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After a Big Year, are Stocks Headed for a Big Drop?

As | write, the S&P 500 is up more than +20% for the year, and global stocks as measured by the MSCI
World Index are up over 15%. Double-digit gains are prevalent elsewhere as well, across small-cap stocks,
the Nasdagq, value stocks, growth stocks, and more. It’s been a strong run for equity market investors.

Barring a major correction in the final six weeks of the year, it looks like 2024 will be a ‘big up year’ for
stocks. And, if the 20+% return level holds, it would mark the first time since 1998 — 1999 that the S&P 500
delivered two consecutive years of greater than 20% returns. 1

This fact has many investors convinced—and others concerned—that 2025 is poised to deliver lackluster or
even negative returns. If the late 1990s serves as a historical precedent, the bursting of the tech bubble in
2000 could be replicated in 2025 with a sharp reversal of artificial intelligence enthusiasm. 2

I’'ve written recently that investors often get a ‘fear of heights’ when the market delivers a powerful rally,
particularly when valuations are already elevated. This explains some of the skepticism as we head into
2025. Where concerns get misplaced, however, is in the assumption that weak markets are caused by
strong bull market rallies, and/or immediately follow them.

But that’s not correct.

In fact, strong returns often happen in clusters within a bull market, and annual returns of 20+% are not an
anomaly—they’re actually quite common. If we look at just bull market years since 1932, the average
annualized return for U.S. stocks is 23%, which puts 2023 and 2024 returns well within the norm.

The chart below shows S&P 500 returns since 1980. One thing readers may notice immediately is that there
are far more positive years than negative ones, and a lot of them are big up years. Digging a little deeper
into the data, we find that exactly one in four years from 1980 to 2024 has seen a return of 25% or greater.
If we lower the bar to 20+% returns, the S&P 500 gone up that much roughly one-third of the time.
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S&P intra-year declines vs. calendar year returns
Despite average intra-year drops of 14.2%, annual returns were positive in 33 of 44 years
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I’m not arguing that investors should expect another 20+% year from the S&P 500 in 2025. But the
opposite—a low single-digit or negative return—should not necessarily be expected either. From 1928
to 2023, the average return for U.S. stocks in the year following a 20+% year has been 8.92%. Not
gangbusters, but not weak either.

As we look out to the end of the year and early next, we’re seeing a high likelihood of earnings growth
broadening beyond the tech giants, as the Federal Reserve continues to ease monetary policy. We’ve also
been seeing strong consumer spending data via retail sales, and business cycle indicators continue to
show signs of holding firm. In other words, the U.S. economy remains in strong shape, in my view.

The risks I see in the market today go the other way, i.e., the risk of economic overheating. Major tax
cuts and efforts to deregulate in an otherwise strong economy could cause an acceleration of investment
and activity, which could in turn tip investor sentiment into the realm of too optimistic. These are all just
possibilities, however—we need to see actual policy before making any forecasts or projections. And
we’re not there yet.

BOTTOM LINE FOR INVESTORS

Bull markets do not downshift significantly just because stocks have risen sharply for two years in a row.
Stocks do not have a mean to revert to, and corporate earnings and profit margins do not expand or contract
on any sort of timeline. If corporate earnings continue to grow at a brisk pace and cash flow accelerates
from one year to the next, there is no reason to assume stocks ‘need a breather’ following two consecutive
20+% return years. 2025 could easily be the third.

Yahoo Finance. November 18, 2024. https://finance.yahoo.com/news/wall-street-forecasts-normal-year-for-stocks-in-2025-after-historic-rally-182124444.html

2 A Wealth of Common Sense. November 12, 2024. https://awealthofcommonsense.com/2024/11/30-up-years-in-the-stock-market/

3).P. Morgan. Guide to the Markets. 2024. https://am.jpmorgan.com/us/en/asset-management/adv/insights/market-insights/guide-to-the-markets/
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The Housing Market Improves in October,
but Remains in a Slump

30-year fixed mortgage rates ticked lower over
the summer and touched a two-year low in
September (6.08%), which helped boost activity in
the U.S. housing market. But not by much.
Existing-home sales rose by 3.4% month over
month in October, and 2.9% from a year earlier.
This marked the first year-over-year increase in
over three years, which underscores just how
sluggish the housing market has been for some
time. Since homes generally go under contract
and then take a month or two to close, October
sales data reflects a flurry of activity that took
place in August and September. November
existing-home sales may see a continuation of
activity, but we wouldn’t expect it to last through
the end of the year. The winter months tend to be
slower sales months generally speaking, but as
seen in the chart below, 30-year fixed mortgage
rates have climbed back up to 6.84% (as of this
writing)—which is likely to give would-be buyers
pause.!

