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ECONOMY:

EXPECTED TO SLOW DOWN



MARKETS ARE SEEING A DOWNWARD TREND

IN SERVICES PRICES
And Durable Prices Keep Falling
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Presenter Notes
Presentation Notes
We believe a recession is likely to emerge in 2024 as consumers, under increasing debt burdens, deplete their excess savings and are no longer able to keep up with debt payments. Leading indicators that we’re watching include an increase in serious delinquencies in credit cards and auto loans. We expect the spending splurge to end, with consumers reverting to trend. In 2024, the consumer will no longer be willing to spend, as they did in 2023.



WAGES GROW FASTEST FOR JOB SWITCHERS
The Gap Has Never Been This Wide
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Source: LPL Research, Federal Reserve Bank of Atlanta, 11/27/23
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Presenter Notes
Presentation Notes
We expect to see a Federal Reserve focused less on inflation and more on the other part of their dual mandate—stable growth. As already highlighted, inflation will still hover above the 2% long-run target and remain a concern, but the Fed will likely be less laser-focused given that the trajectory is going in the right direction.



FIRMS TEND TO HIRE PART-TIMERS L
DURING UNCERTAINTY

Ratio of Part-Timers to Full-Timers Starting to Rise
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Presenter Notes
Presentation Notes
When it comes to the job market, some call the recent shift in favor of the average worker the democratization of the workforce, considering that workers have rarely had this much bargaining power. As the American worker has had a few years to adjust to the hybrid work model, we should continue to see a fair amount of turnover. Some have seen the fastest way to higher pay is moving to a new job. Of course, the hybrid model can only operate in some sectors, so its impact varies depending on the industry.



DOMESTIC GROWTH LIKELY
Bl CONCENTRATED IN LATTER HALF OF 2024

Inflation Should Moderate as Growth Slows

2024 Annual Forecasts™ GDP Growth (Y/Y%) CPI (Y/Y%)
United States 1.00% 2.80%
Eurozone 0.60% 2.50%
Advanced Economies 1.10% 3.80%
Emerging Markets 3.90% 6.20%
Global 2.60% 4.40%

Source: LPL Research, Bloomberg 11/27/23
*Annual Average
The economic forecasts set forth in this material may not develop as predicted.
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Presenter Notes
Presentation Notes
LPL Research forecasts for economic growth and consumer inflation across regions in 2024.



STOCKS:

FOLLOW THE CYCLES




S&P 500 BULL MARKETS HAVE HISTORICALLY
ENJOYED SOLID YEAR TWO RETURNS

@ S&P 500 Performance: Bull Market Year 1 ® S&P 500 Performance: Bull Market Year 2
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Source: LPL Research, FactSet 11/27/23
All indexes are unmanaged and cannot be invested into directly. Past performance is no guarantee of future results.
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Presenter Notes
Presentation Notes
As the next 12 months of the bull gets underway, market history tells us solid gains may lie ahead. Of the 12 such periods since 1950, the S&P 500 has gained an average of 12.6% and was positive every time. A gain of this magnitude seems reasonable given the potential for support from the Fed as inflation falls.



AT HIGHER INTEREST RATES, STOCKS AND YIELDS
B TEND TO MOVE IN OPPOSITE DIRECTIONS

@ Rolling 1-Year Correlation: S&P 500 vs. 10-Year U.S. Treasury Yields
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Source: LPL Research, Bloomberg 11/27/23
Indexes are unmanaged and cannot be invested in directly. Past performance is no guarantee of future results.
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Presenter Notes
Presentation Notes
With inflation still elevated, high rates remain a threat to the economy and the stock market. Stocks and bond yields became increasingly negatively correlated (moving in opposite directions) in 2023. While that wasn’t great news for the stock market, it does mean interest rates could present an opportunity, as LPL Research believes the 10-year Treasury yield could be less volatile in 2024.



EXPECT EARNINGS GROWTH TO ACCELERATE IN 2024
AND SUPPORT STOCK PRICES

@ S&P 500 Earnings Per Share
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Source: LPL Research, FactSet 11/27/23
Indexes are unmanaged and cannot be invested in directly. Past performance is no guarantee of future results.
Estimates may not materialize as predicted and are subject to change.

LPL Financial Member FINRA/SIPC 10


Presenter Notes
Presentation Notes
Our 2024 S&P 500 earnings per share (EPS) forecast is $235 per share, up from our prior estimate of $230. The new estimate represents only about 7% earnings growth from the current 2023 consensus S&P 500 EPS estimate of $219. Beyond economic growth, how companies manage waning pricing power as inflation falls is key to the earnings outlook. Reversals of 2023 earnings declines by the healthcare and the natural resource sectors, along with increased earnings growth in the technology sector, will help drive a turnaround in overall earnings.



