Your Weekly Investment

Insights

January 13, 2025

Key Takeaways:

Gearing up for 4Q24 earnings season.
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Financials taking center stage, expected to be largest contributor to earnings growth.

Semiconductors to be key contributor to information technology growth.

Energy sector expected to underperform given lower crude oil prices.

2025 earnings expectations too optimistic.

4Q24 Earnings Preview and 2025 Outlook

This week, S&P 500 companies are
expected to begin reporting 4Q24
earnings. Major financial firms, are
set to kick off earnings season
beginning Wednesday, January 15%
(e.g., JPMorgan Chase, Wells Fargo).
The S&P 500 index is expected to
report year-over-year earnings growth
of 11.7% for 4Q24. This would be the
highest growth rate reported by the
index since 4Q21 (+31.4%). This
would also mark the sixth
consecutive quarter of year-over-year
earnings growth. This week we
wanted to provide an overview of
what investors can expect this
earnings season, as well as provide a
brief outlook on what could be
coming for earnings in 2025.

e Financials taking center stage:
Major financial firms kick off 4Q24
earnings on Wednesday, January
15™. The sector is expected to
report the highest year-over-year
earnings growth rate of all eleven
sectors (+39.5%), with the banking
sub-industry expected to be the
largest contributor to the sector’s
performance. The industry is
benefitting from easy comparisons
to weaker GAAP earnings reported
ayear ago, in which many firms
had significant charges related to

I Megan Horneman | Chief Investment Officer

mhorneman@verdence.com
Past performance is not indicative of future returns.

FDIC special assessments. If the
banking sub-industry were
excluded, the year-over-year
growth rate would fall to 11%.

Communication services sector
to be a top contributor: The
communication services sector is
expected to report the second
highest year-over-year earnings
growth for the quarter (+20.8%).
Four of the five sub-industries in
this sector are expected to report
earnings growth, with the
Diversified Telecommunication
Services industry expected to post
a slight decline (-3%).

Semiconductors to lead
information technology sector:
The information technology sector
is expected to report year-over-
year earnings growth of 13.5% with
the semiconductor sub-industry
expected to report 34.3% growth.
The sector is expected to report the
largest year-over-year revenue
growth rate (+11.1%).

Lower oil prices expected to hurt
energy sector: The energy sector is
expected to report the largest year-
over-year earnings decline of all
eleven sectors (-26.4%). Crude oil

prices during 4Q24 were ~10%
lower vs. 4Q23.

® Preparing for 2025 earnings: The
S&P 500 index is expected to report
~14.6% earnings growth for the
2025 full year, which is above the
trailing 10-year average annual
earnings growth rate of 8%.
Analysts expect earnings growth
outside the “Magnificent 7”
components to improve broadly,
currently expecting a ~13% growth
rate for these 493 companies,
much higher than the ~4% rate for
these companiesin 2024.

The Bottom Line:

While economic growth has remained
resilient in the face of ongoing
inflation pressures, we expect growth
to slow in 2025. As a result, the
current earnings estimate for 2025
may be too optimistic. We will
monitor closely the comments from
company leaders regarding inflation,
their view on the labor market, what
they are seeing regarding consumer
spending and what a new
administration may mean for their
bottom line. Specifically, are they
prepared for tariffs?
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Weekly Economic Recap -

The ISM Services Index increased in
December, supported by the business activity
gauge increasing to a three-month high. Prices
paid for services jumped to the highest level
since February 2023.

Job openings, as tracked by the JOLTS report,
increased to the highest level in six months in
November (8.1 million). The increase was led
almost entirely by professional and business
services. The quits rate (i.e., those leaving
their jobs voluntarily) fell to 1.9%.

The minutes from the Federal Reserve's
December meeting indicated officials’
willingness to move slowly cutting rates in the
months ahead. "Many participants suggested
a variety of factors underlined the need for a
careful approach to monetary policy decisions
over the coming quarters." The minutes also
showed a number of policymakers indicated
that they included "placeholder assumptions”
about potential policy changes, and
participants agreed "upside risks to the
inflation outlook [have] increased."

The U.S. economy added more jobs than
expected in December (256K vs. 153K est.)
and the most since March. The unemployment
rate unexpectedly fell to 4.1%, from 4.2%. The
labor force participation rate was unchanged
at 62.5% in December.

Consumer sentiment, as tracked by the
University of Michigan Consumer Sentiment
Index, decreased in the preliminary January
reading. Long-term inflation expectations
increased to the highest level since 2008,
increasing from 3.0% to 3.3%, on concerns
about potential tariffs.
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Weekly Investment Insights

Key Takeaways:

Job openings increase to highest level in six months.
Fed meeting minutes indicate upside risks to inflation.
U.S. economy adds most jobs since March.

U.S. equities tumble as Fed outlook remains cloudy.
Treasury yields surge as investors reprice rate cuts.
Commodities rally on geopolitical tensions.

Weekly Market Recap -

Equities: The MSCI AC World Index was lower for the second straight week
led by weakness in the U.S. Investors digested Federal Reserve
commentary that suggests inflationary risks remain problematic, casting
doubt on the number of potential rate cuts this year. The most rate-
sensitive areas of U.S. markets, including small-caps and technology, fell
the most.

Fixed Income: The Bloomberg Aggregate Index was lower for the fourth
time in the past five weeks. Treasuries, specifically the 10 and 30 year
Treasury, led the weakness. The 30YR Treasury yield rose above 5%
(intraday) for the first time since December 2023. Investment grade debt
also declined as did municipal bonds. Floating rate instruments and
leverage loans were the only two sectors of fixed income that moved
higher.

Commodities/FX: The Bloomberg Commodity Index posted its best one
week gain since June 2023. Crude oil prices jumped after the U.S.
annouced more sanctions on Russia’s oil industry. Safe-haven assets,
specifically gold, were higher as uncertainty around inflation and Trump
policies grows.

Economy Adds Most Jobs Since March
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Higher Rates Hamper Global Equities
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Footnotes: Data is as of January 10, 20254.
Data Source: Bloomberg Finance LP, Verdence Capital Advisors.

Footnotes: Earnings data and estimates are per Factset and can be found in the link below
https://advantage.factset.com/hubfs/Website/Resources %20Section/Research%20Desk/Earnings %20Insight/Earningsinsight_011025A.pdf
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© 2025 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC. Reproduction without permission is not permitted. The indexes presented are
unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses nor can it be invested in directly. An investment’s portfolio may differ significantly from
the securities in the index.

This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to
change without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal,
or tax advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future
performance of any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any
discussion or information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only
for sophisticated investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily
marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot
invest directly in an index. Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any recommendation, opinion or advice
regarding securities or markets contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such
material. Verdence Capital assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any
responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or hold a security based on this research will be
entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence Capital. It is understood that, without exception, any order based on such
research that is placed for execution is and will be treated as an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the
accuracy, completeness, or timeliness of any such research or for updating such research, which is subject to change without notice at any time. Verdence Capital does not provide
tax, or legal advice. Under no circumstance is the information contained within this research to be used or considered as an offer to sell or a solicitation of an offer to buy any particular
investment/security. Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed income investments are subject to various other risks
including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications and other factors. Lower rated securities are
subject to greater credit risk, default risk, and liquidity risk. Commodity-related products, including futures, carry a high level of risk and are not suitable for all investors. Commodity-
related products may be extremely volatile, illiquid and can be significantly affected by underlying commodity prices, world events, import controls, worldwide competition,
government regulations, and economic conditions, regardless of the length of time shares are held. Data is provided for information purposes only and is not intended for trading
purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in reliance on any content.
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