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BULLISH ‘TIL THE BILL COMES DUE

Big headlines. If a person had somehow been given, back in the S&P 500
first half of the year, newspapers for July, August, and September 6,000
(with security prices redacted), the future might have looked dire for
the markets. In Q3, there were two assassination attempts on a
former president who is running for the White House. His opponent 2,600
dropped out of the race on a lazy Sunday afternoon, leaving his
relatively unknown vice president to pick up where he left off. And a
sharp rise in the value of the Japanese yen led to an unwinding of
leveraged trades that triggered a gut-wrenching (if brief) global sell-
off. A person reading these future headlines couldn’t be blamed for 4,800
betting on a big downturn in the market. And if they'd invested
accordingly, they could easily have been broke by Labor Day
because despite all the noise in Q3, markets marched ever higher. 4,400
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Changing dynamics. Perhaps the 24-hour news cycle and social 4.000
media overload has numbed the average investor to events that 4Q23 1Q24 2Q24 3Q24
might have hit markets harder in the past. Perhaps technology has

sped up the time it takes for the collective wisdom of millions of

investors to be reflected in asset prices. Or perhaps the advent of

quantitative easing as a policy option—and the swelling of the US Large Cap S&P 500 5.9%
Federal Reserve’s balance sheet since 2008—has simply made US Small Cap Russell 2000 9.3%
investing, like love, mean “never having to say you're sorry.” International MSCI AC World ex-USA (USD) 8.2%
Commodities Bloomberg Commodity 0.7%

0,

Tailwinds. In the end, all the Q3 drama came t_o naught. The Fed cut Eﬂ:’i cipal Bonds Iéi‘:ﬁbi?:;ﬂi(j;?s ond 122"780;
the benchmark fed funds rate by 50 basis points and signaled that Taxable Bonds Bloomberg US Aggregate 5.2%

more interest rate cuts lie ahead. China launched the biggest Cash Bloomberg 3-Month T-Bil 1.4%
stimulus package seen since the 2008 financial crisis. Record U.S.
oil production and weak energy demand from China led to a
meaningful decline in energy prices despite the prospect of S&P 500 Average Quarterly Return (since 1928)
escalating hostilities in the Middle East—and those lower fuel prices

are providing a boost for U.S. consumer spending (and thereby the

U.S. economy as a whole).

2.9%
Bullish, still. With inflation cooling, central banks and investors alike

are betting that monetary policy will become more accommodative.
Thus, although few assets in the world today can be called cheap, it

2.3%
seems that few investors want to tempt fate by betting against the 1.7%
bull market. Economic and earnings growth remain respectable, 1.3%
long-term interest rates are low, and credit spreads remain
historically tight. In Q3, stock market strength broadened beyond the
Magnificent 7’s heavy influence and 10-year Treasury yields fell by
1Q 2Q 3Q

nearly 60 basis points. As we have been saying all year, we will
remain bullish until the bill comes due.

4Q
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S&P 500 Earnings Per Share Estimate Progression

Source: FactSet, Strategas
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Despite recent downward revisions to 2024 earnings
estimates, the consensus estimate for 2025 continues to hold
strong at $277 per share. That would amount to a robust +15%
growth rate in corporate earnings, which would require record-
breaking profit margins to achieve. It would also be unusual for
Fed cuts of more than 100 basis points to coincide with double-
digit earnings growth—a combination that has not been seen
since 1984. Still, things are looking up—the percent of sub-
industries delivering profit growth is moving higher, and non-
Magnificent 7 companies are increasingly expected to grow
earnings. We estimate 2025 earnings of $265 per share.

Going from a zero percent interest rate policy to yields of 5.5%
helped produce this cycle-defining chart—more than $1.5 trillion
has flowed into money market funds since mid-2022. But with
the Fed beginning to cut rates, we will start to see money market
yields dip below 5%, setting up a fascinating psychological test:
how low do the yields on money markets have to get before
investors start to look elsewhere? Historically, a 3% fed funds
rate seems to be when flows reverse. Some of that outflow will
go to stocks but given the higher risk profile of equities, we could
see more of those dollars going into bonds instead.

