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Market Overview

Rate Relief, At Long Last.

The third quarter of 2024 was a strongone but relative to recent markeperformance, and
the MagnificentSeven, it wasa very different composition of stocks drove returns this
guarter, a healthy shift from recent quarters. In the U.S., during the third quarter the S&P
500 advanced 5.9% the Nasdaq 2.8%, and the Russell 2000 9.3%. International markets
also had a strong quarter, with the MSCI All Country World Index advancing 6.8% and
Emerging Markets rose 8.9% driven by a strong bounce in Chinese equities and strength
in Indian markets.
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largest takeaway from the third quarter, spurring reactions within both the Fixed Income
and Equity markets. While markets were highly conflicted on the degree of rate cuts at the
September meeting, Chair Powell, and all but one voting member, felt that easing financial
conditions by 50 basis points would serve as a recalibration on the pathwayreutrality

and allow us to maintain the current strength of the economy
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Equity Markets
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belief that as inflation continued to subside the Federal Reserve would pivot towards
OLLLDGEéyDGLUI ujLyi éLuUjyéGuyLCuyuohGhgoeyi o
environment for common stocks.

Throughout the third quarter, in addition to strong earnings growth, we saw a continued
broadening out of equity markets away from the uber largeap companies, affectionately
eGhnGyéjyLCluya®UéEGDCDoUGLykunNuGat yqCDJ ¥
ohgghGeceyi tCuiituyLhyé]jyLCuykeéedygEgYYyij L
outperformed the SPY over the last thremonths by 5.9%vs. 3.3%. We view this
outperformance as a very healthy market indicator, but whether this shift from high beta
Lhnéiajye&hnuiyoulLéynDeéyohGLDGLUY D] yéGeehG
Magnificent Seven are excessive and the broadening out in the markea reflection of
dramatically lower valuation coupled with the strong earnings growth of these companies.

& gt i -
0Ly gy, 00 Crr— e v M

g i LA L} "oy T sk lag o
2 ! e ] i
1 § 4 £ ..':.':,‘:::.’t‘" '
"1 o8 77\‘? : R AT g5 ; Ad = ]
= ; AntBi i LLET ¥ i /1 e 14
X - =k i
B % 'H = e ) b &
o " < n oAz . \
L Py < “ o - g
g L] .. ; . $
il ot P A
= el I 1 LT
LN Ny . te
A ahis S = /
A4V AR © - ' s
IJ fl - < lge QUARTERLY COMMENTARY PAGE 3



Fixed Income Markets

The third quarter began with the Federal Reserve opting not to cut rates at the July meeting. At

the time, this decision drew criticism from market participants as it was on the heels of a rising
unemployment rateD4ncreasing to 4.3% in July 2024 from the lowest print of 3.4% in April
ZYZziykhguyunRiuGyoeuéDunNiUuyLCéLyL GammDGéeédaDhGED ¢
historically has proven successful in predicting the start of a recession from a downturn in the
business cycle. However, the Fed remained focused on its inflation mandate and did not believe
they were falling behind the curve by not shifting its priorities to a weakening employment

picture.

Powell began to pivot in his remarks about the economy and inflation at the Jackson Hole

Annual Economic Symposium in August. The change in sentiment was heard loud and clear and
GoghGj Li éLuuyLCuy: taui éé&yfujuinNDuA]y] CDCLyYyDGYy (
towards the present challenges with employmerBy quarterend the stage was set for a

September rate cut. Powell, responding directly to the weakening labor market, put together a
coalition of voting members and secured, an almost unanimous, outcome for a-b@sis point
OLLyDGyLCuy:; Gaui ééy:; LGujyféLUuyLhyoucécDGyLCuy i
would continue to support a healthy economy, full employment, as well as price stability.

The longawaited move by 50 basis points demonstrated a pragmatic approach by the Federal
Reserve. Powell has long said that the expectations for their 2% inflation target were into 2025/
2026 and this proved his resolve in achieving that inflation target rather than to panic at fears of
recession.
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While one Fed member favored opening rate cuts with a 2basis pointmove, theFed felt it was
necessary to remove the aggressive restrictive policy stance before higher monetary tightening
could damage the trajectory for growth and prompt the need for an even bigger rate adjustment
in the future.

