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The Seesaw by Francisco de Goya

In our 2024 thought piece, we generally predicted that equity markets would continue to provide positive returns for investors just
as they did in 2023. We also expected bond strategies to provide income, risk-mitigation, and total-return attributes for what, we
believed, would be a volatile market. Finally, we theorized that the Fed would be slower to cut interest rates than the fixed-
income market initially priced-in due to stickier inflation and a tight labor market.

For the most part, what we laid out at the beginning of 2024 did occur but to a different extent than we initially projected. By year
end, fueled by revenue growth and earnings from companies involved in Artificial Intelligence infrastructure, large-cap domestic
equity-market returns exceeded our original expectations (with the S&P posting a 23% return). Investment-grade fixed income
performed solidly through the third quarter of 2024 (with the Bloomberg Aggregate Bond Index up 4.45% at that point) only for
that asset class to fade in the last quarter of the year as long-term interest rates spiked (ultimately posting a mere return of slightly
more than 1% for calendar 2024).

As 2025 begins, we have several new circumstances before us: a new (or returning) US President, a new balance of power in
Congress, and new political priorities. We also have many things that are very much the same: the same information technology
revolution centered around Artificial Intelligence, the same innovative spirit to provide goods and services to a diverse economy,
the same high-interest-rate environment (for mortgages, credit cards, and corporate loans), the same Federal government fiscal
imbalances, and the same geopolitical tensions in Eastern Europe, Asia, and the Middle East.

As such, we view 2025 as resembling a see-saw with different counterbalancing factors boosting up or weighing down the
economy and markets. Depending on the moment one looks at a see-saw, it is either moving from one extreme to the other - but
it is virtually never in equilibrium. With respect to 2025, after many ups and downs, we currently expect equities and fixed income
to produce positive returns for investors again this year.



Difference from July Difference from April

Projections 2024 WEO Update’ 2024 WEQ!
2023 2024 2025 2024 2025 2024 2025
World Output 33 3.2 3.2 0.0 -0.1 0.0 0.0
Advanced Economies 1.7 1.8 1.8 0.1 0.0 0.1 0.0
United States 2.9 2.8 2.2 0.2 0.3 0.1 0.3
Euro Area 0.4 0.8 1.2 -0.1 -0.3 0.0 -0.3
Germany -0.3 0.0 0.8 -0.2 -0.5 -0.2 -0.5
France 1.1 1.1 1.1 0.2 -0.2 0.4 -0.3
Italy 0.7 0.7 0.8 0.0 -0.1 0.0 0.1
Spain 2.7 2.9 2.1 0.5 0.0 1.0 0.0
Japan 1.7 0.3 1.1 -0.4 0.1 -0.6 0.1
United Kingdom 0.3 1.1 15 04 0.0 0.6 0.0
Canada 1.2 13 2.4 0.0 0.0 0.1 0.1
Other Advanced Economies? 1.8 2.1 2.2 0.1 0.0 0.1 -0.2
Emerging Market and Developing Economies 4.4 4.2 4.2 0.0 -0.1 0.1 0.0
Emerging and Developing Asia 5.7 53 5.0 -0.1 -0.1 0.1 0.1
China 5.2 48 45 -0.2 0.0 0.2 0.4
India3 8.2 7.0 6.5 0.0 0.0 0.2 0.0
Emerging and Developing Europe 33 3.2 2.2 0.0 -0.3 0.1 -0.6
Russia 3.6 3.6 13 0.4 -0.2 0.4 -0.5
Latin America and the Caribbean 2.2 2.1 2.5 0.3 -0.2 0.2 0.0
Brazil 2.9 3.0 2.2 0.9 -0.2 0.8 0.1
Mexico 3.2 1.5 1.3 -0.7 -0.3 -0.9 -0.1
Middle East and Central Asia 2.1 2.4 3.9 0.0 0.0 -04 -0.3
Saudi Arabia -0.8 1.5 4.6 -0.2 -0.1 -1.1 -14
Sub-Saharan Africa 3.6 3.6 42 -0.1 0.1 -0.2 0.1
Nigeria 2.9 2.9 3.2 -0.2 0.2 -0.4 0.2
South Africa 0.7 1.1 1.5 0.2 0.3 0.2 0.3

Source: IMF staff estimates. World Economic Outlook October 22, 2024

Note: Real effective exchange rates are assumed to remain constant at the levels prevailing during July 30, 2024—August 27, 2024. Economies are listed on the basis of economic
size. The aggregated quarterly data are seasonally adjusted. WEO = World Economic Outlook.

