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Capital Market Outlook

Our Thoughts Are With You

The team at AMI extends our heartfelt condolences to all those affected by the recent devastating fires in Los
Angeles and the surrounding areas. To our clients, friends, families, and neighbors, please know that we are
here to provide support and help in any way we can during this challenging time.

Fourth Quarter 2024

The stock market, as defined by the S&P 500, rose 2.4% in Q4 and 25% for 2024. The S&P 500 is now
up more than 53% from the end of 2022. The underlying themes remain the same: a less restrictive
Fed against the backdrop of a moderate economy, and continued excitement around artificial
intelligence. The outcome of the election was also widely cheered by investors welcoming a more
business-friendly administration. We remain cautious on the outlook into 2025, especially considering
the significant returns over the past two years. The gains in the stock market remain highly
concentrated in just a few companies, and the S&P 500 is trading near a record high valuation. We
continue to believe that equities remain the best place to invest for long-term gains, but we are
approaching the current situation with prudence.

The outcome of the U.S. Presidential election in early November spurred a strong rally in stocks, with
the S&P 500 up 2.5% on November 6, the day following the election, and the Russell 2000, an index of
small caps, up close to 6%. The reasons for optimism are relatively clear: less regulation and a more
business friendly environment that should be helpful for corporate earnings and thus the stock market.
However, in our view the moves in certain stocks in response to the election were overdone, especially
the moves in some of the big banks. In addition, there are some nuances in the policies of the new
administration that could be negative for the economy and thus the stock market, namely curtailment
of Government spending.

The Elon Musk-led Department of Governmental Efficiency (DOGE) has pledged to cut government
spending, which generally is needed given the current near $2 trillion budget deficit and $1 trillion in
annual interest payments. However, lower government spending and potential layoffs of government
workers could be headwinds to economic growth in the near term, in our view. In addition, the
administration’s pledge to deport undocumented immigrants could be a headwind to certain sectors
like homebuilding and food processing unless some sort of guest worker plan can be implemented.
Tariffs, if designed as a bargaining tool and successful in creating a level playing field for global trade,
could be a positive for U.S. based exporting companies. However, this could also raise prices further if
companies pass along increases to consumers or if other countries retaliate and we end up in a trade

war.
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The labor market continues to look mixed, with signs of weakness lingering below headline numbers
that have generally appeared decent. The October jobs number came in well below estimates, but this
data was largely brushed off as the month was impacted by storms and labor strikes. November was
better, and December was a blowout, at least on the surface, with the economy adding 256k jobs vs.
the 165k estimate. However, the BLS survey has become a less reliable source for a true picture of
employment. Response levels to the survey are at record low levels and while headline numbers may
look good, investors rarely pay attention to the negative revisions. For example, the Q2 2024 headline
jobs announcement amounted to over 600K jobs added but is now estimated by the Philly Fed to be
revised negative based on State level data. In addition, many jobs created in 2024 were government
and healthcare jobs, which is not indicative of a healthy job market and could be at risk with the
incoming administration. In addition, the survey is designed so that if an individual is laid off from a
full-time job and then takes on two part-time jobs, that is considered a net addition, a methodology
that is inherently flawed. We suspect many people that lose their jobs are taking on multiple Uber,
Doordash, Instacart, etc. jobs that can amount to higher pay than unemployment benefits.

The Fed continued to dial back its restrictive policy throughout the course of the quarter, cutting
25bps in both November and December, with the current policy rate set at 4.25-4.5%. However,
inflation has remained stubbornly above the Fed’s 2% target, with November CPI above 3% when
backing out Food and Energy, and November PCE up 2.9%. As a result, when the Fed cut in
December, Fed Chair Powell struck a decidedly hawkish tone, and the number of cuts forecast for 2025
was lowered from four to two. This shift was not well received by investors, leading to a sharp sell-off
on the day of the Fed meeting. In fact, December 18 saw the largest surge in 10-year Treasury yields
on a Fed Day since 2013 and the biggest drop in the S&P 500 on a Fed Day in over 30 years. Given the
Fed’s focus on inflation, it doesn’t seem far-fetched to see the Fed hold rates steady for the first half of
2025, which would be a headwind for stocks.