We believe it was important for the Federal Reserve to start the easing process ahead of the U.S.
Presidential and Congressional election as the Fed aims to project a Ruartisan stance.
Furthermore, the Federal Reserve wants the public to understand that their decisions are anchored
in acting in the best interest for the economy, rather than politically grandstanding. The results of
the election, whichever candidate that may be, will have a direct influence on fiscal policy. With

the November FOMC meeting occurring on November 6tlDZ7th, the Federal Reserve will have

to account for both scenarios and fully measure changes to fiscal policy into its calculus as it
moves incrementally toward rate neutrality.

At Chilton Trust, our Fixed Income Investment team is maintaining a central cted theFederal
Reserve will continue to cut rates by 25 basis points at each successive meeting to get Federal
Funds back to 4%t may even be possible that the Federal Reserve adjusts thmet to 3.5% to
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decisions and create opportunities for investors to harvest attractive yields while gaining safety and
security of principal, even once neutrality is achieved.
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Our Portfolios

Equities: Harnessing the Power of Fundamentals

When we reflect on the valuation levels of our portfolio
companies, we are mindful of the strong year we have had
within these investments. We are also mindful of the

continued outperformance that can occur when companies
demonstrate this fundamental earning power. The fact that
these names keep beating earnings estimates is due, in large
part, to the continued scale and dominance that their business
models possess and their ability to increase market share vs.
LCubDiyohg) uLDLDhGi y¢CuGyniyCtl
actively trim or sell the investment.

Most recently we have dramatically reduced our position in
Canadian Pacific Kansas City (CP). CP is a company that we
have long admired and first became owners of through the
purchase of Kansas City Southern, which we first engaged
with deep in the depths of the COVID pandemic in March of
2020. Although they have a wonderful business model with
very good earning power, we felt that the P/E multiple has
discounted a lot of the future threg/ear earnings growth. We
have dramatically reduced the positiom order to build some
cash for future deployment into better opportunities.

We remain highly selective in our pursuit of new investments;
both in the quality of their business models and in the price at
which we purchase them. Although we feel that corporate
earnings growth is strong for the next few years and that a
lower inflationary, lower interest rate environment is very
favorable for continued outperformance in the equity markets
it has been a while without a meaningful correction in the
market. Market corrections are normal, even during a bull
market, so it is always prudent during these periods to
sharpen your valuation pencil and remain patient.
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Our Portfolios

Fi xed | ncome:
In the anticipation of rate cutsywe have worked
to minimize reinvestment risk across our
portfolios and adding duration where
appropriate. We are continuing to layer in new
money at an intermediate duration for our
taxable clients, to capture higher yield before the

Th e

Rate Cut

This was highly anticipated as the market
repriced to align more closely with the Federal
Funds rate and future expectations for further
rate cuts. This decline in front end yields resulted
in a positive reshaping of the curve. The shape
of the curve has been a focal point for many
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systemically important banks to layer in good
solid yield while yield is still available.

Short-Term Commentary

Within the third quarter we saw indications of a
weakening labor market, consistent signs of
stability in inflation, and some deflationary
themes which made for a compelling argument
for the Federal Reserve to ease financial
conditions. The market responded to these
themes with sizable price action and decline in
yields, specifically seen in the front end of the
US Treasury curve. Theyear U.S. Treasury
bonds had the largest decline in yield, dropping
to ~3.64% on September 3¢ from ~4.75% at
the start of the quarter. The U.S. Treasury Bills
became the shock absorber of the rate cut, with
the 3, 6, and 12month bills declining quarter
over quarter.

remained inverted for over 2 years. It is worth
noting that we are still seeing an inversion
between the 3month and 10year US Treasuries,
another closely watched data point.

Withinourshort. i i gy ] LI éLUéDU] y
the reduction of reinvestment rislas we have
slightly extended duration in our portfolios within
our shortterm investment horizon. The focus
remains on high quality corporate bond issuers
and U.S.Governmentand Agency debt as credit
spreads have remained tight. Additionally, we
continue to anchor our shorerm crossover
portfolio with municipal bonds as they offer
attractivetaxadvantaged yield.The objective
remains to focus on constructing durable
portfolios that benefitfrom an attractive rate
environment.
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