1 Difference based on rounded figures for the current, July 2024 WEO Update, and April 2024 WEO forecasts. Global and regional growth figures are based on new purchasing-
power-parity weights derived from the recently released 2021 International Comparison Program survey (see Box A2) and are not comparable to the figures reported in the July
2024 WEOQ Update or the April 2024 WEO.

2 Excludes the Group of Seven (Canada, France, Germany, Italy, Japan, United Kingdom, United States) and euro area countries.

3 For India, data and forecasts are presented on a fiscal year basis, and GDP from 2011 onward is based on GDP at market prices with fiscal year 2011/12 as a base year.

4 Indonesia, Malaysia, the Philippines, Singapore, and Thailand.

5 Simple average of prices of UK Brent, Dubai Fateh, and West Texas Intermediate crude oil. The average price of oil in US dollars a barrel was $80.59 in 2023; the assumed price,
based on futures markets, is $81.29 in 2024 and $72.84 in 2025.

6 Excludes Venezuela.

The Economy:

Our base case is for the US Gross Domestic Product (GDP) to continue to expand in 2025, albeit perhaps at a slower rate than the
past 2 years, and below the long-term average. While we expect higher capital expenditures and consumption, continued higher
corporate borrowing costs, sticky inflation, and the implementation of tariffs may somewhat dampen an otherwise more robust
growth environment. (Regarding the latter, we believe there could be as much as a 1% drag on US GDP growth depending on the
degree tariffs are implemented and whether other countries retaliate.) We see the potential for Developed Economies outside the
United States to have improved GDP compared to the past few years, depending on how tariff discussions develop with the
incoming US Administration. That same outcome is possible for Emerging Market economies as well, although we are
handicapping a much lower likelihood of favorable trade negotiations with certain countries, particularly China.



June 2022: Inflation 9.1%
NO Wages: 6.7%

Nov 2024: Inflation 2.7%
Wages: 4.3%

Percent change

N ~ A N ~ s 27 . N "% "% "% > > > > > > D S o B B o
O IR g, ST, X v Y QY GOV Y DY B X A NS
\\'\9 A &,'19 \\"9 \%Q AN \\'*9 A% K’LQ \\,ﬁ? \,,’19 S Q'*P >N &"9 \\'\9 \\'\9 ) > . D7 AT QDT QDT QDT DT S
N > > S > NS 2 = > < 2 > = X 2 < S ’
O > Gy Co < O 2> Gy Lo < O > Gy L ~ = o <
S DGR SN X N 2T X T X A IS IREN NSRS SR & S e @3& S S @Qe &Qa
& SN EGs < >
e XF (’)Q/Q <S
-&= Wages =@= Inflation
Inflation Source: Statista

Inflation numbers have decreased markedly over the past two years — declining from a 9.1% annualized rate in June 2022 to
approximately a 2.7% annualized rate in November 2024. This figure is closer, yet is still above, the Federal Reserve’s stated target
of 2%. Wage growth has similarly slowed over the past two years from a 6.7% annualized rate in June 2022 to roughly a 4.3%
annualized rate in November 2024. This is an improvement, but nevertheless, we expect inflation and wage growth to remain
above target, particularly if the current Administration’s trade tariffs are implemented. The Administration’s primary policy to
address inflation seems to be loosening energy regulations and thereby increasing oil supply (and lowering the price).

Unemployment

The most recent data show that the jobless rate increased to 4.2% in November 2024. While this is certainly higher than June
2023 (at 3.6%), this implies a continuation of a tight labor market especially when compared to the 75-year average
unemployment rate of 5.72%. If the economy avoids recession this year, we expect the employment picture to remain relatively
stable in 2025. However, as referenced above, the impact of tariffs (and retaliations) could disrupt this scenario if global growth
turns lower because of these policies.

US Unemployment Rate: 4.2% as of November 2024
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U.S. Treasury yield curve
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Source: FactSet, Federal Reserve, J.P. Morgan Asset Management. Analysis references data back to 2020. *Peak inversion is measured by the spread between the
yield on a 10-year Treasury and 2-year Treasury. Guide to the Markets - U.S. Data are as of December 31, 2024.

