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Å Everywhere we look, we see Great Expectations for the U.S. economy and 
markets to deliver strong results in 2025

Å Starting points matter, with the bullish and optimistic view for 2025 a 
FGL9:D= ;GFLJ9KL LG ҐҎҐґ 9F< ҐҎҐҒӐK :=9JAK@ 9F< H=KKAEAKLA; NA=OK

Å This does not mean that we cannot achieve these Great Expectations, but the 
bar to surprise to the upside is now much higher

Å Said another way: optimism is warranted, but optimism is also crowded

Å We think that where the bond and equity markets end exactly on December 
31, 2025 is far less important than how investors handle the volatility we 
expect to present itself over the course of the year.  

Å A world of Great Expectations has the following implications on investors:

Å It creates the potential for more volatility, as expensive and crowded 
markets cannot absorb shocks as easily, but volatility creates 
opportunity

Å It argues for finding ways to diversify away from equity/credit and 
interest rate risks into uncorrelated assets

Å It suggests that lower returns make tax and fee efficiency even more 
important
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Å 2025 GDP estimates starting at 2.1% vs. sub-1% in 2023 and 2024, with recession 

forecasts removed

Å $=< !@9AJ .GO=DD K9QAF? @= ӑ>==DK J=9DDQ ?GG<Ӓ 9:GML L@= 3ӄ1ӄ =;GFGEQ ғ LAE=K AF

the December press conference

Å #PH=;L9LAGFK >GJ ӑBMKL L@= JA?@L KLM>>Ӓ HGDA;Q EAP >JGE "!Ӆ =N=F OAL@ L@= :9;C<JGH

of existing fiscal constraints and slim majorities

Å Elevated S&P 500 PE multiples at 21.4x forward for the S&P 500 (as of 1/13/25)

Å Fulsome EPS growth forecasts of 15% that include an acceleration of revenue 

growth and a jump to record margins (FactSet)

Å Household equity allocations near 20 year highs (AAII, as of 1/13/25)

Å Institutional positioning in the 90th percentile (Deutsche Bank, as of 12/12/24)

Å Margin loan debt +45% in the last year (FINRA)

Å Huge inflows into options and leveraged ETFs

Å Record sentiment readings of investors expecting positive returns (Conference 

Board, as of 12/24)

Å Credit spreads near 20 year lows
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Å We do not expect a recession in 2025, but a moderation 

in the growth rate vs. 2024 as the tailwinds from the last 

two years remain become less powerful (productivity, 

labor supply, rate de-sensitivity, AI spend, liquidity)

Å We see less upside to growth expectations given the 

higher starting point for forecasts; watch productivity

Å We expect a resilient labor market/consumer, but this is 

sensitive to corporate productivity and asset prices; 

watch exogenous oil inflation shock

Å We see DC policy having the potential to significantly 

alter the growth outlook (with potential for a downside 

ӑ5@GGHKӉӒ K;=F9JAG >GJ ?JGOL@Ӆ 9K O=DD 9K 9F MHKA<= ӑ(MKL

L@= 0A?@L 1LM>>Ӓ K;=F9JAGӧ

Å 2@= $=<ӐK ӑJ=;9DA:J9LAGFӒ H@9K= AK DAC=DQ GN=J, with 

their policy path whipsawed by DC policy, along with 

markets; Fed/Treasury liquidity is a wildcard                            

Å We expect wide, choppy ranges for both equities and fixed 

income

Å Volatility creates opportunity for both asset classes to buy on 

weakness

Å 10 Year Yields could surpass 5% on inflation/fiscal fears, but 

fall rapidly in a growth scare or sharp drop in inflation

Å Equity Base Case: The Talking Heads Market sideways chop, 

where earnings growth remains resilient but equites grow 

into elevated valuations and stretched positioning with 

volatility

Å Equity Bubble Risk: The Prince market sees valuation surge 

above 2020 highs to retest 2000 highs in a speculative bubble 

fueled by easy policy and tech optimism

Å Equity Bear Case: deep growth fears hit EPS estimates and 

coincide with a de-J9LAF? :9;C LG ӑ9N=J9?=Ӓ .# EMDLAHD=K

Economy and Policy Markets
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Deep Growth Scare and De-Rating
Weaker economic growth drives EPS estimate cuts and de-rating of 

Ǿŀƭǳŀǘƛƻƴ ōŀŎƪ ǘƻǿŀǊŘǎ άŀǾŜǊŀƎŜέ мт-18x, which amplifies downside to -
20% (4,700) given high starting valuations.

