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Transcript 

Henray Cohen: 
Welcome back to Beyond the Portfolio, the podcast from BMO Wealth Management, where we explore various topics 
that affect your financial life. I'm Henray Cohen, US Head of Investments. And today we're focused on tackling a 
question that's on just about every investor's mind right now, why is this stock market so resilient and is this upward 
momentum sustainable? 
Despite all the uncertainty out there, stocks have continued to push higher with conviction. And naturally, that makes 
people wonder whether a market rally like this is sustainable or whether we may be due for a correction. These are 
exactly the kinds of questions we love digging into on this show. And to help us do that, I'm thrilled to be joined today by 
Dan Phillips, our chief investment officer. 
Dan oversees our investment strategy and has his finger on the pulse when it comes to understanding the forces shaping 
today's markets. So today we're going to unpack this rally, what's behind the momentum, where the opportunities are, 
and what investors like you should be thinking about as we move through the rest of the year. 
Dan, welcome back to the show. 

Dan Phillips: 
Thanks, Henray. Always good to be with you. 

Henray Cohen: 
Okay, so let's start with the big picture. In your view, what are the main forces behind this rally and is the market seeing 
something that the headlines might be missing? 

Dan Phillips: 
Yeah. So I think if there's anything the markets are seeing is just very strong fundamentals right now. If you look at the 
first quarter earnings season, which is getting close to being completely wrapped up at this point from the perspective of 
the S&P 500, about 90% of the names in the index have reported. And we've got a year-over-year earnings growth 
number sitting at around 25%. 
Now coming into the quarter, there was an expectation that earnings growth year-over-year might be near double 
digits, 7, 8%. But the fact that the earnings season thus far, again, we've got about 10% of companies left to report, but 
thus far we've got an earnings picture where we're outpacing the expectations by about 18 to 20%. So just phenomenal 
earnings we've had so far this quarter. And this is partly due to the fact that the S&P 500 is not the economy. It's more 
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tech-heavy. If you take a broad definition of technology, the S&P 500 is about 40% technology, or technology adjacent 
type names. And then you've got these trillion-dollar companies, whether it be Microsoft or Tesla or Amazon or Apple, 
Meta, you can throw in there as well, of course, Nvidia, that are growing their earnings at levels that you would expect 
out of perhaps smaller companies but not companies that are well over trillion dollars in market cap. 
And so we've got a really strong earnings picture. And while the market is not the economy, the economy itself has 
actually done perhaps a lot better than people were expecting. The fact that energy prices, that oil prices have gone up 
pretty substantially sitting around and still sitting at around $95 a barrel and the war continues on. It's in a ceasefire, of 
course, but the blockade is still in place. There hasn't been a negotiation yet to end this war. Many would've thought 
that the economy would be suffering more. 
But what's interesting I think from a inflation perspective is yes, we're seeing the higher gas prices, of course, but we're 
not seeing a lot of that higher cost of energy bleeding into the broader inflation picture yet, and probably won't. If we 
look at more recent years, the connection between higher energy prices and higher overall inflation has just not been as 
high. 
And then on the labor front, we've actually had two months in a row now of jobs growth. The non-farm payroll report 
that's provided to us, usually the first or second Friday of each month has grown the last two months. Now that doesn't 
maybe sound that significant, but over the last year we haven't had two months of sequential jobs growth really since 
last May and June, so almost a year now. 
And so we've actually seen some momentum in the labor market despite the fact that both of those most recent jobs 
reports were after the Iranian conflict had begun. So it's a pretty decent and resilient economy, but I would say it's a 
really strong, frankly, stock market and fundamental earnings picture. 

Henray Cohen: 
That's really interesting. So it sounds like this is not a momentum trading phenomenon. This is really driven by 
fundamentals and the fact that the Mag 7 companies are just money printing machines now that are blowing earnings 
expectations out of the water. 
On those earnings surprises that we saw, how much of that is driven by revenues increasing versus expenses becoming 
more productive and efficient? Can you give us a little bit of color there and also maybe help us understand if this is a 
sustainable trend we're seeing? 

