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Year-End Reflections
By Michael O’Keeffe, Chief Investment Officer

My team and | continue to develop our formal outlook for 2025, which we will publish in

the first full week of January. Given this work, December is a good time to reflect on this

past year and consider some important issues as we look to start the new year. In this
Sight|Lines, we offer some year-end reflections about 2024 with a look to 2025.

THE TAKEAWAY: A GOOD YEAR BRINGS KEY ITEMS INTO FOCUS

2024

has been a very positive year for the economy and markets, bringing several key

issues into focus as we head into 2025. In summary:
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The U.S. economy grew more than expected this year, with more growth forecasted.
Fiscal spending was elevated this year, good for the economy but adding to debt.
The Federal Reserve (Fed) maintained a restrictive monetary policy but began rate
cuts in September.

Interest rates remain elevated, and the bond market posted a modestly

positive return.

Earnings growth has been positive in 2024, with more expected next year.

Equity markets have posted strong returns, elevating valuations.

Looking forward, inflation will be in focus: Will it fall closer to 2%, the Fed’s target?
Assuming we’re on that inflation path, the Fed will cut rates further.

But higher inflation could mean higher rates for longer, shaking market confidence.
The incoming administration may cut spending, and austerity could be a positive.
Geopolitical risks are in focus, with the potential for associated market volatility.
The power shift in Washington, D.C. may or may not go smoothly.

Expectations for both the economy and earnings are high, so any “miss”

may disappoint.
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IN-DEPTH: AS A GOOD YEAR FINISHES, CERTAIN KEY ISSUES COME INTO FOCUS
2024 has ended up being a very positive year for both the economy and markets, bringing several key items into

focus as we prepare for 2025. Going deeper:

The U.S. economy grew more than expected in 2024, with forecasts for more growth:

O

O

U.S. GDP is forecast to grow 2.7% this year, above the forecast of 1.3% as we started the year.
The consensus GDP forecast for 2025 is 2.1%, with little talk of recession.

Fiscal spending was elevated this year, good for the economy, but adding to debt.

O

O

The $1.8 trillion deficit added to the debt, which now totals $36 trillion.
Our debt service — the interest on our debt — represents 35% of our discretionary spending.

The Fed maintained a restrictive monetary policy but began rate cuts in September.

O

O

Officials cut the fed funds rate a half point in September and a quarter point in November.
Fed funds futures are pricing in cuts of a quarter point in December and a half point next year.

Interest rates remained elevated, and bond markets posted modestly positive returns.

O

O

The 10-year Treasury yield began the year at 3.88% and now sits at 4.28%.
The Bloomberg U.S. Aggregate Bond Index has returned 2.8% year to date.

Earnings growth has been positive in 2024, with more expected next year.

O

The S&P 500 earnings growth is expected to be 9.6% in 2024 and 14.8% in 2025.

Equity markets have posted very positive returns year to date, elevating valuations.

O

The S&P 500 is up 29.2%, with its price/earnings ratio 27% above the 10-year average.

Key issues are in focus, each with the potential to influence markets and increase volatility:

O

o

Inflation is expected to move toward the Fed’s target, so a move higher could disappoint,
especially if the Fed slows rate cuts further or considers a hike.
The power shift in Washington, D.C. brings changes investors have viewed positively, so any
meaningful resistance to change, or gridlock, could spell trouble in the markets.
The incoming administration will be focused on spending:

» The new Department of Government Efficiency (DOGE) will look for ways to cut spending.

= Austerity can be a positive as an important step toward reining in the deficit and debt.
Geopolitical risks are in focus as a potential catalyst for market volatility:

= Escalation of the many military hotspots can shake investor confidence.

»=  The new administration must manage well the use of tariffs to improve foreign relations.
Markets trade on expectations about the economy and earnings, so an economic slowdown or
erosion in earnings growth could easily trigger market weakness from these elevated levels.

CONCLUSION
2024 is ending, and my team and | continue to develop our outlook for 2025. Of course, December is a good time

to reflect, looking back on the last year and considering important issues as we start the new year. We look

forward to publishing our full outlook report in the first full week of January.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the
figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times,
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee
of future results. Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility
than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks are
typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can fall
due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index
that is generally considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30
significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE
index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance
of developed markets, excluding the U.S. and Canada. The Bloomberg U.S. Aggregate Bond Index is a broad-based flagship benchmark that measures the
investment-grade, U.S. dollar-denominated, fixed-rate taxable bond market. VIXis a trademarked ticker symbol for the Chicago Board Options Exchange
Market Volatility Index, a popular measure of the implied volatility of S&P 500 index options.
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