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ACM QUARTERLY MARKET COMMENTARY - FOURTH QUARTER 2024

Capital Markets

The big news in the fourth quarter was the Trump election victory, which dramatically affected
the capital markets. In the five weeks leading up to the election, the markets certainly discounted
this outcome as stocks, the dollar, and interest rates all surged higher. The dollar and interest rates
continued to move into year-end, which partly may explain why the market finished the year with
a down December. Even so, 2024 proved to be another banner year for stocks.

Globally, stocks finished the year up 17.3%, and once again, the U.S. stock market led the way as
the S&P 500 rose 24.9%. Also, in a repeat of 2023, large U.S. growth stocks were the real star,
with gains of nearly 35%. Even though the rest of the market could not keep pace, returns were
still respectable. U.S. value stocks returned 14.1%, and small-cap stocks gained 8.6%.
International and emerging market stocks were the laggards, with returns of 3.3% and 6.5%,
respectively, but this was in large part a result of currency adjustments. On a local-currency basis,
international stocks were up 13.7%, and emerging markets rose 10.6%.

Long-term interest rates surged in the fourth quarter in a round trip of the third quarter decline.
The yield on the ten-year U.S. Treasury finished the quarter around 4.6% from a mid-September
low that was a full percentage point lower. Given this rate move, bond prices took a hit, and U.S.
aggregate bonds retraced more than 50% of their near-record third-quarter return with a loss of
3.1%. As a result, what was shaping up to be a good year for bondholders became a
disappointment as U.S. aggregate bonds finished the year with a total return of only 1.3%. Not
surprisingly, given the upward move in rates and the resilient economy, a bias toward shorter
maturities and corporate credit risk turned out to be the proper positioning for the year, though
emerging market bonds (USD) also performed well.

Broad commodity prices were down slightly in the quarter but finished the year above their
September lows. It is important to note that the Bloomberg Commodity Index (TR) has still not
fallen below its low from June 2023. Meanwhile, gold prices (our only commodity holding last
year) made new highs in the fourth quarter and finished the year up 26.7%, its third-best year
since 1980. The behavior of gold and the broader commodity complex indicates that inflation is
not likely to recede any further from the Fed’s aggressive interest rate hikes in 2022-2023. Though
it has a more risk-on profile and a more complex set of price drivers, Bitcoin is sending the same
message as it gained more than 120% last year and made new all-time highs.
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The Economy

The U.S. economy enters 2025 in a strong position, with real GDP expected to grow 2.0%-2.5%,
following a better-than-expected 2.7% increase in 2024. The labor market is close to full
employment, productivity has surpassed pre-pandemic trends, and credit conditions remain
favorable (chart below). Consumer and business confidence have risen, and with the election
uncertainty behind us, the administration hopes to stimulate the economy with pro-growth
policies. The Federal Reserve’s rate cuts have further supported credit conditions, ensuring that
the expansion continues. Forward-looking indicators of economic growth show almost no near-
term recession risk. However, we expect growth to moderate a bit in 2025 due to a more
challenging economic environment marked by higher inflation, higher interest rates, budget
deficits, and significantly higher government debt.

Worldwide economies showed resilience last year, with real GDP growth projected at over 3%,
although momentum slowed in the year’s second half. Europe and China, in particular,
experienced softer growth. However, signs of recovery emerged late in the year, including back-
to-back increases in the global Purchasing Managers’ Index (PMI). Inflation subsided significantly
compared to post-pandemic peaks, supported by normalized supply chains and subdued goods
inflation. Despite these positive fundamentals, uncertainties linger, particularly regarding U.S.
trade policies. Proposed broad-based tariffs by President-elect Trump could disrupt global supply
chains, stoke inflation, and slow economic growth. However, stimulus measures from China and
an easing monetary stance across three-quarters of central banks should help near-term stability.
We look for global GDP to grow close to 3% in 2025 and will benefit from easier monetary policy
and fiscal stimulus. Notably, more than 70% of central banks around the world are in interest
rate reduction cycles, versus just about 20% one year ago.

