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Solid fundamentals
should drive positive
credit and equity market
performance as we head
toward 2025.

One of the most bullish themes in the US
economy is a broadening of earnings growth
across more sectors. Looking back, it was
essentially mega-cap growth companies in the
technology and communication sectors that were
generating nearly all of the S&P 500's earnings

growth. Recently, earnings growth for large-cap
technology has been slowing and formerly lagging

sectors have begun to post earnings growth.

We believe this broadening in sources of earnings
growth implies that the credit cycle has plenty

of room to progress in the expansion phase.
Investment grade and high yield corporate credit
within US markets look attractive to us because
we anticipate limited downgrades and a very mild
default rate of just 3.2%. Yields across global
credit markets appear attractive, and we expect
them to slide lower while central banks pursue

their cutting cycles.



pace 3 Macro Drivers

Monetary policymakers seem content with inflation data
progressing closer to long-run target levels, in our view.
While economic growth begins to moderate, their focus

will likely be on labor market health.

pace « Corporate Credit

Investment grade and high yield valuations are not cheap,

but we still see opportunity for long-term investors.

pace 5 Government Debt & Policy

Most developed and emerging market 10-year yields are at,

or close to, one-year lows.

pace 6 Currencies

Emerging market currencies could benefit from easing
monetary policies in developed markets, in our view. The
relatively higher interest rate profile in many emerging

markets could also benefit performance.

pace 7 Global Equities

Strong underlying fundamentals, particularly earnings
growth, should propel equity markets higher as 2024 ends

and 2025 begins, in our view.

race 8 Potential Risks

Investor consensus shifted to a soft landing, which we believe
leaves markets vulnerable to rising long-term interest rates

or growth-scare-inducing economic data.

pace 8 Asset Class Outlook

Based on our overall outlook, US duration appears favorable
relative to international duration. Solid risk appetite

should support long US and European high-grade credits.
Fundamentals put balanced US equity and growth in a

good light. Our outlook for easing global rates is one factor
that should provide a solid backdrop for emerging market

currencies, and local and sovereign bonds.
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Macro Drivers

While most major economies will likely avoid recessions over the next 6 to 12 months, a low-
volatility regime is not guaranteed. However, despite potential bumps along the way, we believe
global credit markets will generate positive excess returns in the next 6 to 12 months.

e The Federal Reserve (Fed) moved away from its restrictive policy stance with a 50-basis-point (bp) rate
cut. We expect inflation to continue trending lower toward the 2% target over the next few quarters.

e The US labor market is still strong, but the average payroll gain in each of the past three months has
declined. Unemployment ticked up from a very low level. We believe the Fed was correct in cutting
rates before labor conditions weakened further.

e With personal consumption expenditures being two-thirds of gross domestic product, healthy
consumer spending is essential for continued expansion.

e The Bank of England’s Monetary Policy Committee voted to reduce the bank rate to 5%. We expect
further reductions to be gradual and limited in size.

e Within the euro area, we see inflationary risks persisting, which informs our expectation of a relatively
limited European Central Bank rate-cutting cycle.

e |f the Bank of Japan’s confidence grows regarding the achievement and sustainability of 2% inflation,
we expect increased bank tolerance for higher 10-year yields.
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Corporate Credit

If a soft landing plays out as we expect, credit spreads have room to tighten a bit.

e Based on their bottom-up fundamental analysis, our credit research team suggests approximately 85% of
industries within our proprietary corporate health index are in the expansion phase of the credit cycle.

e The percentage of industries with a positive credit outlook jumped to 38% from 13% in June. Two very
large and important sectors of the economy, banking and technology, received outlook upgrades from
our analysts.

e Upgraded outlooks are predominantly based on better expectations for margins and free cash flow.
Industries with stable outlooks equaled 55% while only 7% of industries carried deteriorating or
moderately deteriorating outlooks.

e Ourrisk premium framework estimates credit losses within investment grade and high yield to be below
historical averages in expansion/late cycle regimes. We believe that is one reason why spreads are tight.

e Spreads for high yield credits rated BB and B look very tight relative to history, while CCC-rated credits
look more fairly valued.

e Within global credit, we believe the emerging market space has a higher return potential than that of euro
or sterling markets.

e QOur positive stance on global growth prospects with more rate cuts ahead keeps us overweight credit.
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The Credit Health Index (CHIN) is a macro tool created by Loomis Sayles. The CHIN is currently managed by the Loomis Sayles Applied 1Q Team. It is proprietary
framework that utilizes a combination of macro, financial market and policy variables to project US corporate health. A higher reading indicates a stronger corporate
health whereas a lower reading indicates weaker corporate health.

