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2024 Market Review

Can US stocks do it again?

The S&P 500 Index has logged two straight calendar years generating a +20% return each year. |Is the market
overheating? Can the positive momentum continue?

Our 2024 review will attempt to answer this and discuss compelling themes to examine from the past twelve
months and what to keep an eye on for 2025 and beyond.

But first, a summary of returns for major indexes followed by the returns per sector in the S&P 500 for
calendar year 2024:

Year 2024- Total Return

VAL

e S&P 500 Total Return 25.02%
Dow Jones Industrial Average Total Return ~ 14.99%

@ S&P 500 Growth Total Return 35.86%
e S&P 500 Value Total Return 12.29%
Russell 2000 Total Return 11.54%

# MSCI Emerging Markets Total Return 8.05%
@ MSCI EAFE Total Return 4.35%
« Bloomberg US Aggregate 1.25%
® S8P GSCI Gold Total Return 26.62%
S&P GSCI Crude Qil Total Return 14.43%
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Sector Movement- Total Return

VAL

® Communication Services Select Sector SPDR Fund (XLC) Total Return ~ 34.70%
Financial Select Sector SPDR Fund (XLF) Total Return 30.55%

» Consumer Discretionary Select Sector SPDR Fund (XLY) Total Return 26.51%
e Utilities Select Sector SPDR Fund (XLU) Total Return 23.28%
Technology Select Sector SPDR Fund (XLK) Total Return 21.63%

® Industrial Select Sector SPDR Fund (XLI) Total Return 17.31%
Consumer Staples Select Sector SPDR Fund (XLP) Total Return 12.19%
Energy Select Sector SPDR Fund (XLE) Total Return 5.52%

® Real Estate Select Sector SPDR Fund (XLRE) Total Return 5.07%
Health Care Select Sector SPDR Fund (XLV) Total Return 2.47%

@ Materials Select Sector SPDR Fund (XLB) Total Return 0.14%
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Much like 2023, it would have been difficult to construct a fully invested portfolio one year ago that lost
money in 2024. That doesn’t mean remaining 100% invested was easy. To start the year, many feared that
the upcoming election cycle would derail the market. Many were considering hiding out in the safety-zone
of 4% yields on cash in high-yielding savings accounts or money market funds. We encouraged clients to
remain invested and emphasized the importance in staying the course—which pays off in the long-haul.

While the S&P 500 Index rallied +25%, diversified portfolios offered above average returns as well. Consider
the traditional “60/40” portfolio of 60% stocks and 40% bonds where the stock exposure is made up of 45%
S&P 500 Index and 15% MSCI World Ex-US Index and the bond portion consists of the Bloomberg Aggregate
Total Return Index.

Such a portfolio would have posted a +12.55% total return in 2024.

With the S&P 500 Index delivering +26.26% return in 2023 followed by +25% in 2024, investors may wonder
whether US stocks will be able to deliver again. The best way to tackle this question is by turning to historical
data.
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For some perspective, while the two-year performance of the S&P 500 Index is well above its average total
return of +11.33% since 1950, if you go back three years to include the dismal 2022, the three-year annualized
return for the index is +8.91%—slightly below its historical average. Recall that the S&P 500 Index lost -18.13%
in 2022.

Consecutive returns above +20% is rare for the S&P 500 Index. There have been only four instances of this
occurrence since 1950—three of which occurred during the late 1990s during the dotcom bubble. In all four
cases, the market was higher the year after rising 20% in consecutive years. While the sample size of four is
not robust enough to make meaningful conclusions, it does, however, show that another year of positive gains
is possible. Not guaranteed, but possible.

Additionally, it is more common for the S&P 500 Index to deliver calendar year returns above +20% than it is
to end the year with a loss. You read that right. According to Ben Carlson of Ritholtz Wealth Management in
his blog called A Wealth of Common Sense, “Since 1928, there have been 34 instances where the S&P 500 has
finished up 20% or more against 26 total down years.”

What Happens After a 20% Up Year in the Stock Market?- A Wealth of Common Sense, 2023.

