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To Our Clients, 

 

Markets were volatile in the third quarter as investors faced political turmoil and increased uncertainty about future 

economic growth, but the return of Fed rate cuts and solid corporate earnings helped to offset those political and economic 

anxieties, and the S&P 500 hit another new all-time high and finished the quarter with strong gains. 

 
 

Q3 Review 

Markets started the third quarter with a continuation of the first-half rally thanks to good Q2 earnings results and generally 

solid economic data. However, while the S&P 500 hit a new all-time high in mid-July, the second half of the month proved 

more volatile. That volatility was driven by an intense rotation within the S&P 500 from the heavily weighted tech sector 

(more than 30% of the S&P 500) to other, smaller market sectors such as utilities, financials and industrials. The impetus for 

this dramatic rotation was a combination of profit taking following the substantial AI-driven tech stock rally and a larger-

than-expected decline in inflation which caused Treasury bond yields to fall sharply as investors anticipated imminent rate 

cuts by the Fed. That expectation boosted the economic outlook and caused investors to rotate towards market sectors 

that benefit more directly from a strong economy. So, while investors didn’t exit the market entirely, the decline in the tech 

sector weighed on the S&P 500 and was not fully offset by gains in other, smaller market sectors.  

The late-July volatility continued in early August as a much-weaker-than-expected July jobs report, released on August 2nd, 

added to economic concerns. The unemployment rate rose to the highest level since November 2021 and investors’ fear of 

an economic hard landing triggered a sharp, intense decline that saw the S&P 500 fall 3% on Monday, August 5th, the worst 

one-day selloff in nearly two years. However, that decline proved brief as economic data over the next few weeks was 

generally solid and that helped calm investors’ anxieties. Then, on August 23rd, at the Kansas City Fed’s Jackson Hole 

Economic Symposium, Fed Chair Powell told markets the “time had come” for the Fed to cut rates. That all but guaranteed 

a rate cut at the September meeting1.  

The rally continued in September thanks to growing expectations for a large Fed rate cut that offset lackluster economic 

data. The August jobs report, released in early September, was another disappointment and again increased concerns about 

an economic slowdown and stocks were modestly volatile to start the month. However, following that report, numerous 

financial journalists and ex-Fed officials made public calls for the Fed to cut interest rates by 50 basis points at the September 

 
1 https://www.theguardian.com/business/article/2024/aug/05/us-stock-market-recession-dow-close 
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meeting and expectations for a larger-than-expected rate cut helped offset underwhelming economic data and the S&P 500 

hit a new all-time high ahead of the Fed decision. Then, on September 18th, the Fed met market expectations and cut rates 

for the first time in four years and promised additional rate cuts between now and year-end.  

        

Q4 Market Outlook 

With the start of the Fed’s rate cutting cycle now behind us and the general pace of future cuts now broadly known, focus 

for the final quarter of 2024 will turn towards economic growth and politics. Given the volatile nature of both, it’s 

reasonable to expect periods of elevated volatility over the coming months (but, as we saw in the third quarter, markets can 

still move higher even amidst increased volatility).   

Starting with economic growth, expectations for aggressive Fed rate cuts helped investors look past some soft economic 

reports in Q3, especially in the labor market. However, with those rate cuts now behind us, we should expect markets to 

be more sensitive to any disappointing economic data, especially in the labor market. Bottom line, with the S&P 500 just off 

record highs, the market has priced in a soft economic landing, so if the economic data in Q4 is weaker than expected and 

recession fears grow, that may increase market volatility between now and year-end.   

Politics, meanwhile, may become a more direct market influence as we approach the November 5th election. Depending on 

the expected and actual outcome, we could see an increase in macro and microeconomic volatility that could impact the 

broader markets as well as specific industries and sectors (e.g. oil and gas, renewables, financials and others). That volatility 

will stem from the uncertainty surrounding potential future policy changes (or lack thereof) towards important financial and 

economic issues such as taxes, global trade and the long-term fiscal health of the United States. 

Finally, geopolitical risks remain elevated and while the war between Russia and Ukraine and the ongoing conflict between 

Israel, Hamas and now Hezbollah hasn’t negatively impacted global markets this year, that’s always a possibility and these 

situations must be consistently monitored as the spread of these conflicts would impact markets, regardless of any Fed rate 

cuts or election outcomes.   

