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“The future is never clear; you pay a very high price in the stock market for a cheery consensus. Uncertainty
actually is the friend of the buyer of long-term values.”

~ Warren Buffett
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Equities
2Q25 T?tz,'l 2025 To.t:?l Index Characteristics
Return (%) Return (%)
Domestic NTM P/E P/B Div. Yld. (%)
S&P 500 10.9 6.2 22.2 5.2 1.2
DIJIA 5.5 4.5 20.0 5.2 1.6
NASDAQ 18.0 5.9 28.0 6.9 0.6
Russell 1000 Growth 17.8 6.1 30.4 14.7 0.5
Russell 1000 Value 3.8 6.0 17.0 2.9 1.9
Q Russell 2000 8.5 -1.8 23.5 1.9 1.4
m International*®
MSCI EAFE 12.1 19.9 14.8 2.0 2.7
< MSCI Emerging Markets 12.2 15.6 12.8 2.0 2.0
O MSCI United Kingdom 8.7 19.3 12.7 2.0 3.4
MSCI France 9.9 21.3 14.7 2.0 2.9
m MSCI Germany 16.9 35.2 15.2 1.9 2.2
m MSCI Japan 11.4 12.0 14.9 1.6 2.2
Global*
m MSCI All Country World 11.7 10.3 18.6 3.3 1.6
O Fixed Income Commodities
U Indices®* 2Q25 Total 2025 Total Resource 2Q25 Total 2025 Total
m ' Return (%)  Return (%) ' Return (%)  Return (%)
Domestic Precious Metals
N U.S. Corp - Gov (1-3 Years) 1.3 2.9 Gold 5.5 25.3
H U.S. Corp - Gov (3-5 Years) 1.8 4.4 Silver 5.6 24.5
U.S. Corp - Gov (10+ Years) -0.2 3.5 Industrial Metals
m U.S. Treasuries Master 0.8 3.8 Copper 0.2 26.2
M U.S. Corporates Master 1.8 4.2 Aluminum 3.0 3.0
U.S. Municipals Master -0.1 -0.6 Energy
m U.S. High Yield Master 3.6 4.5 Brent Crude Oil -11.8 -8.6
International* WTI Crude Oil -7.8 -8.5
< Developed Markets Sov Bond 4.3 7.4 Natural Gas -16.1 -4.9
E Key Rates
q Rates 6/30/2025 3/31/2025 12/31/2024 6/30/2024
U.S. Target Fed Funds Rate 4.50 4.50 4.50 5.50
< 2-Year U.S. Treasury 3.72 3.89 4.25 4.71
H 10-Year U.S. Treasury 4.24 4.23 4.58 4.36
- 30-Year U.S. Treasury 4.78 4.59 4.78 4.51
10-Year German Bund 2.60 2.70 2.35 2.47
m 10-Year Japanecse Bond 1.44 1.52 1.09 1.06
< 30-Year Fixed Mortgage 6.82 6.65 6.72 6.92
U Currencies

Indices/ Exchange Rates 6/30/2025 3/31/2025 12/31/2024 6/30/2024
ICE U.S. Dollar Index 06.88 104.21 108.49 105.87
USD per EUR 1.17 1.08 1.04 1.07
USD per GBP 1.37 1.29 1.25 1.26
JPY per USD 144.45 149.54 157.16 160.86
CAD per USD 1.36 1.44 1.44 1.37

*Returns denominated in U.S. dollars
**ICE Bank of America Merrill Lvnch (BofA-ML) indices
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SECOND QUARTER

The Standard & Poor’s 500 (S&P 500)
index posted a total return (price change
plus dividends) of 10.9% in the second
quarter, bringing its year-to-date (YTD)
return to 6.2%. The index’s YTD
performance returned to  positive
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territory after selling off nearly 20%

from its February peak. The Technology

and Communication Services Sectors —

two primary culprits of the initial
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near-record pace and an influx of retail

Source: Strategas Research Partners
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investor funds were major contributors

to the rally. Retail investors set back-to-back records for monthly inflows into equities in March and
April, even as hedge funds and other institutional investors were net sellers.

