
Recession fears have eased significantly since the summer, driving renewed investor confidence and a surging stock market. 

The S&P 500 gained 5.7% in November as the Index delivered its best monthly return in a year and ninth winning month out of 11.  With the 
national elections now concluded, stocks benefited from steady economic and earnings growth and the anticipation for pro-growth policies 
emerging from Trump’s second term in office.  Small cap stocks did particularly well in November as the Russell 2000 rallied 10.8% on 
anticipation of tax cuts and trade policy that favors domestic producers. 

Remarkably, U.S. equities are poised to deliver back-to-back 20%-plus years for the first time since the 1990s.  Prior to that tech boom period, 
the S&P 500 last produced consecutive years with 20% gains in 1954 and 1955. 

Cautious investors who subscribe to the philosophy that they win by not losing often prepare for the worst while hoping to be pleasantly 
surprised when things that could go wrong don’t.  The past 18 months have been quite a run where seemingly everything that could go wrong 
has gone right.   

While I have long believed that a short and shallow recession was more likely than not, it now appears that the Fed may have engineered a 
rare “soft landing” wherein their tighter financial conditions brought inflation down without stalling the economy.  There were concerns over 
the economy late in the summer and into early fall, however economic data has stabilized and even started to improve - so much so that the 
Fed is starting to dial back the pace of anticipated rate cuts. 

My view of the economy and the equity markets has certainly become more constructive going into 2025.  While conditions look more 
promising on balance, it’s important to be aware of potential risks and shifts.  Rising interest rates and strength in the U.S. dollar are important 
developments to keep an eye on.  

• Higher interest rates (i.e. borrowing costs) discourage spending by consumers and businesses alike. They also make saving 	
more attractive than spending, slowing economic activity. Slower consumer spending, reduced business investment, and tighter 
financial conditions collectively dampen GDP growth. Small businesses are particularly sensitive to tighter credit markets. Should 
rates rise quickly, small businesses would likely dial back expansion activity potentially leading to layoffs and rising unemployment.  

• A stronger dollar makes U.S. goods and services more expensive for foreign buyers, potentially reducing demand for exports. 
This can hurt U.S. manufacturers and exporters, leading to slower growth in sectors dependent on international trade. In turn, this 
can reduce overall corporate earnings. With current valuations running high, any downward pressure on earnings could trigger an 
increase in market volatility. 

These trends are far from bearish, however I bring them up simply because they are no longer bullish, and in the market that’s been thinking 
only about what can go right, it’s always good to provide some balance. 

As President Trump continues to shape his cabinet, we’ll get a better idea of which policies he campaigned on will become priorities and which 
may not. What we do know is that taxes and regulation are likely to be lower and interest rates and tariffs have the potential to be higher.  Still, 
the U.S. economy is dynamic and complex.  While presidential policies can have some impact on financial markets, they are only pieces of a 
very big puzzle. 
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Even as investor economic expectations are rising for 2025 and beyond, it is important to note that historically high equity valuations don’t 
require an economic downturn to experience a pullback.  

The S&P 500’s 12-month forward price-to-earnings (P/E) ratio compared to its trailing P/E ratio has potentially advanced ahead of 
fundamentals.  Another red flag comes from the widely followed Shiller CAPE ratio, which reveals that current market levels rival historical 
peaks seen during past bubbles. The CAPE ratio also indicates U.S. stocks are significantly more expensive than their European counterparts, 
which traditionally trade at similar valuation levels. 

Valuations are almost never a reliable predictor of market returns over a one-to-three-year horizon, but they are powerful predictors of 
long-term returns.  In other words, “expensive” equity markets can become even more expensive in the short to intermediate time horizons.  
However, high valuations could eventually prove to be a limiting factor to longer-term returns.   

While I have become more bullish on the continued growth of the U.S. economy, the bullish case will require rising productivity growth, 
positive effects of a wave of disruptive innovations, smaller government, lower taxes, and less regulation.  At this moment, positive trends in 
these important factors appear to be materializing.   

We wish you and your family a joyous and happy holiday season.  As always, thank you for your continued confidence. Please reach out 
should you have any questions or concerns. 

John E. Chapman 
Chief Executive Officer 
Chief Investment Strategist
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THIS COMMENTARY HAS BEEN PREPARED BY CLEARWATER CAPITAL PARTNERS. THE OPINIONS VOICED IN THIS MATERIAL ARE 
FOR GENERAL INFORMATION ONLY AND ARE NOT INTENDED TO PROVIDE OR BE CONSTRUED AS PROVIDING LEGAL, ACCOUNTING, 
OR SPECIFIC INVESTMENT ADVICE OR RECOMMENDATIONS FOR ANY INDIVIDUAL. ALL ECONOMIC DATA IS DERIVED FROM PUBLIC 
SOURCES BELIEVED TO BE RELIABLE. TO DETERMINE WHICH INVESTMENTS MAY BE APPROPRIATE FOR YOU, PLEASE CONSULT WITH 
US PRIOR TO INVESTING. INVESTING INVOLVES RISK WHICH MAY INCLUDE LOSS OF PRINCIPAL. 

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or 
solicitation to buy or sell any securities, insurance products, or to adopt any investment strategy. The opinions expressed are as of the 
date of writing and may change as subsequent conditions vary. The information and opinions contained in this material are derived from 
proprietary and nonproprietary sources deemed by Clearwater Capital Partners to be reliable, are not necessarily all-inclusive and are not 
guaranteed as to accuracy. Past performance is no guarantee of future results. There is no guarantee that any forecasts made will come 
to pass. Reliance upon information in this material is at the sole discretion of the reader. Investment involves risks. International investing 
involves additional risks, including risks related to foreign currency, limited liquidity, less government regulation and the possibility of 
substantial volatility due to adverse political, economic or other developments. Index performance is shown for illustrative purposes only. 
You cannot invest directly in an index. S&P 500 is a registered trademark of Standard & Poor’s Financial Services, a division of S&P Global 
(“S&P”) DOW JONES, DJ, DJIA and DOW JONES INDUSTRIAL AVERAGE are registered trademarks of Dow Jones Trademark Holdings 
(“Dow Jones”). FTSE Russell® is a trading name of FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, WOFE, RBSL, RL, and BR. “FTSE®” 
“Russell®”, “FTSE Russell®”, “FTSE4Good®”, “ICB®”, “Refinitiv”, “Beyond Ratings®”, “WMRTM”, “FRTM” and all other trademarks and service 
marks used herein are trademarks and/or service marks owned or licensed by the applicable member of LSEG or their respective licensors 
and are owned, or used under license, by FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, WOFE, RBSL, RL or BR. The two main risks 
related to fixed-income investing are interest rate risk and credit risk. Typically, when interest rates rise, there is a corresponding decline 
in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond will not be able to make principal and interest 
payments.


