
 

MARKET COMMENTARY 2nd QUARTER 2024 
 
 
Summary of Letter (points copied from last quarter because they have not changed. The letter content has changed.) 
 

1. The end of the first quarter (second quarter) looks like the end of 2023: Stocks rose, valuations remain stretched and interest 
rates remain high. 

2. The rise in gold and commodity stocks might signal a change in the Federal Reserve’s accepted level of inflation. 
3. Rules are being proposed to allow banks to purchase an unlimited about of Treasury securities. This may suggest trouble in 

the Government’s ability to sell all the bonds necessary to fund record spending.   
 

2nd Quarter Results: 
After increasing 7.8% through the first quarter of the year, global stocks (VT, Vanguard Total World Stock Market) rose another 2.5% 
during the second quarter.  Valuations remain high, well beyond one standard deviation above the 30- year average.  Interest rates 
continued their rise as well. The 10-year Treasury Note started the year at 3.88%. By March 31 the interest rate had risen to 4.2% and 
it continued its ascent to 4.36% at the of the quarter. 
 
The rise in interest rates helped the iShares Core U.S. Aggregate Bond ETF (AGG) to fall 0.71% this year.  Gold on the other had posted 
returns of 12.55% YTD continuing its steady rise since the beginning of last year. 
 
In our opinion the market’s valuation is high, especially given the higher level of interest rates.  But the high valuation is not spread 
evenly throughout the market. Large company stocks are more expensive than small company stocks. Growth stocks are more 
expensive than value stocks.  While growth stocks are normally more expensive the value stocks, they are also more expensive than 
they normally are.  Large growth stocks are selling for 157% of their 20-year average Price Earnings ratio.  By comparison, small cap 
value stocks are selling for 94% of their 20-year average. 
 
According to JP Morgan, when stocks sell for prices comparable to today, the average annual return over the next 5 years tends to be 
between 0% and 5% per year.  At the beginning of 2022, the market was at a high valuation (not quite as high as today).  Since that 
time the S&P500 index has increased 5.5% per year on average.  Earnings have declined over this time-period.  As a result, the entire 
return has been achieved through the Price Earnings multiple increasing another 17%. In other words, through the market becoming 
even more expensive. 



 

 
 
 
The logical question is whether high valuations are warranted?  A P/E ratio of 20 means that you are paying for 20 years of earnings 
today. That only makes sense if you think you will have the right to collect those earnings over that time-period.  If government keeps 
colluding with corporations, they are likely to extract more of those earnings for themselves rather than allow you, the shareholder, 
to keep them.  Historically this has been a common problem in emerging markets. Just because the economy is growing does not 
mean that the business shareholders get to keep the profits.   
 
Well before Russia invaded Ukraine, its stock market sold at a P/E ratio of 6. China’s P/E ratio was 12. The U.S. sold at a 21 P/E 
(6/30/2021 Forward P/E by Siblis Research). If the U.S. decides to allow weaker private property protections, we should expect our 
market to decline materially to a lower valuation. 
 
High valuations are usually not consistent with chaotic and uncertain situations.  How does everyone feel about the election?  Chaos 
anyone?  Add in the recent Supreme Court decision throwing out the Chevron deference.  We have over 220 Federal Agencies in this 
country.  They are the ones that create laws and rules for us to follow after Congress passes legislation. For decades, the courts 
would go along with whatever the agencies came up with in terms of rules, regulations and/or penalties.  The agencies, of course, 
were the experts. 
 
Agencies play an important role in the functioning of our system. But they also seem to have enormous power if perhaps they 
decided to pursue their own agenda rather than serving the American people. Abuses by the agencies led to the case that ended up 
in front of the court.  Where do we go from here?  Some level of chaos as many rules and penalties and agencies authority will now 
be challenged in the court system. 
 
Fun fact: 73 of the Government Agencies employ full-time law enforcement officers who are authorized to carry firearms and make 
arrests in the United States. Many more have the ability to fine you into bankruptcy.  Seems important to get this right.  In the 
meantime, the potential for chaos is high. 
 
 
 
 



 

 
The Rise of Gold: 
The rise in gold may reflect a belief that the Federal Reserve will have to continue with Quantitative Easing in some form in order to 
keep the Treasury market functioning.  In other words, in response to the need of the U.S. Treasury to issue record numbers of bonds 
to fund record levels of spending, even with record levels of outstanding debt, the Federal Reserve will have to continue to be a large 
buyer of the debt (or find others to buy them).  This action would be stimulative and inflationary.  The rise in gold may suggest that 
this outcome is becoming more likely. 
 
Proposed Rule Change: 
The Government continues to consider changes that would make it easier for banks to buy more Treasury securities.  Supply is ever 
increasing, and the risk is that the historical buyers will not want to continue increasing their holdings. 
 
In summary, parts of the stock market are very expensive (large growth), and this level of valuation seems to be inconsistent with a 
higher interest rate environment and one that contains different sources of chaos and uncertainty. Other parts of the market (Value, 
especially small value) seem to be a safer place to protect against large declines in price shorter term. 
 
The risk of higher interest rates (meaning 5-year Treasuries and longer) is real given the continued inflationary behavior of the 
Government and its need to sell more and more debt. As a result, the environment for gold continues to look good. 
 
Companies have a lot on their plate to deal with. We have said before and repeat, companies are living organisms that respond to all 
the challenges and opportunities that are out there. It is always their job to figure out how to operate their business in the 
environment that they find themselves in not the environment that they wish they had.  From our perspective, a diversified portfolio 
continues to be valuable in this environment. 
 
Please call or write with any questions or concerns you may have. 
 
Regards, 
 
Peter B Harre, CFA 
 


