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Previewing Clearwater Capital’s Outlook 2025

In 2024, the S&P 500 experienced a remarkable rise of over 23% and delivered a total return of 25%. This was a year
punctuated by 57 record highs, marking it as the fifth most prolific year for records since 1957, all without a single correction
reaching 10%. Central to this impressive performance were the "Magnificent Seven,” a group of influential stocks that fueled
roughly half of the gains. Their leadership was propelled by investments and optimism surrounding artificial intelligence, which
bolstered large-cap and growth stocks.

Growth stocks outpaced value stocks in 2024 with the Russell 1000 Growth Index posting a return of 33.4% for the year
versus its Value counterpart, which managed a 14.4% gain. The strength in mega-cap stocks left small caps lagging well
behind. The Russell 2000 Index, comprised of smaller companies, returned 14.4%, as these stocks grappled with relative
earnings weakness and sensitivity to interest rates.

In the global arena, the United States outperformed both developed international and emerging market equities which returned
approximately 4% and 8%, respectively (MSCI EAFE and MSCI EM indexes). These markets were hindered by inferior
economic and earnings growth alongside a robust U.S. dollar, which appreciated by over 7% during the year.

The short and shallow recession that we believed was more likely than not to occur in 2024 never materialized. Still, neither
did the double-digit earnings growth that was expected at the beginning of the year. Only about a third of the stock market
gains in 2024 can be attributed to earnings growth, leaving two-thirds of the rally to be explained by multiple expansions. In
other words, stock prices rose mostly on optimism and investors’ willingness to push valuations higher and higher.

As 2025 gets underway, the global economy is at a crucial juncture, characterized by significant economic policy changes and
lingering challenges. Geopolitical tensions remain elevated around the world, while trade and immigration policies in the U.S.
are expected to shift meaningfully over Trump's second term in office. This year is sure to test investors in ways we have not
seen since the beginning of the pandemic in 2020.

Our general view is that the global economy will experience moderate growth through the coming year. While advanced
economies will see a stabilization in growth rates, we anticipate emerging markets, particularly in Asia, to drive global
expansion. We believe economic activity in the U.S. will slow as the post-COVID effects of excess pandemic savings and large
government spending programs continue to fade.

Inflation rates, which spiked significantly during the early 2020s, should further stabilize in 2025, however the Fed's targeted
inflation rate of 2% may prove to be elusive. Core CPI appears to be stuck in the 3.3% range and the Fed is likely to maintain a
cautious approach to monetary policy, balancing between supporting growth and curbing persistent inflationary pressures.

Our base case for investors in 2025 is to expect more modest returns than were experienced over the past two years. With
valuations near all-time highs, we see an uptick in volatility sometime in early 2025 and a stock market correction cannot be
ruled out. Historically, 10% corrections occur on average about once a year, and we have not seen one in three years. The
coming year could prove much more difficult as compared to 2023 and 2024, however, opportunities will emerge.

Should a market correction materialize, we believe it would represent an opportunity to increase equity exposure, and we
would favor high-quality value stocks over expensive growth stocks.



As | mentioned in my post-election Private Client Letter:

“Overall, | believe the net effect of the policies Trump has proposed will have a positive impact on the growth prospects for
the economy — much like they did in his first presidency. Accordingly, corporate profitability should be heading higher in the
coming years and the investment environment appears to be favorable.

This said, | believe expectations are running high and the equity market is currently overvalued. Most of Trump's proposals
will take time to implement and many will be modified through negotiations and the political process. Apart from his
policies, certain economic and geopolitical risks remain in place and have the power to be very disruptive in the near term.”

Less regulation, lower taxes, and increased M&A activity are among the positives that will eventually act as tailwinds for a
rising stock market. Elevated valuations, slowing economic growth, and sticky inflation will likely prove to be headwinds to
rising equity prices over the near term.

Our full Outlook 2025 report will explore all our expectations for the coming year and will be published early next month. As
always, thank you for your continued confidence in our abilities to help you navigate the many challenges associated with
growing and protecting your wealth.

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.
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