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From start to finish, 2024 was a year of change with a multitude of implications for
investors. Central banks transitioned to monetary easing after fighting inflation for
several years. World leaders changed, and markets continued to diverge. In the fourth
quarter of 2024, the S&P 500 Index had a total return of 2.41% for the quarter and 25.02%
for the year. The MSCI EAFE Index (USD) Net had a total return of -8.11% for the fourth
quarter of 2024 and 3.82% for the year while the MSCI World Index (USD) Net had a total
return of -0.16 % for the fourth quarter and 18.67% for the year. Global economic
uncertainty continues so investors need to address potential increased volatility from
looming fiscal challenges tied to deficits, debt, and changing demographics.

Equity investors care about debt because rising interest rates influence asset
pricing and project viability. At the current rate, total U.S. debt will be over $50 trillion
by the end of the decade.! Global debt of governments, households, and financial and
nonfinancial corporates has surged to $322.9 trillion at the end of 2024. Global debt rose
over $12 trillion in the first three quarters of 2024, which increases repayment risk
worldwide. This potentially exacerbates fiscal strains and makes debt management
increasingly difficult. Without economic growth, particularly from the U.S., the global
debt from the COVID-19 pandemic borrowing spree would now be 30% higher. Global
emissions reduction targets are also expected to add $38 trillion to global debt worldwide
by 2028.2 Avoiding a debt crisis may require ensuring only productive new debt is
deployed, writing down unproductive debt, curbing overconsumption, and
restructuring loss making enterprises.’

At the end of 2024 domestic and international fund flows continue to increase the
market capitalization of companies investing in Artificial Intelligence (AI). The U.S.
Technology Sector and the Mag 7 account for most of the recent U.S. outperformance.
The Mag 7 stocks’ profit margins, earnings growth, and returns also dwarf the rest of the
U.S. equity market representing 14% of S&P 500 Index sales, 31% of sales growth and 33%
of earnings growth. The ten largest U.S. stocks have a higher profitability than market
leaders of prior decades going back to the 1950s. Market concentration is at a peak, while
the share of S&P 500 stocks outperforming the Index is close to its post-1990 low at 30%.
While AT hyperscalers are immensely profitable, their capital spending and R&D outlays
as a share of revenues have been moving up over the last year as new models with greater
parameter intensity cost more to train.* While more companies are adopting Al, investors
are increasingly sensitive to whether these companies are earning a positive return on
their capex outlays and increased energy consumption used to service the data centers.
“Will Al be able to overcome hallucinations and high energy requirements to deliver
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profitable useful applications that boost productivity, thereby, ensuring that the U.S.
economy maintains its extraordinary lead?” The danger is that growth has been a mere

figment of huge government deficits.

In 2024 the U.S. economy defied expectations with the above-trend GDP growth,
robust job creation, over a 20% surge in the S&P 500 Index, and double digit earnings
growth.® Although labor markets are easing, consumers and business spending are
growing at a pace consistent with a 2.5% GDP growth. Inflation in housing continues to
slow as supply increases. Credit spreads are tight and both high yield and leveraged loan
delinquency rates are low. M&A activity is benefiting from the existing $750 billion in
private equity funds. Promised deregulation may boost growth along with a Venture
Capital recovery, which is already underway. While a U.S. soft landing endures, Michael
Cemblast of JP Morgan notes that this would be one of the few times in the last 60 years

that the Federal Reserve raised rates to stem inflation without triggering a recession.”

For investors though, there is little room for error with the existing high equity
valuations. The S&P 500 Index just registered 20% returns two years in a row, something
which has occurred just ten times in the past. This year may also end higher as there is
plenty of liquidity available. Only during the 1990’s bull market and the Roaring
Twenties did the market continue higher for two more years.® Bank of America states that
the U.S. equity market is high versus the rest of the world’s equity markets. U.S. profits
are 55% of global profits, which is high but not extreme, but valuations are at a record
high. With European policies chasing capital away, this can go further, but it will become
increasingly difficult to sustain as the flow is not generating enough economic returns in

the U.S. to offset the loss of returns in Europe.’

