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2025 Capital Markets Outlook: Elevated U.S. Stock Valuations Highlight
the Need for Broader Portfolio Diversification and Enhanced Flexibility

Key Takeaways

v" Higher rates favor fixed income: Rising interest rates offer improved yield opportunities,

providing both return and downside protection.

v" Diversification is crucial: High equity valuations necessitate global diversification across

asset classes, regions, and sectors to mitigate concentration risks and optimize returns.

v’ Alternative investments enhance returns: Real assets, private equity, and private credit

offer diversification benefits and attractive return potential.

v Adopt a flexible strategy: A dynamic portfolio allocation approach enables investors to
respond effectively to changing market conditions and capitalize on short-term
opportunities.

Long-term focus remains essential: Despite short-term volatility, maintaining a
disciplined, long-term investment strategy will be critical for achieving sustained growth
and stability.

<

As we step into a new economic era shaped by shifting monetary policies, technological
advancements, and evolving global geopolitical dynamics, investors face a landscape of both
challenges and opportunities. This Perspective aims to provide insights into the future of capital
market returns, with a focus on how sophisticated investors can navigate this environment
effectively. Key themes will include the implications of higher interest rates on fixed income, the
necessity of diversification amid lofty stock valuations, the increasing importance of alternative
investments, and the value of remaining flexible and dynamic in portfolio management.

Higher Rates: A Boon for Fixed Income

Recent years have witnessed a significant shift in monetary policy, with central banks around the
world raising interest rates to combat inflationary pressures. This monetary tightening has driven
bond yields to levels not seen in over a decade. While the initial reaction was market volatility,
this environment now presents a favorable outlook for fixed income investments.

Higher yields mean investors can now access more attractive income streams without taking on
excessive credit risk. Government bonds, particularly U.S. Treasuries and investment-grade
corporate bonds, offer compelling opportunities. Emerging market debt, particularly from
countries with sound fiscal policies, also presents an attractive option for income-seeking
investors looking for higher yields and potential currency appreciation.

Page | 2

<GTC

Global Trust Company



GTC Market Perspective | January 2025

Moreover, as inflation expectations stabilize, the real returns on fixed income are projected to
be robust. Allocating to bonds not only provides steady income but also offers downside
protection in the event of equity market volatility, reinforcing their role as a cornerstone of
balanced portfolios.

Exhibit I: Yield-to-worst across fixed income sectors
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Lofty Stock Valuations Demand Diversification

U.S. equity markets are currently experiencing historically high valuations. Metrics such as the
cyclically adjusted price-to-earnings (CAPE) ratio are at levels comparable to previous market
peaks, such as the dot-com bubble and post-pandemic rallies. These elevated valuations raise
guestions about the sustainability of future returns, especially as economic growth projections
remain modest.

A renewed focus on diversification can mitigate risks associated with these lofty valuations.
Allocating capital to non-U.S. equities—particularly in developed markets such as Europe and
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Japan—offers the potential for attractive returns, supported by favorable valuations and stronger
dividend yields. Emerging market equities, despite recent underperformance, continue to offer
compelling growth opportunities, driven by favorable demographic trends and technological
adoption.

Sectoral diversification within equities is also critical. While technology and large-cap growth
stocks have driven much of the recent market rally, sectors such as financial, industrials, and

energy present attractive long-term growth potential.

Exhibit II: Cyclically adjusted price earnings ratio (CAPE)
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The Role of Alternative Investments

As traditional asset classes face heightened valuation risks and yield compression, alternative
investments are increasingly essential in constructing resilient, high-performing portfolios. Real
assets—such as infrastructure, commodities, and real estate—provide not only inflation
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protection but also uncorrelated returns that can stabilize portfolio performance during market
volatility.

Infrastructure investments, in particular, stand to benefit from increased government spending
on energy transition projects and digital infrastructure. Commodities offer a hedge against
geopolitical risks and supply-chain disruptions, while real estate investments can provide stable
cash flows and capital appreciation potential.

Private markets, including private equity, private credit, and venture capital, are also gaining
traction among retirement plan investors. These markets offer higher potential returns due to
theirilliquidity premium and reduced correlation with public equity markets. Investors can unlock
opportunities in high-growth sectors like technology, and healthcare.

Exhibit Ill: Diversifying beyond traditional stocks and bonds
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Flexibility and Dynamism: The Keys to Modern Portfolio Management

The current economic environment demands a more agile approach to portfolio management. A
static, one-size-fits-all asset allocation strategy may no longer be sufficient in an era marked by
rapid technological change, evolving geopolitical landscapes, and shifting macroeconomic
dynamics.

