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Market Update

January 2025 was a busy month for markets and for the government under a new
administration. In markets, it was a clean sweep as every broad asset class moved
higher — in contrast to December in which nearly everyone was lower. The S&P 500
was up 2.8%, but value (+4.6%) outperformed growth (+2.0%). The announcement that
the Chinese Al model Deepseek may be superior to US models cooled US growth
returns. US small caps were up 2.6%, and surprisingly developed international markets
were up 5.3% (emerging markets were up 1.8%), which were fueled purely by market
gains as the US dollar was flat for the month. Bond returns were up 0.5%, and most
fixed income asset classes were up between 0.5% and 1.0%.

Inflation in January accelerated back up to 3% and has clearly not been controlled. Part
of the problem has been caused by government spending and deficits that have no
parallel in our history — especially during peacetime and very low unemployment levels.
The other part of the problem has been a Federal Reserve that was slow to react to
accelerating inflation and money supply growth. They did raise rates at a historic pace
to get ahead of the curve, but the damage had been done. Since the start of May in
2020, US money supply grew 35% and helped boost CPI inflation by 25% and housing
inflation by 50% as of the end of January.

We don’t envy or want the Fed’s job. They are the referees of a complex financial game, and
when they call a fair game, it often means that the players from all teams are upset with them.
But inflation has consistently remained above the 0% to 2% target. Over the last 98 years
inflation has averaged 3% annually, and that includes the initial years of the Great Depression in
which we experienced nearly 30% cumulative deflation. Researchers such as Milton Friedman
blamed the Fed for not increasing money supply (along with the increase of the supply of gold
under the gold standard) in those depression years. Today we have the opposite problem - a
government pushing inordinate amounts of money into the economy and a Fed that is not taking
money back out of the system fast enough. The end of the globalization era is also inflationary
as reshoring brings production back to higher cost areas of the world. Inflation risk remains
elevated for both the near-term and long-term under current conditions.

Looking at rates and valuations across the market as of the end of January, we see yields on
investment grade bonds at roughly 5%. This may be slightly low with inflation at 3% but appears
reasonable overall. US small caps are trading slightly under their average valuations and US
mid-caps just slightly over. These look fairly priced with reasonable future expected returns.
International and US value stocks are trading at a premium to their average valuations but still
appear reasonably priced under current market conditions. The US large cap space, and more
specifically the US growth space, is trading at a 60% premium above average valuations. This
has led many to lower their expected return forecasts for this part of the market.
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Our base case for 2025 is that GDP (Gross Domestic Product) will slow from current
levels. While we didn’t experience the recession many feared, higher interest rates and
higher debt pressure on US households will have a slowing effect on spending and
growth. Household net worth will remain bolstered by home values and investment
accounts which have remained high. Inflation may have become entrenched above the
Fed's 2% target.? Markets and interest rates generally appear to be at appropriate
levels with the exception of the largest and growthiest US companies which are trading
2-3 standard deviations above their typical valuations.?
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Sources & Disclosures

1. All earnings data comes from Standard and Poors'S&P 500 Earnings and Estimates Report as of
1/31/2025.

2. All economic data comes from Federal Reserve Economic Data (FRED) as of 1/31/2025
3. Asset class performance numbers come from Morningstar as of 1/371/2025.

The S&P 500® is widely regarded as the best single gauge of large cap US Equities There is over USD 9.9
trillion indexed or benchmarked to the index, with indexed assets comprising approximately USD 3.4 trillion of
this total. The index includes 500 leading companies and covers approximately 80% of available market
capitalization.

Exencial Wealth Advisors, LLC (EWA) is an investment adviser registered with the Securities & Exchange
Commission (SEC). However such registration does not imply a certain level of skill or training and no
inference to the contrary should be made. EWA may only transact business in those states in whichitis
registered, notice filed, or qualifies for an exemption or exclusion from registration or notice filing
requirements.

PAST PERFORMANCE IS NOT AN INDICATION OF FUTURE RETURNS. Information and opinions provided herein reflect
the views of the author as of the publication date of this article. Such views and opinions are subject to change at any
point and without notice. Some of the information provided herein was obtained from third-party sources believed to be
reliable but such information is not guaranteed to be accurate. We do not guarantee the content or its accuracy and
completeness. The content is being provided for informational purposes only, and nothing within is, or is intended to
constitute, investment, tax, or legal advice or a recommendation to buy or sell any types of securities or investments.
The author has not taken into account the investment objectives, financial situation, or particular needs of any individual
investor. Any forward-looking statements or forecasts are based on assumptions only, and actual results are expected
to vary from any such statements or forecasts. No reliance should be placed on any such statements or forecasts when
making any investment decision. Any assumptions and projections displayed are estimates, hypothetical in nature, and
meant to serve solely as a guideline. No investment decision should be made based solely on any information provided
herein and the author is not responsible for the consequences of any decisions or actions taken as a result of
information provided in this article. There is a risk of loss from an investment in securities, including the risk of total
loss of principal, which an investor will need to be prepared to bear. Different types of investments involve varying
degrees of risk, and there can be no assurance that any specific investment will be profitable or suitable for a particular
investor’s financial situation or risk tolerance. Exencial Wealth Advisors, LLC (“EWA”) is an investment adviser
registered with the Securities & Exchange Commission (SEC). However, such registration does not imply a certain level
of skill or training and no inference to the contrary should be made. EWA may only transact business in those states in
which it is registered, notice filed, or qualifies for an exemption or exclusion from registration or notice filing
requirements. Complete information about our services and fees is contained in our Form ADV Part 2A (Disclosure
Brochure), a copy of which can be obtained at www.adVviserinfo.sec.gov or by calling us at 888-478-1971.
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