Small capitalization stocks generated an 8.5% return
for the quarter as measured by the Russell 2000
Index. The index is still down 1.8% for the year and
is yet to fully recover from a decline of more than
30% ending in early April. International stocks have
fared better than U.S. equities. In the second quarter,
the MSCI Europe, Australasia, and Far East (EAFE)
Index and MSCI Emerging Markets Index returned
12.2% and 12.1%, respectively, when denominated
in U.S. dollars (USD). For the year, the indices have
returned 19.9% and 15.6%, respectively. Currency
translation — specifically, the weakening dollar — has
significantly impacted international stock
performance. When denominated in local currencies,
the EAFE and Emerging Markets Indices have
returned 11.1% and 8.3% YTD, respectively.
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On March 31, analysts expected S&P 500 earnings per share (EPS) growth of 9.4% in the second quarter
versus the same period last year. By June 30, their expectations for the quarter had declined to 5.0%, with
all 11 economic sectors in the index revised downward. Revenue growth expectations have slowed but
remain positive at 4.3%. Net profit margins are still strong, expected above 12% for the fifth consecutive
quarter. Thus far, downward EPS revisions have been primarily concentrated in the second quarter.

Resilient expectations for the

(Source: FactSet)

second half of the year have kept
full-year 2025 estimates steadier at
8.4%, according to Strategas
Research Partners. Still, clarity on
tariff negotiations and other fiscal
policy from Washington, D.C., are
important to watch moving
forward. Also important is clarity
from the Federal Reserve (Fed) on
interest rate decisions.
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From February to April, the S&P 500’s price-to-earnings (P/E) ratio fell from 22.5x forward (next 12
months) earnings to 18.0x but has since rebounded to 22.2x. According to Barron’s, the 4x-point move
upward in such a short period was a four-standard-deviation event. The index’s P/E is above long-term
historical norms, but its higher weighting to technology and tech-adjacent growth stocks may warrant the
elevation.

Most referencqs to th‘? S&P 500 are [Forward P/E - Cap Weight vs. Equal Weight
capitalization-weighted, which means the larger *

the market valuation of a company, the larger its b
weight in the index. When looking at the S&P S NA N‘-vn /e o 22.2x]
500 on an equal-weight basis, valuations do not f’h\qv el VY " ‘vh s
seem as stretched. “Magnificent 77 (Mag 7) Jf v WM ,N'
companies have skewed the index’s P/E higher. ) ]
The group, comprised of Alphabet (Google), !
Amazon, Apple, Meta (Facebook), Microsoft, i
Nvidia, and Tesla, accounts for approximately - eeE
one-third of total S&P 500 market capitalization. 16
Of note, the Mag 7 has collectively contributed
both lower returns and higher volatility to the | __ b0 | sep 00 zaut weighted Tiex
S&P 500 this year. The Defiance S&P 500 eX- | w ' au s 0« Nev Dec an  Feb Mar A My
Mag 7 ETF returned 8.1% through the first two Srefesaiemnimo:
quarters, with a standard deviation of daily returns nearly 15% lower than the S&P 500.

Private markets have been particularly impacted by the post-2022 interest rate environment and recent
economic uncertainty. PitchBook’s Midyear Update reported private equity funds seeing exit timelines
extended and returns fall short of expectations. The report noted an aging private equity fund population —
a growing number of funds entering the harvesting phase of their timeline and more than a quarter of
funds old enough to face a potentially imminent maturity wall. Similarly, an April International Monetary
Fund (IMF) report noted eroding earnings and cash flows in the space and that private equity has
increasingly turned to private credit for financing versus traditional banks. Private credit can offer
flexibility, such as payment-in-kind notes when cash flows are inconsistent or borrower credit quality
deteriorates. The same IMF report warned more than 40% of borrowers from private lenders had negative
free cash flow at the end of 2024, up from 25% in 2021. Private equity’s liquidity wall and the $1.6
trillion private credit industry’s potentially eroding credit quality are key areas for monitoring in the
private markets space.