Lastly, if we are in the midst of a bull market, history would suggest that at just over two years old, we are
likely in the early innings (needless to say there no guarantees of how long bull markets last). JP Morgan
Private Bank’s January 2025 Key Investment Themes report clearly reflects this notion in the following graph:

A HISTORY OF S&P 500 BULL AND BEAR MARKETS
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The median length of bull markets is 47 months. The current bull market is in its 27,

Concentrate on Concentration

3|Page


https://awealthofcommonsense.com/2023/12/what-happens-after-a-20-up-year-in-the-stock-market/

The top 10 publicly traded companies in the S&P 500 Index represent nearly 40% of the index. Therefore,
these companies will have more of an impact on the performance of the index than ever before. This
dominance of the S&P 500 Index affects the valuation of the index. Given the relatively high Price-to-Earnings
(P/E) ratios of the top 10 companies, the S&P 500 Index is more expensive than its historical average.

Weight of the top 10 stocks in the S&P 500
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As of December 31%, 2024, the forward P/E ratio of the top 10 companies was 29.8. The P/E of the remaining
490 stocks within the S&P 500 Index was 18.2 or nearly 40% cheaper than the top 10. When pundits say “the
market is expensive” what they are really saying is “the top 10 companies are expensive.” True, they are also
very profitable and have experienced impressive earnings growth and some are deemed as “market
disruptors,” but there are plenty of opportunities for investors to find less expensive companies to invest in
that have above average future growth potential.

US 10-Year Treasury Note and Duration of Bonds

Bonds typically lag the returns of stocks and are viewed as a more conservative approach to investing. Bond
holders lend money to corporations or governments in exchange for a coupon payment for a set period of
time. Upon maturity, the principal is returned.

A common example is the US 10-Year Treasury Note. On December 31, 2023, an investor could have
purchased a bond backed by the US Government that paid them interest equal to roughly 3.9% per year. If
that investor holds the bond for the full 10 years and the US Government was solvent and able to repay their
debt, that investor would receive their principal back in addition to the yield of 3.9% per year for 10 years

But during those 10 years, the price of the bond would surely fluctuate based on prevailing interest rates. A
good example of this can be seen in the following graph of the yield on the US 10-Year Treasury Note during
2024:
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To start the year, investors could have “locked in” yields of roughly 3.9%. By late April, a new buyer of 10-year
paper would have locked in 4.7%. In September, yields had dropped to 3.6% then recovered to close the year
at 4.57%. As we write this letter, the 10-year yield sits just shy of 4.65%.

Bond prices have an inverse relationship to their yields. As yields climb, bond prices drop all else equal.
Intuitively, this makes sense. Take the investor who locked in the 3.9% yield to start the year. By April, that
3.9% was no longer attractive as the market was now offering 4.7% yields. To sell the 3.9% yielding bond, the
investor would have to sell it at a discount. Why would anyone want to pay full price for a lower yield than
the market was paying?

In an environment where interest rates moved higher on the long end of the yield curve, investors were better
off allocating to short-dated instruments or bonds whose coupons float with prevailing rates (if rates rise, so
does the coupon paid to investors).

Take the following real-world example that considers the growth of a $10,000 investment in each of three
bond ETFs over the last three years during the current rising rate environment.

iShares 20+ Year Treasury Bond ETF (ticker TLT): Invests in long-dated government bonds with a fixed-
rate.

SPDR Bloomberg 3-12 Month T-Bill ETF (ticker BILS): Invests in short-dated government bills, notes
and bonds with a fixed-rate.

iShares Floating Rate Bond ETF (ticker FLOT): Invests in bonds with variable interest rates that float
with prevailing interest rates (coupons are not locked in).
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VAL

o iShares 20+ Year Treasury Bond ETF (TLT) Total Return Growth $6.496K
SPDR Bloomberg 3-12 Month T-Bill ETF (BILS) Total Return Growth ~ §11.13K

® iShares Floating Rate Bond ETF (FLOT) Total Return Growth $11.48K
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Over the last three years, the $10,000 investment in the longer-term oriented TLT was worth less than $6,500
by the end of 2024, whereas the investments in the shorter-term-oriented BILS and FLOT were worth more
than $11,000.

Investors who kept their fixed income exposure on the shorter-end of the yield curve have been rewarded of
late.

Non-US Stocks

We have written for years that non-US stocks have a place in portfolios despite lagging performance relative
to their US counterparts. These stocks continue to be less expensive and offer higher dividend yields. They
should also provide diversification over the long term.

