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The election is over! What comes next?

The Fed lowered short term interest rates another quarter of one percent two days after the election, with
more reductions coming. But there now is the question of whether inflation may return, with policies that
the second Trump administration has promised or if proposed tariffs will cause the economy to slow
down. Either of these may cause the Fed to slow or change their trajectory of interest rate cuts. We still
think that short term interest rates will be around 3.5 —4.0% in a year. Just the speed of the drop is the
question.

But we do not think that long term interest rates will fall in the same fashion. Increased government
spending and existing interest on the debt will hold long term rates somewhat steady. If this happens,
short term interest rates will fall below the rate of long-term rates, thus correcting the interest rate
inversion that we have been experiencing since the pandemic. Meaning, the relationship between long-
and short-term rates would be returning to normal, where long term rates are higher than short term
rates.

The stock market has had a very good year to this point, but where will it go from here? We are noticing
mutual fund manager changing portfolios somewhat away from technology and more toward financials
and industrials. Banks can do well with falling rates and have better valuations than some of the big tech
names that have high prices. Growth stocks could get a boost from more business-friendly deregulation.
We are not suggesting selling growth stocks- we will just let the portfolio managers do their jobs.

We are still less excited about overseas stocks. Germany is reorganizing their government and overall
Europe is still crawling out of recession. China is trying to decide whether they should devalue their
currency like they did a few years ago to jump start their economy. Tariffs from the US would be
detrimental to their efforts but would come at a cost to our consumers too. Wars still continue in Ukraine
and the Middle East, lending to more volatility.

All'in all, we are optimistic that the good news (elections behind us, Fed lowering rates, economy doing
ok) is stronger than the headwinds (Ukraine, Middle East, government debt) and that the stock market
should do okay in 2025. It will not be a smooth ride, as government still needs to pass bills to keep it in

session and the people are still split up the middle with many issues.
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We wish you a happy holiday season- we have much to be thankful for and much to look forward to in the

coming year. Thank you for your trust and your business!
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