
  

August was a good month for both stocks and bonds. The S&P 500, Dow, and 
Nasdaq all gained, 2.4 percent, 2.0 percent, and 0.7 percent respectively. The Russell 
Midcap increased 2.0 percent, while the Russell 2000 (small caps) declined 1.5 
percent. International markets rallied as well. The MSCI World ex-US was up 3.4 
percent, the EAFE index gained 3.3 percent, and the MSCI Emerging Markets index 
increased by 1.6 percent. Bonds also rallied during the month as the Fed statements 
from the Jackson Hole meeting erased any doubt about forthcoming rate cuts when 
Chairman Powel said, “the time has come for policy to adjust. The direction of travel 
is clear, and the timing and pace of rate cuts will depend on incoming data, the 
evolving outlook and the balance of risks.” The Bloomberg Aggregate US Bond Index 
gained 1.4 percent for the month. 
 
The first week of September was more challenging – especially for semi-conductor 
stocks and the Magnificent 7 stocks whose share of the S&P 500 has fallen from 
about 34 percent at the peak in July to around 30 percent as of today. Morgan 
Stanley’ chart of the week for September the 9th illustrates the sharp retreat. 

  
   

     

  

 
As Lisa Shalett pointed out in her GIC Weekly comments, “one of the most 
underappreciated risks of the past 18 months has been the S&P 500 Index’s 
unprecedented concentration in its top 10 names, which include the “Magnificent 
Seven.” We warned investors that an AI- or tech sector-linked selloff could 
exacerbate the volatility of the overall index. Semiconductor stocks—down 20% from 
mid-July all-time highs—have entered a bear market. However, recent broadening of 
outperformance among “the 493,” where more than 70% of stocks are besting the 
market-cap-weighted index over the past eight weeks, has prevented a significant 
drawdown in the total index.” 
 



Despite the pullback in the first week of September, our team remains cautiously 
optimistic that diversified portfolios may continue to perform well as the markets 
broaden out rather than simply retreat across the board. While a soft landing is far 
from assured, we still believe it’s a good base case scenario and that economic data 
is supportive of that view. 
 
As Lisa Shalett wrote in this month’s On the Markets , “If the soft landing is 
achieved, valuations will become critical, with nominal and real rates holding near 
current levels as higher-for-longer neutral rates are digested. In this scenario, 
market breadth should continue to improve, led by cyclicals and rate-sensitive 
stocks—extending the past six weeks’ outperformance of an active stock-picking 
approach and the equal-weighted S&P 500 Index. But labor markets hold the key, 
and much will depend on the ability of corporate management teams to achieve 
aggressive profit forecasts without reducing worker ranks. For markets built on 
anticipation, it’s show time. Stay focused on maximum portfolio diversification to 
optimize total return potential.” 
 
We believe the Fed’s most likely rate cut will be 25 basis points on September 18th, 
with an outside chance of 50 basis points if this month’s labor market data 
surprises to the downside. Lenoy Dujon, our US Canda Economist, and Seth 
Carpenter, our Chief Global Economist have stated that their “base case is for the 
median of the dot plot to signal three cuts in 2024, with some of the dots showing 
even more cuts this year. Projecting the unemployment rate will be tricky; we expect 
the next report to show a tick back down, with that outcome key to what the FOMC 
sketches. The shift is clearly here—how big it is will depend on the data (to steal a 
phrase).” In other words, they think the markets have the right number of rate cuts 
pegged in 2024 with 3 25 basis point cuts in September, November and December. 
 
While major market indices likely won’t gain much on the rate cut news (since we 
think markets have properly teased out of Fed comments what will actually occur), 
our team still expects continued rotation out of the Magnificent 7 into other areas of 
the markets – value stocks, small and mid-caps, international stocks, REITS – pretty 
much everything else. 
 
As always, if you have any questions or concerns, please don’t hesitate to reach out 
to any member of the team 
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Text Box
Morgan Stanley Smith Barney LLC offers a wide array of brokerage and advisory services to its clients, each of which may create a different type of relationship with different obligations to you.  Please visit us at http://www.morganstanleyindividual.com or consult with your Financial Advisor to understand these differences. 

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.

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.


The allocation above is for illustrative purposes only, at quarter end, and does not necessarily represent the current portfolio or how your specific account would be invested. The allocation is subject to change without notice. Sector weightings may be re-allocated as industry fundamentals warrant. They may also be re-allocated as your risk/reward profile changes. 


Bonds are subject to interest rate risk. When interest rates rise, bond prices fall; generally the longer a bond's maturity, the more sensitive it is to this risk. Bonds may also be subject to call risk, which is the risk that the issuer will redeem the debt at its option, fully or partially, before the scheduled maturity date. The market value of debt instruments may fluctuate, and proceeds from sales prior to maturity may be more or less than the amount originally invested or the maturity value due to changes in market conditions or changes in the credit quality of the issuer. Bonds are subject to the credit risk of the issuer. This is the risk that the issuer might be unable to make interest and/or principal payments on a timely basis. Bonds are also subject to reinvestment risk, which is the risk that principal and/or interest payments from a given investment may be reinvested at a lower interest rate.


Indices are unmanaged. An investor cannot invest directly in an index. 
For index, indicator and survey definitions referenced in this report please visit the following: https://www.morganstanley.com/wealth-investmentsolutions/wmir-definitions

Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee their accuracy or completeness.

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.	

Morgan Stanley Smith Barney LLC.  Member SIPC.	
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