Interest-Rate Yield Curve

As inflation took hold during 2022, the Federal Reserve began an aggressive interest-rate tightening cycle to cool the economy and
stave off continued price-level increases. By June 30, 2023, the yield on the ten-year U.S. government bond was 3.86%, while the
yield for a two-year bond was nearly a full percentage point higher at 4.94%. This phenomenon, known as an inverted yield curve,
occurs when bonds of longer maturities, strangely, provide a lower income yield for investors. The force behind this dynamic is an
expectation that short term rates are peaking and that the Federal Reserve will lower rates from current levels — typically due to
lower inflation expectations or weakening economic conditions. For this reason, this kind of rate environment is also considered
to be a predictor of an upcoming recession.

However, when a recession did not take place in 2024, and the Federal Reserve did indeed start to lower rates, the yield curve
began to “un-invert” and steepen — with 2-year Treasury rates declining, and 10-year Treasury rates floating higher. In fact, the
steepening of the yield curve began in earnest right after the US election - perhaps simultaneously contemplating higher levels of
economic activity as well as increased government debt. The graphs below, for example, illustrate the potential increases in
deficits and national debt assuming enactment of the Administration’s policies. For perspective, as of this writing the US National
Debt stands at approximately $36 Trillion while the final figure for 2024 US GDP is anticipated to come in at $29 Trillion. With this
as the backdrop, it is not surprising that long-term rates have been moving higher. Ironically, the Fed’s recent rate-cutting bias has
done very little to decrease borrowing costs for many types of debt (e.g. mortgages, credit cards, long-term corporate loans) which
tend to be priced relative to the long-term 10-year Treasury Bond (controlled by the market) not the short-term Fed-Funds rate
(controlled by the Fed). Higher borrowing costs tend to stifle economic activity due to higher interest expenses for individuals and
corporations.
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Year/Quarter | a/e* | Yardeni Research-Level | y/y% | Analysts' Consensus - Level | yily%
2024 e 240.0 8.4 243.3 9.9
Q1 a 56.6 6.6 56.6 6.6
Q2 a 60.4 =S 60.4 =
Q3 a 63.2 8.2 63.2 8.2
Q4 e 61.0 6.8 61.8 8.2
2025 e 285.0 18.8 273.7 12.5
2026 e 320.0 12.3 309.9 13.2

Source: LSEG Datastream and Yardeni Research

Clear Sky S&P YE 2025 21 x 2026 Estimates of 320 = 6400 +8.81%

Current S&P @ 12/31/24 20.63 x_2025 Estimates of 285 or 18.38 x 2026 Estimates of 300 = 5881.63

Mean Reversion S&P YE 2025 16.86 x 2026 Estimates of 320 = 5395 (-8.29%)

One Standard Deviation Below 30-Year Avg S&P YE 2025 13.6 x 2026 Estimates of 320 = 4352 -26.0%

US Stock Market:

Assuming S&P 500 earnings come in at $285 in 2025 and $320 in 2026 as projected by Yardeni research, that would put the
current forward PE multiple of the market at approximately 20.63x. That is nearly a full standard deviation above the 30-year
average of 16.86x. At 1.33%, the S&P 500’s dividend yield is also less than a third of what an investor can generate from simply
owning a 1-year Treasury Bill. This does not necessarily mean that stocks are obscenely overvalued, but it does suggest that they
are not historically cheap either.

