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Last week, stocks and bonds traded in positive territory. The MSCI EAFE (non-US developed) and MSCI Emerging
Markets indices outperformed the S&P 500. The best performing sectors in the S&P 500 were energy, communication
services, and financials. As for fixed income, the 10 year treasury yield rose 1 basis point (bps) on the week to 4.15%.

There is an abundance of economic and earnings releases to watch this week. The Federal Open Market Committee
(FOMC) will announce its interest-rate call on Wednesday afternoon. While it's widely expected to keep the Fed funds
target rate unchanged at 5.25%-5.50%, attention will be on whether the message from the meeting is dovish enough for
traders to price in a first rate cut as soon as March. The commentary will be especially interesting since over the last three
months, core PCE has advanced just 1.52% at an annual rate. Over the last six months, core PCE has climbed just
1.86%. In other words, the momentum under core inflation is soft and below the Fed's 2% target inflation goal.

Separately, approximately 20% of the S&P500 companies will report earnings this week including, five of the Magnificent
7 stocks. The economic and earnings releases we will be paying attention to include...

Tuesday. Eurozone consumer confidence, U.S. JOLTS/consumer confidence, China PMI, Google, Microsoft
Wednesday. Fed meeting, U.S. ADP, Japan/China PMIs

Thursday. Eurozone CPI, U.S. ISM, Apple, Amazon, Meta

Friday, U.S. jobs report

The 2 year Treasury yield (a proxy of forward-looking Fed policy) reached as high as 5.20% in October of 2023, and now
stands at 4.35%. Powell was very dovish to end 2023 and other FOMC members have walked back some of it over the
last several weeks. The Fed will likely be able to make an argument for cuts based on inflation decelerating alone, but that
seems already baked into the bond market. To see further cuts from here, we likely need to see the employment picture
deteriorate.

The challenge is determining if the world is returning to pre-pandemic/post Great Financial Crisis (GFC) levels of 2%
inflation or even lower. Reasons exist to believe circumstances might have changed, including labor markets rendered
perpetually tight by population aging (every day 10,000 people turn 65, which is roughly equivalent to the size of Los
Angeles over a year), large government deficits, and new global trade and supply frictions. We believe inflation and
interest rates will stabilize at the “old normal” of pre-GFC higher levels.

Last week, China took its first meaningful step to ease monetary policy with a 0.50% reserve ratio requirement cut and
there is a rumor of a substantial stimulus plan. The MSCI China equity index was down -12% already to start the year
before rebounding and ending this week -7%. Copper prices also rallied as much as +3% on the week and commodities
more broadly ended the week higher. China certainly can stimulate as they are experiencing very modest inflation if not
deflation. The government/central bank is going to need to help investors regain trust in the markets and policy, though,
especially as the courts ordered China’s Evergrande to liquidate its $240 billion in liabilities. China’s iliness is also
spreading to Germany’s economy (4" largest in the world), which is also sick where the car sector is struggling with weak
sales in China, the U.S. and European markets but is complicated by social unrest with farmer and rail strikes.

The risk to stocks are higher bond yields, further reduction in Fed cut expectations, and/or continued downward earnings
revisions/guidance. As a result, we deliberately construct and risk manage portfolios with a bias towards quality, US
holdings and larger/medium sized businesses.
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