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Stocks staged a choppy comeback last week as investors
cheered positive earnings, led by mega-cap tech stocks. The
rally came to pass despite fresh data showing a slowing
economy and increasing inflationary pressures.

Stocks Bounce Back. Twice.

Last week opened with a rebound rally as investors breathed
a sigh of relief that Middle East tensions had eased. The
market rally extended into Tuesday, with investors cheering
positive corporate earnings reports. By Tuesday's market
close, the S&P 500 had gained 2% for the week."?3

But investor enthusiasm didn't last, as midweek saw profit
taking in all three averages. Rising bond yields threw a wet
blanket on market momentum; at one point, the yield on the
10-year Treasury note rose more than 40 basis points from
its low earlier in the week.*

On Thursday, markets slipped on two fresh pieces of
economic data: a Gross Domestic Product (GDP) slowdown
and higher consumer prices. But by midday, selling pressure
slowed. Stocks pushed higher on Friday behind upbeat Q1



reports from two mega-cap tech stocks, helping the S&P 500
and the Nasdaq post their best week since November.®
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Earnings Vs. Inflation

Corporate earnings and economic reports battled it out last
week. In the end, earnings won, at least for this week.

The big economic news was that Q1 GDP grew ata 1.6
percent annualized rate—slower than the 2.4 percent
economists expected and less than Q4 2023. The GDP
report seemed to support the Goldilocks economy theory—
not too hot, but not too cool—a story investors have favored
this year.

The PCE (personal consumption expenditures) Index, the
Fed's preferred inflation gauge, was embedded within the
GDP report. Excluding food and energy, it increased 2.8%
from a year ago. It was unchanged from February and slightly
higher than expected. It joined a growing list of factors
pointing to an uptick in inflation, complicating the Fed’s
interest rate decision.®

This Week: Key Economic Data

Tuesday: Employment Cost Index. Case-Shiller Home Price
Index. Consumer Confidence.

Wednesday: FOMC Announcement and Fed Chair Press
Conference. Treasury Refunding Announcement. ISM
Manufacturing Index. EIA Petroleum Status Report.
Thursday: Motor Vehicle Sales. Jobless Claims.
International Trade in Goods & Services. Factory Orders.
Productivity and Costs.

Friday: Employment Situation.
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“Ignorance more frequently begets confidence than does
knowledge.”

- Charles Darwin

Of Note X

In the ever-evolving investment landscape, one thing has
persisted for decades: the debate about the superiority of
active or passive strategies. While many pundits strongly
advocate for one approach over the other, there are now
valid arguments that a combination of both active and
passive strategies offer portfolio benefits not provided by
either alone.

Before reviewing the benefits of combining active and
passive investing, let's define each strategy:

¢ Active investing: Actively buying and selling securities,
attempting to outperform the market or an assigned
benchmark. Active managers rely on research, analysis, and
their judgment to make investment decisions. While



potentially offering higher returns, active investing also
comes at higher costs and risks.

* Passive investing: Passive investing attempts to match the
performance of a specific market index or benchmark.
Instead of attempting to beat the market, passive investors
seek to match its returns. Passive exposures typically are
acquired through low-cost mutual funds or Exchange-Traded
Funds (ETFs).

Active management offers several compelling benefits that
appeal to advisors and investors seeking returns above the
market average. Skilled active managers take advantage of
market inefficiencies, exploit mispriced securities, and
adjust portfolios in response to changing market conditions.
This flexibility allows active managers to potentially generate
above-market returns, particularly in volatile or inefficient
market stretches.

Active management provides advisors with the opportunity
to align their client portfolios with specific investment
objectives, risk tolerances and other preferences. By actively
selecting individual securities or sectors, active managers
can tailor their portfolios to reflect specific goals or values
desired by investors.

Furthermore, active management enables investors to take
advantage of specialized strategies and asset classes that
may not be well represented by passive vehicles. Real
assets, such as infrastructure and real estate, and return-
seeking bonds, such as global high yield and emerging
markets debt, are examples of asset segments that have



less than ideal index coverage. Active management expertise
can effectively navigate and capitalize on the unique
opportunities within these markets to hopefully add
additional returns.

Passive investing has gained popularity in recent years due
to its simplicity and cost-effectiveness. By tracking market
indices, passive funds offer broad diversification across
various asset classes at a fraction of the price of active
strategies, providing overall lower-cost solutions.

