All | Want for Christmas.;.

Is a Mid-cycle Reacceleration (in 2025)

‘Tis the season for our annual holiday tradition!

Again, we challenged ourselves to determine
what could be the single-most important
catalyst to drive markets higher in the new year
and put it atop our wish list for Santa Claus.

At the top of our Christmas wish list last year was

the hope for a broad corporate earnings growth
reacceleration beyond the market-leading, mega-cap
tech companies known as the Magnificent 7: Apple
Inc.; Microsoft Corp.; Amazon.com, Inc.; Alphabet
Inc.; Nvidia Corp.; Tesla Inc. and Meta Platforms, Inc.
A broader earnings reacceleration could have led

to greater market breadth, yet market participation
failed to return to the highs of the cycle in 2021 despite
strong performance. We must have been on Santa’s
naughty list again this year, because while consensus
expects S&P 500° earnings to grow 9.5% in 2024,
more than half is expected to come from just the
Magnificent 7.

Although 2024 kicked off with a consensus view full of
optimism that the Federal Reserve (Fed) would soon
begin aggressively cutting rates — by approximately
150-175 basis points (bps) in 2024 — dreams were
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dashed when inflation proved harder to beat than
most expected. Instead, the Fed held off on rate cuts
until September and made only 75 bps of cumulative
cuts through November 30.

Additionally, manufacturing activity in the U.S. was
sluggish throughout the year, and global economic
growth, especially in China and the Euro Area,
remained modest. This slow-growth environment
presented a challenging backdrop for smaller, more
cyclical or more value-oriented companies to thrive.
Thus, a broad acceleration in earnings growth was
unable to take flight.

While we hope last year’s gift is merely lost in transit
and arrives sometime next year, in the meantime,
we have a new wish for Santa. With rate cuts finally
underway, we're looking forward to seeing this
monetary policy “recalibration” work its way through
financial markets, and ultimately, into the U.S.
economy. Accordingly, we have an ask for Santa that
could serve as a broad market catalyst in 2025.

Topping our Christmas wish list this year is... a mid-
cycle reacceleration! If we get our wish, monetary
policy should play a smaller role for markets in
2025, allowing fundamentals such as earnings and
valuations to come into focus, which would be a
welcome change for investors.
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Christmas wish revival While the longevity of the slowing expansion phase
overall has been surprising to many, our wish is for

the global, synchronized shift toward looser monetary
policy to guide a mid-cycle reacceleration. Like
Santa’s ski-jump ramp, we hope this falling business
cycle inflects with the monetary policy pivot and

) i e i begins soaring upward (Figure 1). While mid-cycle
guide us to the precise point in the business cycle, reaccelerations don’t happen often, there have been

nor do we know how long each phasg will last. And, examples in recent history, such as in the mid-1990s
while history may rhyme, no two business cycles and 2017.

repeat, making this component of our ongoing
analysis critical.

Business cycle analysis is a key tenet of our
investment process as it provides a framework
to determine which investment styles, factors
and other themes may drive near-term returns.
Unfortunately, there is no red-nosed reindeer to

The Fed is comin’ to town!
Since late 2022, we believe the business cycle has

been in the later innings of a slowing expansion
phase, defined by:

Global monetary policy easing is the gift we hope
keeps on giving through 2025. Typically, central
banks start easing policy when the business cycle is

* concentrated earnings growth among U.S. teetering on recession; however, this cycle appears
mega-cap stocks; to be a rare occasion in which fiscal policy (through

« leading economic indicators signaling a deficit spending) and resilient US consumer activity
contraction in global manufacturing; have been able to support a slowing expansion phase

despite tight financial conditions. Just as the impact of
monetary policy tightening had a lagged effect on the
economy, likewise the impact of policy easing will take

sticky, but slowing inflation. time to settle in.

strong services economy supported by strong
U.S. wage growth; and

Figure 1. Business Cycle Characteristics

We expect an extension of the slowing expansion and in time, an acceleration

Recovery Accelerating Slowing Expansion
Expansion
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Unemployment bottoming  Unemployment falling Unemployment falling Unemployment rising
Inflation low Inflation rising Wages rising Inflation slows
Financial conditions Financial conditions less .
. L
Interest rates fall accommodative accommodative Interest rates decline
Credit growth moderates ~ Credit growth strong Credit tighter Credit tight
Confidence bottoms Confidence rising Confidence peaks Confidence declines

Activity positive, but

Activity rebounds Strong activity decelerating Activity declines
Profits rebound Profit growth strong Profit growth slows Profits fall
Source: PNC
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The economic impact of rate cuts may materialize
sooner than the typical 12-month lag because unlike
past easing cycles, many global central banks got a
head start on cutting rates before the Fed. In March
2024, the Swiss National Bank became the first major
central bank to cut interest rates, followed by the
European Central Bank and the Bank of England,

in June and August, respectively. Despite the Fed
remaining “on pause” until September 2024, financial
conditions have been easing for more than a year,
due to global central bank actions and in anticipation
of future Fed cuts. In our view, the countdown until
the effects of monetary policy easing materialize has
already begun and could show up as early as second
quarter 2025 (Figure 2).