As we have written about extensively over the past number of years, large-cap tech companies continue to have an outsized
impact on the S&P 500 index. Information Technology is currently about 30% of the index, and if Communications Services
companies are also included in the calculation, that figure moves up to more than 40%. It is probably no surprise that when
examining which of the index’s constituents had the fastest revenue and earnings growth it has largely been skewed toward these
sectors. Furthermore, the technology-oriented companies also have among the strongest balance sheets, and cashflow
statements. We are firm believers in balance and diversification for portfolio construction, yet the S&P 500 index, over time, has
become more dependent on just a few companies in a couple of sectors. That said, purely from a valuation perspective of the
index, our current feeling is that the S&P 500 can remain at elevated multiples of forward earnings if the companies making up
that concentrated exposure continue to grow their earnings and revenues at a much faster pace relative to what can be earned
from a 10-year US Treasury. In other words, if the 10-year Treasury remains at a 4.6% yield, an investor might be willing to pay a
multiple of 1 divided by 4.6% (or 21.7x earnings) for a company growing revenues and earnings at a very fast pace. If, however,
long-term rates keep moving higher or corporate revenues and earnings growth slows, then the market might bear a lower
multiple. Given our current assumptions, if the economy remains resilient and long-term rates remain in check, then we think the
S&P 500 could end 2025 at 6400, or 8.81% higher. If some headwinds arise, and the market regresses to the 30-year average PE
multiple of 16.86, then the S&P 500 might end 2025 at 5395, or 8.29% lower. If many negative factors emerge during the year,
particularly those outlined later in this report, and earnings multiples contract by as much as one standard deviation below the 30-
year average (to 13.6x), then the S&P could end 2025 at 4352, or roughly 26% lower. While not our current base-case, it should be
noted that the market has traded at that lower range of valuation several times over the past 3 decades — and last did as recently
as 2022.



The Fixed-Income Market

Intermediate-term investment-grade bonds (typically tracked by the Bloomberg Aggregate Bond Index) have produced a positive
return in 44 of the past 49 years. After losing roughly 13% in 2022 (the index’s worst return in 5 decades), the index rebounded
somewhat in 2023 (up 5.65%) and was basically flat in 2024 (up only 1.36%). In other areas of the fixed-income market, however,
returns have been more robust — with high-yield bonds, floating-rate funds, preferred stocks, and even T-Bills generally producing
mid-to-high single digit annual returns in 2023 and 2024. Key in this result is that corporate default rates have remained
uncharacteristically low. As of September 30, 2024, high-yield bond defaults were running at less than 1% versus the 25-year
average of 3% - likely not a sustainable scenario. In our opinion, these differing results for various types of bonds demonstrate
why it is important to diversify and adjust fixed-income strategies as well as equity asset classes when constructing a portfolio. In
periods after the Fed begins to cut rates, as it has recently done, various fixed-income asset classes historically produce a return —
but as this graph shows, it is important to consider the reason behind those rate cuts (e.g. interest-rate normalization, growth
scare, or a recession). As we look at 2025, we are attempting to position for short-term rates moving lower as the Fed normalizes
its inflation-fighting stance, and long-term rates moving higher as bond market participants weigh in on the potential impact of the
incoming Administration’s policies and fiscal imbalances. We currently believe it should be a decent year for several bond
strategies, although the resurgence of inflation could cause the Fed and market participants to push rates higher and prices lower,
yet again.

Reasons driving Fed rate cuts matter —
performance across various fixed income sectors
3-Month 2.4 at the onset of an easing cycle have varied
us T-Bill 3.86 depending on the Fed’s reason to ease policy.
Since 1984 there have been 10-easing cycles.
789 Four were associated with recessions, six were
Global Agg 4.33 non-recessionary episodes that could be
5.13 categorized as growth scares, and three were
normalization driven cutting cycles.

57

|

HY Corp T o4 Regardless of the economic environment, history
5.85 indicates that fixed income strategies have
generally outperformed cash-oriented strategies
10.44 on average. Exhibit 1 demonstrates that, over the
IG Muni 6.02 last 10 easing cycles, fixed income delivered
3.86 positive absolute returns in excess of 3-month T-
Bills in the 12-months following the first interest
10.94 rate cut.
US Treasury 7.42
6.18 Lastly, the historical dispersion among sectors
during Federal Reserve easing cycles suggests an
11.14 active multi-sector approach is prudent to
US Agg 7.74 potentially capitalize on opportunities and avoid
6.18 possible bumps in the road
11.77
IG Corp 8.77
4.80

m Normalization m Growth Scare ® Recession

Source: Morningstar and Goldman Sachs Asset Management. The analysis takes into account ten Fed cutting cycles startingin 1984, four of which were
associated with recessions (1990, 2001, 2007, 2020), three of which were associated with growth scares (1987, 1998, 2019), and three of which were
assocaited with normalization (1984, 1989, 1995) driven cutting cycles. Abbreviations: 3-month US T-Bill: 3-Month portion of the Bellwethers U.S.
Treasury Index, US Agg: Bloomberg US Aggregate Index, IG Corporate: Bloomberg US Corporate Investment Grade Index, HY Corporate: Bloomberg US
High Yield Corporate Index, IG Muni: Bloomberg Municipal Bond Index, Global Agg: Bloomberg Global Aggregate Index. Bloomberg Global Aggregate
returns are based on cycles after 1989 due to data availability. Past performance does not predict future returns and does not guarantee future results,
which may vary.



