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“Things are seldom what they seem.”

W. S. Gilbert

Equity markets experienced strong gains in 2024. High yield on average was the best 
performing segment in the credit markets. Despite numerous known risks facing the US and 
Global economies, each of which on its own could have caused a recession, no event unfolded 
in this manner and the economy has remained resilient. Expectations for monetary policy 
action and the path of interest rates followed suit with less cuts projected in the Federal 
Funds Rate. A small segment of the economy made an outsized contribution to the overall 
trajectory of GDP.
Where might we go from here? We believe 
less regulations and lower taxes should lead 
to an increase in corporate profits and in 
earnings growth. Tariffs are a negative price 
consequence for consumers and all else 
equal, leading to inflation. In a pro-growth 
environment, faster economic growth may 
coincide with higher inflation, and that may 
lead to a pathway for interest rates higher 
than previously contemplated. Ultimately, 
we believe earnings should matter most and 
we expect an increase in earnings in 2025.

What about the credit market? The Fed has 
cut rates by 100bps from the Fed Funds rate 
and the 10-year yield has increased by 
100bps. The yield curve, inverted for a 
record amount of consecutive time, is in the 
process of normalizing and steepening. With 
very tight credit spreads, the yield curve is 
communicating there may be a 
reacceleration of growth and inflation and 
not that a major slowdown or recession is on 
the horizon. This environment of tight 
spreads and ample liquidity, in our opinion,

is conducive for companies to be able to 
refinance debt and support balance sheets 
as well as for increased M&A and capital 
markets activity. We would also point out 
that credit spreads are mean-reverting and 
at prevailing spread tightness leave little 
room for additional tightening.

Thematics can play an important role in our 
investment process. Nothing encapsulates 
this better than our interest in investing in 
bottlenecks like those associated with AI, 
Power Generation, & Infrastructure. 

AI is growing rapidly with technology 
diffusing across the global economy on its 
way to becoming fully entrenched. AI 
requires exponentially more power, uses and 
generates more data. Data centers can be 
constructed completely between 1 and 2 
years, a mismatch, much faster than grid 
planning happens. Already today, both city 
and rural areas near datacenters have the 
most unreliable power on the electric grid. 
There is double the existing data center 
capacity that is currently online already in
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construction in various stages. The digital 
economy consumes so much power that 
demand is now straining supplies of 
electricity around the world, and in our view 
the grid is not prepared to handle the data 
center construction boom underway.

Electric grids pressured from prolonged 
periods of underinvestment are impacted 
further by the stress from variability of 
renewables sunlight/darkness and wind/no 
wind. There has been an increasing growth 
in the contribution to the overall power mix 
from these sources. We are seeing 
companies like Microsoft and Amazon sign > 
20-year, long term power contracts directly 
with utilities for twice the rate that power 
costs today. These companies require clean 
and reliable power to facilitate growth in 
data, AI, and digital services. There is an 
issue of power supply today as there is an 
obvious mismatch in the growth in demand 
for clean and reliable power vs the time it 
takes for the supply growth to become 
available.

Based on the amount of investment and 
adoption in AI, more buildout is imminent. 
Power will be a limiting factor, action is 
needed not only for the base load now, but 
for what is inevitably a growing demand for 
power. Much capital expenditure is required. 
Capital expenditure is revenue for the value 
chain times a multiplier for the economy. 
This gives us some conviction and visibility 
into investing thematically in this bottleneck.

Let’s highlight 3 potential areas of concern

for 2025. Digital assets and crypto have seen 
a dramatic rise in popularity and 
appreciation in value. The cumulative size of 
these assets has grown so large that they 
have the potential to impact other tangible 
areas of the economy. Historically the mixing 
of leverage, speculation, and deregulation 
has not ended well and some of that exists 
in this realm. There could be economy-wide 
impact from a pullback or correction in 
digital assets. 