STOCK VALUATIONS NEAR PARITY WITH BONDS AT
HIGHER INTEREST RATE LEVELS

Equity Risk Premium at Zero Offers Investors Essentially No Compensation
For Taking On Equity Risk

@ S&P 500 Equity Risk Premium (%)
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Source: LPL Research, FactSet, Refinitiv, Bloomberg 11/27/23
S&P 500 equity risk premium is the S&P 500 earnings yield (earnings divided by price) minus the US 10-year Treasury yield.
All indexes are unmanaged and cannot be invested into directly. Past performance is no guarantee of future results.
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Presenter Notes
Presentation Notes
Stock valuations are high by most measures. The price-to-earnings ratio (P/E) based on the consensus S&P 500 earnings per share estimate for the next 12 months is 18.8, above long-term averages in the 15-16 range. Factoring in interest rates allows for a more complete valuation assessment, as a stock’s fundamental value is derived from the present value of future earnings. Plus, yields from bonds provide competition for stocks. Comparing the earnings yield for equities (earnings divided by price) to the yields on bonds (using the 10-year Treasury), we arrive at an equity risk premium (ERP) for the S&P 500 near zero, suggesting equities are fully valued.



B S&P 500 YEAR-END FAIR VALUE TARGET FOR 2024

S&P 500 level as of 11/24/23:

Current next 12 months price-to-earnings ratio for the S&P 500:
Proposed year-end 2024 price-to-earnings ratio for the S&P 500:
2025 S&P 500 EPS forecast (6% increase):

S&P 500 2024 year-end fair value target:

Low end of range:

High end of range:

Upside to midpoint:

Source: LPL Research
Any economic forecasts set forth may not develop as predicted and are subject to change.
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Presenter Notes
Presentation Notes
While earnings growth will likely help push stocks higher in 2024, the contribution from valuations may be more limited. Stocks appreciate in value primarily in two ways—either earnings grow or valuations become richer. The good news is that stocks can move higher in the coming year without much help from valuations—a different story from the past two years. A price-to-earnings ratio of 19.5, in line with the five-year average, represents only a slight improvement in valuations from the 18.8 level in mid-November. Based on a P/E ratio of 19.5 times our projected 2025 S&P 500 earnings per share (EPS) of $250, we estimate a fair-value range for the S&P 500 at the end of 2024 to be between 4,850 and 4,950. This suggests potential high-single-digit gains at the midpoint.



BONDS:
BACK TO NORMAL




TREASURY YIELD FORECASTS

_ Traditional Recession Flattish Growth/Mild Recession | Re-Accelerating Environment

Economic growth slows

Economic growth contracts Economic growth picks up

but still slightly positive
. Inflation expectations decline Inflation expectations steady and falling Inflation expectations increase

Macro Conditions - -

Fed cuts rates from restrictive levels Fed cuts rates as inflation falls e hlke‘s rates into more

restrictive territory
Global government bond yields fall Global government bond yields steady Global.government bond
yields elevated

Yearend Fed Funds Rate 3.50% 4.50% 6.00%
Market-Implied Inflation Expectations 2.00% 2.50% 3.50%
2-Year Treasury Yield 3.00% 3.90% 5.50%
10-Year Global Bond Yields 1.00% 2.50% 3.50%
10-Year Treasury Yield 3.25% 3.75% - 4.25% 5.75%

Source: LPL Research, 11/27/23
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Presenter Notes
Presentation Notes
With the economic data (so far) continuing to reflect a more resilient economy than originally expected, we think Treasury yields are likely going to stay higher for longer as well. As such, we think the 10-year Treasury yield could stay in the 3.75% and 4.25% range with risks roughly balanced. However, while we think the economic data softens in 2024, which should allow the Fed to gradually adjust monetary policy lower, we can’t entirely rule out two other scenarios either: traditional recession or a re-accelerating economic environment.



