INVESTMENT UPDATE:
FOURTH QUARTER 2025

Strong equity market performance in 2023 has many investors entering 2024 optimistic about the economy and markets.
While we see risks in the broader market, we also see neglected investment opportunities at home and abroad.

A YEAR THAT DEFIED EXPECTATIONS

After the poor performance of most major financial markets in 2022, investors and market strategists entered 2023 expecting
a recession and negative market returns. In fact, for the first time in at least two decades, investment strategists polled by
Bloomberg predicted negative returns for the S&P 500 in the year ahead.

There was good reason to be gloomy. As of January 2023, the Federal Reserve had raised its target policy rate from 0%-
0.25% in March 2022 to 4.25%-4.50% and was signaling more rate hikes ahead. It seemed a near certainty that the largest
string of rate hikes since 1979 would have a decidedly negative impact on economic growth and market returns.

Yet equity markets defied expectations, in response to better-than-expected economic growth and corporate earnings. The
S&P 500 delivered a 26.3% total return, which the EuroStoxx 50 almost matched at 23.2%. Japan's Nikkei 225 did even
better, returning a whopping 30.9%. Many emerging markets also posted strong gains.!

Bond markets, by contrast, had a wild ride. Inflation and Fed policy worries drove the highest volatility since the Global
Financial Crisis. After soaring to its highest level since 2007, the yield on the 10-year U.S. Treasury Bond finished 2023 within
one basis point of where it started.

Pundits have offered many explanations for why the Fed's rate hikes didn't slow economic growth as expected, including the
following:

= Excessively easy fiscal policies offset tight monetary policy.

= The aging population and widespread deleveraging made consumers and businesses less sensitive to rising interest rates.
= The economy was simply returning to normal after the convulsions of the pandemic (see sidebar on page 5).

= |t takes time for rate hikes to slow the economy, and we have yet to see their full impact.

All four of these explanations may be true to some degree. We see a path for the soft-landing investors have now come to
expect, but this is not our base case. We think the most aggressive monetary policy tightening in 40 years is likely to slow the
economy. While this has not happened yet, consumer spending is slowing, often a signal of a broader slowdown ahead.

Looking Ahead

The Wall Street consensus now is that the Fed will cut rates by 1.5% in 2024. Polling suggests most investors expect a soft-
landing, in which inflation cools without a recession or a spike in unemployment. This widespread rosy narrative could set the
stage for unwelcome surprises that may trigger a selloff in 2024, just as the widespread gloom of a year ago set the stage for
positive surprises to trigger 2023's big rally.

We see several potential negative surprises that could trip up the market in 2024. Most notably:

= Disappointing top-line sales and corporate profit margins could lead to slower-than-expected earnings growth, or
= Lackluster results from the so-called Magnificent Seven could lead to a repricing of these mega-cap stocks.

IMarket returns are in local currency.
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Profit Margins

The sharp rebound in profit margins has surprised many investors. After margin declines in 2022 and early 2023 driven by
higher costs for labor and other inputs, investors expected continued weakness in the second half of last year. However,
management teams focused maniacally on efficiency and beat these expectations. Today, consensus earnings projections call
for S&P 500 profit margins to expand further in 2024 and remain well above their historically high average of 10.9% from
2012 to 2019.

Some bulls attribute the recent strong growth in profit margins to improving labor productivity, which goes through long
waves, with wars or major crises often acting as inflection points (Exhibit 1). Optimists suggest the 2020 pandemic was the
much-needed catalyst to push the U.S. economy out of a long decline in productivity and income growth. It's possible. For
example, there has been a five-fold increase in working from home since the pandemic began. Recent research has found that
working three days a week in the office and two at home does not reduce productivity and allows firms to save on recruitment
and employee retention costs.

Exhibit 1: U.S. Labor Productivity: 10-Year Annualized Rate of Change

| | | |
l l l l
I I I
3.2% 1 | Reaganomics and | Bursting asset bubbles |
h w [ supply-side revival ! and deleveraging [
l l ' l
| | | |
(‘ 1 1 [ 1
\ an | | |
,‘J I I I \ I
24% | | | | |
l v V\ l l l
| | | |
| x | | \ . The
! ! ! | Roaring
| | w 1 20s?
| | | |
Lo l l I l l
' ° I I I I
| | | |
Post-WWiI Stagflation ‘ i ‘ ‘
boom | I A | :
| | |
| | |
I | I Y
l \\ l l
0.8% T T , T T T , T T T T .: T T :
1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020

Source: Alpine Macro 2023

We are big believers in productivity improvements and eagerly embrace inventiveness. Most of our themes encompass
disruptive innovations that improve productivity. Nonetheless, profit margins seldom rise in a straight line, even during
productivity booms. We think it is unlikely that margins can continue to expand at their recent pace much longer. Other factors
that have pushed margins higher -- globalization, downward wage pressure, low interest rates and falling tax rates -- appear to
be exhausted. We are thus skeptical that earnings will rise at the double-digit rate that the consensus now projects for 2024,
especially if inflation continues to fall and companies cannot raise prices.