Dan Phillips: 
Yeah, definitely. So to your point around the earnings growth and the fact that this is really an earning story, not so 
much a momentum or a valuation expansion story, from the recent trough, which was at pretty much the end of March, 
so the markets, of course, took a little bit of a dip after the Iran war started and then stabilized and have been going up 
since again, the end of March, so over a month now. Pretty much in a fairly straight line up in many respects. The return 
that we've seen since the trough is about 16, 17%. 
Now, if you recall, I mentioned the earnings in the first quarter that we were expecting something more like 8, 9%, and 
we've gotten 25%. And so the difference between the expected earnings and what we've actually gotten, call it 18-ish 
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percent, is actually more than what markets have gone up so far. So you can think about that in the context of what's 
really driving these markets, and it's actually the higher earnings numbers that we've seen. 
Now to your point around the composition there. So obviously we can look at it from a top line perspective, which is 
basically just looking at the revenue growth, then the bottom line, which of course takes into account all the costs and 
what the companies are actually earning. And it is a margin expansion story. We've had decent top line growth or 
revenue growth, but really where you're getting and where we've seen a lot of that beat, if you will, outperforming 
expectations has been the bottom line. And so we've seen margin expansion. And I think that's really driven by a lot of 
the new efficiencies that are being put in place, whether it be AI or other technologies. And remember, this is in the 
context of at least part of the first quarter was dealing with the higher energy prices. 
So some companies are impacted by higher energy prices more than others. But on the aggregate, even in the context 
of... And admittedly it was just one of the three months of the first quarter where there was an impact, but 
nevertheless, there was that impact. And even with the higher costs from energy from anything that related to oil prices, 
the margins have been so good. 
So I think that really speaks to some of these efficiencies broadly speaking that these companies are employing. We've 
seen an environment, as I mentioned, where we're seeing a little bit of labor market growth, new jobs being added, but 
really it's still a largely not hiring but not firing environment where certainly over the last year there hasn't been a ton of 
new workers added to the labor force. They haven't been fired either. It's been pretty flat line actually. So a lot of the 
gains you're seeing in the economic growth picture and certainly in the earnings picture is really driven by these 
productivity gains. 
And I think that's a story that we're going to be hearing about throughout this year and probably for the foreseeable 
future. 

Henray Cohen: 
That's helpful, Dan. So let me switch gears for a second and go to the risks that might be present here. So anytime the 
market is running this hot, people start to get a little nervous and probably for good reason. What are the risks that 
concern you the most right now and what would you be watching for as a sign that the environment could be shifting? 

Dan Phillips: 
Yeah, I think there's three risks that are probably worth walking through. I think the first one is just the risk of the 
markets getting ahead of themselves. That's always a risk. As I mentioned, the amount of market appreciation since the 
recent bottom has been about around actually a little bit less than, as I mentioned, the actual increase between what 
was expected in terms of earnings and what we've actually gotten. So we're certainly not there yet. 
But we have come into this environment in general with valuations that are a bit higher than long-term averages. Some 
would argue, I would argue, that that's appropriate given the growth numbers we're seeing. But if that goes on for too 
long, certainly historically we've seen where the markets just take a life of their own and start to move higher on more 
than fundamentals and possibly more on speculation. 



 
 
 
 

__________________________________________________________________________________________ 
 

Beyond the Portfolio Podcast 
Beyond the Portfolio - Understanding the Market’s Momentum 

 

Page | 4 

 

 

So it's a good and bad news thing. The good news is, of course, in the first part of it, you see a nice continued rise in the 
price of equities. But if it gets to a certain point, that can also lead to a pullback when people just determine that the run 
has gone on for too long. So something to certainly watch. 
A second one maybe more fundamentally based would be the fact that a lot of the growth we've seen over the last year 
or so has revolved around the AI story for sure. So it is a very specific driver of growth. Not to say that the rest of the 
economy is not doing okay. The consumer seems to be doing all right. They're fully employed as we talked about. 
Unemployment rates still very low in this not hiring but not firing environment. A lot of money has been put back into 
the consumer's pocket, thanks to the increased amount of tax refunds this year. But there is no doubt a pretty specific 
driver here, and that is the AI story and the amount of capital expenditures that have gone to things like data centers, et 
cetera. And so you generally want the driver of the economy to be more broad spread. And it might be a little narrow 
here, and so certainly there's a lot riding on a continuation of the AI story. 
And then I think the third one here is the fact that the economy has actually held up pretty well, as I mentioned from a 
growth perspective. Inflation because of gas prices has gone higher, but that, as I mentioned earlier, has not really 
spread through the core inflation, if you will. But it's certainly not helping to bring down inflation. And so you could have 
an environment where the economy is resilient, it gets through this, it continues to grow partly because of that AI 
thrust, if you will, but it leads to a situation where the Federal Reserve not only doesn't cut rates later this year, but may 
think they actually have to increase rates. 
And so if you were to see the Fed start to talk more about not just staying pat, not cutting, but actually having to raise 
rates because they feel like inflation's not coming down quickly enough, that could certainly be a bit of an issue for the 
markets. You could certainly see a knee-jerk reaction to that, maybe a quick sell-off, not probably a substantial one, but 
just to reprice the markets because of that new assumption around where the Fed may be going. 
So overall, the fundamentals do seem pretty strong. We think that we'll see the gains continue this year. We're 
overweight equities in our portfolios, but there's certainly risks. And then there's always risks. Without risks, you 
wouldn't be getting the excess returns on the markets that you do. So there's always risks to be looking out for. It's our 
job to understand whether or not we're getting paid for those risks. 