In sum, as we start the fourth quarter the market does face economic, political and geopolitical uncertainties. But market 

performance has been very strong in 2024; momentum remains decidedly positive, and this market has proven resilient 

throughout the year. Additionally, current economic data is still pointing to a soft economic landing. Finally, while political 

headlines may cause short-term investor anxiety and volatility, market history is extremely clear: Over time, the S&P 500 

has consistently advanced regardless of which party controls the government and the average annual performance of the 

S&P 500 is solidly positive in both Republican and Democratic administrations.      

So, while there is elevated uncertainty between now and year-end and it’s reasonable to expect an increase in short-term 

volatility, the fundamental underpinnings of this market remain broadly positive.  

Please do not hesitate to contact us with any questions, comments, or to schedule a portfolio review. 

Sincerely, 

SoundView Wealth Management at Morgan Stanley 
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NOTICE: Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of 

Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act. If you have received this communication in error, please destroy all electronic and paper copies 

and notify the sender immediately. Mistransmission is not intended to waive confidentiality or privilege. Morgan Stanley reserves the right, to the extent permitted under applicable 

law, to monitor electronic communications. This message is subject to terms available at the following https://www.morganstanley.com/disclaimers. If you cannot access these links, 

please notify us by reply message and we will send the contents to you. By communicating with Morgan Stanley you acknowledge that you have read, understand and consent, 

(where applicable), to the foregoing and the Morgan Stanley General Disclaimers. 

 

Please see our Privacy Pledge for details about how Morgan Stanley handles personal information. 

  

If you would like to update your email preferences or unsubscribe from marketing emails from Morgan Stanley Wealth Management, you may do so here. Please note, you will still 

receive service emails from Morgan Stanley Wealth Management. 

  

Morgan Stanley Wealth Management 

2000 Westchester Avenue, Purchase, NY 10577-2530 USA 

 

The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley Wealth Management or its affiliates. All opinions are subject to 

change without notice. Neither the information provided nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. Past performance is no 

guarantee of future results. 

 
 

This material contains forward looking statements and there can be no guarantees they will come to pass. The information and statistical data contained herein have been obtained from sources 

believed to be reliable but in no way are guaranteed by Morgan Stanley as to accuracy or completeness.  There is no guarantee that the investments mentioned will be in each client's portfolio. 

 

 

This material does not provide individually tailored investment advice. It has been prepared without regard to the individual financial circumstances 

and objectives of persons who receive it. The strategies and/or investments discussed in this material may not be appropriate for all investors. Morgan Stanley Wealth Management recommends 

that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a Financial Advisor. The appropriateness of a particular investment or 

strategy will depend on an investor's individual circumstances and objectives. 

 

Equity securities may fluctuate in response to news on companies, industries, market conditions and the general economic environment. Companies cannot assure or guarantee a certain rate of 

return or dividend yield; they can increase, decrease or totally eliminate their dividends without notice. 

 

International investing may not be appropriate for every investor and is subject to additional risks, including currency fluctuations, political factors, withholding, lack of liquidity, the absence of 

adequate financial information, and exchange control restrictions impacting foreign issuers. These risks may be magnified in emerging markets. 

 

Because of their narrow focus, sector investments tend to be more volatile than investments that diversify across many sectors and companies 

 

Growth investing does not guarantee a profit or eliminate risk. The stocks of these companies can have relatively high valuations. Because of these high valuations, an investment in a growth stock 

can be more risky than an investment in a company with more modest growth expectations. 

 

Value investing does not guarantee a profit or eliminate risk. Not all companies whose stocks are considered to be value stocks are able to turn their business around or successfully employ 

corrective strategies which would result in stock prices that do not rise as initially expected. 

 

 

Asset Allocation and Diversification do not guarantee a profit or protect against loss in a declining financial market. 

 

Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustration purposes only and do not show the performance of any specific investment. Reference to an 

index does not imply that the portfolio will achieve return, volatility or other results similar to the index. The composition of an index may not reflect the manner in which a portfolio is 

constructed in relation to expected or achieved returns, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility, or tracking error target, all of which are subject to change 

over time. 

 

For index, indicator and survey definitions referenced in this report please visit the following: https://www.morganstanley.com/wealthinvestmentsolutions/ 

wmir-definitions 

 

Morgan Stanley Smith Barney LLC. Member SIPC. 
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