Prime Age (25 - 54) Employment-to-Population Ratio

Source: Strategas, St. Louis Fed
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Recent cracks in U.S. employment helped to spur the Fed to
start cutting rates. The Sahm rule, which signals recession when
the unemployment rate rises too quickly, was triggered in July.
However, there is some debate as to whether the rule will be
accurate if an increase in labor supply drives unemployment up
(the unemployment rate can rise if the number of people looking
for work rises—via immigration, for example). Our work
suggests the Sahm rule should be confirmed by a drop in the
employment-to-population ratio—and for now, there is no such
drop. The ratio is at a cycle high and claims for unemployment
insurance are low. All good so far.

The percent of G20 central banks cutting interest rates is now
at its highest since 2020 (and its highest non-recession level
in decades). There are plenty of risks to the global economy,
including the lagged effects of such aggressive rates hikes just
a few years back. But the bottom line is that a continuation of
the U.S. soft landing is still the base case, and there is a real
possibility that lower Treasury yields and a weaker U.S. dollar
can spur a global manufacturing rebound. With other central
banks cutting alongside the Fed, China announcing serious
fiscal stimulus, and OPEC again pumping oil (led by Saudi
Arabia), a synchronized global upswing could be in the cards.
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Total Net Electricity Generation

Rolling 12 Month Sum of Thousand Megawatt Hours, Source: Strategas, EIA
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Artificial intelligence requirements, the push for electric
vehicles, and new manufacturing and data centers have all
created a surge in demand for power—particularly electricity—
creating additional strain on aging utility infrastructure. We
believe that all-encompassing, power-related securities
(consisting of those directly involved in creating sources of
power) are set up to thrive in such an environment. In addition,
we are also bullish on securities tied to businesses that will be
secondary beneficiaries of the add-on impacts of increased
power generation and usage.

There are many reasons to own the Magnificent 7 companies
(Meta, Amazon, Alphabet, Tesla, Nvidia, Apple, Microsoft)
even at today’s relatively lofty valuations—they generate a ton
of cash, they have the potential to benefit from first-mover
advantages of A.l., they are growing their earnings faster than
the rest of the market is, and, generally speaking, they have
little debt at higher long-term interest rates. These companies
formerly tended to be “capital light.” That appears to have
changed, as investments in A.l. have made the Magnificent 7
some of the biggest spenders in the market.

Net Interest Cost as a Percent of Tax Revenues

Source: Strategas, U.S. Treasury
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U.S. debt-servicing costs are near all-time highs and net
interest costs will soon exceed Defense spending for the first
time in history. The best way to stem this spiral is to cut rates,
as the Fed began to do in September, but this will be a slow
process. That means that next year, both parties will be
thinking about how to raise revenue to pay for any extensions
of the 2017 Tax Cuts and Jobs Act provisions (many of which
expire in 2025). Directionally, the U.S. fiscal situation is
actually improving, but the next president will have his or her
hands full with $4 ftrillion of expiring tax cuts and ACA
subsidies, rising geopolitical tensions, and limited fiscal
capacity.

Inflation remains critically important for this presidential
election. We have found that the Misery Index (inflation +
unemployment) has predicted 15 of the past 16 presidential
election results and every election since 1980. We like this
indicator for its relative simplicity: if the 3-month average is
higher year over year, the incumbent party has lost, and if it
is lower, the incumbent party has won. For the Misery Index
to be lower in October, the combination of unemployment and
inflation cannot exceed 7.3%. Today, that index is below
7.0%, but it has hovered near 7.3% all year. Inflation
(especially in gas prices) and the labor market both remain
very important.
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S&P 500 Index (Large Cap / U.S. Stocks): A representative sample of 500 leading companies in leading industries of the U.S. economy. These
are equity securities of large capitalization (generally $7 billion plus market cap) companies having growth and value characteristics. ® Russell
2000® Index (Small Cap / Small Core): Measures the performance of the 2,000 smallest companies in the Russell 3000® Index, which
represent approximately 10% of the total market capitalization of the Russell 3000® Index. These are equities of small capitalization. e MSCI
EAFE Index Net (International / Developed Markets): A free float-adjusted market capitalization index that is designed to measure the equity
market performance of developed markets, excluding the US and Canada. As of May 27, 2010 the MSCI EAFE Index consisted of the following
22 developed market country indices: Australia, Austria, Belgium, Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Israel,
Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, and the United Kingdom. e BBgBarc
Aggregate Bond Index (Taxable Bonds / Bonds): Composed of approximately 6,000 publicly traded bonds, including U.S. Government,
mortgage-backed, corporate, and Yankee bonds with an average maturity of approximately 10 years. e BBgBarc Muni Bond Index (Municipal
Bonds): Bonds must have a minimum credit rating of at least Baa, an outstanding par value of at least $3 million, part of a transaction of at least
$50 million, issued after December 31, 1990, and have a year or longer remaining maturity ® FTSE 3-month T-bill Index (Cash): This index
measures monthly return equivalents of yield averages that are not marked to market. It consists of the last one-month and three-month Treasury
bill issues, respectively. ® Bloomberg Commodity Index (Commodities): Composed of commaodities traded on U.S. exchanges, with the
exception of aluminum, nickel and zinc, which trade on the London Metal Exchange (LME). Subindices include Petroleum, Grains, Industrial
Metals, Livestock, Precious Metals, and Softs.

