U.S. Economic and Market Outlook

Harbour Trust

- INVESTMENT MANAGEMENT COMPANY

Mw' Your Wealth, Securing Your Fufure

Presented By: Steve Skalka, Chief Fiduciary Officer




—",

\/ The CONSUMER is Key to U.S. Economic
Growth

'

e U.S. Personal Consumption Expenditures (% of G.D.P)
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BROAD U.S. DATA CONTINUE TO SHOW CONSUMER GROWTH
[
U.S. Real Consumer Spending
USD, trillion
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How did we avoid a recession?
(Assets = What a household owns)
e vsp Real HH Assets (Actual vs. 1952-2019 Trend)
160
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So where did all of the money come from?

Amount of payments NMumber of payments

F401.511.524. 0000

F=141.471. 821,000

271421 . 557 000 1651943 _BER

® Round 2 payments (American Rescouse Plan Act)
3 Round 2 payments (Consolidated Appropriations Act, 2021)
- Round 1 payments (CARES Act)

Federal response to Covid estimated at $4.6 trillion
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Other Sources of Consumer Cash

S

* Solid job market
* Low unemployment
* WWage gains

* Investment portfolio growth
* Real estate appreciation
* Inheritance
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Consumers Like to Spend “Easy” Money

FREn g — Personal Saving Rate
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Source: U.5. Bureau of Economic Analysis my . red/ g/ Fh=W
Customize | Download Data

Round 1, March 2020: $1,200 per income tax filer, $500 per child (CARES Act)
&O
Round 2, December 2020: $60t%per income tax filer, $600 per child (Consclidated Appropriations Act, 2021)

Round 3, March 2021: $1,400 per income tax filer, $1,400 per child (American Rescue Plan Act)
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Where have all the fiscal conservatives gone?

National Debt Year by Year

40 B Democrat Il Republicam

531,457, 107,100, 7’07
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SOURCE: LS. DEPARTRMENT OF THE TREASLUIFY

MNMational Debt Year by Year
Sowurce: U S Department of the Tre Ly

Problem = Once a benefit is given it is difficult to take away
*Since 2009 only recession was in February-April 2020
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U.S. CONTINUES TO ADD TRILLONS OF DOLLARS OF DEBT
IN RECORD SPEED

Time Required to Reach
Total U.S. Debt Levels

Of:
$10 Trllion 232 Years
$20 Trillion 9 Years
£30 Trillion 4.5 Years
$31 Trillion 8 Months = -
) - Six months on
$32 Tullion 8 Months average to reach
£33 Trillion 3 Months | @@chadditional
) - trillion in debr
$34 Trllion 3 Months from $31 - $35.
$35 Trllion 7 Months -
Latest Level $35.27 Trillion

Strategas Research Partners — Investment Strategy



</ A Little Perspective

State Debt Clocks } [ World Debt Clocks } == () Time Machine (&) ===

== S NATIONAL DEBT =

| DEBT PER CITIZEN [ DEBT PER TANPAVER &
| $35,420,261,564,204 nfa-

US FEDERAL SPENDING 1DFF.PE1.ILP s FEDEFIM. EUI}EET DEFICIT (OFFICIAL)

$6,975,996,292, 491 - $2,052,546,324,657

US FEDERAL SPENDING (ACTUAL) US FEDERAL BUDGET DEFICIT (ACTUAL)
$7,140,199,898,476 $2,216,749,930,625

e -uﬁnﬁnﬁéarmﬁp RATIO | T

US Debt Clock.org
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economic growth, but is it sustainable?

Household Debt

Total Debt Balance

%18.0 trillion @ Mon-housing debt @ Housing debt
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Source: FRENY Consumer Credit Panel/Equifax

Newyorkfed.org
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< The U.S. Consumer had ample funds to spend thus far to support
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Sustainable?
—
L U.S. Avg Real Retail 1!%eru:lu:l g By Household Income (SA)
Source: FRBNY calculations using Numerator
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Note: data through August 2024. Source: FEDS note, Hoke, Feler, Chylak, (10/2024). The Fed - A Better Way of Understanding

the US Consumer: Decomposing Retail Spending by Household Income
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Sustainable?

Credit card debt hits fresh high

Total credit card balances in the U.S.
Q1 2018-0Q2 2024

F1I5T
11T
1.05T
1T
9508
9008
8508
8008

750B

2018 2012 2020 2021

Mote: Shaded area indicates recession.
Source: Federal Reserve Bank of Mew York

Cluarterly Report on Household Debt and Credit
Data as of Aug. 6, 2024

2022

2024 Q2 $114T

2023

2024

CHBC
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Sustainable?