Charts are illustrative for presentation purposes only as a sampling of risk management tool output. Some or all of this information on these charts may be
dated, and, therefore, should not be used as a basis to purchase or sell any securities. The information is not intended to represent any actual portfolio. Information
obtained from outside sources is believed to be correct, but Loomis Sayles cannot guarantee its accuracy. This information is subject to change at any time without
notice. Views and opinions expressed reflect the current opinions of the Applied 1Q Team only and views are subject to change at any time without notice. Other
industry analysts and investment personnel may have different views and opinions.

Past performance is no guarantee of future results.
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Government Debt & Policy
We believe disinflationary trends should remain in place near term, which should keep interest
rates in a downward trend.

e Elections have been a market-moving factor in 2024. Transitions of power and potential policy reforms

will likely remain key considerations for investors, in our view.

e Neither US presidential candidate appears focused on fiscal austerity, which we believe means the US

government budget deficit is not likely to improve over the near term.

* Increased government spending can boost economic growth and to some extent employment. However,

it can also widen budget deficits with more debt being issued at higher interest rates.

e While tough to time, the market should eventually begin weighing the consequences of the deficit. Until

then, we believe the global monetary policy easing cycle should keep interest rates trending lower.

e Developed market long-term yields can potentially slide lower throughout 2025. As the Fed trims the

short rate and longer-term yields do not decline as much, the US yield curve will likely steepen.

e We see value in local emerging market fixed income based on relatively higher yields and prospects for

US dollar weakness. There is potential for foreign currency appreciation plus interest income.
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The chart presented above is shown for illustrative purposes only. Some or all of the information on this chart may be dated, and, therefore, should not be the
basis to purchase or sell any securities. The information is not intended to represent any actual portfolio. Information obtained from outside sources is believed to be
correct, but Loomis Sayles cannot guarantee its accuracy. This material cannot be copied, reproduced or redistributed without authorization.

Past performance is no guarantee of future results.
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Currencies
We believe that financial conditions could grow easier within the US, especially if the Fed is able
to keep trimming the policy rate as markets head into 2025.

e While short-term interest rates are coming down, the dollar is likely to remain under pressure.

Downside risk should be modest since several central banks will also be cutting, in our view.

e Oftentimes, the dollar is perceived as a safe haven. While geopolitical risks exist, most regions of the

world are expanding, albeit at varied growth rates.

e Risks associated with US government deficits are rising, and we do not see major changes to the path

forward.

e The US economy is still performing quite well relative to developed market peers. We believe domestic
investments in credit and equity markets could be particularly attractive for overseas investors,

therefore we only see modest dollar downside risk.

e The fed funds rate appears to be declining faster than that of its UK or euro zone counterparts, which

could keep the euro and pound range bound.

e We remain cautious on China, but view upside surprise as possible, which would likely benefit

emerging market neighbors.

e We believe Latin America and South Africa are attractive regions to add foreign exchange exposure.

Loomis Sayles Broad FX Index

200 -
RELATIVE TO THE US
DOLLAR, OUR EQUALLY- 195 1
WEIGHTED BROAD FX § 190
INDEX OF 23 CURRENCIES g 185 .
HAS BROKEN OUT TO %
MULTI-YEAR HIGHS — 1804
S 175
We expect high-carry ~
foreign currencies to % 170 4
outperform the dollar as = 165 -
the Fed cuts interest rates. §
— 160 -
Source: Loomis Sayles, as of 20 155 |
September 2024.
150 : : : : : : :
2017 2018 2019 2020 2021 2022 2023 2024

The chart presented above is shown for illustrative purposes only. Some or all of the information on this chart may be dated, and, therefore, should not be the
basis to purchase or sell any securities. The information is not intended to represent any actual portfolio. Information obtained from outside sources is believed to be
correct, but Loomis Sayles cannot guarantee its accuracy. This material cannot be copied, reproduced or redistributed without authorization.