S

S

ICalculated by dividing I/B/E/S 12-month forward earnings estimates by 12-month forward sales.
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The Magnificent Seven

There's another reason we are skeptical of continued broad strength in profit margins and returns. Both depend on continued
strength for the S&P 500's seven largest companies by market capitalization: Apple, Microsoft, Amazon, Nvidia, Alphabet
(Google), Meta (Facebook) and Tesla. Together, these stocks delivered over 60% of the Index’s return in 2023— and each of
them gained more than $300 billion in market capitalization, more than the total market cap of all but 20 names in the Index.

Remarkably, these stocks widened their return leadership in 2023. The market weight of the top seven names is now 28%,
magnifying the impact of their returns, margins and valuations on the Index.

For the past decade, superior products and business strategies have driven rapid sales and earnings growth for the
Magnificent Seven. But the most recent data suggest that sales growth for these companies is now running no faster than
nominal GDP growth. In addition, government pressures in Europe and the U.S. are beginning to erode their monopolistic
positions and pricing power.

This is concerning. Expectations of continued rapid sales and earnings growth—and fear of betting against a juggernaut—
have led almost every class of investor to have significant exposure to these companies. As a result, each appears to be
somewhere between fully priced and extremely expensive. Given their outsize weight in the S&P 500, disappointing results for
these widely-held and richly-valued stocks could drive a decline in the Index.

Portfolio Positioning / Thematic Update

Based on the factors noted above, we are somewhat cautious about the 2024 outlook for U.S. equities, as represented by the
S&P 500. But there are plenty of stocks inside and outside the U.S. that are reasonably priced and offer superior growth
potential. Our job as research-based active investors is to find them.

We entered 2023 concerned about the impact of the Fed's rate increases on the economy and financial markets. Expecting a
mild recession to unfold, we shifted portfolios to be more defensive. We kept the shift relatively small, however, because U.S.
equity market declines have been relatively rare. Since 1926, the S&P 500 has delivered positive returns in 63% of all
12-month periods and an even larger share of all calendar years. It has also been more than two decades (since 2001 and
2002) since the Index has generated double-digit negative returns for two years in a row.

Ayear later, we're still somewhat cautious on the market overall, particularly for the first half of 2024. However, we are more
bullish about the long-term potential of our productivity-enhancing themes, including Next-Generation Automation, Advent of
Molecular Medicine and Dawn of Heterogeneous Computing. With labor force growth slowing, companies now need to invest in
such technologies to maintain or increase output and profitability. They can no longer rely on financial engineering enabled by
artificially low interest rates or international labor and energy arbitrage to drive profit growth.

We also continue to see stronger return potential overseas, which we pursue through our Opportunities Abound Abroad
investment theme. Many developed markets appear undervalued relative to their own histories (Exhibit 2). While valuations
for U.S. large-cap stocks have come down a bit over the past two years, valuations for most other major markets have fallen
much more. All of these are now below their 20-year averages.
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Exhibit 2: Relative Valuation of Select Indices, Compared to Their 20-Year Averages
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Note: Equity index calculations utilize next 12-month price-to-earnings. Data as of November 30, 2023.

Source: Bloomberg, Haver Analytics, S&P, MSCI, KKR Global Macro & Asset Allocation analysis.

We find Japanese equities particularly interesting. As we have written before, we believe corporate governance reforms,
pressure on households and pensions to reallocate toward stocks, renewed foreign investor interest and stimulative cyclical
conditions are aligning to support what could be an extended period of strong Japanese equity returns. Japan has been the
best performing equity market in the developed world over the past two years, with the Nikkei 225 outperforming the S&P
500 by almost 18 percentage points.