The U.S. Dollar (USD) has risen against every major peer in 2024. Artificial
Intelligence (AI) euphoria has lifted stocks and continues to draw in foreign investors,
helped by the appeal of the USD for foreigners. Bank of America estimates the dollar is
more than 20% overvalued. In 2025 the USD may rise more from Trump’s policies to cut
red tape, the impact those policies have on inflation, and the Federal Reserve’s stance on
interest rates. The U.S. dollar is expected to face upward pressure from the strength of
the U.S. economy and a less dovish Fed compared to other central banks. Until there is
clarity what fiscal, trade, and regulatory programs might impact the economy in 2025,
the range of outcomes remains wide with tail events possible.!? The dollar’s decade long
rise has confounded many professional forecasters, who point to a large overvaluation

versus historical levels and ever wider U.S. budget and trade deficits.!!

While the U.S. economy has been stable and equity markets robust, the conditions
look more worrisome abroad. Fiscal policy uncertainty will dominate in the eurozone
early in 2025 as consensus over budgets and policy will be made more difficult by
political discourse. While there is uncertainty over easy fiscal policy at the start of 2025,
the outlook for monetary policy is clearer. Further rate cuts from the European Central
Banks (ECB) are all but certain in the first half of the year. Political uncertainty remains a

center focus in the euro area’s largest economies at the start of 2025.1> Europe also
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continues to suffer from a one size fits all policy. The new EU Corporate Sustainability
Due Diligence Directive requires large companies operating in the EU to comply with its
rules on carbon emissions and labor and human rights or face EU fines as high as 5% of
the company’s global revenues. EU industries pay power prices two to three times higher
than the U.S. and three to five times more than China. Taxes make up 23% of the retail
price paid by Europe’s energy intensive industries. Difficult conditions for euro area
manufacturing continues. Output remains under pressure from falling new orders,

feeding through to falling work backlogs and employment.!3

In 2024 the U.K. demand for workers has slowed with the sharpest fall in
confidence as the economy slows. Household energy debt has soared 91% over the past
two years. The Swiss National Bank (SNB) cut rates 50 bps, responding to weaker than
expected inflation and growing uncertainty about the global economy. Swedish GDP fell,
and the economy has stagnated for three years. Political uncertainty, tariff related
concerns, and the Bank of Canada’s sharp easing cycle has pushed the Canadian Dollar
to its weakest level vs the USD since 2020. Even with very depressed yields, Japan is
expected to spend 24% of this year’s total budget on debt servicing costs. A credit rating
downgrade in Japanese sovereign debt could boost the cost of raising funds for banks
and firms. In 2024 Australia had its lowest pace of annual growth since the pandemic.

Government spending did all the heavy lifting.!4

For 2025 economists expect a global economic growth rate of 3.1%. Gradual pickup
in bank lending and rising household incomes provides a tailwind in the eurozone. The
growth improvement is being led by Spain, Italy, and France. Germany continues to
struggle due to its trade reliance on China and the decline in its important auto industry.
Moderating inflation has allowed the ECB to ease policy. The main risk to the eurozone
expansion is a deeper downturn in the U.S. economy. Barring this, the recovery looks set
to continue into 2025. European stocks are attractively valued and should perform well
if earnings recovery is in line with the economy. The improvement in the U.K. economy
is becoming more sustained and housing prices are beginning to recover. The FTSE 100
Index of U.K. stocks is relatively attractive with a 12 month forward price to earnings
ratio of 11.5 times and a 3.37% dividend yield. Japan is on a steady footing with
reasonable growth and inflation that is returning to target. The Bank of Japan will not
take policy to a restrictive stand. Japanese equities are assisted by the reforms in corporate

governance, share buybacks, and returns for shareholders.®

While Martin Investment Management, LLC realizes major changes will be
occurring in the U.S. with new leadership, the present economic conditions at the end of
2024 both enable and limit the ability of the incoming administration to accomplish many
of its goals.'® We believe that post U.S. election dynamics, improving earnings, and
attractive valuations for many companies may create compelling opportunities for
investors. We believe that tax reforms and deregulation are likely to stimulate growth,
particularly in domestic and cyclical sectors.!” Because the U.S. has the world’s largest
consumer base, the U.S. will continue to insist that foreign companies invest in the U.S.
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by producing in it rather than selling to it.!® The Federal Reserve remains on an easing
path, even if rate cuts might be shallower than expected a few months ago.'