Rockin’ around...the three pillars of
our investment process

When it comes to navigating the market’s path
forward, our investment process is our North Pole,
serving as our steadfast guide. Here is our quick take
on where each of the three pillars of our process
stand:

Figure 2. Goldman Sachs U.S. Financial Conditions
Index

Easing financial conditions should begin to support
the economy in early 2025
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As of 11/30/2024. Source: Bloomberg L.P.

Business cycle

For the past two years, there has been a sharp
divergence between manufacturing economic
indicators, which have been in contraction and service
economy indicators, which still show robust activity
(Figure 3).

Currently, global manufacturing PMI data remains
in contraction, and industrial metals prices from
aluminum to zinc are lagging the proxy for domestic
equities, the Russell 3000®, through November 30.

In early 2025, we expect the shift to looser global
monetary policy to start supporting manufacturing.
Evidence of that demand recovery should show up in
leading economic indicators such as PMI data and
improving industrial commodity prices.

Valuations

Through November 30, the S&P 500, S&P MidCap
400° and Russell 2000® are each on pace to
outperform their positive returns from last year, a first
since 2013. Notably, the S&P 500 is also on pace to
deliver sequential-year returns of more than 20%, for

Figure 3. ISM® Manufacturing & Services Indices

The U.S. manufacturing economy has been in
contraction for two years
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As of 11/30/2024. Source: Bloomberg L.P.
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the first time since the late 1990s. As such, equities
across most size and style factors are experiencing
rising price-to-earnings (P/E) multiples despite
relatively high interest rates.

We believe a mid-cycle reacceleration would boost
earnings growth, and most asset classes are already
expecting earnings growth in the double digits for
2025 (Figure 4). That outcome would allow the “E” to
catch-up with the “P,” helping valuations compress
while still offering the potential for positive returns in
2025.

Technicals

With the S&P 500 reaching several all-time highs
throughout 2024, and moving averages pointing even
higher, it seemed like equity markets were overbought
and due for a pullback.

Such a moment occurred during the summer, when
the S&P 500 declined by more than 8.5% in three
weeks. Despite being up more than 15% since the
August 5 low, as of this writing, market breadth has
yet to hit a year-to-date high, let alone return to 2021
levels.

We continue to believe that if the business cycle
experiences a mid-cycle reacceleration, and earnings

Figure 4. Multi-asset Class Consensus Earnings
Growth Estimates

Strong outlook for earnings is a tailwind for stock
prices

Index 2024 2025
S&P 500 9.1% 14.7%
S&P MidCap 400 -2.0% 13.2%
Russell 2000 -9.8% 41.4%
MSCI World ex USA 2.2% 7.8%
MSCI Emerging Markets 14.6% 13.5%

As of 11/30/2024. Source: Bloomberg L.P.

growth increases from 2024, then markets could
finally experience broader leadership and breadth
beyond the mega-caps — something that has not
occurred over sustained periods during the past two
years.

Will Fiscal Policy be the Grinch that
Stole Christmas?

In addition to questions about the future path of
monetary policy and inflation for investors heading
into 2025, we cannot overlook the potential impact
of fiscal policy. While speculative, abrupt changes
in foreign trade could have a negative impact on
economic growth and potentially drive inflation
higher, akin to the rising price regime that occurred
throughout much of 2022.

Also not to be overlooked is the outsized U.S. federal
deficit. Since the first rate cut in September, longer-
term yields have been on the rise (Figure 5), and if
deficit spending widens further, it could drive them
even higher. The fed funds rate has declined 75 bps,
whereas the 10-year U.S. Treasury yield has risen

60 bps — perhaps the opposite reaction to what one
might expect. Many investors have been assuming the
yield curve would shift down and steepen once the

Figure 5. 10-year U.S. Treasury Yield

Long-term interest rates adjusting to potentially
inflationary economic growth
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As of 12/2/2024. Source: Bloomberg L.P.
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Fed began to cut its policy rate, and yet, the spread
between the 10- and 2-year Treasury was only 2.1
bps as of November 30. We believe it's a reflection of
the bond market’s concern around deficits and debt
levels; there’s no easy policy off-ramp.