FRED -2/ — pelinquency Rate on Credit Card Loans, All Commercial Banks

Percent

7
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Shaded areas indicate L1.5. recessions. Source: Board of Governors of the Federal Reserve System (US) fred.stlouisfed.arg "
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< Sustainable?

Exhibit 48 : Personal bankruptcy filing rates are hovering over multi-decade

lows
Personal bankruptcies per capita (seasonally adjusted)

18 - Filings Per Household _ 18
16 - Ls - 16
14 - 4

- 12
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— 10
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- 8
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& - 4
4 4 - 2
2 T T L] T n

94 96 98 00 02 04 08 08 10 12 14 16 18 20 22 24
2005-2009 data are excluded due to distortions following enactment of the Bankruptcy
Abuse Prevention and Consumer Protection Act of 2005.

source: Admin, Office of the US Courts, Census Bureau, Goldman Sachs Global Investment
Research

Source: Goldman Sachs: @Mike Zaccardi

uu ®'



g

"’
Sustainable?
Does fiscal spending have a limit?
Is this time different?
Net Interest Cost & Weighted Average
Cost of Marketable Debt
(Source: Strategas)

19% T Net Interest Cost, /\ T 10.0%

Pct of Tax Revenues 1 0

17% (Left Axis) § 9-0%
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15% + g

\ §+ 7.0%
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1% + T 5.0%
9% T e R | £ X T 4%
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9o | Weighted Average Cost of
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Having Fun Until the Bill Comes Due?

2025 Could Be The Largest Year For
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Tax Policy Since 1913

2024-2033 Cost Of Extending Expiring Tax &

Trade Provisions, $Bn
(CBO May 2023, Budgetary Effects Of Extending Certain Revenue
Provisions, FY)

§3,488

5325 §o71

S1zh . §150 856 -
=]
- = B - 8

TCTA Iy Hagheesr Estate 2017 TCIA: Cerlan Expanson of CH et Tracle
Income  and GillTax Changés (o Business Tax Premdum Tax Expinng Tax  Promolion
Fronisions  Exemplions Ehe Tax Provisbans Croedits Provissons Pragrams
Treatment of  Altered by
Imvestment TCIA

ineche

Expiring individual tax
provisions from the Tax
Cuts and Jobs Act
Expiring tax provisions
for small businesses
Affordable Care Act
subsidies

The Global Minimum Tax
The Inflation Reduction
Act's Energy Tax
Provisions

Housing tax policy
Cryptocurrency tax policy
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\/ Fixed Income Market Outlook
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U.S. Economy is highly dependent upon D E BT

* Federal Reserve Board’s (Fed’s) dual mandate
* Maximum Employment

* Stable Prices (Think inflation)

* How the Fed impacts interest rates
* Short-term rates via Fed Funds Rate
* Intermediate/Long-Term rates via direct purchases (Supply
and Demand) and various other monetary policy tools



Historical Perspective on Interest Rates et

FREn {;g,."f; — Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity, Quoted on an Investment Basis
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Shaded areas indicare U.S. recessions. Source: Board of Governors of the Federal Reserve System (US) fred.stlouisfed.org o9
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Fed Policy Recently Shifted in Response to INFLATION

FREngﬁ: — Effective Federal Funds Rate
6
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Good News = Inflation Has Subsided

12-month percentage change. Consumer Price Index.
adjusted

All items
Food at home

selected categories, not seasonally

Food
Food away from horme

— Energy — GZaszoline (all types)
—— Electricity —— Matural gas {piped)
— All items less food and energy — Commodities less food and energy com.__
—_— Apparel —_— Mewe vehicles
— Medical care commodities — Services less energy services
— Shelter — Medical care services
—— EBEducation and communication
Percent
10.0
5.0
o0
-5.0
Sug Aug Aug Sug Sug Aug Aug Sug Sug Aug Aug
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Hower awver chart to view d
Mote: Shaded area represe as determined by the Mational Bureawu of BEconomic Research.
Sowurce: WS, Bureau of Lab
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Early Indications Employment Environment May Be
Vulnerable (quits, hiting, job postings and wages)

FRED _,;{j — Unemployment Rate
15.0

Jan 2020 Jul 2020 Jan 2021 Jul 2021 Jan 2022 Jul 2022 Jan 2023 Jul 2023 Jan 2024 Jul 2024
P P T s - - S T | SRS || E‘*m__._.,
T e T e Source: U.5. Bureau of Labor Statistics fred.stlovisfed.org
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Fed appears on a mission to lower interest rates further

Figure 1: September 2024 Fed Dot Plot Showing Projected Target Range of Fed Funds Rate

Yearend Yearend Yearend Yearend
Sep 17, 2024 2024 2025 2026 2027
Fed Funds Median: Median: Median: Median:
Target 4.25-4.50% 3.25-3.50% 2.75-3.00% 2.75-3.00%
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Source: September 18, 2024 FOMC Summary of Economic Projections and Bondsawvvy calculations.