30-Year Fixed Mortgage Rates
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Looking further into 2025, it appears unlikely that
mortgage rates will make a substantial move
lower. 30-year fixed mortgages tend to correlate
fairly closely with yields on 10-year U.S. Treasury
bonds, which have been experiencing upward
pressure given investor expectations for
accelerating economic growth, increasing deficits,
and perhaps inflationary pressures if tariff policy
resembles what was promised on the campaign
trail. Elevated mortgage rates will make a tight
housing market even less accessible for many
households. As of October 2024, the national
median existing-home price was $407,000, up 4%
year-over-year. Homes are relatively expensive,
and there are not many of them—at the current
sales pace, there is an approximately 4-month
supply of homes on the market, which signals a
supply and demand imbalance.

U.S. Households are Borrowing Less Than
Many Think

There’s been a narrative in the financial media
that American households are wildly over-
indebted—a problem that continues to worsen.
Some have cited rising delinquencies as evidence
that the problem is in a tailspin. A clear-eyed look
at the data indicates otherwise. According to
Moody’s Ratings, household debt in Q3 grew at a
slower pace than GDP—3.8% for debt growth and
4.9% for nominal (not inflation adjusted) GDP
growth. While it’s true that total household debt
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has indeed risen in recent years, when you adjust
for inflation total household debt is roughly $1
trillion below 2008 levels. When we factor in
population growth over that same period, the
data looks even better. In the credit arena,
households also look to be in fine shape—credit
card debt for the average household is 13% below
peak levels, and banks are reporting flat demand
for loans over the past three months. The key
indicator to watch, in our view, is household debt
service payments as a percent of disposable
income. This metric tells us how much of a strain
credit and loan payments are having on U.S.
households in aggregate. And by that measure,
we can see that Americans overall are doing
better than the media often suggests?:
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Lwall Street Journal. November 21, 2024. https://www.wsj.com/economy/housing/home-sales-rose-
in-october-following-decline-in-mortgage-rates-edd27898?mod=economy lead story

2Fred Economic Data. November 21, 2024. https://fred.stlouisfed.org/seriesBeta/MORTGAGE30US

3Wall Street Journal. November 19, 2024. https://www.wsj.com/economy/consumers/things-are-
quiet-in-consumer-credit-too-quiet-42f22610

4Fred Economic Data. September 26, 2024. https://fred.stlouisfed.org/seriesBeta/TDSP#

DISCLOSURE

Past performance is no guarantee of future results. Inherent in any investment is the potential for loss.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks Investment Management is an
independent Registered Investment Advisory firm and acts as an investment manager for individuals and institutions. Zacks Investment
Research is a provider of earnings data and other financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax
advice, or arecommendation to buy, sell or hold a security. Do not act or rely upon the information and advice given in this publication
without seeking the services of competent and professional legal, tax, or accounting counsel. Publication and distribution of this article
is not intended to create, and the information contained herein does not constitute, an attorney-client relationship. No
recommendation or advice is being given as to whether any investment or strategy is suitable for a particular investor. It should not be
assumed that any investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions expressed may not reflect
those of the firm as a whole.

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s research, analysis, and
assumptions. Due to rapidly changing market conditions and the complexity of investment decisions, supplemental information and
other sources may be required to make informed investment decisions based on your individual investment objectives and suitability
specifications. All expressions of opinions are subject to change without notice. Clients should seek financial advice regarding the
appropriateness of investing in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared by other parties. Zacks
Investment Management does not assume any responsibility for the accuracy or completeness of such information. Further, no third
party has assumed responsibility for independently verifying the information contained herein and accordingly no such persons make
any representations with respect to the accuracy, completeness or reasonableness of the information provided herein. Unless otherwise
indicated, market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management considers to
be reasonable.