Investors should consider the investment objectives, risks, charges and expenses of a money market fund carefully before
investing. This and other information can be found in the prospectus or summary prospectus. A prospectus or summary
prospectus may be obtained from your financial professional. Please read the prospectus or summary prospectus carefully
before investing. An investment in a money market fund is not insured or guaranteed by the FDIC or any other government agency.
Although the fund seeks to preserve the value of your investment at $1 per share, it is possible to lose money by investing in the fund.

IMPORTANT DISCLOSURES

Past performance is not indicative of future results. This communication was prepared by Strategas Securities, LLC (“we” or “us”).
Recipients of this communication may not distribute it to others without our express prior consent.

This communication was prepared by Strategas Securities, LLC (“we” or “us”). Recipients of this communication may not distribute
it to others without our express prior consent. This communication is provided for informational purposes only and is not an offer,
recommendation or solicitation to buy or sell any security. This communication does not constitute, nor should it be regarded as,
investment research or a research report or securities recommendation and it does not provide information reasonably sufficient upon
which to base an investment decision. Market and economic statistics, unless otherwise cited, come from data providers FactSet and
Bloomberg. This is not a complete analysis of every material fact regarding any company, industry or security. Additional analysis
would be required to make an investment decision. This communication is not based on the investment objectives, strategies, goals,
financial circumstances, needs or risk tolerance of any particular client and is not presented as suitable to any other particular client.
Investment involves risk. You should review the prospectus or other offering materials for an investment before you invest. You should
also consult with your financial advisor to assist you with your analysis, risk evaluation, and decision-making regarding any investment.

The performance and other information presented in this communication is not indicative of future results. The information in this
communication has been obtained from sources we consider to be reliable, but we cannot guarantee its accuracy. The information is
current only as of the date of this communication and we do not undertake to update or revise such information following such date.
To the extent that any securities or their issuers are included in this communication, we do not undertake to provide any information
about such securities or their issuers in the future. We do not follow, cover or provide any fundamental or technical analyses,
investment ratings, price targets, financial models or other guidance on any particular securities or companies. Further, to the extent
that any securities or their issuers are included in this communication, each person responsible for the content included in this
communication certifies that any views expressed with respect to such securities or their issuers accurately reflect his or her personal
views about the same and that no part of his or her compensation was, is, or will be directly or indirectly related to the specific
recommendations or views contained in this communication. This communication is provided on a “where is, as is” basis, and we
expressly disclaim any liability for any losses or other consequences of any person’s use of or reliance on the information contained
in this communication.

Strategas Securities, LLC is affiliated with Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA member firm,
although the two firms conduct separate and distinct businesses. A complete listing of all applicable disclosures pertaining to Baird
with respect to any individual companies mentioned in this communication can be accessed at http://www.rwbaird.com/research-
insights/research/coverage/third-party-research-disclosures.aspx. You can also call 1-800-792-2473 or write: Baird PWM Research
& Analytics, 777 East Wisconsin Avenue, Milwaukee, WI 53202.
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