The Prince Market
20% upside towards 7,000, valuations expand into bubble (implies 26x on 
$270, back to 2000 high), speculative fervor takes hold, bad for long-term  

forward returns, fun while it lasts. Potential EPS upside on tech/AI.

The Talking Heads Market (Base Case)
A wide, choppy range that could touch both 10% +/- through the course 
of the year (5,300-6,470) . Valuations hit a ceiling, with upside driven by 
EPS growth and downside driven by slight de-rating from elevated levels. 
Forward returns improve in downside volatility, with weakness buyable 

given stable underlying economic growth.  

We think that where the bond and equity markets end exactly 
on December 31, 2025 is far less important than how 

investors handle the volatility we expect to present itself over 
the course of the year.   
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PE on 2025 EPS
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$250 4,250 4,500 4,750 5,000 5,250 5,500 5,750 6,000 

5% $255 4,335 4,590 4,845 5,100 5,355 5,610 5,865 6,120 

7% $260 4,420 4,680 4,940 5,200 5,460 5,720 5,980 6,240 

10% $265 4,505 4,770 5,035 5,300 5,565 5,830 6,095 6,360 

12% $270 4,590 4,860 5,130 5,400 5,670 5,940 6,210 6,480 

14% $275 4,675 4,950 5,225 5,500 5,775 6,050 6,325 6,600 

16% $280 4,760 5,040 5,320 5,600 5,880 6,160 6,440 6,720 

18% $285 4,845 5,130 5,415 5,700 5,985 6,270 6,555 6,840 

20% $290 4,930 5,220 5,510 5,800 6,090 6,380 6,670 6,960 

S&P 500 Earnings and Valuation Scenario Analysis
2025 Starting Level: 5,920
Current EPS estimate: $272

Growth Scare and De-Rating Talking Heads
Sideways Chop

Prince
Bubble

Source: NewEdge Wealth, Bloomberg, as of 1/14/25
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Growth

Å We are not expecting a recession in 2025

Å 5= <G =PH=;L ?JGOL@ LG EG<=J9L= NKӄ ҐҎҐҒӐK J=D9LAN=DQ JG:MKL
2.7%, but do not see evidence at this time that growth will fall 
below 2% (current consensus is 2.1%)

Å Within GDP: We see less upside to consumer spending in 2025 
and downside risks to government, exports, and private 
investment (mostly housing if interest rates remain high)

Å We see the tailwinds from 2023-2024 remaining but being 
much less powerful in 2025; there are risk that some of these 
become headwinds.  These tailwinds have been:

Å Less sensitivity to short term interest rates this cycle
Å A surge in productivity 
Å A jump in low-cost labor supply/working age population 

due to an influx of immigration
Å Treasury funding actions keeping bank liquidity 

available despite Fed tightening and high deficits; this 
allowed for strong asset prices that fueled a powerful 
wealth effect

Å AI-related tech investment driving business investment

Inflation

Å We expect inflation to continue to moderate, but 
J=E9AF KLA;CQ 9:GN= L@= $=<ӐK Ґổ L9J?=L

Å We do not expect a reacceleration based on wages, 
housing, and current energy prices 

Å We do not rule out an exogenous shock that causes 
higher inflation (ex. Oil, tariffs, immigration), 
noting this economy may be less able to absorb an 
inflation shock vs. pre-COVID

Consumer

Å We expect the U.S. consumer to continue to be 
bifurcated, with low-AF;GE= ;GFKME=JK ӑBMKL
C==HAF? L@=AJ @=9<K 9:GN= O9L=JӒ L@9FCK LG J=9D
wage growth/resilient jobs, while high income 
consumers continue to be strong as long as asset 
prices and cash yields remain high