Another advantage of passive investing is its consistency.
Since passive funds aim to replicate market performance,
investors can expect more predictable returns and reduced
portfolio turnover compared to active strategies. This
predictability can be particularly beneficial for advisors
working with investors who are tempted to chase strong
active performers. Removing this temptation allows clients
to benefit from the stability of lower turnover.

Finally, passive investing aligns well with the principles of
efficient market theory, which states that asset prices reflect
all available information and are therefore difficult to
consistently outperform. By accepting market returns rather
than attempting to beat the market, advisors and clients can
focus on activities within their control, such as asset
allocation, rebalancing and cost management.

While active and passive investing represent distinct
approaches, combining these strategies can create a
powerful solution that leverages the strengths of each. By



integrating active and passive strategies within a multi-asset
portfolio, advisors can construct well-diversified, cost-
effective investment solutions tailored to their clients' goals,
preferences, and circumstances.

One approach to combining active and passive strategies is
through a core-satellite construct. In this model, a
diversified core portfolio consisting of low-cost index funds
serves as the foundation, providing broad market exposure
and stability. Surrounding the core are satellite positions
managed actively by skilled fund managers, aiming to add
excess returns and enhance overall portfolio performance.

Another approach is to establish the solution's strategic
asset allocation, and then implementing it from the bottom
up, identifying and allocating to those segments best served
by active and those best served by passive management.
The active allocations tend to lean towards the market
segments that are less efficient, offer a higher risk/return
trade-off, or have poor passive coverage. Passive allocations
can round out the portfolio by offering inexpensive, broad
market diversification in asset segments that possess higher
hurdles for excess returns.

The debate between active and passive investing need not
be an either/or choice for financial advisors and their clients.
By recognizing the unique advantages of each approach and
integrating them strategically, advisors can construct well-
balanced portfolios that offer the potential for higher
returns, lower costs, and reduced volatility.



Ultimately, by harnessing the complementary strengths of
both approaches, financial advisors may be able to better
serve their clients and help them achieve their long-term
financial goals.®
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Investing involves risks, and investment decisions should be based on your own goals, time horizon, and tolerance for risk. The return and principal value of investments
will fluctuate as market conditions change. When sold, investments may be worth more or less than their original cost.

The forecasts or forward-looking statements are based on assumptions, may not materialize, and are subject to revision without notice.

The market indexes discussed are unmanaged, and generally, considered representative of their respective markets. Index performance is not indicative of the past
performance of a particular investment. Indexes do not incur management fees, costs, and expenses. Individuals cannot directly invest in unmanaged indexes. Past
performance does not guarantee future results.

The Dow Jones Industrial Average is an unmanaged index that is generally considered representative of large-capitalization companies on the U.S. stock market. Nasdaq
Composite is an index of the common stocks and similar securities listed on the NASDAQ stock market and is considered a broad indicator of the performance of
technology and growth companies. The MSCI EAFE Index was created by Morgan Stanley Capital International (MSCI) and serves as a benchmark of the performance of
major international equity markets, as represented by 21 major MSCl indexes from Europe, Australia, and Southeast Asia. The S&P 500 Composite Index is an
unmanaged group of securities that are considered to be representative of the stock market in general.

U.S. Treasury Notes are guaranteed by the federal government as to the timely payment of principal and interest. However, if you sell a Treasury Note prior to maturity, it
may be worth more or less than the original price paid. Fixed income investments are subject to various risks including changes in interest rates, credit quality, inflation
risk, market valuations, prepayments, corporate events, tax ramifications and other factors.

International investments carry additional risks, which include differences in financial reporting standards, currency exchange rates, political risks unique to a specific
country, foreign taxes and regulations, and the potential for illiquid markets. These factors may result in greater share price volatility.

Please consult your financial professional for additional information.

This contentis developed from sources believed to be providing accurate information. The information in this material is not intended as tax or legal advice. Please
consult legal or tax professionals for specific information regarding your individual situation. This material was developed and produced by FMG Suite to provide
information on a topic that may be of interest. FMG is not affiliated with the named representative, financial professional, Registered Investment Advisor, Broker-Dealer,
nor state- or SEC-registered investment advisory firm. The opinions expressed and material provided are for general information, and they should not be considered a
solicitation for the purchase or sale of any security.

Copyright 2024 FMG Suite.



