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Quarterly Update — December 31, 2024

2024 was a very good year for risk assets as US growth stocks led the way once again. Over the
course of the year, equities were driven by the resilient US economy, FED rate cuts, a strong con-
sumer, and an Al hyper growth cycle. In addition, most risk assets rallied post-election as investors
anticipate new pro-growth policies from the Trump administration. The S&P500 returned 25.02%
which marks the second consecutive year posting at least a 20% return, a feat only accomplished
seven times in the last 100 years.

The breadth of the market really started to improve throughout the back half of 2024. Small caps,
midcaps, and dividend payers all performed well posting double-digit returns. The bond market
retreated in the 4th quarter as interest rates started to rise across the longer end of the curve. The
Barclay’s Aggregate Bond Index ended the year up just 1.25%. We also saw international stocks
give up much of their gains in the 4th quarter, but they held on to post a small positive return for
the year.

Here are the returns of the major asset classes at the end of the 4th quarter 2024:

Asset Class Index 4hQ YTID lyr 3yr* Syr*

US Large Cap Stocks S&P500 241% 25.02%; 25.02% 8.93% 14.51%
US Mid Cap Stocks Russell Midcap 0.62%! 15.34% 15.34% 3.79%! 9.91%
US Small Cap Stocks Russell 2000 0.33%  11.54%; 11.54%; 1.24%  7.40%
Dow Jones Industrial Ave DJIA 0.93% 14.99%, 14.99%;  7.55% 10.54%
US Dividend Paying Stocks DJ Select Dividend = -1.85% 16.62% 16.62%  6.60%  8.85%
NASDAQ NASDAQ 6.17% 28.64% 28.64%  7.26% 16.55%
Int'l Developed Mkt Stocks MSCI EAFE -8.11% 3.82% 3.82% 1.64% 4.72%
Int'l Emerging Mkt Stocks MSCI EM -8.01%: 7.50% 7.50% -1.92% 1.70%
US Bonds Bar Aggregate Bond, -3.06%  1.25%, 1.25% -241% -0.33%

YTD = Year to Date *return 1s annualized

As we enter 2025 we remain cautiously optimistic about both the US economy and the markets.
Currently we believe there are a number of positives that may drive the market. We think that cor-
porate earnings are showing strong momentum, corporate balance sheets are in great shape, infla-
tion is cooling, and central banks globally have cut rates over the last 6 months. Additionally, mon-
ey market balances are at all-time highs and we expect a number of pro-growth policies (tax cut
extension, reduced regulations, and possibly improved government efficiency). Finally, we antici-
pate a conscious effort to grow the manufacturing base, expand sources of power generation, and
continued expansion of Al capabilities in the US.

1Source: Raymond James Client Center Reporting
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Another reason for optimism is the history of presidential cycles. The chart below shows the first
year of a new presidential cycle has typically been positive for the stock market. In fact, the
S&P500 has been positive in the first
year nine of the last ten administrations. BEEBo0 A;fcf;‘(‘l';:i‘ilall)‘éﬁglg‘:t‘“'“-“ By
Clearly there is no guarantee 2025 will y
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be great for the stock market, but the 20.5%
{ 20%
trend is very favorable. 16.6:97:2%
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We have outlined a number of positive
. %
economic and market factors, however
we still have issues to worry about. We =~ 5% oA
remain concerned about the stretched »
valuations of the mega cap companies, T
the impact tariffs and other policy deci- 5% - s —_ — 2
sions will have on inflation, and the cost
of the balloomng federal deficit. % of S&P 500 Stocks That Outperformed The Index Annually
70%
We seca b1t of complacency .
creeping into investor behavior
as valuations rise and muted vol-
.. 55%
atility masks some of our eco-
nomic and geopolitical issues. We
. 45%
have a market trading near all
time highs while only a small e
petcentage of stocks actually e
beat the market over the last two 0%
years. We have not seen this type 25% I I
of “top heavy” performance in ~ 20%
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: D : Source: Piper Sandler. Data from 12/31/1985 - 12/31/2024.
animal spirits of the late 90s led =" ' } SRR

to the internet bubble bursting in 2000 and brings back bad memorties for many investors.

In our opinion, this “top heavy” market state is an issue that may actually create great opportuni-
ties if the economy continues its growth trajectory. We believe that slightly lower interest rates,
cooling inflation, and modest wage growth combined with deregulation, onshoring
manufacturing, and domestic infrastructure improvement efforts will likely benefit small and
midsized businesses over the next several years. Generally the companies outside the top ten
stocks in the S&P500 are trad-ing at meaningfully better valuations when compared to the top ten
market cap companies. We be-lieve this environment may be better for diversified portfolios and

active investment managers.
2 Source: Strategas, “Q4 2024 Quarterly Review in Charts” p. 10
3 Source: The London Company, “Client Letter—Q4 2024” p. 3
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Here is a chart showing the current valuation (the P/E ratio) of the top ten stocks vs the rest of
the S&P500. The top stocks have a current market valuation of 29.8x which is higher than the his-
torical average of 20.6x and significantly
. . 44x
higher than the 18.2x valuation of the G . W
remaining 490 stocks. We believe this val- Top 10 29.8x 20.6x 145%
. . . 39x Remaining stocks 18.2x 15.7x 115%
uation gap will eventually tighten and S&P 500 21.5x 16.6x 129%

highlights what we believe will be an op-

portunity for small/midcap investors. 34x

Shifting to our views on inflation, we
think core inflation will slowly drift lower
primarily based on moderating wage
growth, slowing rent trends, and limited
growth in the money supply. However
there is risk of headline inflation rising if ~ 19x
tariffs disrupt supply chains and/or en-

