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AI Mania, Trade Uncertainty, and Political 
Drama: What’s Next for the S&P 500? 
 
Throughout last year, I maintained all along that the S&P 500 would attain 5950 sometime in 2024. 

It did even better, touching 6090 on December 6, registering a year-to-date raw gain of 27.7%. I 

didn't think that the election of Donald Trump as President of the U.S., albeit bullish, would have 

catapulted the market to 9 all-time highs since Election Day to reach a record high of 6090. 

 

Year over year, total return, which includes dividends reinvested, amounted to 25.2%; 1.5% was 

attributable to dividends, 10.8% to higher valuations, 5% to revenue growth, and 8% to margin 

expansions. This exceptional performance followed a 26.1% gain in 2023. Three consecutive years 

of double-digit growth are very rare. Yardeni Research thinks the year will be bumpy with possibly 

a significant pullback in January, given uncertainty about trade, immigration and fiscal policies. 

Indeed, it’s been disappointing for the bulls since December 5, as reflected in the significant increase 
in the term premium content of bond yields, which reflects the extra yield demanded by bond 

traders to compensate for rising uncertainties. The weakness of the Magnificent Seven Group, 

except Nvidia, exposed these, as did the lack of market breadth. 

 

On Friday, the S&P 500 closed at 5943, down 2.4% from its all-time high of 6090. The benchmark 

may have dipped below its 50-day moving average but remains well above its long-term uptrend. 

 

Nonetheless, Yardeni is looking forward to a 20% increase in 2025 to around 7000. Such an 

optimistic forecast of course assumes that the tariffs are not going to be harsh, the cost of money 

will not rise, immigration will be allowed, and the productivity boom will last. Enthusiasm 

surrounding AI and the prospect of further economic growth also accounts for Yardeni's bullish 

forecast, yet I’m a bit more reserved because my target for 2025 is lower at 6650. 
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P.S. What Just Happened? 

 

President Biden decided to block the $14.1 billion Nippon Steel acquisition of US Steel. The excuse 

for the refusal is national security but the real reason for the objection is totally political. There is 

no national security here. The Treasury Department, the State Department and the Pentagon found 

no security issues. Indeed, Japan is the closest ally the Americans have in Asia. Meanwhile, as a final 

irony, the US approved the sale of $3.6 billion worth of air-to-air missiles to Japan. Based on job 

security, onshoring policy, capital inflow, and modernization, this was an investment that should 

have been allowed. The decision will impose an onerous cost on the industry. In fact, management, 

the municipal government, investors, steelworkers and members of the president’s own cabinet all 

favored the acquisition. I therefore see no justification for such a decision and find it risky, being 

against the US culture of open investment. The US Chamber of Commerce was appalled. In my 

opinion, the decision will be reversed either by the courts or by Trump. The stock itself may be a 

good buy. 
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Disclaimer: 

This publication is proprietary to Palos Management Inc. (along with its affiliate Palos Wealth Management Inc., “Palos”) and no 

part or its contents may be copied, downloaded, stored in a retrieval system, further transmitted, reproduced, disseminated, 

and/or transferred, in any form or by any means without permission from Palos. The views and opinions expressed herein are 

solely those of the author(s) and do not constitute investment advice, and they should not be relied upon on as such. The 

information has been compiled from sources believed to be reliable; however no representation or warranty, express or implied, 

is made as to its accuracy or completeness. The information is current as of the date of publication and is subject to change without 

notice. 

This publication may contain certain forward-looking statements that are not guarantees of future performance and future results 

could be materially different. Commissions, trailing commissions, management fees and expenses all may be associated with 

mutual fund investments. Please read the offering documents before investing. The indicated rates of return are the historical 

annual compounded total returns including changes in unit value and reinvestment of all distributions and do not take into account 

sales, redemption, distribution or optional charges or income taxes payable by any unitholder that would have reduced returns. 

Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. Palos Funds are not 

available for non-Canadian residents. 

Palos Funds and certain separately managed account advised by Palos may have investments in the securities discussed or 

referenced in this publication. These investments are made based on the funds and managed account’s investment policies and 
may change over time as market conditions evolve. 

L'infolettre Palos Perspective est un aperçu hebdomadaire de la situation macroéconomique disponible uniquement en anglais. S i 

vous avez des questions sur l'infolettre ou des demandes générales sur Palos, veuillez nous contacter à info@palos.ca 
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