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Premise: Over the next several years cash will return 4%, Bonds will return 5% and stocks will return 6%. In
other words, TINA (there is no alternative) is over and stocks will have to compete with bonds and cash.

Assumptions Why Bonds Will Return 5%

Return to {R200%QEm@l 60 pr e
Term premiums are normalizing

Real rates returning

Yield curve steepening

T Yest er daffjvas a fimamdial event, not an
economic event.

1 The economy is growing at its potential (2.5%),
albeit a k-shape

1 Recessions and financial crisis change the
economy, as 2020 did.

 Inflation will average 3% and the market expects ~ Why Stocks Will Return 6%
this

1 Years of good returns have made everyone
momentum investors (aka gamblers)

f
f
T
T

1  Overvaluation points to lower future
returns
1 Too much gambling and speculation

Why Cash Will Return 4% 2025 Asset Allocations

T Rate cuts might be done 1  The stock/bond ratio is turning

T The Fed is close to fineygt padiequiesbutactive bonds
1 Money market funds will continue to churn out 4% 1 OurETE

with no risk



Top Heavy
The Magnificent 7 are about a third of the S&P 500 by weighting

Magnificent 7 33.0%
Financials 13.8
Other information technology 12.2

Ryan Detrick, CM® RyanDetrick

In an alternate universe these could have been the headlines today:

* Financials close at an all-time high

Health care 10.2 * 22 (out of 30) Dow stocks close higher
Industrials 4 * Transports soar 1.5% to a new ATH
Consumer stapies [JJIl 53 * The Dow is less than 1% from a new ATH
* . .
Other consumer discretionary - 4.8 N Apple po_sts it's best _day II’I 4 months
Energy - 3.2 S&P Advance-Decline Index Shows Unusual Reading Amazon Is ?‘t an all-time hlgh .
o ) Since 2000 the breadth was never positive amid a 1.5% or more decline * 349 stocks in the S&P 500 close hlghel‘
Other communication services . 27 S&Ponﬁ_da“ * Momentum is up 7% YTD
e change .
tiities [ 24 o« * Small caps and midcaps both outperformed today and are now
Real estate [ 21 I €0 o outperforming the S&P 500 YTD
' (O SO AT * Hi ; : . o
Materials [l 19 3f355§{‘1‘é3.(?o¥"'4.‘. vondays breadtn — High yield closed higher, as there is no credit risk currently
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The Percentage of S&P 500 Stocks Outperforming the Index Over the Past Year
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GDP Since the Lockdown Ended
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Economic expansions do not die of old age, they are murdered - Rudi Dornbusch

Post WW2 Recessions and Their Triggers

Start End "Murder Weapon"
Feb 1945 Oct 1945 |Dramtic Drop in Miltary Spending (End of WW2)
Nov 1948 Oct 1949 [Demobilzation of the WW2 Economy
Jul 1953 May 1954 |Dramtic Drop in Miltary Spending (End of Korean War)
Aug 1957 Apr 1958 [Suez Crisis/Sputnik
Apr 1960 Feb 1961 |Tight Monetary Policy
Dec 1969 Nov 1970 [Vietham War
Nov 1973 Mar 1975 |Arab Oil Embargo
Jan 1980 Jul 1980 |Highest Inflation of the Century
Jul 1981 Nov 1982 [Punishing Interest Rates (15% 10-year)
Jul 1990 Mar 1991 |[Iraq Invades Kuwait (~200% rise in Crude Oil)
Mar 2001 Nov 2001 [Tech Bubble Popping/September 11
Dec 2007 Jun 2009 [Housing Crash/$145 Crude (July 2008)
Feb 2020 Apr 2020 |COVID-19




The US Surges Without Anyone Else
Regularly Updated 2024 Real GDP Forecasts
From a Survey of About 70 Economists Conducted By Bloomberg
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2025 GDP Forecasts

Regularly Updated 2025 Real GDP Forecasts
From a Survey of About 70 Economists Conducted By Bloomberg
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Year-over-Year Core PCE
The Fed's Perferred Inflation Measure
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Breaking Down CPI's Major Contributors
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Inflation Expectations And Gasoline Prices
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5-Year TIPS Inflation Breakeven Rate - Before and After COVID
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10-Year TIPS Inflation Breakeven Rate - Before and After COVID
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Monetary policy without a working theory of inflation

In this paper, | will explain two conclusions that | drew
from my experience. One is a substantive monetary policy
point, and the other is more of a sociological observation
relevant to the monetary policy-making process.

The substantive point is that we do not, at present, have a
theory of inflation dynamics that works sufficiently well to
be of use for the business of real-time monetary policy-
making.

The sociological point is that many (though certainly not
all) good monetary policymakers who were formally
trained as such have an almost instinctual attachment to
some of those problematic concepts and hard-to-estimate
variables.