Lower Rates Would Help U.S Consumers

Borrowers are starting to see some rate relief

Key market borrowing rates

-H'g?'l over pasl year m Moy m Markat axpacialions for and of mext yaar
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And the Federal Government

U.S. Outstanding Marketable Sovereign Debt
(By Maturity Timeline, $Bn)

33.9% |
Weight Average Cost = 3.39%
Weight Average Years =5.89
20.6%
13.5%
- 9.5%
e\ 1) B.E“.-'ﬂ
I il i I I
(-1YR 1-3YR 35YR 7 YR -10YR  10-20YR 20+ YR
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What does this mean for Fixed Income Markets?
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9 MILLION DOLLAR QUESTION

Is inflation under control?
History of Being Stubborn

U.S. INFL HAS COME IN WAVES HISTORICALLY
16.0% U.S. CP1 Y/Y 25.0%

—2019 (LHS) ----- 1972 (LHS)
1939 (RHS) 1910 (RHS)

12.0% 12.5%
8.0% 0.0%
4.0% -12.5%

M th OuUrce: Y. UEUST 2
0.0% onths S U.S. BLS, August 2024 95 0%

1 11 21 31 41 51 61 71 81 91 101 111 121 131 141




Equity Market Outlook

S
Figure 1. S&P 500 Index Performance in NBEER Recessions
Accompanied by Bear Markets, Jan 1963 —NMar =2o=20
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MBER Recessions S&P 300

Mote: The chart represents the cumualative retorn of the S8 500 Index adjnsted for inflation. The shaded arcos indicate periods of
economic recessions defined as by MBER.

Source: Fesearch Affiliates, LILIC, based on data from FactSet, NBER. and Fobert Shiller.

Equity markets have a tendency to trend downward going into a

recession.
~ \/
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\/ Makes sense since you purchase equities for future earning
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potential and in general earnings decline during recessions

Chart 1: US corporate earnings strongly linked to
economic activity

e oy
60 12
A0 A a8
[ a | !
11
. r ' I 1 - i
20 g . A Ry a
I-‘ 1 LY A llI
, W
o R | B 0
| Y
| i
=20 1 e |
=40 8
=60 =12
70 75 B0 B85 90 95 00 05 10 15 20

S5EP samings growth
e U5 real GDP growth, rhs

US NBER recession pericds

Source: Refinitiv, Schroders Economics Group, 5 Decemiber 2022, 60669:

~ N\

o’



®
2025 Base Case = No Recession
But...

Investment Performance has been targeted

°
* First half of the year dominated by big tech

SEP 500 ws. SEP 493 vs. Mag Seven vs. Mag Trio

k ::_:"?I?_:::,: .::h[:.‘l::aw[- Microsaoft, NVIDIA) Level % Change :?i:‘:

S&P 500 Level % Change
® S&P 493 Level % Change

Jul 16, 2024, 1215 PM EDT Powered by " CHARTS

Date Range: T2/31,2023 - Do/ 2B 2024

Mag 7 : Apple, Amazon, Alphabet, Meta, Microsoft, Nvidia and Tesla (roughly 30% weighting of S&P and

accounted for 59.6% of first half 2024 performance)
) N’ -



Leadership Shift in Second Half

TECH’S RELATIVE PROFILE CONTINUES TO WEAKEN

S&P Technology Sector — Equal Weight

50 & Z00-Day MA
'H‘{W
o o
. i e

~ Tech again flirting with
T — the early-August and

) early-September relative
lows. Has not regained
any relative traction
over the last month.

Technology Relative to S&P 500

ositive egative Tren als T
P / Neg Trend Signal . K ,-rd"J L"H - »
s J-J LU P % /v A ..'I____
rr,._."-..lﬂ'"'“ir"\“._l I,-._ y " _I_,‘_H-"|w). y f-"l_‘(th.-""‘"“ J‘JIM N - e
S S -
o f S [-95
Wy ul‘.H{.y‘r',_u_h ,.‘.r"\-fu"'-xﬁ__-‘_"lh"“"ﬂl.- p— —""'I-*.""—._r'AL\‘ rhl"\—lw“/rf - el

5452?;-2‘::& S&P S00 E::’l leiE'h[ In[orr:;:?cjizTEC'hnolcE:::I‘IE Index) TRE:: HMODHEL _(REL :':rSPK] Draily 2:‘0‘::;223021*023(T25:ﬂ24 CD::’Y’riH_htE 2024 :':n:mherq Finﬂnl}z‘g::'. 54=0p2*DCt*2024 06 :01 : 05y
Performance momentum building in rate sensitive sectors (e.g. Utilities, REITs and
Financials) also seeing strength in Industrials
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Equities will also be impacted by election results.