Å We see less upside to Household Consumption 
forecasts for 2025, which start the year at 2.4% vs. 
0.5% in 2024
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Key Upside Opportunities

Å Wave of deregulation, tax cuts, and animal spirits that drives a broad 
investment boom (outside of just AI-related)

Å HJG<M;LANALQ ӑEAJ9;D=Ӓ

Å Risk-asset strength that boosts the wealth effect

Å ӑ:=FA?FӒ <JGH AF AFL=J=KL J9L=K ӦFGL :9K=< GF >9DDAF? ?JGOL@ =PH=;L9LAGFKӧ
that sparks recovery in cyclical, interest rate sensitive parts of the economy

Key Downside Risks

Å A stock market correction that hurts high income consumers

Å Trade/immigration policy that exacerbates inflation and weighs on growth by 
roiling supply chains and constricting labor supply

Å An exogenous inflation shock, such as higher oil prices or policy changes, that 
weighs on the consumer and pushes the Fed to consider hikes

Å Persistent high interest rates that pinch balance sheets as the refinancing 
O9N= CA;CK G>> 9F< ;J=9L=K 9 ӑO@9L DA=K :=F=9L@Ӓ ;J=<AL =N=FL ӦKM;@ 9K AKKM=K
with CLOs, Synthetic Risk Transfer trades, or commercial real estate)
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Å Interest Ratesӆ 5= L@AFC L@= ӑJ=;9DA:J9LAGFӒ H@9K= G> $=<
easing is over, meaning further cuts likely happen only in an 
acute growth scare or amid a significant rise in unemployment

Å Zero cuts are likely in the event unemployment remains 
close to or just above 4%

Å A rise in the unemployment rate to 4.5% or beyond 
would likely invite more rate cuts, while a reacceleration 
in core inflation would push them out indefinitely

Å We believe the economy can function with far higher 
interest rates than it could during the 2010s, meaning 
rates may ultimately not have to move much lower

Å Balance Sheet: Likely to stop shrinking by midyear as the Fed 
runs into liquidity constraints and has less of a desire to keep 
policy tight

Å $=< :9D9F;= K@==L OADD FG DGF?=J := ӑH9AFD=KKӒ >GJ
liquidity now that reverse repo facility has wound down

Å Further shedding of assets from here will come at the 
expense of bank reserves

Fed Policy

Å Tax Cuts: Extension of TCJA tax rates very likely, but chances of 
further reductions to the corporate rates or tax carveouts (e.g., 
tips, SALT, Social Security) will be expensive and controversial

Å Tariffs:  Potentially a combination of legislated tariffs on 
national security items and ad hoc punitive tariffs done by 
executive order. Tariff-related uncertainty contributes to market 
volatility and delayed or cancelled business investment in 
addition to raising prices on consumer and wholesale goods

Å Immigration:  Large surge in immigration in 2022-23 lead to a 
rise in the working-age population and took pressure off the jobs 
market; reduce rates of immigration or a net drop in immigrants 
could tighten up certain segments of the labor market

Å Deregulation:  New administration likely to be more permissive 
on energy exploration and extraction as well as antitrust 
scrutiny, leading to a strong flow of deals

Å Treasury Funding: Limited scope for issuing more Treasury Bills 
in light of reduced Reverse Repo balances at the Federal Reserve 
and ongoing QT; more issuance likely in longer-dating coupons

Fiscal/DC Policy
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Å The Talking Heads Market: Our base case is a wide, choppy 
range in 2025 that allows markets to grow into elevated 
valuations and stretched positioning (both of which create high 
bars for returns)

Å Valuations chop sideways and earnings growth comes in 
roughly in-line with estimates, potential for positive 2025

Å 10% +/- range through the year, with weakness buyable as 
underlying economic growth remains resilient

Å More downside? Would need a growth scare with rising 
recession odds that cuts EPS est and de-rates valuations