The economy remains mixed, in our view, with the Fed projecting 2.1% GDP growth in 2025.
November retail sales were somewhat weak when backing out new car sales, although consumers did
spend on Black Friday and Cyber Monday as retailers enticed spending with significant discounts.
Consumer confidence data has also been mixed, especially as inflation expectations moved higher
throughout Q4. Services are still growing per ISM Services index, but Manufacturing, which makes up
about 1/3rd of the economy, has been contracting for more than two years aside for one month. With
rates likely to stay elevated into 2025, new housing construction could come under pressure as new
housing starts have been on a consistent down trend throughout all of 2024, which could be a
significant hindrance to growth and start to have an impact on employment.

A more hawkish Fed, the prospect of pro-growth policies from the incoming administration, and
concerns about the Federal deficit, all combined to push yields materially higher, with the 10-yr hitting
4.7% in early January. Elevated yields combined with elevated valuations create a substantial risk for
stocks in 2025. Estimates call for S&P 500 earnings to grow 10% in 2025 and accelerate to 13% growth
in 2026 and while these numbers could be achievable, the question becomes whether that type of
earnings growth can really justify what investors are being asked to pay for stocks, especially with the
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concentration in the market. Currently, the largest 10 stocks in the S&P 500 make up close to 40% of
the total market cap of the index, a level of concentration not seen since immediately before the start
of the Great Depression.

Looking forward, we remain bullish on U.S. equities for the long-term but we remain cautious in the
near term given elevated valuations, security concentration, and an uncertain outlook for the economy
in 2025. The darlings of the stock market can quickly lose their luster, and we continue to focus on
companies that we believe have more durable and proven business models. While Consumer Staples
and Health Care have been some of the biggest laggards in the market over the past two years, the
underlying stability of demand for these products and services as well as undemanding valuations
make them an exciting place to invest entering 2025 in our view. At AMI, we continue to focus on the
long-term, staying disciplined and not chasing the market, with the underlying goal of performing in
all business cycles.

Sincerely,

Your AMI Investment Management Team
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Disclosures

The views expressed in this Quarterly Commentary reflect the opinion of AMI Asset Management, a registered
investment adviser, and are subject to change without notice in reaction to shifting market, economic or political
conditions. The information provided here is for general informational purposes only and should not be considered
an individualized recommendation or personalized investment advice.

Certain information was obtained from third party sources, which we believe to be reliable but not guaranteed. This
content was created as of the specific date indicated and reflects AMI’s views as of that date. Supporting
documentation for any claims or statistical information is available upon request.

Past performance is no guarantee of future results. Forecasts contained herein are for illustrative purposes only,
may be based upon proprietary research and are developed through analysis of historical public data. The policy
analysis provided does not constitute and should not be interpreted as an endorsement of any political party.

All investments carry a certain degree of risk, including possible loss of principal, and there is no assurance that an
investment will provide positive performance over any period of time. It is important to review investment
objectives, risk tolerance, tax liability, and liquidity needs before choosing a suitable investment style or manager.
The S&P 500® index is widely regarded as the best single gauge of large-cap U.S. equities and serves as the
foundation for a wide range of investment products. The index includes 500 leading companies and captures
approximately 80% coverage of available market capitalization.

If at any time your current financial situation, investment needs or objectives change, please notify your portfolio

manager promptly. A copy of the AMI ADV Part 2 are included with your quarterly reports. You may call or write
us to obtain the latest copy of our Privacy Notice and/or Proxy Voting Policies and Procedures.
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Point of Contact: Matthew Humiston- 424-320-4002 - matt@amiassetmanagement.com

10866 Wilshire Blvd, Ste. 770, Los Angeles, CA 90024 - 424-320-4000 - www.amiassetmanagement.com
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