Inflation remains our primary concern. The strength in gold and sticky prices across the rest of
the commodity complex could portend a resurgence in inflation readings. In fact, the annual
growth rates of the CPI and the PCE Price Index have bottomed out in recent months and have
been modestly ticking upward. This action further confirms our macro thesis that the era of
abnormally low inflation and interest rates that persisted since the 2008 financial crisis has
ended. In the coming years, we could see both interest rates and inflation range-bound between
3% and 6%, barring an unexpected economic shock. The Federal Reserve has indicated it will be
very patient with additional rate cuts this year. If inflation measures continue to float back up,
the Fed’s quarter-point cut in December may be the last one we will see for some time.
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Portfolio Management

Our portfolios performed well last year in absolute terms, given the strength in the global equity
markets. On a relative basis, our taxable accounts generally outperformed benchmarks due to
our modest overweight to equities and tilt toward large U.S. growth stocks. Tax-advantaged
accounts led benchmarks through much of the year but finished more or less in line as the
election results upended the tactical adjustments we made heading into the fourth quarter.

In tax-managed accounts, we have stayed the course with a modest overweight to stocks and an
emphasis on large U.S. Growth stocks, partly to avoid generating unnecessary capital gains.
However, we are closely paying attention to our trend models and may do some profit-taking
there if prices begin to falter. In tax-advantaged accounts, the marginal tactical adjustments we
made at the end of the third quarter proved ill-timed. Stocks rallied, bonds retreated, growth
stocks outperformed value stocks, credit spreads narrowed, and the U.S. dollar surged in the
fourth quarter. Fortunately, these moves have mostly been reversing in the first quarter of this
year. Given the Trump tariffs, we are inclined to hedge our foreign bond exposure to the dollar
again. However, we are holding course for now regarding our modest underweight to equities,
generally, and large U.S. growth stocks specifically. We will continue to monitor our trend models
and will not be out of sync with the market for any extended period.

Looking Forward

The secular bull market for stocks that began in 2009 is still healthy, but it is starting to get late
in the game, and valuations are a concern. For historical comparisons, the secular bull market
from 1942 to 1966 lasted 24 years with a 40x total return (dividends reinvested), and the secular
bull that began in 1982 and ended in 2000 was 18 years in length with a gain of 24x on a total
return basis (dividends reinvested). In comparison, the current secular bull market is 16 years in
the making with a total return of 12x so far, about where the market was at the end of 1996.
Subsequently, the S&P 500 rose another 100% in that secular bull market’s final three years in
what would later be termed the “dot-com bubble.” This bull market would require a similar price
crescendo to ultimately reach a 24x return. Still, the excitement around artificial intelligence and
cryptocurrency could certainly be the driving narrative for such a move.

In addition to these historical comparisons, this secular bull market remains solid, given its
healthy breadth. While it is true that the broader market has not been able to match the torrid
pace of U.S. growth stocks, performance has still been solid. Value stocks reached new all-time
highs on a 14% gain last year. Small-cap stocks also made new all-time highs with an increase of
more than 8%. International stocks made new highs last year, up almost 14% in local currencies.
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Only emerging markets did not make a new high last year but were still up more than 10%. In
addition, every sector of the S&P, except real estate, notched a new high in 2024 — another sign
of market health. The strength in financials was particularly bullish as more than 90% of S&P 500
financial stocks closed within 5% of their one-year high in October. This type of broad strength in
financials has only occurred 11 times since 1950, and in all cases, the S&P 500 was higher one
year later.