In Conclusion

The New Year holds a great deal of uncertainty. In 2024, national elections will take place in countries that represent 73% of
the global equity universe.! Wars rage in Ukraine and Gaza. The Fed continues to aim for an unprecedented soft landing.
Despite this, financial markets reflect a high degree of optimism. We are sensitive to the risks posed by these circumstances,
but we see neglected opportunities that we believe our thematic investment approach is uniquely suited to uncover.

As represented by the MSCI ACWI, according to CLSA Research.
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The Normalization Hypothesis

As we continue to assess why the Fed's steep rate hikes have not (yet) triggered a recession, we are intrigued by an
explanation put forth by Francis Scotland, Director of Global Macro Research at Brandywine Global Asset Management. “What
we have lived through since 2020 has not been a business cycle,” Scotland wrote. “There was a macro-economic earthquake

that drove everything through the guard rails in 2020 and 2021, and ever since late 2021, economic and financial forces have
been trying to get things back inside the rails.”

According to Scotland, the normalization process is almost Estimated Core CPI Inflation for U.S.

over. Despite the establishment view that inflation can only As Reported and with Shelter Adjustment
fall meaningfully if there is a recession, he argues that
inflation is already at target, if measured properly. In this
case, “measured properly” means replacing the notoriously

slow-moving and backward-looking shelter component of Yeyoy

the Consumer Price Index (CPI) with a faster moving metric: 12% 1

Zillow and apartment list rental prices. With this substitution, — AsReported

the CPl is already below the Fed's target of 2%. ~~~ Replacing
10% 1 Shelter o

Decidedly dovish statements by policy makers in recent X’ggrﬂg\:t&

weeks lend credibility to Scotland's explanation. “We could 29 | List Rental

start lowering the policy rate just because inflation is lower. ° Prices ;’

It has nothing to do with trying to save the economy. It is / \

consistent with every policy rule,” Fed Governor Waller said.

“If the Fed doesn't ease a bit as inflation declines, the 6% 1
effective real short rate would mechanically rise at a time

when a further tightening of financial conditions no longer 4% |
looks desirable,” Treasury Secretary Janet Yellen concurred.

Such statements have reinforced the new consensus that

this time will be different. Easing might begin before 50 |

economic growth falters, allowing growth to continue.

2018 2020 2022 2024

Note: Percentages reflect year-over-year change.
Source: Alpine Macro 2023

Important Disclosures This commentary is for informational purposes only. The information set forth herein is of a general nature and does not address the circumstances of any particular
individual or entity. You should not construe any information herein as legal, tax, investment, financial or other advice. Nothing contained herein constitutes a solicitation, recommendation,
endorsement, or offer to buy or sell any securities or other financial instruments. This commentary includes forward-looking statements, and actual results could differ materially from the
views expressed. Materials referenced that were published by outside sources are included for informational purposes only. These sources contain facts and statistics quoted that appear to
be reliable, but they may be incomplete or condensed and we do not guarantee their accuracy. Fact and circumstances may be materially different between the time of publication and the
present time. Clients with different investment objectives, allocation targets, tax considerations, brokers, account sizes, historical basis in the applicable securities or other considerations
will typically be subject to differing investment allocation decisions, including the timing of purchases and sales of specific securities, all of which cause clients to achieve different
investment returns. Past performance is not indicative of future results, and there can be no assurance that the future performance of any specific investment or investment strategy will

be profitable, equal any historical performance level(s), be suitable for the portfolio or individual situation of any particular client, or otherwise prove successful. Investing involves risks,
including the risk of loss of principal. The level of risk in a client’s portfolio will correspond to the risks of the underlying securities or other assets, which may decrease, sometimes rapidly or
unpredictably, due to real or perceived adverse economic, political, or regulatory conditions, recessions, inflation, changes in interest or currency rates, lack of liquidity in the bond markets,
the spread of infectious illness or other public health issues, armed conflict, trade disputes, sanctions or other government actions, or other general market conditions or factors. Actively
managed portfolios are subject to management risk, which involves the chance that security selection or focus on securities in a particular style, market sector or group of companies

will cause a portfolio to incur losses or underperform relative to benchmarks or other portfolios with a similar investment objectives. Foreign investing involves special risks, including the
potential for greater volatility and political, economic and currency risks. Please refer to Chevy Chase Trust's Form ADV Part 2 Brochure, a copy of which is available upon request, for a more
detailed description of the risks associated with Chevy Chase Trust's investment strategy. The recipient assumes sole responsibility of evaluating the merits and risks associated with the
use of any information herein before making any decisions based on such information.
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