
The stock market, as defined by the S&P 500, rose 4.3% in Q2 driven by similar factors to Q1, 

moderating inflation driving hopes of interest rate cuts, and no end to the fervor over stocks levered to 

growth in artificial intelligence.  However, in our view, the underlying economy and labor market 

continue to weaken, posing a risk to stocks in the second half of the year, especially if the Fed 

continues to waver on rate cuts.  We also see risk in how concentrated returns are in the market and 

believe investors are too focused on semiconductors as the sole beneficiaries of artificial intelligence.  

That said, we do see areas of opportunity in sectors left behind by the current rally and continue to like 

equities for the long-term.

Inflation continues to moderate, largely as expected, but remains above the Fed’s long-term goal of 

2%.  May Core PCE, the Fed’s preferred inflation gauge, was in-line with estimates at 2.6% when 

announced on June 28, decelerating from 2.8% in April.  June Core CPI, released in early July, rose 

3.3% year/year, better than the 3.4% expectation and down slightly from May.   Two areas are keeping 

the inflation data higher; auto insurance, which has increased significantly over the past few years and 

is likely sticky, and rent, which should trend lower as the economy moderates over the coming months 

and as apartment supply grows.  The key outstanding question is whether the Fed will be willing to get 

ahead of a weakening economy, if it’s not already too late, and cut rates with inflation still above its 

2% target.

Messaging from the Fed stayed relatively consistent in Q2, highlighting progress on inflation and the 

likelihood that an interest rate cut could be appropriate, although not guaranteed, at some point in 

2024.  This has supported equity valuations throughout the year, however, there has also been a 

cautious tone about moving too quickly with inflation still running above target, despite a clear 

weakening in the labor market recently.  The Fed kept rates unchanged at the June FOMC meeting, as 

expected.  Notably, the Fed also revised its inflation forecast for 2024 upward, and lowered its forecast 

for rate cuts this year from three to one.  Swap markets are now pricing in a slim 9% chance of a cut in 

July, but a 91% chance of a rate cut in September.

Taking a broader view of the economy paints a picture that appears inconsistent with a stock market 

hitting all-time highs.  May retail sales missed estimates, and companies were far more cautious on the 

health of the consumer in Q2 relative to earlier in the year.  The most recent ISM Services reading in 

early July contracted at the fastest rate in four years and the ISM Manufacturing index has been 

contracting since October 2022, apart from one positive reading in March 2024.  June non-farm 

payrolls came in ahead of estimates (206k vs. 190k estimate) but both April and May were revised 

lower by a combined 111k jobs.  Full-time employment fell in June, as many of the jobs that have been 

added in recent months are part-time, which is not indicative of a booming economy. In addition, 2023 

continues to be quietly revised lower as actual numbers from employers are reported with a nine-month 

lag.  Layoffs at large employers have also been accelerating and the unemployment rate ticked up to 

4.1%.  This is very close to triggering the Sahm Rule, which is an indicator of a recession start that 

looks at the increase in unemployment relative to its low during the prior year.  It is important to note
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that the Sahm rule has a perfect track record but has generally been around three months late 

confirming recessions.

The top 10 companies in the S&P; Nvidia, Microsoft, Apple, Amazon, Alphabet A/C, Meta, Berkshire 

Hathaway, Eli Lilly, and Broadcom accounted for close to 75% of the gains this year.  There was some 

hope at the end of Q1 that breadth was improving, i.e. more stocks participating in the rally, but 

breadth actually worsened in Q2 as the top 10 returned more than 5%, meaning the other 493 

companies produced negative returns in aggregate.  In addition, these 10 largest companies accounted 

for almost 37% of the index’s market cap at the end of Q2, the highest level of concentration since 

1972.  The extreme momentum in a small set of companies has created a narrow and expensive overall 

market heading into the second half of 2024.  

Much of the S&P 500’s gain so far this year, as well as last year, was driven by one company, Nvidia.  

There are many reasons to be impressed with Nvidia’s growth, but we question how long the market 

can be supported by just one company.  Nvidia is enjoying the first mover advantage in artificial 

intelligence semiconductors, much like Cisco was in the 1990s.  However, competition is coming as 

some of Nvidia’s largest customers are working on their own chips as replacements.  Given the lack of 

recurring revenue and the boom/bust nature of Nvidia’s business model, we have avoided owning the 

name.  While it has a been a drag on performance this year, we continue to believe there is significant 

downside risk as semiconductor demand wanes and/or competition heats up.

 

Semiconductor companies, such as Nvidia, and cloud computing providers, Microsoft, Google, and 

Amazon, have been the clear early beneficiaries of the AI boom.  However, most companies are still 

trying to figure out how to monetize AI.  In every big investment cycle the infrastructure needs to 

come first, think cell towers before cell phones, but ultimately an application that people will pay for 

needs to be developed and that usually comes from the software companies who capitalize on the 

infrastructure.  We believe those companies will generate long-term returns from AI, which is why 

AMI focuses on recurring revenue software models.  

Looking forward, we believe equities remain the best place to invest for long-term capital appreciation.  

However, we recognize that nuanced challenges lie ahead.  The economic picture has worsened over the 

past few months as high rates begin to impact the economy and equity valuations are stretched.  

However, certain areas of the market are appealing, specifically Healthcare, Consumer Staples, and 

certain areas within Software that have been left behind by the frenzy for AI hardware stocks.  While 

these areas have been out of favor with investors, these businesses can quickly become very exciting in 

a challenging economy, especially given the durability of demand for these companies’ products.  At 

AMI, we continue to invest for the long-term, actively managing risks and staying disciplined, with a 

focus on companies that can perform well regardless of the macroeconomic picture.



Disclosures
The views expressed in this Quarterly Commentary reflect the opinion of AMI Asset Management, a registered 

investment adviser, and are subject to change without notice in reaction to shifting market, economic or political 

conditions. The information provided here is for general informational purposes only and should not be considered 

an individualized recommendation or personalized investment advice. 

Certain information was obtained from third party sources, which we believe to be reliable but not guaranteed. This 

content was created as of the specific date indicated and reflects AMI’s views as of that date. Supporting 

documentation for any claims or statistical information is available upon request. 

Past performance is no guarantee of future results. Forecasts contained herein are for illustrative purposes only, 

may be based upon proprietary research and are developed through analysis of historical public data. The policy 

analysis provided does not constitute and should not be interpreted as an endorsement of any political party. 

All investments carry a certain degree of risk, including possible loss of principal, and there is no assurance that an 

investment will provide positive performance over any period of time. It is important to review investment 

objectives, risk tolerance, tax liability, and liquidity needs before choosing a suitable investment style or manager. 

The S&P 500® index is widely regarded as the best single gauge of large-cap U.S. equities and serves as the 

foundation for a wide range of investment products. The index includes 500 leading companies and captures 

approximately 80% coverage of available market capitalization. 

If at any time your current financial situation, investment needs or objectives change, please notify  your portfolio 

manager promptly. You may call or write us to obtain the latest copy of our ADV Part 2, Proxy Voting Policies 

and Procedures and/or Privacy Notice.

Point of Contact: Matthew Humiston∙ 424-320-4002 ∙ matt@amiassetmanagement.com

10866 Wilshire Blvd, Ste. 770, Los Angeles, CA 90024 ∙ 424-320-4000 ∙ www.amiassetmanagement.com
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