Despite this bullish signal from financials, this year could be challenging for investors. First, the
market has not experienced a 10% correction since August to October 2023. Statistically, we are
simply overdue. The U.S. stock market is also very expensive, as the median P/E of the S&P 500
is 26 at present. Excluding the depressed earnings periods post-2000 and post-2020, the only
time that we have seen comparably high readings was during the late 1990’s dot.com bubble.
With the 10-year U.S. treasury yield recently approaching its highs from 2023, the U.S. stock
market could easily get a case of the jitters at these levels. Another concern is the valuation of
the “hyperscalers” (Alphabet, Amazon, Apple, Meta, Microsoft), which account for 25% of the
market weight of the S&P 500. These five stocks trade at an average P/E ratio of around 30 times
but with average projected earnings growth of only 15% for 2025-2026. We think the valuations
of the companies will come under pressure this year. In addition, these companies will be
investing staggering amounts of capital in developing their Al capabilities, which will eat into cash
flow that otherwise could be returned to investors in the form of more aggressive stock buybacks
or dividend increases. These five stocks constitute an even more significant percentage of U.S.
growth stock indices, making us doubtful that growth stocks can maintain market leadership. In
the U.S., we think value stocks and small-cap stocks will perform better this year, which so far
has already been the case. International stocks have also outperformed U.S. growth stocks to
start the year despite market concerns over the Trump tariffs. Overall, we think positive returns
in the single digits will be a good outcome for diversified stock portfolios this year.

As for bonds, we started the year with interest rates at higher levels than we did in 2024, which
bodes well. However, the surge in gold prices and the recent uptick in inflation readings is a
concern. The Fed will do everything it can to keep the yield on the 10-year U.S. treasury under
5%. Still, unless the economy hits a significant speed bump this year, we doubt that interest rates
will move significantly lower. As a result, we should be content to simply make our yield this year,
which is about 5% for U.S. aggregate bonds and 3.5% for municipal bonds.

Finally, we remain bullish on gold and will look to build a more meaningful position on any price
weakness. The last time the Federal Reserve cut short-term interest rates as gold made new highs
was in 2007, and prices tripled over the next four years. Gold prices are up 50% since the Fed
turned dovish in 2024, so there could be plenty of upside left. Similarly, we cannot help but be
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bullish on Bitcoin, especially given the “crypto-friendly” Trump administration. Our private
investment partnership, A/Y Digital Holdings, LP, is our recommended vehicle for clients
interested in Bitcoin and related investments.

Legal Disclosure

The commentary included in this quarterly review (“Content”) is for illustrative and informational purposes and is not intended to
provide investment advice and should not be relied upon in that regard. The Content herein is not intended as a recommendation
to invest in any particular asset class, product, security, derivative, commodity, currency, or strategy or as a promise of future
performance. Reference to future or expected returns are not promises or even estimates of actual returns a client portfolio may
achieve. Any assumptions, opinions, and estimates are provided for illustrative purposes only and not a guarantee of future
performance. Forward-looking statements should not be relied upon as actual results may differ materially from those anticipated.

The Content herein (quantitative or qualitative) is subject to numerous assumptions, risks, and uncertainties, which can change
over time. This material represents an assessment of the market and economic environment at a specific point in time and is not
intended to be a forecast of future events or a guarantee of future results. Forward-looking statements are subject to certain risks
and uncertainties. Actual results, performance, or achievements may differ materially from those expressed or implied.
Information is based on data gathered from what we believe are reliable sources. It is not guaranteed as to the accuracy, does not
purport to be complete and is not intended to be used as a primary basis for investment decisions. It should also not be construed
as advice meeting the particular investment needs of any investor.

Neither Asset Allocation nor Diversification guarantees a profit or protects against a loss in a declining market. They are methods
used to help manage investment risk. This report does not constitute an offer to sell or a solicitation of an offer to subscribe to
ACM portfolio management. Portfolio holdings entail risks and are subject to change without notice. All data, unless stated
otherwise, is as of the latest quarter-end. Past performance is not a guarantee of future results.

Investment advisory services offered through Ackerman Capital Management, L.P., a registered investment adviser.