Given how long it has been since the last period of outperformance for non-US stocks, we want to remind
you that, indeed, it has happened. Below is the total return of the MSCI World Ex-US Index (in purple) versus
the S&P 500 Index (in orange) between December 31, 1999 and December 31, 2007. Over that seven-year
period, the world equity markets outside of the US delivered a total return of over +60% compared to +14%
for US stocks.
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e MSC| World Ex USA (*MSWXUSA) Total Refurn  60.37%
$&P 500 (*SPX) Total Return 14.09%
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We remember a time when market consensus was that all the corporate earnings growth was outside of the
Us....

Bitcoin

We rarely reference cryptocurrencies in our past letters. But 2024 marked two significant events for Bitcoin.
First, it briefly traded above $100k per “coin.” Second, major financial institutions including Fidelity, Blackrock
and Bitwise were approved to offer Bitcoin ETFs. Investors can now easily own crypto in their brokerage
accounts.

Many view this as a signal that large institutions are predicting massive gains for the price of Bitcoin moving
forward. We remind you that firms like Blackrock aren’t necessarily making predictions that crypto prices will
rise, rather, they are taking advantage of a cohort of folks who wish to hold crypto in brokerage accounts.
These institutions are making massive fees for the privilege of providing you easy access to crypto.

The largest bitcoin ETF with over $50 billion in assets under management is Blackrock’s iShares Bitcoin Trust
(ticker IBIT). With an expense ratio of 0.25% per annum, Blackrock collects over $125 million per year for
their product at these asset levels. Not a bad business.

Offering crypto to main street investors is good for Wall Street.

Federal Funds Rate Expectations May Be Way Off Base

Investors have been paying very close attention to the Fed’s actions and expectations, most notably on Fed
Funds rate decision days. Fed Chair Powell’s press conference after the 25-basis point cut on December 18t
was a good example of this. Stocks opened the day higher then finished the day with the S&P 500 trading
lower by almost -3%. Most pointed to Powell’s seemingly conflicted view about whether rate cuts will
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continue. He cited the continued strength of the economy as the rationale for potentially pausing rate cuts.
Economy strong, stocks down?

Market participants take Fed decisions and commentary then set expectations for where interest rates are
likely to be in the future.

But do these predictions come to fruition? The answer is no. It turns out market participants are no better at
predicting the future than the reader of this letter. Evidence of this is clearly depicted in the Financial Times
chart below from their recent article titled “Never Make Predictions”:

Rate (%)

2000 2004 2008 2012 20146 2020 2024 2028

== Fod Funds effective rate Futures markets’ expactations

Source: Never Make Predictions; Financial Times; December 18, 2024

It may take a minute to digest, but it is worth the effort. The blue line tracks actual Fed Funds Rate going back
to 2000. The purple extensions represent the market expectations for rates into the future on the dates being
tracked on the blue line.

Expectations were woefully inaccurate—particularly of late. Had they been more accurate, there would be
little dispersion between the blue and purple lines and they would have tracked very closely. But they haven’t.

Focus on the stretch coming out of the Financial Crisis from 2008 to 2016 or so. As depicted by the purple
lines, markets predicted rates would rise substantially and kept incorrectly pricing this in. Then, after rates
finally rose, the market predicted they would level off only to cascade downward during the COVID-19
pandemic. After that market participants continued to get it wrong. Just look at those purple tentacles!

Today we sit where the blue line ends. Should an investor trust the market expectations about where rates
will go? Should they make dramatic investment changes based on how markets interpret actions and words
by the Fed? We would suggest not.

Trump Administration

If President Trump’s last term is any guide, we should expect many twists and turns over the next four years
of his administration. While Republicans do control the House and the Senate, it is by a slim margin. This
should help keep any massive changes at bay.
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https://www.ft.com/content/3e928a47-a6f0-4e0a-9bb4-3e7dbc749ece

On balance, if successful, the Administration appears poised to lower taxes and implement (or threaten) tariffs
to “protect” US manufacturing and enforce foreign policy. Lower taxes (without resulting in incremental GDP
growth as a result) may lead to larger deficits and potentially a short-term tick up in inflation. This may
partially explain the recent rise in interest rates as investors are demanding to be paid more for the risk of
holding longer-term debt.

The Administration also seems poised to be business friendly, especially to the energy and financial sectors.
We believe this will have a positive effect on earnings and the stock market as a whole.

