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Three Factors That Could Impact Fourth Quarter Returns

U.S. stocks have delivered a banner year, with solidly positive returns
registered across the size and style spectrum. The question is, what
will the final two months of the year bring?

Short-term returns are unpredictable. But | do have three factors |
think could impact markets in this final stretch. Readers will note
that the Federal Reserve is not one of them. In my view, the
monetary policy factor is largely baked into stock prices, as there is
no expectation that rates will move higher at the next two
meetings.!

Setting the Fed and monetary policy aside for a moment, here are
three year-end factors to keep in mind.

1. U.S. Elections

The stock market does not like uncertainty, which makes U.S.
presidential election years more vulnerable to volatility flare-ups.
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History shows a fairly consistent pattern. Stocks have been choppy in the weeks leading up to election
day, then settle—and often rally—once the result is known. Indeed, the CBOE Volatility Index—also
known as the VIX—tends to be higher (on average) in late October and early November in election

years, versus non-election years.?

Given the tightness of the race and an overall process that could be more drawn-out than previous
cycles, we might reasonably expect historical volatility trends to apply to November. But | do not think
this alone should alter an investor’s positioning or outlook, which based on earnings and economic

fundamentals remains constructive.

Investors may also be preparing for a specific outcome, as it is common in presidential election years
for investors to assume their political party is better for the stock market. But history says the stock

market goes up regardless of how power is divided.
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Political allegiance should not determine your investment strategy. Case-in-point, here’s the growth of
$10,000 from 1943 to 2023:

e 5$311,766 — If invested only during Republican presidencies
e $1,212,746 — If invested only during Democratic presidencies
e $37,809,262 — Stayed invested regardless of which party controlled the White House

Since 1950, there have been 18 presidential elections, and over that time U.S. GDP has grown at an
average annualized pace of 3.2% with the S&P 500 annualized 9.4% per year.

My advice for this final election stretch: recommit to being dispassionate, disciplined, patient, and
focused on the long term. Even though it often feels like everything is riding on the outcome of the
election, history reminds us that election results have not driven market results over the long term.
The economy and corporate earnings do.

2. China Policy Stimulus

Investors have long been eyeing China for signs that the world’s second-largest economy is finally
pivoting to more accommodative monetary and fiscal policy. Announcements in recent weeks have
largely fallen short of expectations, but the magnitude of the stimulus may matter less than the
direction.

In September, the People’s Bank of China (PBOC) announced it would cut its benchmark interest rate
and allow banks to hold less cash in reserves relative to deposit levels, which was designed to free up
more capital for lending. Mortgage rates were also cut by 50 basis points, and $70 billion in loans were
made available for funds, brokers, and insurers to buy Chinese stocks. Last week, commercial lenders
cut their benchmark lending rates as well.

Chinese shares have rallied in the wake of these decisions, but it may be that investors are feeling
hopeful for a big policy decision that could arrive following the gathering of the National People’s
Congress in the coming weeks. That’s where we could see a sizable fiscal stimulus plan that could tally
in the hundreds of billions of dollars and would involve new debt issuance. Stay tuned.

3. U.S. Corporate Earnings

It’s early in the Q3 earnings season, but the reports we’ve seen so far suggest that corporations are
doing just fine. If we combine already-reported results with estimates for companies that are due in
the coming weeks, total earnings for the S&P 500 index are expected to be up +3% from the same
period last year on +4.7% higher revenues. The chart below shows the Q3 earnings and revenue
growth pace in the context of where growth has been in the preceding four quarters and what is
expected in the coming three quarters. Not too hot, not too cold.
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Quarterly Earnings and Revenue Growth Rate (YoY)
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Notwithstanding the modest growth pace in the third quarter, the aggregate earnings total for the
period is expected to be a new all-time quarterly record, as the chart below shows.

Total S&P 500 Quarterly Earnings (Billion $)
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Perhaps the most important feature of Q3 earnings season so far, however, is how estimates for the
final quarter are holding up. Unlike the unusually high magnitude of estimate cuts that we had seen
ahead of the start of the Q3 earnings season, estimates appear to be far steadier for Q4, as seen
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below. Total S&P 500 earnings are expected to be up +9.3% from the same period last year on +5.2%
higher revenues.

Evolution of 2024 Q4 Earnings Growth Estimates
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In the final two months, it will be essential to watch how the remaining corporations report for Q3, and
what they say about expectations for Q4 and next year.

BOTTOM LINE FOR INVESTORS

Historically speaking, strong starts to the year for stocks tend to result in strong finishes. Fundamentals
support equity markets in this particular year as well. Arguably the most bullish factor in today's market is
improving liquidity conditions, with nearly all major central banks all cutting rates and excess liquidity in
the G10 at historic levels. If China takes bold action in the next few weeks, the case would become even
more compelling.

