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A What We're Watching:

A The Conference Board will release results from its January
Consumer Confidence Survey on Tuesday with a reading
of 105.6 expected, which would be a modest uptick from
the 104.7 reading in December. This survey is released two
weeks to the day after the Decemlber National Federation
of Independent Business (NFIB) Optimism Index which came
in above expectations. Both small business optimism and
consumer confidence surprising to the upside and rising
month over month would be a noteworthy change in frend
and tone to start the new year.

A The Federal Open Market Committee (FOMC) will conclude
its two-day meeting on Wednesday. The FOMC is expected
to leave the Fed funds rate unchanged with the upper
bound of the current range sitting at 4.50%.

December Personal Consumption Expenditure (PCE), the
FOMC's preferred inflation gauge, is set for release Friday.
Headline PCE is expected to rise 0.3% month over month
and 2.5% year over year, which compares to 0.1% and 2.4%
readings in November. Core PCE, which is more closely
watched by monetary policymakers, is expected to rise
0.2% month over month and 2.8% year over year, which
compares to readings of 0.1% and 2.8% last month.
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A Key Observations:

A US. large-cap stocks set a new all-time closing high on
the back of strength out of the communication services,
health care, industrials, and information technology
sectors, among others. Market breadth has improved in
recent weeks with more stocks participating in the rally,
but the S&P 500 may now be stretched as it approaches
overbought ferritory.

A The majority of the Magnificent 7 is set to post quarterly
results in the coming week, which along with the release
of the December Personal Consumption Expenditure
(PCE) could prove market moving. Market participants will
likely remain eager to reward companies mapping out a
path to profits from leveraging artificial intelligence (Al) by
driving up share prices, while potentially shunning those
continuing fo invest heavily in the technology without
being able to lessen concerns surrounding the timing and/
or magnitude of any upside fo be derived from Al

A Riskier, higher vyielding segments of the bond market
continue to fare well on a relative basis as investors
remain willing to take on credit risk despite historically tight
credit spreads and little in the way of additional yield to
compensate them for doing so. We don't see muchin the
way of storm clouds on the horizon to drastically alter our
view on corporate bonds, but fixed income investors should
remain diversified across segments and geographies
as rich valuations for credit have the potential fo limit
appreciation and total refurn while increasing portfolio
volafility.

This is more than business.

WMC00000091




A |
B

HIGHLAND

Multi-Asset Solutions | Weekly Commentary

Price/Yield

Transforming Portfolios. Advancing Missions.

January 27, 2025

Total Return (%)

1/24/2025

S&P 300 £101.24 176

NASDAG 19954.30 1.45
5&P Mid Cap 400 3275.44 1.11
5&P Small Cap 600 1455.30 093
MSCl World ex US 33694 270
M3CIEM 1090.02 186
Bloomberg US. Aggregate 492 0.1
Bloomberg Corporate 535 0.25
Bloomberg U5 High Yield 723 033
Bloomberg EM USD Aggregate &&T 038
Bloomberg Global Aggregate 374 087
Bloomberg Municipal Bond 378 024

1 Week Age 1 Menth Age Yearto Dote

1 Year 3 Years 5 Years
1.11 381 26.39 13.64 1491
-0.35 3.35 29.58 1472 17.38
384 501 20.51 985 11.39
203 3.40 1497 575 218
3.54 3.44 1117 3.3¢% 471
0.55 1.47 12.95 -0.87 190
0.28 0.07 2.56 -1.73 0.56
0.23 0.21 334 -1.22 -0.02
1.33 1.1 9.65 398 4.40
0.61 0.56 8.48 0.5% 0.52
0.46 0.45 1.11 -397 -1.96
030 -0.05 215 -0.01 0.70
Frice/Yield
1/24/2025 1 Week Ago 1 Month Age  12/31/2024 1 Year Age 3 Years Ago 3 Years Ago
SOFR (yield) 435 429 4.40 4.4% 5.31 0.04 1.53
30 Year Mortgage (average rate 7.02 7.10 729 7.28 7.03 3.48 375
2 Year Treasury (yield) 427 428 433 424 438 097 1.4%
10 Year Treasury (yield)] 4462 443 4.59 457 418 177 1.8
30 Year Treasury (yield) 485 488 478 478 4.41 211 213
WTI Crude (closing price] 444 77.88 70.10 7172 7509 8331 5419
Gold (NYM $/oz) 277890 274870 242000 264100 2014.00 184170 157190

Source: Bloomberg (3- and 5-Year Annualized)

What Happened Last Week:

A Stocks: Better Market Breadth Encouraging,

But May Be Too Much Of A Good Thing;
‘Magnificent 7’ Earnings On Deck; U.S.
Dollar Drop Boosts Developed Market
Stocks Abroad.

