any investor's particular
investment objectives, strategies,
tax status or investment horizon.
You should consult your tax and
financial advisor.

The information contained in this
communication is not a research
recommendation or ‘investment

research’ and is classified as a
‘Marketing Communication’ in
accordance with the applicable

regional regulation. This means

that this marketing

communication (a) has not been
prepared in accordance with legal

requirements designed to
promote the independence of
investment research (b) is not
subject to any prohibition on
dealing ahead of the

dissemination of investment
research.

This communication is directed at
professional clients (this includes
eligible counterparties as defined by
the “appropriate EU regulator”) who
are deemed both knowledgeable
and experienced in matters relating
to investments. The products and
services to which this
communication relates are only
available to such persons and
persons of any other description
(including retail clients) should not
rely on this communication.

The views expressed in this material
are the views of Christopher
Carpentier, Zanub Raza, Dane
Smith, and Christine Norton through
the period ended October 10, 2024
and are subject to change based on
market and other conditions. This
document contains certain
statements that may be deemed
forward-looking statements. Please
note that any such statements are
not guarantees of any future
performance and actual results or
developments may differ materially
from those projected.

Investing involves risk including the
risk of loss of principal.

The whole or any part of this work
may not be reproduced, copied or
transmitted or any of its contents
disclosed to third parties without
SSGA’s express written consent.

All information is from SSGA unless
otherwise noted and has been
obtained from sources believed to
be reliable, but its accuracy is not
guaranteed. There is no
representation or warranty as to the
current accuracy, reliability or
completeness of, nor liability for,
decisions based on such
information and it should not be
relied on as such.

Equity securities may fluctuate in
value and can decline significantly
in response to the activities of
individual companies and general
market and economic conditions.

Bonds generally present less short-
term risk and volatility than stocks,
but contain interest rate risk (as
interest rates raise, bond prices
usually fall); issuer default risk;
issuer credit risk; liquidity risk; and
inflation risk. These effects are
usually pronounced for longer-term

securities. Any fixed income security
sold or redeemed prior to maturity
may be subject to a substantial gain
or loss.

Currency Risk is a form of risk that
arises from the change in price of
one currency against another.
Whenever investors or companies
have assets or business operations
across national borders, they face
currency risk if their positions are
not hedged.

Generally, among asset classes,
stocks are more volatile than bonds
or short-term instruments.
Government bonds and corporate
bonds generally have more
moderate short-term price
fluctuations than stocks, but provide
lower potential long-term returns.
U.S. Treasury Bills maintain a stable
value if held to maturity, but returns
are generally only slightly above the
inflation rate.
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