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Summary:
Stocks fell last week (S&P 500 -2.05%), even as new all-time highs were recorded earlier in the week. The defensive tone came from

concerns about high valuations, the bond yield backup, and renewed inflation concerns. Best sectors were financials (+1.44%) and energy
(+0.86%); worst sectors were healthcare (-5.52%) and materials (-3.26%).

Key takeaways:

1. U.S.CPlinflation for October was in line with expectations and was

unchanged from September. Headline inflation re-accelerated to 2.6% from

2.4% on an annual basis, and core stayed steady at 3.3%, both far from the
Fed's 2% target.

2. TheFedisstill likely in a rate cut cycle. Slowing the pace of rate cuts
would give time to gather more data and access both the inflation and
unemployment picture.

3. Thedollaris up nearly 6% since the Fed raised rates in September, with about

half the move coming since the election. This is likely to mean the Fed will
slow the pace of rate cuts.

4. Broad labor market indicators continue to soften.

5. Theearnings of the S&P 500 will be up by about +8% this year, with the tech

sector contributing more than three-quarters of the growth.

6. Valuations may stay high, but further interest rate backup could trigger
significant valuation concerns.

7. Berkshire Hathaway (Warren Buffett) now has 28% cash, the highest in over

35 years, highlighting his risk-off caution.

8. President-Elect Trump has proposed having Elon Musk head an effort to

cut government spending. However, if Social Security, Medicare, Medicaid,

Veterans Affairs, Defense, and interest payments are off the table, there is
actually very little of the federal budget left to cut.

9. Ongeopolitics, President Trump is likely to use increased U.S. strength to
pressure Russia, Iran, and China.

10. Bulls are focused on expected deregulation and tax tailwinds, heightened
nthusiasm ing, an rnings. Th le Ilish worr: r

concerns and overly bullish sentiment.
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The outlook for stocks and bonds is near peak uncertainty

The U.S. economy has solid momentum and, for now, is in line to receive a
further boost based on the incoming president’s proposed policies. Conversely, a
meaningful trade war could easily trip up the global economy, much as occurred
during the trade war late last decade.
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eventually become a threat to other asset prices.

Next year holds the potential to significantly alter the investment landscape. For
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now, we can only say “stay tuned,” as there are a lot of uncertainties about what
will actually happen and when and how investors will react. The Middle East and
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the war in Ukraine remain wild cards, and thus global energy prices warrant close (FTSE NAREIT)

monitoring. Trump’s bold steps during his first term were not all bullish for the COMMODITIES (DJ) ' -1.98 197
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equities rally on the back of rising earnings expectations when the Fed is lowering (DB CURRENCY

policy rates in a non-recessionary backdrop. Yet it is reasonable to assume that FUTURE HARVEST)

the yield curve will also steepen, with long-term bond yields rising as inflation

concerns return and the term premium in the Treasury market grinds higher. Meanwhile, the longer the U.S. economy continues to grow at
an above-potential rate, the greater the pressure on the Fed to further lift its estimate of the neutral rate, which is bond-bearish and likely
to cause the yield curve to steepen. Absent something that undermines the U.S. economic expansion, bond yields are likely to eventually
rise to the point where equity markets will de-rate. Critical to the outlook will be whether the U.S. inflation is as sticky as we anticipate, or
eventually reverts to 2% as the Fed and many bond investors expect.

Conclusion

The anticipation of tax cuts and deregulation under the incoming Trump Administration will continue to fuel risk-on sentiment. However,
the longer-term setup for the equity market is demanding, given the high starting point for valuations and already high earnings
expectations. Moreover, sticky inflation and upward pressure on bond yields could eventually challenge the positive market sentiment.
Upgrades to earnings estimates (which in our view, is unlikely) will be needed to fuel further meaningful upside in equity prices.

Data from Bloomberg as of Nov. 15, 2024
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