ARE LONG-TERM RATES HEADED HIGHER?
B HISTORICALLY, 3% TO 5% HAS BEEN "NORMAL"

@ 10-Year Treasury Yield
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Source: LPL Research, Bloomberg, 11/27/23
All indexes are unmanaged and cannot be invested into directly. Past performance is no guarantee of future results.
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Presenter Notes
Presentation Notes
How much higher could rates go? Looking at interest rates over a longer time horizon, provides perhaps a bit more clarity on what could be considered normal for interest rates. Data since 1880 shows that interest rates were in a fairly tight range before the spike in interest rates that took the 10-year Treasury yield to those very lofty levels in the 1980s. In fact, long-term rates mostly traded within a 3% to 5% range for nearly a century before moving aggressively higher as the Fed fought those generationally high inflationary pressures. Periods outside of that 3% to 5% range have resulted from the economy’s growth and inflation dynamics, which ultimately shapes the Fed’s interest rate policy. So, the sharp increase in the 10-year yield over the past few years puts the yield firmly back into the normal, historical range.



CORPORATE DOWNGRADES ARE

OUTPACING UPGRADES THIS YEAR
S&P Rating Activity

@ Upgrades ® Downgrades
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Source: LPL Research, Bloomberg, 11/27/23
Past performance is no guarantee of future results.
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Presenter Notes
Presentation Notes
The corporate credit markets have been resilient so far in this cycle with credit spreads (or the additional compensation for owning risky debt) remaining below historical averages. However, with the increase in Treasury yields over the past few years, corporate interest payments are set to increase as well. And while the health of the corporate landscape is generally positive, rating agencies are starting to adjust their outlooks based upon, among other things, the expected increase in debt payments.
The ratings environment remains relatively calm for companies across investment grade, however lower rated companies have taken the brunt of downgrades and will likely continue to in the coming quarters. Year to date, S&P has downgraded its outlook and the outright rating on 814 companies (both investment grade and high yield) versus only 512 upgrades, which makes 2023 already the worst year for downgrades since 2020.



GEOPOLITICS:

AN INCREASINGLY ) 4
COMPLICATED LANDSCAPE '



BLOOMBERG COMMODITY INDEX |
B COMMODITY CYCLE COMPARISON

@ Current Cycle (March 2020 - YTD) ® 2001-2008 Cycle Right Axis: Percent Return off Cycle Low (base = 0)
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Source: LPL Research, Bloomberg 11/27/23
Past performance is no guarantee of future results. All indexes are unmanaged and can’t be invested in directly.
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Presenter Notes
Presentation Notes
Commodity prices have been easing lower as the global economic landscape, particularly as China's slowing economic recovery, continues to soften. 



MAJOR CURRENCIES % DEVIATION
FROM PURCHASING POWER PARITY FAIR VALUE
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Presenter Notes
Presentation Notes
Dollar is stronger compared to foreign currencies because of favorable interest rates, but is overvalued compared to yen, Euro, and BP. 

Capital flowing back to U.S. accordingly.

Yen weakest because Bank of Japan (BOJ) hasn’t acted.

USD is clearly very expensive on a historical and relative basis and there is going to be value in holding foreign denominated assets in the longer-term.

Will make sense soon to own foreign assets on an unhedged basis.

Until we see a persistent shift toward synchronized global growth and central bank tightening (e.g., not U.S. led), foreign currencies, as a whole, will likely struggle to meaningfully outpace the dollar.
 



ALTERNATIVE

INVESTMENTS:

EMBRACING AGILITY IN
A VOLATILE MARKET




WIDER VALUATION SPREAD LENDING OPPORTUNITIES

FOR FUNDAMENTAL DRIVEN STOCK PICKERS
Free Cash Flow Yield Spread

@ Quintile 1 @ Quintile 5 ® Median ® Spread
25 Years 1st Quintile - 5th Quintile Spread Average: 10.8 Current 1st Quintile - 5th Quintile Spread: 13.7
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Source: LPL Research, FactSet 11/27/23
Past performance is no guarantee of future results.

LPL Financial Member FINRA/SIPC 21


Presenter Notes
Presentation Notes
We expect greater dispersion and volatility - brought by the continued de-coupling of global economy and policy actions, well anticipated slowdown in economic activities, and rise in (geo)political risks as well as political events like US presidential election. 

Recommended strategies can generate alpha from both top-down macro as well as bottom-up fundamental dispersion, have limited beta, and benefit from the rise in volatility. 

We remain constructive on global macro strategy that could capitalize on the macro dispersion across the regions and tends to benefit from the rise in volatility. Managed Futures should help with portfolio diversification as well. 

We have grown more positive on bottom-up fundamental driven strategies that carry low beta, especially low net and market neutral stock pickers who can benefit from greater dispersion we are seeing between high quality companies vs. lower quality, cash tight companies. 