Being dynamic involves continuously monitoring market conditions and adjusting portfolio
allocations in response to evolving risks and opportunities. Tactical asset allocation strategies,
which involve making short-term shifts in asset allocation to exploit market inefficiencies, can
enhance returns without sacrificing long-term investment goals.

Factor-based investing also offers a systematic approach to capturing market anomalies and
managing risk. Factors such as value, momentum, quality, and low volatility have historically
offered diversified return streams that can complement traditional asset class exposures.

Regular portfolio rebalancing ensures that allocations remain aligned with investment objectives,
particularly during periods of market volatility. By systematically adjusting exposures, investors
can lock in gains from outperforming assets while maintaining the risk profile of their portfolios.

Conclusion

Navigating the evolving landscape of capital markets requires a nuanced understanding of global
economic shifts, market valuations, and asset class dynamics. Higher interest rates present
favorable conditions for fixed income, offering both income generation and downside protection.
Elevated stock valuations underscore the importance of diversification across geographies,
sectors, and asset classes.

Alternative investments, particularly real assets and private markets, provide attractive
opportunities for enhanced returns and risk mitigation. Finally, maintaining flexibility and
adopting a dynamic investment strategy will be key to optimizing portfolio outcomes in this ever-
changing market landscape.

Investors who embrace diversification, stay informed, and remain agile in their portfolio
management strategies will be well-positioned to thrive amid the uncertainties and opportunities
of the years ahead.
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Exhibit IV: Global Trust Company 10-year estimated capital market return forecast

10-year estimated
Asset Class total return (%)
U.S. Cash 3.5%
U.S. Core Bonds 4.9%
High Yield Bonds 6.0%
Emerging Market Bonds 6.1%
U.S. Equity 6.4%
International Equity 7.6%
Emerging Market Equity 7.6%
Public Real Estate (REITs) 6.5%
Inflation-Protected Securities (TIPs) 4.4%
Commodities 5.9%
Private Real Estate 6.1%
Private Credit 8.7%
Private Equity 10.0%

About Global Trust Company

Global Trust Company (GTC) is a non-depository trust company providing fiduciary and trustee services for some of
the largest, most complex institutional asset owners. Our open architecture platform allows us to create customized
solutions that are uniquely tailored for each client. Founded in 2008 as a subsidiary of Northeast Retirement Services,
LLC (NRS), we currently manage nearly $130 billion in non-registered pooled vehicles including proprietary and non-
proprietary collective investment trusts, LLCs, and group trusts supporting the needs of the ERISA and non-ERISA
institutional investment community.

Call us today at 781-970-5034 or email information@globaltrustco.com to learn more about our trustee services
solutions.
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Disclosure

This newsletter is limited to the dissemination of general information pertaining to Global Trust Company’s Trustee
Services. As such nothing herein should be construed as the provision of personalized investment advice. The
information contained herein is based upon certain assumptions, theories and principles that do not completely or
accurately reflect your specific circumstances. Information presented herein is subject to change without notice and
should not be considered as a solicitation to buy or sell any fund. Adhering to the assumptions, theories and
principles serving the basis for the information contained herein should not be interpreted to provide a guarantee
of future performance or a guarantee of achieving overall financial objectives. As investment returns, inflation, taxes
and other economic conditions vary, the funds actual results may vary significantly. Furthermore, this newsletter
contains certain forward-looking statements that indicate future possibilities. Due to known and unknown risks,
other uncertainties and factors, actual results may differ materially from the expectations portrayed in such forward-
looking statements. Readers are cautioned not to place undue reliance on forward-looking statements, which speak
only as of a specific date. As such, there is no guarantee that the views and opinions expressed in this article will
come to pass. This newsletter should not be construed to limit or otherwise restrict Global Trust Company’s
investment decisions.

This newsletter contains information derived from third party sources. Although we believe these third-party sources
to be reliable, we make no representations as to the accuracy or completeness of any information prepared by any
unaffiliated third party incorporated herein, and take no responsibility therefore. Some portions of this newsletter
include the use of charts or graphs. These are intended as visual aids only, and in no way should any client or
prospective client interpret these visual aids as a method by which investment decisions should be made. We have
provided performance results of certain market indices for illustrative purposes only as it is not possible to directly
invest in an index. Indices are unmanaged, hypothetical vehicles that serve as market indicators and do not account
for the deduction of management fees or transaction costs generally associated with investable products, which
otherwise have the effect of reducing the performance of an actual investment portfolio. It should not be assumed
that the fund’s performance will correspond directly to any benchmark index. A description of each index is available
from us upon request.
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