Marked Improvement In Breadth/Participation Stateside
Encouraging, But U.S. Stocks Could Be Tactically Stretched.
We have harped on market breadth for months now and
have noted that we wanted to see 60% or more of S&P 500
constituents frade above their 200-day moving average as
evidence that the S&P 500 remains on firm footing. In early
January, that figure fell to below 50%, a level we viewed
as a potentially worrisome sign for the near-term direction
of U.S. large cap stocks, although we believed sentiment
could improve with buyers stepping back in in the lead-
up to President Trump’s inauguration on January 20. This
appears to have played out with the S&P 500 rising 1.7% last
week, while the S&P Midcap 400 and S&P Small Cap 600
also turned out respectable 1.1% and 0.9% weekly gains.
While this is an encouraging development, with 80% of S&P
500 constituents now frading above their 10-day moving
average as of last Friday's close, tactical upside may be
limited as many stocks approach short-term overbought
levels. This doesn't alter our view that U.S. stocks should
perform relatively well in the year ahead, but with the S&P
500 already higher by 3.8% year-to-date, some backing and
filing would likely be healthy after a sharp two-week rally.
However, with the Magnificent 7 earnings on deck, volatility

A

is unlikely to do anything but rise in the coming week(s).

Fireworks Potentially In The Offing With ‘Magnificent 7’
Earnings On Deck. Five of the illustrious ‘Mag 7' are setf to
report this week while Alphabet (Google) and Nvidia are
slated fo post results in February. Earnings and forward
guidance out of this cohort of stocks could dictate the
near-term path of fravel for the S&P 500 as investors will be
locked in on the group'’s ability, or lack thereof, to monetize
artificial intelligence (Al) and guidance related to capital
spending/investment on Al initiatives in the coming year(s).
Earnings/sales beats and/or lowered spending guidance
could lead to a breakout to new all-time highs for the S&P
500, while disappointments/inability to monetize Al could
lead to a quick trip back to the S&P 500's 100-day moving
average around 5,850.

Earnings Season A Success So Far As 4Q24 Estimates
Move Higher. Quarterly reporting season is sfill in ifs infancy
with just under 20% of the S&P 500 having posted results
as of last Friday's close. But with 81% of the 90 companies
having already reported topping or meeting the consensus
earnings per share estimate, and with the average positive
earnings surprise by an impressive 13%, we view earnings
season up fo this point as a success, particularly given how
little fanfare there was surrounding this quarter’s releases
entering January. Notably, the magnitude of the earnings
beats up to this point have forced the consensus estimate
for 4Q24 S&P 500 earnings per share higher from $62.25
on January 15 to $62.62 as of last Friday. While this may
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appear to be arelatively modest upward revision, the trend
is encouraging, leading market participants to question
whether expectations for 2025 earnings growth, which calls
for 11.4% year over year growth, might be understated and
could be revised higher in the coming quarters.

Dollar Drop Provides A Most Welcome Tailwind For
Developed Market Stocks Abroad. The prospect of a
more measured approach to tariffs out of the Trump
administration, along with a rate hike out of the Bank of
Japan on Friday, forced the U.S. Dollar Index (DXY) lower
on the week. The dollar's weakness provided a lifeline for
EAFE equities which generated a 3.1% refurn on the week,
outpacing the S&P 500 by 1.4% in the process. The reversal
in the U.S. dollar’s rise isn't all that surprising considering the
magnitude of the dollar’s appreciation post-election and
the support levels seen in some of the major components
of the U.S. Dollar index, namely the euro. A bounce in the
euro has contributed to the strong performance we've
seen out of Eurozone stocks to start the year, with the
German DAX and French CAC 40 returning 4.6% and 5.1%
in U.S. dollar terms last week alone. The DAX made a series
of new all-time highs while Japan, the largest country
exposure in the EAFE, also outperformed the broader
developed index returning 4.1% as the Japanese yen
stfrengthened modestly on the heels of the widely expected
BoJ rate hike. The uptick in performance for foreign stocks
is certainly welcomed by investors with globally diversified
portfolios, but we've yet to see the kind of fundamental
or macro improvement that would shift our infermediate-
term outlook for the sub-asset class.

Bonds: Rates Stil Range Bound, But
Economic Data Could Deliver Sizable Swings
In The Coming Week; Riskier Bonds Have
Outperformed Year-To-Date, But Investors
Should Temper Total Return Expectations.