Martin Investment Management, LLC believes the best way to navigate the
shifting policy landscapes and evolving global market conditions is through thoughtful
portfolio construction. We continue to seek quality companies with reasonable valuations
and less headline risk, which support recurring and profitable revenue. We are reviewing
investments in Al-driven companies that are proven to enhance productivity and reshape
industries. Infrastructure is benefitting from long-term trends of digitalization attracting
significant capital inflows. 2025 should be another year of overcoming challenges and
redefining limits against a backdrop of U.S. equity market valuations, mega cap
dominance, and the uncertainty surrounding the new global policy agenda.

Wishing the best for 2025!

1. Mauldin, John. “A Controversial Start”, Thoughts from the Frontline, January 4, 2025.

2. George, Libby. “Global Debt Surges Past $320 Trillion As Risk Appetite Returns”, Reuters, December
23, 2024.

3. “Global Debt Leverage: Is a Great Reset Coming”, S&P Global, January 13, 2024.

4. Mackintosh, James. “What I Got Right—and Didn’t-in 2024”, Wall Street Journal (“WS]”), December 30,
2024.

5. Mackintosh, James. “What I Got Right—and Didn’t-in 2024”, WS], December 30, 2024.

6. Cousley, Alex. “Regional snapshots”, Russell Investments Market Outlook 2024.

7. Cemblast, Michael. “The Alchemists”, Eye on the Market, Outlook 2025.

8. Cemblast, Michael. “The Alchemists”, Eye on the Market, Outlook 2025.

9. Lees, Andrew. “December 2024 News Review), Macro Strategy Partnership, December 31, 2024.

10. Rissmiller, Donald. “U.S. Economy Set To Slow From A 3% Pace”, Strategas Economics Report, January
2,2025.

11. Dulaney, Chelsey. “Why the Dollar’s Epic Rally Has Some Room to Continue”, WSJ, January 2, 2025.
12. Pantheon, “The Weekly EU economic Monitor”, Pantheon, January 2, 2025.

13 Cemblast, Michael. “The Alchemists”, Eye on the Market, Outlook 2025.

14. Cousley, Alex. “Market Outlook 2024 Q4 Update”, Q4 Update Russell Investments, November 26, 2024.
15. Cousley, Alex. “Market Outlook 2024 Q4 Update”, Q4 Update Russell Investments, November 26, 2024.
16. Cemblast, Michael. “The Alchemists”, Eye on the Market, Outlook 2025.

17. Cemblast, Michael. “The Alchemists”, Eye on the Market, Outlook 2025.

18. Cousley, Alex. “Market Outlook 2024” Q4 Update Russell Investments, November 26, 2024.

19. “2025 Outlook Perspective Markets and the Economy”, Hartford Funds, January 2, 2025.

Note:

© 2025 Martin Investment Management, LLC (“MIM”) is a registered investment adviser. SEC registration
does not imply a certain level of skill or training. Past performance is no guarantee of future results.
Investments involve risk, and accounts may lose value. The information presented in this letter is not
intended to be investment advice and reflects the opinion of MIM on the date written and is subject to
change without notice. If data is presented that has been prepared by third parties, such information will
be cited. These sources have been deemed to be reliable. However, MIM does not warrant or independently
verify the accuracy of such information. All market prices, data and other information are not warranted
as to completeness or accuracy, may not be audited information and are subject to change without notice.
Forward-looking statements contained herein are based on our current expectations and assumptions of
economic and other future conditions and forecasts of future events, circumstance, and results outside of
our control. Actual results could differ materially from those expressed or implied by such statements. For
additional information about MIM, please read Part 2 and Form CRS of the firm’s Form ADV. They are
available upon request.