In addition, right out of the gate on January 1, the debt
ceiling suspension is set to expire. The U.S. Treasury’s
estimated cash balance at the start of the year is
expected to be approximately $700 billion, which
should be a liquidity tailwind for financial markets as
“extraordinary measures” may be used to fund the
federal government until the debt ceiling is resolved.
We believe once that occurs, yields should come back
down, as they have been rising in response to some
stress building in the system.

Even with rising yields, credit spreads for both
investment grade and high yield fixed income keep
tightening and are currently at new lows for the
business cycle. We believe it's a reflection of the still-
solid backdrop. While a material credit cycle has not
formed, neither has a material default cycle.

Our base case is for a fed funds rate range of 3.50-
3.75% by year-end 2025; however, the path to get
there remains data-dependent. Our outlook is largely
predicated on the expectation for monetary policy
easing. If either inflationary trade policy or wider
fiscal deficits leads to a change in monetary policy,

it could limit the prospects of getting our Christmas
wish in 2025. For now, we remain true believers that
Santa will deliver the goods in 2025.

PNC INVESTMENT STRATEGY TEAM

Amanda Agati, CFA Bethany A. Stein, CFA Arpit Shah
AMG Chief Investment Officer Director, Investment Strategy Investment & Portfolio Strategist
Daniel J. Brady Rebekah M. McCahan
Managing Director, Investment Sr. Investment & Portfolio
Strategy Strategist
Yasin Bentiss, CFA lan Bell, CFA

Director, Investment Strategy

Investment & Portfolio Strategist

These materials are furnished for the use of PNC and its clients and do not constitute the provision of investment, legal, or tax advice to any person. They are
not prepared with respect to the specific investment objectives, financial situation, or particular needs of any person. Use of these materials is dependent

upon the judgment and analysis applied by duly authorized investment personnel who consider a client’s individual account circumstances. Persons reading
these materials should consult with their PNC account representative regarding the appropriateness of investing in any securities or adopting any investment
strategies discussed or recommended herein and should understand that statements regarding future prospects may not be realized. The information
contained herein was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy, timeliness, or completeness by PNC. The
information contained and the opinions expressed herein are subject to change without notice. Forward looking projections are based on historical trends,
actual results will differ. Past performance is no guarantee of future results. Neither the information presented nor any opinion expressed herein constitutes
an offer to buy or sell, nor a recommendation to buy or sell, any security or financial instrument. Accounts managed by PNC and its affiliates may take positions

from time to time in securities recommended and followed by PNC affiliates.

Indices or Benchmarks. Indices are unmanaged, are not available for direct investment, and are not subject to management fees, transaction costs or other
types of expenses that an account may incur. Indices performance results do not represent, and are not necessarily indicative of, the results that may be
achieved in accounts investing in the corresponding investment strategy; actual account returns may vary significantly. For definitions of Indices/Benchmarks

used herein, please refer to www.pnc.com/indexdefinitions.

The PNC Financial Services Group, Inc. (‘PNC”) provides investment consulting and wealth management, fiduciary services, FDIC-insured banking products
and services, and lending of funds to individual clients through PNC Bank, National Association (“PNC Bank"), which is a Member FDIC, and provides specific
fiduciary and agency services to individual clients through PNC Delaware Trust Company or PNC Ohio Trust Company. PNC provides various discretionary
and nondiscretionary investment, trustee, custody, consulting, and related services to institutional clients through PNC Bank. Securities products, brokerage
services as well as managed account advisory services to US based clients may be offered by PNC Investments, LLC, (“PNCI”) a registered broker-dealer and
a registered investment adviser and Member FINRA and SIPC. Managed account advisory services for non-US based clients may be offered by PNC Managed
Account Solutions, Inc., an SEC registered investment adviser. Annuities and other insurance products are offered through PNC Insurances Services, LLC, a
licensed insurance agency. This material is produced by PNC; if it has been provided to you by PNCI it has been done so as a courtesy. PNCl relies on PNC's
investment strategists and economists for market and/or economic insights. PNCl is an indirect, wholly owned subsidiary of PNC.

PNC does not provide legal, tax, or accounting advice unless, with respect to tax advice, PNC Bank has entered into a written tax services agreement. PNC Bank
is not registered as a municipal advisor under the Dodd-Frank Wall Street Reform and Consumer Protection Act.

“PNC" is a registered mark of The PNC Financial Services Group, Inc.

Investments, Brokerage and Insurance Products: Not FDIC Insured. No Bank Guarantee. Not a Deposit. Not Insured By Any Federal Government Agency.

May Lose Value.
©2024 The PNC Financial Services Group, Inc. All rights reserved.

EPNC

Indices are unmanaged, not available for direct investment, and not subject to management fees, transaction costs or other types of expenses that an account may incur.

5



