Our Thoughts

On Q4 2024

Financial markets climbed the wall of worry again in 2024 as investors
enjoyed sizeable gains in equities and positive returns in fixed income.
Uncertainties around the new US administration, the Federal Reserve’s
policy path, geopolitics, and the global economic outlook remain, but

have resulted in commendable performance over the past twelve months.
Looking forward, there is much fog on the horizon, however. Monetary,
fiscal, and trade policy likely appear at the forefront of every investor’s list of concerns going into the new year. We
recognize these as critical factors to the economy and financial market performance but also believe that the strong
underpinnings which have delivered exceptional returns in US markets will continue to persist in 2025.

The incoming Trump administration was initially met with market optimism on tax cuts, deregulation, and a generally
positive stance toward financial markets, as observed by his last term in office. The boost in sentiment quickly abated
as the proposed fiscal and trade policies challenge the long-term viability of a deepening budget deficit and the current
structure of international relations. The fear that new tariff policy may escalate international trade disputes, instead
of increasing the bargaining power of the US, has led to uncertainty in well rooted global supply chains. The market
interpretation of these policies has led to higher bond yields and a strengthening US dollar, which have weighed on
US and international equities alike. This has been especially prevalent in the more cyclical and value-oriented sectors
of the market.

We view tariffs as a tool to help offset government revenue lost from the proposed tax cuts, directly by way of tariff
income and indirectly by generating international business for US companies. The newly approved Department of
Government Efficiency (DOGE) should also, at the margin, be deficit friendly. Evidence of progress on spending plans
and the viability of offsetting fiscal measures may be necessary to fully stabilize the bond market. Overall, we do not
view these policies as overly disruptive to financial markets and believe that confidence will be restored as they are
enacted.

The Federal Reserve has leaned toward a tighter policy stance post-election and is signaling a flatter path for rate cuts
than was priced earlier in the year. Core PCE, the Fed’s preferred inflation metric, has annualized 2.5% over the past
3-6 months which is also their expectation for 2025. In the absence of broad-based inflationary drivers, we view this
as an acceptable near-term level for financial markets and continue to focus on the labor market as we see a more
elevated risk of deteriorating conditions. This is especially evident in the hiring rate and small-business surveys where
only 18% of small businesses expect to create new jobs in the next few months. With this view, it appears likely that
the Feds will surprise us with more than two rate cuts in 2025.

Performance dispersion remained a theme in Q4 as the election results and a volatile interest rate environment
shifted money flows away from sectors more adversely affected by incoming policy expectations and higher borrowing
cost. This combination of factors was detrimental to international equities sentiment as the new administration aims
to extend the US exceptionalism of the past decade. Healthcare companies have been heavily scrutinized by the
Trump administration on both the insurance and pharmaceutical sides of the business. The typically low margins
of consumer staples businesses could be one of the harder hit sectors if new goods tariffs are enacted. A rising US
dollar weighed on commaodity prices which flowed through to negative returns in the materials sector. The business
models of real estate and utilities sectors depend on high levels of borrowed funds and have sold off on higher interest
rate expectations since the end of September
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The prospect of broad deregulation is most impactful for
financial companies and set the stage for a more robust
lending environment. Technology, energy, and domestic
industrial production will likely be key focal points for
international trade negotiations which contributed to
their outperformance. The prospect of indefinite tax cut
extensions improves the margin outlook of all US based
indices.

Fixed income markets sold off in Q4 as skepticism of
the Trump administration budget, and the potential for a
higher real growth rate, outweighed contained inflation
metrics. Though this type of market action echoes other
periods in history, this is the first time that Fed cuts
of 1% have been concurrent with a 1% rise in the 10-
year treasury yield. Despite interest rates becoming
uncomfortable for the economy and potentially other
asset classes, the higher coupon received on fixed
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income holdings provides a suitable cushion for
investors at these levels.

Markets will need to digest an assortment of risks in 2025. Significant changes to fiscal, regulatory, and monetary
frameworks will clash with a changing economic backdrop and market structure. Themes likely include a continuation
of productivity gains from Al and other technological advances, elevated but stable inflation, and a weaker labor
market. US exceptionalism should remain a constant. We have adjusted and will continue to adjust our client portfolios
as we see appropriate with respect to incoming policy announcements, economic releases, and market data.
As always, we strive to meet and exceed the financial goals of our clients and rely on the long-term, repeatable
process.

S&P 500 Index is considered a reflection of the large capitalization U.S. stock market. It is the benchmark against which judging the overall performance of money management is used.
Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000® Index. It is representative of small capitalization stocks. The prices of small
company stocks generally are more volatile than those of large company stocks.

The MSCI EAFE Index is designed to represent the performance of large and mid-cap securities across 21 developed markets, including countries in Europe, Australasia and the
Far East, excluding the U.S. and Canada. The Index is available for a number of regions, market segments/sizes and covers approximately 85% of the free float-adjusted market
capitalization in each of the 21 countries.

The MSCI Emerging Markets Index captures large and mid-cap representation across 24 Emerging Markets (EM) countries*. With 1,373 constituents, the index covers approximately
85% of the free float-adjusted market capitalization in each country.

The S&P Composite 1500® Real Estate comprises those companies included in the S&P Composite 1500 that are classified as members of the GICS® Real Estate sector.
Bloomberg Barclays Aggregate Bond Index includes government Treasury securities, corporate bonds, mortgage-backed securities (MBS), asset-backed securities (ABS), and
municipal bonds to simulate the universe of bonds in the market. It tracks bonds that are of investment-grade quality or better.

The Bloomberg US Treasury is a benchmark for the United States treasury bond.

The Bloomberg US Mortgage-Backed Securities Index measures the performance of US mortgage-backed fixed income securities.

The Bloomberg US Corporate Index covers performance for United States corporate bonds. This index serves as an important benchmark for portfolios that include exposure to
investment grade corporate bonds.

The Bloomberg US Corporate High Yield Index covers performance for United States high yield corporate bonds. This index serves as an important benchmark for portfolios that
include exposure to riskier corporate bonds that might not necessarily be investment grade.

The Bloomberg US TIPS Total Return index measures US Treasury Inflation Protected securities.

The Bloomberg Municipal Index serves as a benc hmark for the US municipal bond market
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