ergy prices rise. Ak
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We think the Trump administration plans =
to increase output in the energy sector by '96 '98 '00 '02 '04 '06 08 10 12 ‘14 16 "8 20 22 24
reducing regulation. If suc-

cessful, that should keepa  16.0% U.S. CPI Y/Y 25.0%
lid on energy prices. In addi- :fﬂi,‘; E‘gﬁ?, ----- 12:; ﬁﬁi’)
tion, we believe the new ad-
ministration will use tariffs
tactically as a bargaining chip
to improve outcomes with ..
our trading partners. If ap-

plied appropriately, we don’t
think it will have a major im- 4.0%
pact on inflation in the near

term. We will wait and see. Months Source: U.S. BLS, November 2024
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The recent path of inflation

is drifting lower, but history shows us several examples of inflation reacceleration. The chart
above shows three examples of CPI reacceleration from 1910, 1939, and 1972. There is a clear
trend that shows inflation was initially lowered, but 12 to 24 months later, a second wave of infla-
tion roared back. This is the chart that the FED worries about and this is why there is so much
conversation around new policies from the Trump administration that may be inflationary.

4Soutrce: JP Morgan, “Guide to the Markets-1Q 2025” p. 12
5Source: Strategas, “4Q02024 Quarterly Review in Charts” p. 27
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Since the election in November, we see investor and small business optimism rising, Investor op-
timism can be a powerful thing when we have trillions of dollars parked in money market mutual
tunds. When you evaluate
the impact of small busi-
ness optimism, you typi-
cally see this level of opti-
mism convert to action
relatively quickly. We ex- g9
pect to see an uptick in
capital spending and busi-
ness expansion. We think

this capital spending may 90
give a boost to small/
midsize businesses and

lead to an acceleration in

revenue and EPS growth. 80
90 '92 '94 '96 '98 '00 '02 '04 '06 '08 '10 12 '14 '16 "8 20 22 4

NFIB: Small Business Optimism Index (SA, 1986=100)
110

101.7

Source: NFIB, November 2024

We think 2025 may be a good year for diversified portfolios as we are staying cautiously optimistic
about stocks and believe bonds will perform better in 2025 than they did in 2024. We believe there
are many trends that will persist over the coming years. We see very strong growth trends in
themes such as Al adoption, cybersecurity, energy expansion, and infrastructure improvement.
Since the mega cap growth companies have performed so well over the last two years, we think
investors should keep portfolios balanced between growth and value at this point. We also believe
most investors should continue to increase allocation to small and midcap companies. Internation-
al investments have shown the occasional signs of life, but as long as the dollar stays strong, we
expect the US to outperform most of the developed world.

We are positive on corporate and municipal bonds as corporate and state government balance
sheets are strong, We suggest short to intermediate term duration for the bond portion of the
portfolio for most investors. Closing out the year, the FED was expected to cut interest rates sev-
eral times in 2025. Given the current questions surrounding the direction of inflation and eco-
nomic growth, the FED may stay on pause longer than expected. This will be positive for short
duration bonds and money market investors.

As always, we thank you for the trust you place in our team. Please reach out to us with any ques-
tions.

-Shaw Investment Management

6 Source: Strategas, “4Q) 2024 Quarterly Review in Charts” p. 31
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The foregoing represents the opinions of the authors and not necessarily those of Raymond James & Associates, Inc. Information contained hetein has
been derived from sources believed to be reliable but is not guaranteed as to accuracy and does not purport to be a complete analysis of the security,
company or industry involved. This report is designed to provide commentary on market strategy and the opinions expressed reflect the judgment of the
author as of the date of publication and are subject to change without notice. Neither the information, nor any opinions expressed, constitute a solicita-
tion for the purchase or sale of any security. The S&P 500 is an unmanaged index of 500 widely held stocks. The Dow Jones Industrial Average is an
unmanaged index of 30 widely held securities. The NASDAQ Composite Index is an unmanaged index of all stocks traded on the NASDAQ over-the-
counter market. The Russell 2000 index is an unmanaged index of small cap securities which generally involve greater risks. The Barclays Capital U.S.
Aggregate Bond Index is often used to represent investment grade bonds being traded in United States. The MSCI EAFE Index is a stock market index
that is designed to measure the equity market performance of developed markets (Europe, Australasia, Far Fast), excluding the US & Canada. MSCI
Emerging Markets Index is designed to measure equity market performance in 23 emerging market countries. The index’s three largest industries are
materials, energy, and banks. The Russell Mid-cap Index consists of the bottom 800 securities in the Russell 1000 index as ranked by total capitalization.
The Dow Jones US Select Dividend Index aims to represent the US’s leading stocks by dividend yield. Dividends are not guaranteed and must be authot-
ized by the company’s board of directors.

Raymond James is not affiliated with and does not endorse the opinions or services of Strategas Research Partners, LIC. It is not possible to invest di-
rectly in an index. Index performance does not transaction costs or other fees, which will affect the actual investment performance. Individual investor
results will vary. Investments are subject to market risk, including possible loss of principal. International investing involves additional risks such as curren-
cy fluctuations, differing financial accounting standards, and possible political and economic instability. These risks are greater in emerging markets. In-
vesting always involves risk and you may incur a profit or loss. No investment strategy can guarantee success. Past performance is not a guarantee of
future results. Raymond James Financial Advisors do not provide advice on mortgages. Investing in commodities is generally considered speculative
because of the significant potential for investment loss. Their markets are likely to be volatile and there may be sharp price fluctuations even during peri-
ods when prices overall are tising;
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