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As spring approaches and the weather warms, the U.S. economy has begun to cool. After a sizzling recovery
from the pandemic, followed by a period of surprisingly solid and steady growth on the back of resilient
consumer spending, the economy finally seems poised to downshift to its pre-pandemic trend near 2%
growth. Recent confidence surveys suggest consumers may pull back some and jobs are a bit tougher to
get. But consumers remain in good shape financially overall — particularly upper-income folks who drive
most of the spending. In fact, the top 10% of income earners are now responsible for about half of all
spending.

Slower growth may be good for stocks because it helps ease some of the inflation pressure and can pave
the way for more Federal Reserve (Fed) rate cuts. We’re talking about a slight cooldown, not a collapse.
Reaccelerating inflation is probably a bigger risk than recession, even after weak economic data last month.
We’ll take our chances with a gradual slowdown from last year’s unsustainable pace near 3% growth.
Slower growth and easing inflation pressure will keep Fed rate cuts in play and prevent big up moves in
interest rates that could weigh on stock and bond returns. With bond yields down this year but still
attractive, 2025 is shaping up to be a good year for fixed income investors. Although stocks are off to a slow
start on tariff concerns, cooling inflation and stable yields are key ingredients for the bull case.

Another key ingredient for the bull case for stocks is strong earnings. Corporate America delivered in the
fourth quarter, as S&P 500 companies grew earnings per share by over 18% year over year. Although
strategists’ expectations for double-digit earnings growth in 2025 may be too high, especially if tariffs stick
and prompt more retaliation, the earnings outlook is good enough to support stock gains.

This year has brought new stock market leadership. The average “Magnificent Seven” stock — the largest
seven technology companies — has fallen about 9% so far this year, while the average S&P 500 stock is up
slightly. As some doubt the staying power of the artificial intelligence-fueled rally in the big tech stocks,
others are finding opportunities rotating to other areas — the normal evolution of a maturing bull market.
Tariffs remain a near-term threat. Although exceptions, reductions, delays, or complete reversals may
come, some tariffs will stick. Retaliation by trading partners will likely weigh on U.S. economic growth.
Prices on some items will rise, as foreign producers and currency adjustments can only absorb so much,
making the Fed’s job tougher. Expect some impact on importers’ profits in certain industries, such as autos,
food and beverages, and certain segments of retail. But don’t expect tariffs to derail corporate America’s
Al-driven earnings gains.

Expect a positive year for stocks on the back of steady growth in corporate profits, but likely with more
bumps along the way as the economy slows and policy uncertainty remains elevated.
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Important Information

This material is for general information only and is not intended to provide specific advice or
recommendations for any individual. There is no assurance that the views or strategies discussed are
suitable for all investors or will yield positive outcomes. Investing involves risks including possible loss of
principal. Any economic forecasts set forth may not develop as predicted and are subject to change.

References to markets, asset classes, and sectors are generally regarding the corresponding market
index. Indexes are unmanaged statistical composites and cannot be invested into directly. Index
performance is not indicative of the performance of any investment and do not reflect fees, expenses, or
sales charges. All performance referenced is historical and is no guarantee of future results.

All data is provided as of February 4, 2025.

Any company names noted herein are for educational purposes only and not an indication of trading
intent or a solicitation of their products or services. LPL Financial doesn’t provide research on individual
equities.

All index data from FactSet.

The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to
measure performance of the broad domestic economy through changes in the aggregate market value of

500 stocks representing all major industries.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as
interest rates rise and bonds are subject to availability and change in price.

There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-
diversified portfolio. Diversification does not protect against market risk.

Past performance does not guarantee future results.
Asset allocation does not ensure a profit or protect against a loss.

This research material was prepared by LPL Financial, LLC.
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