The U.S. presidential election is likely the factor that unsettles investors the most, which is
understandable. But just remember that over time, the stock market responds more to long-term
earnings trends and broad-based economic growth, not to changes in political leadership. Politicians
come and go, but the desire to grow, innovate, and pursue profit remains a constant.

1J.P. Morgan. October 11, 2024. https: jomorgan. p-mark -fourth-quarter-fo hree-things-th: ld-aff kets

2 Zacks.com. October 18, 2024. https: k -do-q3-earnings-results-show?
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o Thel.M.F.’s current
inflation take

o Gold prices set new
records

o The decline in home sales

The International Monetary Fund Thinks
the World’s Inflation Problem is Over

The IMF released new economic forecasts this
week, and the message was clear: the global
economy has managed to escape the surge in
inflation—and the higher interest rates that
accompanied it—without experiencing a
recession. Without using the phrase, the IMF laid
out the case for a “soft landing,” projecting that
global GDP would hold steady at 3.2% in 2024 and
2025, while inflation declines to 3.5% by the end
of next year—down from 5.3% this year and a
peak of 9.4% in 2022. A GDP growth rate of 3% is
healthy for the global economy, and the 3.2%
inflation rate, if achieved, would be lower than
average inflation from 2000 to 2019. However,
the IMF cited several risks to the forecast that
could play out in the new year. Among them, are
escalating wars in Ukraine and the Middle East
and a sharp pivot to protectionism via tariffs and
trade wars, which could disrupt supply chains and
raise costs. The overall picture being painted of
the global economy is one of “goldilocks”
economic fundamentals with widely known risks,
which we overall view as positive for equity
markets.!

Gold Prices Set New Records, But Still
Aren’t Sound Long-Term Investments

The precious metal has been in rally mode
recently, hitting new record highs and rising in 10
of the last 12 weeks. There’s much speculation
about the root causes of gold’s ascent—the
possibility of rising deficits and higher inflation
due to the policies of either the U.S. presidential
candidate, or the inverse, where rate cuts could
weaken the dollar and therefore boost
commodities. For close readers, it seems like the
case is being made that gold will rise no matter
what the economic future holds, which
underscores a key issue with the precious metal—
its price is largely driven by sentiment. Consider
that fundamental analysis largely does not apply
to gold because it can’t—gold does not generate
earnings, it does not pay dividends, and it does
not create new products and services that add
value to the economy. It follows that since
becoming freely traded in 1974, gold has been
highly volatile and also a poor performer relative
to stocks and bonds. U.S. stocks’ outperformance
of gold over that time is nowhere near a close
race, and bonds have doubled the performance of
gold since 1975. For investors seeking to generate
solid positive returns from investment in gold, it’s
been all about precision, often short-term timing,
the opposite of the long-term approach we think
most investors need.?

Home Sales Decline, Again

The National Association of Realtors reported that
existing home sales fell in September, which puts
2024 on track to be the worst year for existing
home sales since 1995. September sales fell 1%
from August and 3.5% from September 2024,
which was approximately twice as weak as
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economists were expecting. Elevated mortgage
rates continue to be the thorn in the housing
market’s side—even though the Federal Reserve
cut rates by 50 basis points and the 30-year fixed
mortgage rate fell to approximately 6% last
month, it came too late in the home buying
season to make a big impact. Many families tend
to want to move between school years, which
means buying in the spring. Mortgage rates may
see a bit more reprieve in the next year, if
inflation continues to trend lower and the Federal
Reserve continues on a path of monetary easing.3
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2MSN. 2024. https://www.msn.com/en-us/money/markets/gold-ends-08-higher-at-271370/ar-AAlsta2l

3Wall Street Journal. October 23, 2024. https://www.wsj.com/economy/housing/home-sales-on-track-for-
worst-year-since-1995-9a2029ae?mod=hp lead posl

DISCLOSURE

Past performance is no guarantee of future results. Inherent in any investment is the potential for loss.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks Investment Management is an
independent Registered Investment Advisory firm and acts as an investment manager for individuals and institutions. Zacks Investment
Research is a provider of earnings data and other financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax
advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the information and advice given in this publication
without seeking the services of competent and professional legal, tax, or accounting counsel. Publication and distribution of this article
is not intended to create, and the information contained herein does not constitute, an attorney-client relationship. No
recommendation or advice is being given as to whether any investment or strategy is suitable for a particular investor. It should not be
assumed that any investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions expressed may not reflect
those of the firm as a whole.

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s research, analysis, and
assumptions. Due to rapidly changing market conditions and the complexity of investment decisions, supplemental information and
other sources may be required to make informed investment decisions based on your individual investment objectives and suitability
specifications. All expressions of opinions are subject to change without notice. Clients should seek financial advice regarding the
appropriateness of investing in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared by other parties. Zacks
Investment Management does not assume any responsibility for the accuracy or completeness of such information. Further, no third
party has assumed responsibility for independently verifying the information contained herein and accordingly no such persons make
any representations with respect to the accuracy, completeness or reasonableness of the information provided herein. Unless otherwise
indicated, market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management considers to
be reasonable.