We do not focus on rhetoric. As policies become law and as regulations change or are eliminated, we may
make tactical changes to investments. But just like during Biden’s Administration and the administrations
before him, we do not tend to make drastic changes solely based on who is in office.

Current Economy

Current data suggests the US economy remains strong. Unemployment is near historical lows. Inflation,
albeit higher than the Fed’s target, is stable. Household finances are strong, evidenced by the amount of debt
payments compared with personal disposable income (refer to the chart below). Household net worth sits at
all-time highs (think in terms of home values and investment portfolios minus debt).

Exhibit 1: Household debt service ratios have Exhibit 2: Household net worth has risen to record
increased from 2021 lows levels supported by the rally in markets
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Source: Apollo's 2025 Credit Outlook: Defying Gravity; January 14, 2025.

Corporate profit margins are at all time highs. Debt service for corporations, similar to individuals, is
manageable despite increases in interest rates as many corporations locked in lower rates on long-term debt
during the pandemic.

Indeed, according to the Atlanta Federal Reserve who uses “real-time” data to model current quarter GDP
growth, the US economy is growing +2.7% net of inflation in the fourth quarter of 2024 (Federal Reserve Bank
of Atlanta; GDPNow Research).
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While various economic dynamics and market activity signal fair reason to remain positive, we still would not
recommend going “all-in” on stocks. True risk lies in what you cannot see which is why we maintain balanced
portfolios.

CastleKeep has been managing and safeguarding client assets for nearly 25 years. Our CIO has been in the
investment industry for over 50 years and we believe that with experience comes wisdom. It would be
prudent to not get too aggressive despite most indicators reading “bullish.” Our objective is to participate on
the upside while protecting the downside.

Conclusion

It was a positive year for markets and for client portfolios that were invested through the calendar year. At
the firm level, CastleKeep continues to grow. We added Christie Pasqua to our client service team,
successfully managed the integration of over 50 households and closed the year with record assets under
management—none of which happens without the continued trust and confidence placed in us by our dear
clients.

Our team thoroughly enjoys interacting with clients and others interested in our process. So, if market
dynamics or changes within your personal finances are on your mind, please reach out. We would be thrilled
to see if we can help.

Sincerely,

The CastleKeep Team

January 23, 2025
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IMPORTANT DISCLOSURES

Registration with the SEC should not be construed as an endorsement or an indicator of investment
skill, acumen or experience.

Investments in securities are not insured, protected or guaranteed and may result in loss of income
and/or principal. Historical performance is not indicative of any specific investment or future
results.

Investment process, strategies, philosophies, portfolio composition and allocations, security
selection criteria and other parameters are current as of the date indicated and are subject to change
without prior notice.

This communication is distributed for informational purposes, and it is not to be construed as an
offer, solicitation, recommendation, or endorsement of any particular security, products, or services.
Nothing in this communication is intended to be or should be construed as individualized investment
advice. All content is of a general nature and solely for educational, informational and illustrative
purposes.

This communication may include opinions and forward-looking statements. All statements other
than statements of historical fact are opinions and/or forward-looking statements (including words
such as “believe,” “estimate,” “anticipate,” “may,” “will,” “should,” and “expect”). Although we
believe that the beliefs and expectations reflected in such forward-looking statements are
reasonable, we can give no assurance that such beliefs and expectations will prove to be
correct. Various factors could cause actual results or performance to differ materially from those
discussed in such forward-looking statements. All expressions of opinion are subject to change. You
are cautioned not to place undue reliance on these forward-looking statements. Any dated
information is published as of its date only. Dated and forward-looking statements speak only as of
the date on which they are made. We undertake no obligation to update publicly or revise any dated
or forward-looking statements.

Views regarding the economy, securities markets or other specialized areas, like all predictors of
future events, cannot be guaranteed to be accurate and may result in economic loss of income and/or
principal to the investor.

Any references to outside data, opinions or content are listed for informational purposes only and
have not been verified for accuracy by the Adviser. Third-party views, opinions or forecasts do not
necessarily reflect those of the Adviser or its employees.

Unless stated otherwise, any mention of specific securities or investments is for illustrative purposes
only. Adviser’s clients may or may not hold the securities discussed in their portfolios. Adviser makes
no representations that any of the securities discussed have been or will be profitable.
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