The 2025 See-Saw:

Deregulation

Lower Taxes

Lower Short-Term Rates
Technology Innovation

Small-Business Optimism Economy & Markets

Ballooning Government Debt
Tariffs, and Retaliations
Geopolitical Risks

Higher Long-Term Rates
Sticky Inflation

While 2023 and 2024 were favorable for many asset classes, navigating 2025 might prove to be a bit trickier. We see the
following opportunities and positive trends for the coming year:

- Innovation, automation, and Al are creating demand growth in new markets.

- Small business optimism has jumped in recent months.

- Deregulation in certain sectors could spur growth.

- Earnings are generally coming in strong for companies in a variety of industries — but still heavily skewed towards the
technology sector.

- Value / Dividend paying companies may be beneficiaries as managers consider style-rotation portfolio rebalancing.

- Higher dividend yields in various asset classes may offer attractive potential long-term returns.

- Asrates move back up on the long-end, it may provide a “second bite at the apple” for bond investors

- Alternatives and Satellites may offer appealing diversification benefits, inflation protection, and income production.
Interest-rate sensitive asset classes could be interesting relative to large cap peers as Fed begins loosening bias.

- International valuations seem to be compelling relative to domestic markets.

- Balance and Diversification are key.

Conversely, there continue to be risks that need to be considered, and there are a few new ones in 2025:

- Geopolitical concerns are heightened more recently — Middle East Conflicts, War in Ukraine, China / Taiwan Tension,
North Korea.

- Decreased tax revenues and increased government spending could exacerbate fiscal imbalances.

- Tariffs as an economic policy tool have unpredictable results. It could prompt our trading partners to retaliate,
causing inflation and slower growth.

- Domestic Recession and Global Recession are possible as growth slows and government debts mount.

- Market breadth is improving a bit, but most of the impact of earnings growth is still concentrated.

- Fed loosening could re-ignite commaodity speculation and inflation.

- Higher commodity and interest expense could eventually impact corporate profits.

- Higher energy prices and interest expense could affect households and personal consumption.

- Market liquidity and strains could create system shocks, defaults, real estate devaluations.

- China property developer leverage and consumer debt could impede EM, global growth.

- Overvaluation of US dollar vis-a-vis other currencies could make our exports uncompetitive.



We are coming off yet another year where investments in several asset classes exceeded expectations — particularly in US Large-
Cap Growth. We hope that participation is broader-based in 2025 and spread-out wider geographically. We recognize we are
operating in an environment with many risks and uncertainties — particularly as a new Administration enters the White House.
Just as last year, we will be looking for opportunities to invest in quality companies (and funds) at reasonable prices, and to take
advantage of still-high interest rates to generate portfolio income. In the meantime, we are honored and privileged that you have
entrusted us to guide you in your pursuit of achieving your long-term financial goals. Speaking of which, it’s always a good time to
reassess your risk profile and objectives. If they have changed, or you would like to modify risk in your portfolios, please let us
know.

General Disclaimer Opinions and views expressed in this presentation are solely those of the presenter and not necessarily the opinions of Investment Partners Group, its affiliates, employees, or subsidiaries (Collectively
“The Company”, “We”, “Us”, or words of similar import). Disclaimer pertains to all documents provided to client in conjunction with presentation. This presentation does not constitute or form part of any offer to issue or
sell, or any solicitation of any offer to subscribe or purchase, any shares or other security, investment interest or provide investment advice - nor shall it form the basis of, or be relied on in connection with any contract
thereof. Any information contained in this presentation should not be considered a complete analysis of every material fact with respect to any company, industry, security or strategy. Any and all investments discussed
herein may not be suitable for all investors and may be subject to a high degree of risk. For this and other reasons, Investment Partners Group does not recommend that investors buy or sell any securities mentioned in this
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