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Commentary

I first entered the investment industry in the late 90’s, just as the dot.com bubble was heating up. After seeing
the peak and subsequent decline, I never thought I would experience something similar again in my lifetime.
The craziness of the peak and pain of the subsequent decline would leave an indelible mark on investors
similar to 1973’s Nifty Fifty, if not the crash of 1929.

Hal I was young and naive.
Only a few short years later, the housing bubble emerged and then collapsed.

But still, housing is a distinct asset class that reaches people in a way that technology stocks do not. Having
been through that, surely investors will now be reticent to invest without caution.

Ha! I was old and naive.

I am not saying we are entering or in a bubble right now but it sure is starting to feel like it. The most obvious
example is in cryptocurrency. We can debate the merits of cryptocurrencies and blockchain, but I am going to
submit that the emergence of fartcoin and Hawk Tuah’s ill-fated coin certainly shows the hallmarks of a
bubble. The mere fact I am writing about these two examples is astonishing. And this comes a few years after
the meme stock speculation.

Were speculation reserved for cryptocurrency and niche, borderline unprofitable stocks, I might not give
pause. There are always weird little things going on in some corner of the market. But then I read where Rick
Rieder, Chief Investment Officer of Fixed Income at BlackRock, stated that,

“I don’t think the U.S. goes into recessions unless it’s a financial crisis or pandemic...I know it’s a cragy statement, but I have a
strong point of view. 70% of consumption in the U.S. is driven by services today. The services economy bas only gone into
recession twice in the last 75 years.”

David Kelly, Chief Global Strategist at JP Morgan Asset Management, articulated something similar.

“People always ask me ‘Are we early cycle or mid cycle or late cycle?” We're post cycle. .. I'm not saying we conldn’t end up in
recession. ...

And I think part of it's manufacturing. Manufacturing is a smaller part of the economy. The other big thing is inventory
control. . .1t used to be you have a slowdown but the guys at GM would never figure it ont until the cars were stack up. . 1If you
look at the data now inventories are almost exactly right...So it does take a shock to the economy...”

I completely agree with the concept that the business cycle is different than it was 50 or 100 years ago. There
are many reasons for this including the ones cited above. However, these statements have a familiar ring, one
last heard about housing in 2006 and stocks in 1999.

Am I making some bold macro call? Absolutely not. For one, irrational exuberance can sustain itself for
amazingly long periods of time. Second, I might be exaggerating the importance of these anecdotes at the
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expense of other positive trends. Let’s just say it is probably time to be more alert to excesses and their
consequences than it was a year ago.

Q4 Review

The fourth quarter of 2024 was mildly amusing. President Trump’s election victory led to a stock market rally
as he is seen as more pro-business. And then everyone came to realize that he might not be great for inflation
and that might not be great for stocks. Oops.

Still, the Nasdaq once again led the way and international equities lagged. Bonds suffered as interest rates
increased. At the sector level, internet and technology once again were leaders, generating returns of 40.2%
and 36.6%, respectively. Financials, although usually exhibiting a low correlation to Tech, had a surprisingly
strong year, rallying 30.5%. Health Care, Energy, and Materials were laggards in 2024.

Fourth Quarter Market Returns

Index Q4 2024 Total Return 2024 Total Return
S&P 500 2.39% 23.31%
Russell 2000 0.33% 10.02%
Nasdaq 100 6.36% 24.90%
MSCI EAFE (Developed International -8.06% 4.43%
Stocks)

MSCI Emerging Markets -7.86% 7.97%
Bloomberg Aggregate Bond Index -3.06% 1.25%
Footnotes:

1. The S&P 500 is an index comprised of roughly the 500 largest publicly traded companies in the United States as determined by
market value.

2. The Russell 2000 is an index comprised of roughly 2,000 companies determined by Frank Russell Co. to represent small cap stocks.

3. The Nasdaq 100 is an index of 100 of the largest companies listed on the Nasdaq exchange.

4. The MSCI EAFE index measures the performance of roughly 800 of the largest companies in developed markets outside of the United
States.

5. The MSCI Emerging Markets Index measures the performance of roughly 1,4000 companies in countries considered to be emerging
markets.

6. The Bloomberg Aggregate Bond Index is a diversified index of bonds including Treasuries, corporate bonds, mortgage bonds,
municipal bonds, and agency bonds that are considered investment grade.

Outlook

The only sure thing about President Trump is his unpredictability. That said, based on his first administration,
he is likely to aggressively pursue pro-growth policies, limit immigration and place sizable tariffs on imports.
All of these are pro-inflationary.

A contrarian point of view is that companies will not be able to pass on higher costs and instead will suffer
declines in profitability. This would most likely occur if China were to choose to lower their export prices in
the interest of keeping their factories running. Given the fragile nature of their economy, this is more likely
than most prognosticators are predicting. That said, we still lean toward the consensus of these policies being
inflationary.

Inflationary environments and higher interest rates tend to benefit value stocks relative to growth stocks and
small cap stocks over large cap stocks, all else equal. Additionally, commodity driven companies tend to
benefit from the additional pricing power, at least in the short term.

Venadoinvestments.com greg@venadoinvestments.com 415.378.6228



Asset Class Current Thoughts

Hold at long-term allocation with a bias to underweight. Lowering exposure to large cap

Large Cap US Equities technology.
Small Cap US Equities Hold at long-term allocation with a bias to overweight. Emphasis on quality.
International Attractive relative to the US.

Much depends on the success of Chinese stimulus as a significant part of emerging markets are

Emerging Markets driven by Chinese economic growth.

Treasury Bonds Shorter maturities have better risk/reward.

Corporate Bonds Hold at long-term allocation. Higher quality offers better risk/reward.
Real Estate Higher interest rates continue to be a negative.

Much depends on the success of Chinese stimulus as a significant part of emerging markets are
Commodities driven by Chinese economic growth.

Venado Investment Advisors celebrates its first full year in existence. Thank you to our partners. We look
forward to working with you in the future.
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Gregory Toppe, CFA

This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of future events, or a guarantee
of future results. This information should not be relied upon by the reader as research or investment adpice regarding any funds or stocks in particnlar, nor
should it be construed as a recommendation to purchase or sell a security. Past performance is no gnarantee of future results. Investments will fluctuate and
when redeemed, may be worth more or less than when originally invested.
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