January 28, 2025

Ahe Financial Times i  (October
2017) FEed has no_reliable theory of
inflation, says Tarullo

He was particularly doubtful about the weight
inflation expectations play in rate-setting
policy, given the fnr a nane depth of
unanswered q u e s t about fiaav they are
formed and measured. A T hsbstantive
point is that we do not, at present, have a
theory of inflation dynamics that works
sufficiently well to be of use for the business

of real-time monetary po | i ¢y msakd Mm g, ©

Tarullo in a speech at the Brookings think-
tank in Washington.

Bianco Research L.L.C 15
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Fed Begins Hiking
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2024 Total Return:

*1.25% Bloomberg U.S. Aggregate Index
*5.29% 3-Month T-BiIll

*8.19% High Yield

*18.67% MSCI World-Free Index
*25.02% S&P 500

*26.62% Gold

*120.5% Bitcoin



January 28, 2025
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THAT WAS SOME OF THE BEST FLYING I'VE
SEEN YET. UNTIL YOU GOT KILLED.
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Cumulative Change in 10-Year Yields After the Fed Starts Cutting Rates

Back to 1963
The 10-year yield is now up 104 basis points 2.50%
since the Fed started cutting (black).
In the last 60 years, only one time have 10-year . Rate Cutting Campaigns A ~
yields risen more in a rate-cutting cycle, in 1981 - it L w7 [N
(brown) when Volcker took the funds down from 1970 M 1998 /i
its world record high of 20%, and the bond 1.50% .ig;’l .§3§; _
market hated it (causing Yardeni to coin the :ggg po19 o —

term, "Bond Market Vigilantes")

E 1.00%
The current rate rise is "getting into the §
conversation" of surpassing the 1981 rate rise. It~ £ o50%
probably will not, but who thought it would get &
this close after 100+ days. S -
L E 0.00% — — — — —i
Tuesday, (January 7), Former Chicago Fed E
President Charlie Evans was on Bloomberg TV. = .05
He was asked why yields are soaring when the A . 25V .
Fed is cutting rates. AT N A /o

-1.00% - 7 N A\ \ v
He said lots of things are happening and pointed S/ W ) O\ iy
to the deficit and tariffs. In other words, it is 1.50% L/
Trump's fault.
0 10 20 30 40 50 60 70 80 Qo 100 110 120 130 140

He also went to everyone's default when you

Calendar Days After First Rate Cut
don't have an answer ... Al. aendar s Afer st Re v

© 2025 Bianco Research, L.L.C. All Rights Reserved
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How Many Cuts Are Priced in Over the Next Year?
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Trump on Thursday (January 23) said he
expected the Fed to listen to his
demands and would speak to Powell ii a t
the right t i mé& dhink | know interest
rates much better than they do, and |
think | know them certainly much better
than the one w h o f@rimarily in charge of
making that decision, d@rump said. i Il f
disagree, | will let it be known.o

January 28, 2025
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The Probability of a Fed Rate in the First Half of 2025
5-Minute Tick Chart
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What Is the Neutral Rate?
The Funds Rate That Neither Stimulates Nor Restrains the Economy
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Money Market Funds
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Rolling Three-Year US Long-Term Nominal (Before Inflation) Bond Total Returns
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Adrian Crump & Moench 10-Year Treasury Term Premium
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Term Premium
(Risk Neutral less Treasury Yield)
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Ten-Year and Two-Year Yields
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Stock Market Capitalization as a Percentage of Nominal GDP
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Comparing Valuations - S&P 500 vs. S&P 493
1-Year Forward P/E Ratios
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Yale Professor Robert Shiller won
the_2013 Nobel Prize in Economics for
his work on valuing asset prices. He
found the concept simple: the higher
the valuation, the lower the expected
(or future) return.

Shiller is famous for his Cyclically
Adjusted Price/Earnings Ratio, or
CAPE. It is shown below in blue. The
bottom panel (orange) shows the
earnings yield, which is the reciprocal
of CAPE.
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https://www.nobelprize.org/prizes/economic-sciences/2013/shiller/facts/
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High Valuations Bring Low Future Real Returns Over the Long Run
10-Year Annualized Future Real SPX Total Returns vs. Shiller's PE Ratio (CAPE)
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CAPE Excess Yield
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_ Excess CAPE Yield and Subsquent 10-Year Annualized Excess Returns
This chart shows the CAPE excess

yield from above shifted forward 10 24%
years (green, out to 2034) as a sign of 229 B CAPE Excese vicld
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From a nominal perspective, the 10-yeal
Treasury Inflation-Protected Security (TIPS
Is an excellent proxy for the market's
estimate of real yields over the next decade.

The next chart shows the marketplace
expects a 10-year real yield of 2.23%.

So, assuming a 3% inflation rate over the
next decade, the 10-year yield shoulc
average 5.23% (3% inflation plus 2.23% rea
yield), and stocks should average a return o
6.43% (5.23% 10-year plus the CAPE
excess yield of 1.2%).
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Conference Board Consumer Confidence Expectation Stock Prices Increase
Conference Board Survey, Random sample of approximately 3,000 U.S. households
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Chart 1: US equity positioning surges to 11-year high post-Trump election victory
Net % overweight US equities
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