PE fundraising activity
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e Fixed income markets provided ; : n
mixed returns in the second Number Of 25 Basis Point Cuts Priced

quarter.  The  yield curve In By Year End 2025
steepened with short-term interest | 12
rates falling but long-term rates

rising. Yields fell at the front of 10

the yield curve as traders lowered 8

their expectations for additional

rate cuts. While markets had been 6

pricing in as many as four cuts to

the fed funds rate in 2025, | *

expectations fell closer to two rate 5

cuts to end the quarter. This

caused short-term corporate and L A AL A S A A A AR A
government bonds (1-3 Years) to ‘% O S ‘% a% % RT3
outperform longer-term maturities S g £ EEE 2RO LA EEs 28 2R
(10+ Years) by 15% (13% Source: Strategas, FactSet, Cut Pricing = Current Effective Fed Funds Rate - Dec'25 SOFR Contract, Data as of 6/30/25

compared to -0.2%), as measured

by BofA-ML indices. Similar [{Tpjted States Treasury Yield Curve

bonds with three to five years

until maturity logged the best 5.0%

06/30/2025 - Yield — 03/31/2025 - Yield — 12/31/2024 - Yield

total return at 1.8%.

4.58%
e The 2-year U.S. Treasury (UST)

yield finished at 3.72%, a drop 16%
from 3.89% at the start of the / I

quarter. The 10-year yield was m\ / / [
essentially flat for the quarter, - .

finishing just 0.01% higher than
where it started, while the yield
on 30-year UST bonds increased

4.0%

from  4.59% to  4.78%. o
Interestingly, the finish at 4.78% 360
is the exact same rate at which the |miavanareury 2 v sv & 1oy 20v 0¥
30-year USTs started the year. Source Poctte Ressarch Syviems

o Credit spreads, the yield differential between government and corporate debt, spiked to begin the quarter.
High-yield (“junk™) bond spreads rose to as high as 4.61% amid tariff uncertainty. Spreads recovered and
ended June at 2.96%, a lower level than where they began the quarter. This led to outperformance against
their higher-quality counterparts, finishing up 3.6% for the quarter versus a 1.8% total return for
investment grade bonds.

FIXED INCOME

IG & HY Credit Spreads
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FIXED INCOME

International developed market sovereign
bonds outperformed domestic USTs with a
return of 4.3% in the quarter and 7.4% for
the year when denominated in USD. The
outperformance was driven almost entirely
by the decline of the USD, as sovereign
debt returned only 0.9% for the quarter and
1.7% for the year in local currencies.
Despite low local returns, most developed
market investors are no longer receiving a
yield premium for investing in USTs after
hedging costs.

Although foreign interest in USTs has
declined, Berkshire Hathaway’s cash hoard

146™ EDITION

Yield pickup gained by foreigners who buy 10-year Treasurys and hedged the currency risk
rather than buying their own government debt

4pct pts

For British investors
W For eurozone investors

W For Japanese investors

2011 15 20 25

Note: Using three-month foreign-exchange swaps as rolling hedges
Sources: LSEG, WS calculations

has helped replace demand, as the conglomerate became the fourth-largest owner of Treasury bills.
JPMorgan estimates the company’s $314 billion stake accounted for 5% of outstanding bills, surpassing

foreign banks and the Fed.
In May, Moody’s downgraded the U.S.

credit rating to Aal, their second-highest rating, citing

ever-increasing debt loads and projections for increases in the fiscal deficit expanding the debt burden.

This move joined previous downgrades fr
downgraded the debt in 2011, while Fitch

om the other major rating agencies: S&P Global Ratings
waited until 2023. Financial markets offer a mechanism to

measure an entity’s creditworthiness through Credit Default Swaps (CDS), which effectively serve as
insurance against debt defaults. Higher CDS spreads indicate a higher risk of debt not being paid back.
Notably, in mid-April, U.S. CDS spreads rose to levels comparable to countries like Greece. For context,
Greece has BBB-rated credit, defaulted on its debt, and triggered CDS payouts in 2012. Although U.S.

CDS spreads have retreated from their highs,

they are still not representative of AA creditworthiness.