Any investment inherently involves a high degree of risk, beyond any specific risks discussed herein.

It is not possible to invest directly in an index. Investors pursuing a strategy similar to an index may experience higher or lower returns,
which will be reduced by fees and expenses.

The ICE U.S. Dollar Index measures the value of the U.S. Dollar against a basket of currencies of the top six trading partners of the United
States, as measured in 1973: the Euro zone, Japan, the United Kingdom, Canada, Sweden, and Switzerland. An investor cannot directly
invest in an index. The volatility of the benchmark may be materially different from the individual performance obtained by a specific
investor.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks Investment Management is an
independent Registered Investment Advisory firm that acts as an investment manager for individuals and institutions. Zacks Investment
Research is a provider of earnings data and other financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax
advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the information and advice given in this publication
without seeking the services of competent and professional legal, tax, or accounting counsel. Publication and distribution of this article
is not intended to create, and the information contained herein does not constitute, an attorney-client relationship. No
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recommendation or advice is being given as to whether any investment or strategy is suitable for a particular investor. It should not be
assumed that any investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions expressed may not reflect
those of the firm as a whole.

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s research, analysis, and
assumptions. Due to rapidly changing market conditions and the complexity of investment decisions, supplemental information and
other sources may be required to make informed investment decisions based on your individual investment objectives and suitability
specifications. All expressions of opinions are subject to change without notice. Clients should seek financial advice regarding the
appropriateness of investing in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared by other parties. Zacks
Investment Management does not assume any responsibility for the accuracy or completeness of such information. Further, no third
party has assumed responsibility for independently verifying the information contained herein and accordingly no such persons make
any representations with respect to the accuracy, completeness or reasonableness of the information provided herein. Unless otherwise
indicated, market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management considers to
be reasonable. Any investment inherently involves a high degree of risk, beyond any specific risks discussed herein.

The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks, mainly blue-chip stocks,
selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends but does not reflect advisory fees. The volatility
of the benchmark may be materially different from the individual performance obtained by a specific investor. An investor cannot invest
directly in an index.

The Russell 1000 Growth Index is a well-known, unmanaged index of the prices of 1000 large-company growth common stocks selected
by Russell. The Russell 1000 Growth Index assumes reinvestment of dividends but does not reflect advisory fees. An investor cannot
invest directly in an index. The volatility of the benchmark may be materially different from the individual performance obtained by a
specific investor.

Nasdaq Composite Index is the market capitalization-weighted index of over 3,300 common equities listed on the Nasdaq stock
exchange. The types of securities in the index include American depositary receipts, common stocks, real estate investment trusts (REITs)
and tracking stocks, as well as limited partnership interests. The index includes all Nasdag-listed stocks that are not derivatives,
preferred shares, funds, exchange-traded funds (ETFs) or debenture securities. An investor cannot invest directly in an index. The
volatility of the benchmark may be materially different from the individual performance obtained by a specific investor.

The Dow Jones Industrial Average measures the daily stock market movements of 30 U.S. publicly-traded companies listed on the
NASDAQ or the New York Stock Exchange (NYSE). The 30 publicly-owned companies are considered leaders in the United States
economy. An investor cannot directly invest in an index. The volatility of the benchmark may be materially different from the individual
performance obtained by a specific investor.

The Bloomberg Global Aggregate Index is a flagship measure of global investment grade debt from twenty-four local currency markets.
This multi-currency benchmark includes treasury, government-related, corporate and securitized fixed-rate bonds from both developed
and emerging markets issuers. An investor cannot invest directly in an index. The volatility of the benchmark may be materially different
from the individual performance obtained by a specific investor.

The ICE Exchange-Listed Fixed & Adjustable Rate Preferred Securities Index is a modified market capitalization weighted index
composed of preferred stock and securities that are functionally equivalent to preferred stock including, but not limited to, depositary
preferred securities, perpetual subordinated debt and certain securities issued by banks and other financial institutions that are
eligible for capital treatment with respect to such instruments akin to that received for issuance of straight preferred stock. An investor
cannot invest directly in an index. The volatility of the benchmark may be materially different from the individual performance
obtained by a specific investor.