Å The Prince Market: We do not rule out entering into a bubble 
(+20% for 3rd year), if speculative fervor is ignited by policy 
easing and technology optimism

Å Valuations surge above 2020 highs to 2000s peaks

Å Forward returns collapse post the bubble

Å 5= K== <MJ9:D= JGL9LAGFKӅ GJ 9 ӑ:JG9<=FAF? GMLӒ G> L@= E9JC=LӅ
9K 9 ӑK@GO E= KLGJQӒӅ E=9FAF? L@=J= @9K LG := =NA<=F;= L@9L
earnings are broadening out; without earnings, lagging parts of 
the market (small cap, Value, international) can experience short 
KF9H :9;CK :ML OADD KL9Q ӑ;@=9H >GJ 9 J=9KGFӒ

Positioning

Å Emphasize Quality for the long run given high rates and elevated 
uncertainty

Å Balanced between Growth vs. Value: expect this short term snap 
:9;C AF 49DM= LG MFOAF< "=;=E:=JӐK MFKMKL9AF9:D= %JGOL@
outperformance, and whether it lasts depends on earnings; within 
Growth remain valuation disciplined, within Value focus on 
earnings growth to avoid value traps. Mag 7 (55% of Growth index) 
need to begin to deliver on AI ROIC to sustain high CapEx levels.

Å Prefer Mid over Small Cap: higher profitability and lower debt 
levels in Mid Cap indices, which makes Mid Cap stocks less acutely 
sensitive to the path of interest rates.

Å Prefer U.S. over Rest of World: despite the international valuation 
discount, U.S. has vastly superior earnings growth.  A reversal in the 
strong USD, along with a commodity rally, would be two factors we 
would need to see to grow more sanguine on non-U.S. equities.

Å Sectors as Hedges (we have not yet moved OW): To hedge 
against an exogenous inflation shock from oil prices, the Energy 
sector.  To hedge against a growth scare/slowdown (Health Care, 
Staples, Utilities).  In both, selecting for earnings quality and 
durability is important, as all of these sectors are also home to 
ӑN9DM= LJ9HKӒ 9F< O=9C J=LMJF GF AFN=KL=< ;9HAL9D KLG;CKӄ

2 Paths for 2025 Positioning
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Å We expect the 10 Year to remain in a wide, choppy range, 
similar to 2024. We do not rule out a retest of the 2023 high of 
5% on inflation or fiscal fears, while a fall below 4% is plausible 
in the event of an acute growth scare

Å Fed policy will determine the path of the 2 Year. At levels below 
4.35%, the bond market still believes the Fed has an easing bias

Å A further steepening of the yield curve could indicate a 
combination of falling short term rates (in a growth scare) or a 
higher term premium, which could be associated with 
increased fiscal policy risks

Å We see corporate credit as priced for perfection to start the 
year, with spreads at multi-decade low. Investors are not 
receiving much compensation for taking on credit risk and are 
susceptible to a potential widening at some point in 2025 if a 
growth scare materializes

Å Mortgage-backed securities offer attractive yield for the same 
or higher credit ratings as corporate bonds, having not fully 
normalized from the 2022 blowout

Fixed Income

Å Government Bonds: Higher rates and a steeper curve provides a 
better outlook for performance in 2025, but rate volatility could 
make for a bumpy ride

Å Municipal Bonds: Attractive yields on an after-tax basis with 
issuance and credit quality likely to remain manageable in 2025, 
supporting prices

Å Investment Grade Credit: Low default persists, barring a major 
macro meltdown, but very tight spreads mean not much yield 
pickup beyond Treasuries

Å Securitized: Generous risk-adjusted spreads compared to 
corporate bonds, with limited risks being leveraged to the U.S. 
housing market

Å High Yield: Spreads have tightened well beyond what forward 
corporate earnings estimates would have predicted. A minor 
deterioration of the growth picture could lead spreads to widen, 
although in a rising rate scenario this asset class is best-
positioned to be resilient (as long as those high rates do not 
create acute refinancing stress)

Positioning
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We think these are 
the two most 
important charts of 
the last two years!