Concerning geopolitics, known risks 
associated with China tensions, Russia and 
Ukraine, & the Middle East have been 
percolating in the market while making new 
highs over the past year. The trend of 
deglobalization which began in Trumps first 
presidency and continues through Biden’s, is 
still in effect today. We are seeing the 
impacts of tariffs today in the behavior of 
companies in purchasing and additional 
ordering of materials, parts, supplies, 
presumably before tariffs take effect. There 
could be additional unintended 
consequences from tariffs in addition to 
distorted economic data. Tariffs could also 
be tougher in talk than what transpires in 
reality. 

Debt and higher interest rates can be less of 
a concern when rates are moving lower, but 
with an accelerating economy, the 
previously conceived lower pathway of 
interest rates has moved higher. A 
reacceleration of inflation could be 
problematic, it could indicate a need for 
policy rates to move higher.
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Please reach out any time with questions or 
to discuss your portfolio further.

Matthew A. Nussbaum, CFA
Portfolio Manager & Director of Research

Ralph Scott
Chief Investment Officer

Craig Weston
Senior Managing Director
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DISCLOSURES:
L&S Advisors, Inc. (“L&S”) is a privately owned corporation headquartered in Los Angeles, CA.  L&S was originally founded in 1979 and dissolved in 1996.  The two 
founders, Sy Lippman and Ralph R. Scott, continued managing portfolios together and reformed the corporation in May 2006.  The firm registered as an investment 
adviser with the U.S. Securities and Exchange commission in June 2006.  L&S performance results prior to the reformation of the firm were achieved by the portfolio 
managers at a prior entity and have been linked to the performance history of L&S.  The firm is defined as all accounts exclusively managed by L&S from 
10/31/2005, as well as accounts managed in conjunction with other, external advisors via the Wells Fargo DMA investment program for the periods 05/02/2014, 
through the present time.
L&S claims compliance with the Global Investment Performance Standards (GIPS®).  L&S has been independently verified by Ashland Partners & Company LLP for 
the periods October 31, 2005 through December 31, 2015, and ACA Performance Services for the periods from January 1, 2016 to December 31, 2023.  Upon request 
to Sy Lippman at slippman@lsadvisors.com.  L&S can provide the L&S Advisors GIPS Report which provides a GIPS compliant presentation as well as a list of all 
composite descriptions.  GIPS® is a registered trademark of CFA Institute.  CFA Institute does not endorse or promote this organization, nor does it warrant the 
accuracy or quality of the content contained herein.
L&S is a registered investment adviser with the U.S. Securities and Exchange Commission (“SEC”) and is notice filed in various states. Any reference to or use of the 
terms “registered investment adviser” or “registered,” does not imply that L&S or any person associated with L&S has achieved a certain level of skill or training. 
L&S may only transact business or render personalized investment advice in those states and international jurisdictions where we are registered, notice filed, or 
where we qualify for an exemption or exclusion from registration requirements. Information in this newsletter is provided for informational purposes only and 
should not be construed as a solicitation to effect, or attempt to effect, either transactions in securities or the rendering of personalized investment advice. Any 
communications with prospective clients residing in states or international jurisdictions where L&S and its advisory affiliates are not registered or licensed shall be 
limited so as not to trigger registration or licensing requirements. Opinions expressed herein are subject to change without notice. L&S has exercised reasonable 
professional care in preparing this information, which has been obtained from sources we believe to be reliable; however, L&S has not independently verified, or 
attested to, the accuracy or authenticity of the information. L&S shall not be liable to customers or anyone else for the inaccuracy or non-authenticity of the 
information or for any errors of omission in content regardless of the cause of such inaccuracy, non-authenticity, error, or omission, except to the extent arising 
from the sole gross negligence of L&S. In no event shall L&S be liable for consequential damages.L&S’ current disclosure statement as set forth in ADV 2 of Form 
ADV as well as our Privacy Notice is available for your review upon request.
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