Harris theme = stimulate growth through earmarked spending

Consumer Staples/Consumer Discretionary Stocks expected to benefit from a
Harris presidency

Sectors are Highly Correlated with four government aid programs
1) Tax refunds
2) Student loan payments (deferment/forgiveness)
3) Food Stamps/SNAP
4) Medicaid

Harris wants to expand while Trump wants to move back toward pre-pandemic
levels



An Interesting Example

SOFT DRINKS REPRESENT ROUGHLY 10% OF SNAP
SPENDING AND ARE CORRELATED WITH HARRIS’ ODDS

Soft Drinks & Non-Alcoholie Relative to the S&P
500 & Odds of a Dem President

Odds of a Dem President o
Bo (Right) 65%

78

76

74

7

72 45%
Soft Drinks Relative to

70 the S&P 500 (Left) 40%

68 15%

66 30%

4/17/2024 6/17/2024 8/17/2024
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Homebuilders Demonstrate a Strong Correlation to a Harris Win

Homebuilders Relative to thhe S&P 500 &
Odds of a Democratic President
170 Homebuilders Relative to
the SE&P oo (Left)
160 E
150 r
140 Dam
President
Odds,
190 (Right)
120
110
112029 3/1/2024 5/ 12024 7 1202 aof1/2029

Attributed to Harris proposal to provide $25k tax credit to first time homebuyers

N
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Industrials Perhaps the Most Levered Sector to a Harris Win

S&P 500 Industrials Rel S&P 500 & Predictlt
Democratic President Betting Odds
T dusirials Rel S&P goo Predicilt [Dem President Odds, Right Axas

104 654%
1o 59%

Ay
54%

ob
49%

g6
44%

=1
9z 39%
= L T T T T 34%

Jan '=24 Mar '=4 Mav '=4 Jul "=24q Sep '=24

Secures Inflation Reduction Act spending (green infrastructure)/Increased defense
spending/Slower deglobalization

= Q
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\/ Trump Theme = focused more on general economic policy and less on
2 targeted spending

* Faster Deglobalization
* Onshoring (manufacturing construction)
* Tariff protections (hurts China helps India/Mexico/Canada)
* Supply chain security (semiconductors/Taiwan)

* Less regulation (banks, traditional energy, materials)

* More diversified energy policy (pumps brakes on green transition)
* Less aggressive taxation (corporate tax impact on earnings)

* More aggressive trade negotiations (USMCA/NAFTA review 2026)
* Crypto currency adoption

e Less military intervention (Ukraine resolution)
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\/ Regardless of election outcome we anticipate opportunities for
. respectable equity market returns in 2025.
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* Solid economic growth comparatively

 Unemployment remains low

* Credit spreads remain tight

* Consumers continue to spend

* Treasury auction demand remains strong (recent weakness)
* Well-positioned to increase productivity (Al)

e Expect a liquidity boost in first half of 2025 regardless of election outcome
(S700 bn from U.S. Treasury General Account)



\-/ 2025 Base Case Summary

Fixed Income Market : Yields trend downward resulting in market
value appreciation

Equity Matrket : Respectable return opportunities will be available but
leadership drivers will shift. Petformance will largely be driven by
ability to navigate these shifts.

Potential game changers:

* Inflation 2" wave

* Widening credit spreads

* Reduced Treasury auction demand

* Unforeseen geopolitical event (ie. Middle East, Ukraine)

* Unforeseen domestic event (ie. election turmoil, terrorist attack, labor
strike)

~ \/ '
N |



-4

Disclaimer

This material is provided for informational purposes only. This presentation is not intended to be
and should not be construed as an offer, solicitation or recommendation with respect to any
transaction and should not be treated as investment or tax advice. Current and prospective clients
should under no circumstances rely upon this information as a substitute for obtaining specific
investment or tax advice. Several charts were obtained through Strategas Research Partners. All
material has been obtained from sources believed to be reliable, but the accuracy, completeness
and interpretation cannot be guaranteed. The opinions expressed herein are those of the
presenter and do not necessarily represent the views of Harbour Trust. Indices and trademarks are
the property of their respective owners. Past performance is no guarantee of future results. There
are risks associated with investing including loss of principal. Information within this presentation
should not be redistributed without the permission of Harbour Trust and/or Strategas Research
Partners. If you experience uncontrollable perspiration, dizziness, rapid heart rate or loss of
appetite following this presentation, please consult a physician.
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