Henray Cohen: 
Well said, Dan. One quick follow-up to the point you made about the Fed. It seems the Fed may be in a holding pattern 
for at least the moment, but the market broadly seems to be torn on whether the Fed's next move is a cut or a hike. 
What do you think the next move of the Fed will end up being? 

Dan Phillips: 
Yeah, so we've been in the camp that we would see some rate cuts towards the end of the year. But given how well the 
labor market has been doing, especially these last two months, the Federal Open Market Committee, which is basically 
the Fed policy setting body comments around some skepticism, I'm not so sure we'll get those rate cuts. 
Now, the good news perhaps is that it's a situation where the Fed doesn't need to cut rates versus the Fed doesn't get to 
cut rates. So there's a difference there. If the Fed didn't get to cut rates, that'd effectively mean that they would like to 
cut rates, but the inflation rate is just too high and they just can't do it. In a situation where they don't need to, the 
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economy's doing fine, inflation is still a little bit elevated, but they're not really desiring to cut rates all else equal. 
They're happy to keep rates where they are again, because the fundamental growth of the economy is doing okay. 
So I would answer your question by saying we've certainly come back more towards a belief that it's more of a 50/50. I 
would say that we are in a situation where... And I hate giving answers like this, but I would say that we're kind of at that 
sort of staying steady with rates as more of a base case at this point. Certainly the expectations for rate cuts have fallen. 

Henray Cohen: 
It does seem very unknowable given the conflicting information and just the uncertainty of what that second half of this 
year is going to look like. So okay, thanks for that. 
And then I guess last question, which would be for someone listening to this who wants to take advantage of the current 
environment without just chasing returns, where do you see the most interesting opportunities right now? Are there 
asset classes or themes that you and the team are leaning into? 

Dan Phillips: 
Yeah, I would give a short answer for this and maybe a tease because we'll have our financial market outlook webinar 
next Monday. So we'll certainly go into more detail around some of this. But I would say that probably a really good 
opportunity right now where the valuations aren't too high is in emerging market equities. 
So for the longest time, emerging market equities had really failed to deliver really over the last decade or so all the 
growth potential in the world, but it wasn't translating into earnings or certainly market appreciation. And now we're 
sitting in a situation where emerging markets have valuations that are more like Europe, which is not growing overly 
quickly, but it's always been a story of, well, it's cheap, it's inexpensive and so maybe there's value there. But for 
emerging markets, it's a valuation story that's similar to Europe, but increasingly an earnings growth outlook that's more 
like the US. 
So it's an interesting combination there. And we are overweight emerging markets. And I think for those who can 
stomach it, it's a bit riskier of an asset class, but it does have a more compelling valuation with, again, pretty good 
growth outlook. 

Henray Cohen: 
Okay. Well, I think we'll end it there. This has been a great conversation. And I think listeners are walking away with a 
much better understanding of what's driving this market and how to think about it going forward thanks to you. So 
thanks, Dan. 
And to everyone listening, thank you for tuning in to Beyond the Portfolio. We'll see you next time. 

Mike Miranda: 
Thank you for listening to Beyond the Portfolio. You could follow us on Apple Podcasts, Spotify, or your favorite podcast 
app. Until next time, I'm Mike Miranda. 
For BMO Disclosures, see episode description in your podcast player. 