Any investment inherently involves a high degree of risk, beyond any specific risks discussed herein.

It is not possible to invest directly in an index. Investors pursuing a strategy similar to an index may experience higher or lower returns,
which will be reduced by fees and expenses.

The ICE U.S. Dollar Index measures the value of the U.S. Dollar against a basket of currencies of the top six trading partners of the United
States, as measured in 1973: the Euro zone, Japan, the United Kingdom, Canada, Sweden, and Switzerland. An investor cannot directly
invest in an index. The volatility of the benchmark may be materially different from the individual performance obtained by a specific
investor.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks Investment Management is an
independent Registered Investment Advisory firm that acts as an investment manager for individuals and institutions. Zacks Investment
Research is a provider of earnings data and other financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax
advice, or arecommendation to buy, sell or hold a security. Do not act or rely upon the information and advice given in this publication
without seeking the services of competent and professional legal, tax, or accounting counsel. Publication and distribution of this article
is not intended to create, and the information contained herein does not constitute, an attorney-client relationship. No
recommendation or advice is being given as to whether any investment or strategy is suitable for a particular investor. It should not be
assumed that any investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions expressed may not reflect
those of the firm as a whole.

www.zacksim.com | 7


https://www.nytimes.com/2024/10/22/business/economy/imf-inflation-trade-war.html
https://www.msn.com/en-us/money/markets/gold-ends-08-higher-at-271370/ar-AA1sta2I
https://www.wsj.com/economy/housing/home-sales-on-track-for-worst-year-since-1995-9a2029ae?mod=hp_lead_pos1
https://www.wsj.com/economy/housing/home-sales-on-track-for-worst-year-since-1995-9a2029ae?mod=hp_lead_pos1

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s research, analysis, and
assumptions. Due to rapidly changing market conditions and the complexity of investment decisions, supplemental information and
other sources may be required to make informed investment decisions based on your individual investment objectives and suitability
specifications. All expressions of opinions are subject to change without notice. Clients should seek financial advice regarding the
appropriateness of investing in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared by other parties. Zacks
Investment Management does not assume any responsibility for the accuracy or completeness of such information. Further, no third
party has assumed responsibility for independently verifying the information contained herein and accordingly no such persons make
any representations with respect to the accuracy, completeness or reasonableness of the information provided herein. Unless otherwise
indicated, market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management considers to
be reasonable. Any investment inherently involves a high degree of risk, beyond any specific risks discussed herein.

The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks, mainly blue-chip stocks,
selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends but does not reflect advisory fees. The volatility
of the benchmark may be materially different from the individual performance obtained by a specific investor. An investor cannot invest
directly in an index.

The Russell 1000 Growth Index is a well-known, unmanaged index of the prices of 1000 large-company growth common stocks selected
by Russell. The Russell 1000 Growth Index assumes reinvestment of dividends but does not reflect advisory fees. An investor cannot
invest directly in an index. The volatility of the benchmark may be materially different from the individual performance obtained by a
specific investor.

Nasdaq Composite Index is the market capitalization-weighted index of over 3,300 common equities listed on the Nasdaq stock
exchange. The types of securities in the index include American depositary receipts, common stocks, real estate investment trusts (REITs)
and tracking stocks, as well as limited partnership interests. The index includes all Nasdag-listed stocks that are not derivatives,
preferred shares, funds, exchange-traded funds (ETFs) or debenture securities. An investor cannot invest directly in an index. The
volatility of the benchmark may be materially different from the individual performance obtained by a specific investor.

The Dow Jones Industrial Average measures the daily stock market movements of 30 U.S. publicly-traded companies listed on the
NASDAQ or the New York Stock Exchange (NYSE). The 30 publicly-owned companies are considered leaders in the United States
economy. An investor cannot directly invest in an index. The volatility of the benchmark may be materially different from the individual
performance obtained by a specific investor.

The Bloomberg Global Aggregate Index is a flagship measure of global investment grade debt from twenty-four local currency markets.
This multi-currency benchmark includes treasury, government-related, corporate and securitized fixed-rate bonds from both developed
and emerging markets issuers. An investor cannot invest directly in an index. The volatility of the benchmark may be materially different
from the individual performance obtained by a specific investor.

The ICE Exchange-Listed Fixed & Adjustable Rate Preferred Securities Index is a modified market capitalization weighted index
composed of preferred stock and securities that are functionally equivalent to preferred stock including, but not limited to, depositary
preferred securities, perpetual subordinated debt and certain securities issued by banks and other financial institutions that are
eligible for capital treatment with respect to such instruments akin to that received for issuance of straight preferred stock. An investor
cannot invest directly in an index. The volatility of the benchmark may be materially different from the individual performance
obtained by a specific investor.
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