Past performance is no guarantee of future results.
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Global Equities
Bottom-up consensus estimates for 2025 could prove too optimistic. However, we believe markets
could absorb some downward revision given how rosy the starting point appears to be.

e Several markets are near 52-week or all-time highs. We believe most markets could see high-single-digit

2025 total returns as long as recession is avoided.

e Despite elevated valuations, we would not be surprised to see price-to-earnings multiples grow to lofty

levels.

e Earnings growth should accelerate within industrials, healthcare, materials, consumer staples and energy

in 2025, in our view, while remaining firm for information technology and communication services.
e Asfundamentals improve, we expect the equity market rally will broaden.

e Global equities may not outperform the US, but we believe could likely still do well. According to
Bloomberg consensus, earnings-per-share growth for the MSCI All Country World Index excluding the

United States indicates a nearly 10% growth rate for 2025.

e MSCIl emerging markets could be a top region with approximately 16% year-over-year growth expected,

while Europe and Japan could see mid-single-digit growth.

S&P 500 Index Earnings per Share by Calendar Year
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The chart presented above is shown for illustrative purposes only. Some or all of the information on this chart may be dated, and, therefore, should not be the
basis to purchase or sell any securities. The information is not intended to represent any actual portfolio. Information obtained from outside sources is believed to be
correct, but Loomis Sayles cannot guarantee its accuracy. This material cannot be copied, reproduced or redistributed without authorization.

Past performance is no guarantee of future results.
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Potential Risks

Payroll growth has been moderating to levels consistent with a soft landing. At some point, we
believe, labor market weakness would have to abate for such a scenario.

Data consistent with a soft landing has been reported, but we wonder where the bottom is, and when the

economic momentum will begin to level off or turn higher.

Does corporate health indicate the cycle can advance in expansion? By most indicators, balance sheets
appear to be healthy. However, earnings estimates for 2025 could be too high, particularly if an economic

slowdown arrives.

Real 2024 GDP is on pace to conclude above trend, near 2.75%. That is unlikely to be repeated in 2025,

even with rate cuts. A softer growth backdrop could pressure corporate revenues and margins.

Our top concern is a potential growth scare. Our estimated probability of that is approximately 30%, which
we believe is meaningful. Such a scenario would weaken our expectations for modestly tighter credit

spreads and rising equities.
An escalation in ongoing global military conflicts would shake sentiment.

In our view, we see risk in being underallocated to equity or high-yielding asset classes.

Asset Class Outlook

Based on our overall outlook, US duration appears favorable relative to international duration.
Solid risk appetite should support long US and European high-grade credits. Fundamentals put
balanced US equity and growth in a good light. Our outlook for easing global rates is one factor
that should provide a solid backdrop for emerging market currencies, and local and sovereign

bonds.
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Disclosure

This marketing communication is provided for informational purposes only and should not be
construed as investment advice. Any opinions or forecasts contained herein reflect the subjective
Jjudgments and assumptions of the authors only and do not necessarily reflect the views of Loomis,
Sayles & Company, L.P Investment recommendations may be inconsistent with these opinions.
There is no assurance that developments will transpire as forecasted and actual results will be
different. Data and analysis do not represent the actual or expected future performance of any
investment product. Information, including that obtained from outside sources, is believed to be
correct, but Loomis Sayles cannot guarantee its accuracy. This information is subject to change at
any time without notice.

Diversification does not ensure a profit or guarantee against a loss.

Market conditions are extremely fluid and change frequently.

CRAIG BURELLE

Global Macro Strategist, Commodity, interest and derivative trading involves substantial risk of loss.

Credit
Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index.

Any investment that has the possibility for profits also has the possibility of losses,
including the loss of principal.

Past performance is no guarantee of future results.

LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L. registered in the US Patent
and Trademark Office.
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