A higher bar to start 2025
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ÅA surge in productivity

ÅA jump in labor supply/working age population

ÅThe U.S. economy being less sensitive to short term 
interest rates this cycle

ÅTreasury actions keeping bank liquidity available 
despite Fed tightening and deficit spending

ÅAI-related tech investment boosting business 
investment

Will these last into 2025?

There are Great Expectations that they will.
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Net interest expense 
is still down on a YoY 
basis (thanks to 
termed out debt and 
high cash rates), but 
the tailwind is fading 
(second derivative 
has turned higher) 
now that the Fed has 
cut short rates and 
some borrowers are 
refinancing at higher 
rates.
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ÅCan productivity growth continue or will it slow, 
pressuring corporate margins and risking layoffs?

ÅCan labor supply, mostly at the low end, continue to 
grow or will it be reduced by immigration policy?

ÅWill high interest rates start to weigh on economic 
activity more broadly?

ÅCan Treasury continue its large Bill issuance now 
that reverse repo balances have been drawn down, 
all the while deficits remain high?

ÅCan Tech investment continue to drive CapEx and 
construction spending?
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Appreciate this is 
slowing off the post-
!-4'" >=N=J HAL;@Ȼ
and is still consistent 
with economic 
?JGOL@Ȼ @GO=N=Jȸ AL
is the direction of 
travel that has the 
$=<ɃK 9LL=FLAGFȷ
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This is reflecting 
slower hirings today 
but has typically 
been followed by 
increasing firings in 
past cycles.
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Is Inflation vanquished?

The Key Sources of Inflation Are Not Flashing Warning Signs of 
a Reacceleration Right Now:

Wages
Rents

Oil

But exogenous shocks (oil, tariffs, immigration) are risks in 
ҐҎҐғӈ
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Equal Weight Discretionary vs. Staples with 
2023, 2024, and 2025 Household Consumption Forecasts
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High Income Consumers

Tend to be older

More likely to own their home, with high portion of locked in fixed rates

Less likely to rely on short term debt

More likely to have higher cash balances and overall strong balance sheets

Experienced less inflation as a % of income in recent years

Job losses at higher levels tend to lag

Overall in a strong position

Major sensitivity: stock market

Lower Income Consumers

Tend to be younger

More likely to rent their home

More likely to rely on short term debt (autos, credit cards)

More likely to have fewer financial assets and weaker balance sheets

Experienced higher inflation as a % of income in recent years

Job losses at lower levels tend to lead

Overall feeling the pinch and at rising risk

Major sensitivity: jobs market
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This is why the jobs 
market is so 
important for lower 
income 
@GMK=@GD<KȻ L@=K=
ratios could start to 
look stretched IF 
incomes deteriorate 
(median income was 
strong in 2023, 
growing 4% in real 
terms and fueling 
growth according to 
the Census Income 
and Poverty Report).
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Å The Fed and the markets disagree on whether 
policy is tight or easy

Å Interest rates will only fall significantly if the labor 
market deteriorates

Å With a razor thin margin in the U.S. House, expect 
challenges to moving any legislation

Å Thin vote margins and large budget deficits could 
thwart significant fiscal stimulus

Å Trade-related uncertainty can create economic 
and market damage even if tariffs never go into 
effect
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ÇFund the Government for 2025 (Q1)

ÇRaise or Suspend the Debt Ceiling (Summer)

ÇPass new spending for natural disasters, border security and defense (Q1)

ÇRenew expiring provisions from 2017 Tax Cuts and Jobs Act (1/1/2026)

Ç.9KK F=O L9P J=DA=>ӆ 1 *2 ;9H AF;J=9K=Ӆ ӑFG L9P GF 2'.1ӒӅ 1G;A9D 1=;MJALQ  =F=>ALKӅ ;GJHGJ9L=
tax cuts (?)

Ç  Pass new spending cuts and/or tax increases: DOGE, tariffs, IRA repeal (?)
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This forecast assumes no 
extension of the 2017 TCJA
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