PRIVATE MARKET ASSETS/FUND SHARES

TRANSACTIONS IN THE SECONDARY MARKET ($ BN)

@ Actual ® 2023/2024 Low Estimate ® 2023/2024 High Estimate
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Source: LPL Research, Jefferies 07/01/23
The economic forecasts set forth in this material may not develop as predicted.
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Presenter Notes
Presentation Notes
Among private market strategies, we expect private credit and infrastructure to continue show their resilience as both strategies have secular tailwind at play. We are positive on secondary markets as well. 

Private Credit—bigger market share & attractive yield. Recommend staying in high quality assets as we cautiously monitor the pickup in distressed/default rates. 

Infrastructure—one of the key areas that will continue to benefit from the secular trend of global digitalization, decarbonization efforts we see across the countries, and the Build Back Better Act in the U.S. 

Secondary Markets—lend compelling opportunities for managers, more general partners and limited partners turning to secondary markets to meet their liquidity needs and take on assets at attractive valuation. 



Bl GENERAL DISCLOSURES

The opinions, statements and forecasts presented herein are general information only and are not intended to provide specific investment advice or recommendations for any
individual. It does not take into account the specific investment objectives, tax and financial condition, or particular needs of any specific person. There is no assurance that the
strategies or techniques discussed are suitable for all investors or will be successful. To determine which investment(s) may be appropriate for you, please consult your financial
professional prior to investing.

Any forward-looking statements including the economic forecasts herein may not develop as predicted and are subject to change based on future market and other conditions.
All performance referenced is historical and is no guarantee of future results.

References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are unmanaged statistical composites and cannot be invested

into directly. Index performance is not indicative of the performance of any investment and does not reflect fees, expenses, or sales charges. All performance referenced is
historical and is no guarantee of future results.
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Bl GENERAL RISK DISCLOSURES

Investing involves risk including the potential loss of principal.

Alternative investments may not be suitable for all investors and should be considered as an investment for the risk capital portion of the investor’s portfolio. The strategies
employed in the management of alternative investments may accelerate the velocity of potential losses.

Investing in stock includes numerous specific risks including the fluctuation of dividend, loss of principal and potential illiquidity of the investment in a falling market. Because of
their narrow focus, sector investing will be subject to greater volatility than investing more broadly across many sectors and companies. Value investments can perform differently
from the market as a whole. They can remain undervalued by the market for long periods of time. The prices of small and mid-cap stocks are generally more volatile than large
cap stocks.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds are subject to availability and change in price.
Bond yields are subject to change. Certain call or special redemption features may exist which could impact yield. Government bonds and Treasury bills are guaranteed by the
U.S. government as to the timely payment of principal and interest and, if held to maturity, offer a fixed rate of return and fixed principal value. Corporate bonds are considered
higher risk than government bonds but normally offer a higher yield and are subject to market, interest rate, and credit risk, as well as additional risks based on the quality of issuer
coupon rate, price, yield, maturity, and redemption features. Mortgage-backed securities are subject to credit, default, prepayment, extension, market and interest rate risk.
Floating rate bank loans are loans issues by below investment grade companies for short term funding purposes with higher yield than short term debt and involve risk.

Preferred stock dividends are paid at the discretion of the issuing company. Preferred stocks are subject to interest rate and credit risk. As interest rates rise, the price of the
preferred falls (and vice versa). They may be subject to a call feature with changing interest rates or credit ratings. The majority of preferred stocks outstanding are concentrated in
the financial sector.

International debt securities involve special additional risks. These risks include, but are not limited to, currency risk, geopolitical and regulatory risk, and risk associated with
varying settlement standards. These risks are often heightened for investments in emerging markets.

High yield/junk bonds (grade BB or below) are not investment grade securities, and are subject to higher interest rate, credit, and liquidity risks than those graded BBB and above.
They generally should be part of a diversified portfolio for sophisticated investors.

Municipal bonds are subject to availability and change in price. They are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates
rise. Interest income may be subject to the alternative minimum tax. Municipal bonds are federally tax-free but other state and local taxes may apply. If sold prior to maturity,
capital gains tax could apply.
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Bl GENERAL RISK DISCLOSURES

The fast price swings of commodities will result in significant volatility in an investor's holdings. Commodities include increased risks, such as political, economic, and currency
instability, and may not be suitable for all investors. Precious metal investing is subject to substantial fluctuation and potential for loss.

Any company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of their products or services. LPL Financial doesn’t
provide research on individual equities.