Long-Term Treasuries Remain Range Bound, But Rate
Volatility Could Ramp Up This Week. The 10-year U.S.
Treasury yield moved lower early last week, closing at
4.57% on Tuesday as market parficipants appeared to
be encouraged by President Trump’'s more measured
approach to levying tariffs on China, specifically, but
the 10-year yield ultimately rose a mere 2-basis points on
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the week to close at 4.63%. After gapping higher in mid-
December on the heels of the FOMC's monthly meetfing,
the 10-year yield has been stuck between 4.50% and
4.80%. Offsides positioning has been a big driver of some
sharp moves in both directions for yields so far this year
as market participants eager to press short positions into
the 4.80% level were forced to aggressively cover those
positions on a cooler than expected December Consumer
Price Index (CPI) reading on January 15, which contributed
to a 12-basis point drop in a single day. This week we are
eagerly awaiting the release of the December Personal
Consumption Expenditure (PCE), which is the FOMC's
preferred inflation gauge. A reading close fo in-line
with what the CPI showed a few weeks back could put
additional downward pressure on yields and generate a
rally in long-term Treasuries, while a hotter reading could
embolden shorts to reenter positions, pushing rates back
to the high-end of the 4.5% to 4.8% trading range.

Credit More Expensive As Spreads Narrow, More Than
Offsetting The Move Higher In Rates. U.S. corporate high
yield and emerging market bonds were two of the best
performing fixed income segments last week as rates
again moved higher, and credit risk found favor relative
to interest rate risk. Market participants were aggressively
picking up below investment grade credits info mid-
January, driving the spread on the Bloomberg High Yield
index to just 256-basis points over the Treasury curve,
just 3-basis points above the 10-year low reached back
in November. A big driver of the move lower in credit
spreads/yields on credit has been absent supply as just
$8.8B in new issuance has come to market thus far in
January, on pace for the slowest start of the year since
2016. Investors are presently being paid to stand pat with
little incentive to move new money into credit as price
appreciatfion should be viewed as limited from here, even
though the economy remains on stable footing. Emerging
market bonds have benefitted from improved risk appetite
early in the new year as well, with credit spreads back
to 10-year lows as these bonds have largely shrugged off
tariff concerns. Emerging market debt has gained ground
due to a combination of individual country improvements
that paints the sub-asset class in a positive light from lower
inflation in Mexico, rate cuts in Turkey, and the runup
in Brazilian rates showing signs of exhaustion. From our
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perspective debt from emerging countries looks stretched
based on valuation, but select exposures still have ample
upside, particularly if U.S. rates and the dollar retreat.

In A Light Week For Economic Data, There Were A Couple
Readings That Caught Our Eye. Inifial jobless claims for
the week ended January 18 rose 6k week over week and
came in 3k above the consensus estimate, while continuing
claims from the week ended January 11 jumped 40k week
over week and were 33k above the consensus estimate. In
isolation, inifial and confinuing claims do little to alter our
view that the U.S. labor market remains on firm footing, but
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but we will continue to monitor the frend in these two
readings for signs of weakness info the spring. On Friday,
the University of Michigan released its January consumer
senfiment index which surprisingly dropped to 71.1 from
73.2 in December and came in below the consensus
estimate. ‘Soft’ surveys such as this one are prone to
sizable shiffs month to month, and the January reading
could, on some level, be tied or linked to the rise in initial
and continuing claims as consumers tend to be more
optimistic when they have a job or believe they can easily
find one.

services. With respect to this presentation and any other information, materials or communications provided

by Regions, (a) Regions is not recommending an action to any municipal entity or obligated person, (b)

Regions is not acting as an advisor to any municipal entity or obligated person and does not owe a fiduciary

duty pursuant to Section 15B of the Securities Exchange Act of 1934 to any municipal entity or obligated

person with respect to such presentation, information, materials or communications, (c) Regions is acting

for its own interests, and (d) you should discuss this presentation and any such other information, materials

or communications with any and all internal and external advisors and experts that you deem appropriate

before acting on this presentation or any such other information, materials or communications. Source:

Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P.

and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc

(collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including

Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves

or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any

warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by
law, neither shall have any liability or responsibility for injury or damages arising in connection therewith. Source:

Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P.

and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc

(collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including

Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves
or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any
warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed

by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.”

ce and Annuity Products:
May Go Down in Value | Are Not Bank Guaranteed

‘ Are Not Insured by Any Federal Government Agency | Are Not a Condition of Any Banking Activity ‘

This is more than business.

© 2025 Highland Associates

This is moving the world forward.

HighlandAssoc.com