All index data from FactSet. International investing involves special risks such as currency fluctuation and political instability and may not be suitable for all investors. These risks
are often heightened for investments in emerging markets.

All information is believed to be from reliable sources; however, LPL Financial makes no representation as to its completeness or accuracy.

Investing involves risks including possible loss of principal. No investment strategy or risk management technique can guarantee return or eliminate risk in all market environments.
There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-diversified portfolio. Diversification does not protect against market risk. Investing
in foreign and emerging markets debt or securities involves special additional risks. These risks include, but are not limited to, currency risk, geopolitical risk, and risk associated
with varying accounting standards. Investing in emerging markets may accentuate these risks.

Asset allocation does not ensure a profit or protect against a loss.
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GENERAL DEFINITIONS

Gross Domestic Product (GDP) is the monetary value of all the finished goods and services produced within a country’s borders in a specific time period, though GDP is usually
calculated on an annual basis. It includes all of private and public consumption, government outlays, investments and exports less imports that occur within a defined territory.

The PE ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net income or profit earned by the firm per share. It is a financial ratio used
for valuation: a higher PE ratio means that investors are paying more for each unit of net income, so the stock is more expensive compared to one with lower PE ratio.

Earnings per share (EPS) is the portion of a company’s profit allocated to each outstanding share of common stock. EPS serves as an indicator of a company’s profitability.
Earnings per share is generally considered to be the single most important variable in determining a share’s price. It is also a major component used to calculate the price-to-
earnings valuation ratio.

The Standard & Poor’s 500 Index is a capitalization- weighted index of 500 stocks designed to measure performance of the broad domestic economy through changes in the
aggregate market value of 500 stocks representing all major industries.

The Bloomberg U.S. Aggregate Bond Index is an index of the U.S. investment-grade fixed-rate bond market, including both government and corporate bonds.
The HFRI® Indices are broadly constructed indices designed to capture the breadth of hedge fund performance trends across all strategies and regions.

The HFRI Institutional Macro Index is a global, equal-weighted index of hedge funds with minimum assets under management of USD $500MM which report to the HFR
Database and are open to new investments.

A company’s market capitalization is the market value of its outstanding shares. Market capitalization is calculated by multiplying the number of a company’s shares outstanding
by its stock price per share. Classifications such as large-cap, mid-cap and small-cap are only approximations and may change over time.

Equity Definitions

Cyclical stocks typically relate to equity securities of companies whose price is affected by ups and downs in the overall economy and that sell discretionary items that consumers
may buy more of during an economic expansion but cut back on during a recession. Counter-cyclical stocks tend to move in the opposite direction from the overall economy and
with consumer staples which people continue to demand even during a downturn.

A Growth stock is a share in a company that is anticipated to grow at a rate significantly above the average for the market due to capital appreciation.
A Value stock is anticipated to grow above the average for the market due to trading at a lower price relative to its fundamentals, such as dividends, earnings, or sales.

Large cap stocks are issued by corporations with a market capitalization of $10 billion or more, and small cap stocks are issued by corporations with a market capitalization
between $250 million and $2 billion.
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GENERAL DEFINITIONS

Fixed Income Definitions

Credit Quality is one of the principal criteria for judging the investment quality of a bond or bond mutual fund. As the term implies, credit quality informs investors of a bond or
bond portfolio’s credit worthiness, or risk of default. Credit ratings are published rankings based on detailed financial analyses by a credit bureau specifically as it relates to the
bond issue’s ability to meet debt obligations. The highest rating is AAA, and the lowest is D. Securities with credit ratings of BBB and above are considered investment grade.

The credit spread is the yield the corporate bonds less the yield on comparable maturity Treasury debt. This is a market-based estimate of the amount of fear in the bond market.
Base-rated bonds are the lowest quality bonds that are considered investment-grade, rather than high-yield. They best reflect the stresses across the quality spectrum.

The Bloomberg Aggregate U.S. Bond Index represents securities that are SEC-registered, taxable, and dollar denominated. The index covers the U.S. investment- grade fixed
rate bond market, with index components for government and corporate securities, mortgage pass- through securities, and asset-backed securities.
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This research material has been prepared by LPL Financial LLC.

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member FINRA/SIPC). Insurance products

are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice from a separately registered independent investment advisor that is not an
LPL affiliate, please note LPL makes no representation with respect to such entity.

Not Insured by FDIC/NCUA Not Bank/Credit Union Not Bank/Credit Union Mav Lose Value
or Any Other Government Agency Guaranteed Deposits or Obligations y
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