U.S. vs Greek CDS Spreads
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e U.S. Gross Domestic Product (GDP) contracted at an annual rate of 0.5% in the first quarter of 2025, the
first contraction in three years. Policy uncertainty concerning tariffs, taxes, and fiscal deficits drove the
sluggish start. Most of the decline can be attributed to a 42.6% surge in imports (which count against
GDP growth) as companies shifted purchasing ahead of proposed tariffs. Without the surge in imports,
GDP would have been positive. A 4.6% decline in federal spending, the largest decline in three years,

also contributed to the _
contraction. The Federal Real GDP, Percent Change from Preceding Quarter
Reserve Bank of Atlanta
projects the contraction to
only last one quarter, with its
second-quarter estimate at
2.6%. However, expectations
for full-year GDP growth
have fallen to 1.4% from ;

2.1% at the start of the year. I I

e Consumer spending accounts o s

for roughly two-thirds of

GDP, and gloomy consumer sentiment continues to weigh it down. The University of Michigan’s
Consumer Sentiment Index hit 52.3 in May, reaching near-record lows after falling more than 30% in
the past 12 months. After adjusting for inflation, real consumer spending was negative for April and
May. This was reflected in retail sales, which fell 0.1% in April and 0.9% in May. The Consumer
Sentiment Index picked back up to 60.7 in June, its first increase in six months.

e The Dbattle against inflation Consumer Price Indices

stagnated in the last eight months, —— USA - CPI Towl (Yo¥%) — USA - CP1 Core Totdl (To0%0) 7
holding just above the Fed’s 2% o
target. The Consumer Price Index /‘/\\ F e
(CPI) was up 0.1% month-over- \ :

month (M/M) in May and 2.4% /
over the prior year. This was a /J \
slight increase from April’s prior / ‘\ B
year reading. Core CPI, which / 7y E
excludes food and energy prices, Vs
rose 2.8% over the prior year. | __ /\\ /N-/\" ik | s
Roughly 65-70% of consumer U,H/J i A \ ) g

spending is on services, and service |_ / V
inflation has run almost 2.5x gOOdS 15 6 "7 18 19 20 21 22 23 24

ECONOMICS

inflation since 2020, ettt

Unsurprisingly, consumer inflation expectations are anchored higher. In May, the New York Fed’s
Survey of Consumer Expectations showed expected inflation of 3.2% and 3.6% over the next one and
three years, respectively.

e The U.S. Dollar Index weakened nearly 11% over [ICE US Dollar Index "

the first six months of 2025, the worst start of the n E
year for the dollar since its 1973 15% drop when f
President Nixon decoupled the dollar from gold. It is f{ l " .

also the weakest showing over any six-month period
since 2009. The dollar is now at a 3.5-year low !'
against the G7 currencies. At the beginning of the ﬁw

J—y
———
L o o
g

\ A U
'}\ AU
year, consensus expectations were for the euro to fall k,ﬁ" I 5
to parity with the dollar, but it has instead risen % W f
12.5% to $1.175. The dollar is under pressure 30
because of potential rate cuts by the Fed, threats to ?

the Fed’s independence, rising federal debt, and
President Trump’s aggressive trade proposals. The

16 "17 '18 19 20 21 22 '23 24

Source FactSet Research Systems

weaker dollar makes U.S. exports more competitive
and provides a tailwind for earnings of U.S. multinational corporations. However, it makes imports
more expensive, increasing inflationary pressures.
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Electricity prices have risen more than inflation since 2022 due to the growing electric economy. For the
12 months ending in May, retail electricity prices rose 4.5% compared to a 2.4% increase in the CPL
The Energy Information Administration forecasts retail electricity prices will continue to outpace
inflation due to rising demand, with specific regions such as the Pacific, Middle Atlantic, and New
England particularly impacted. Demand has surged due to home electronic devices, data centers and
artificial intelligence (Al), cloud computing, electric vehicles, heat pumps, cryptocurrency, and new
factories. However, the supply of electricity has lagged as old fossil fuel-powered plants have been
decommissioned, and new energy capacity has not kept pace in replacing it. Transmission line growth is
subpar, and half of all U.S. transformers are at the end of their useful lives. Building natural gas
pipelines has also been difficult in some regions, such as the Northeast. Electricity generation will
continue to be of paramount importance for energy security due to the electrification of the U.S.

The unemployment rate fell to 4.1% in

June, although it is rising for younger [FRED = —iorinsrou e

people entering the workforce. For the
month, the labor market added 147,000
jobs. Most of the job growth was in
healthcare and social assistance
(58,600) and state and local government
(80,000), while federal government jobs
fell by 7,000. Monthly job growth has

averaged 130,500 in 2025 compared to WV\M’NAPMJ\M\,\V\\

20

Level in Thous./Thous. of Persons

1 68’000 ln 2024 and more than 2005000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024
in 2023 . After peaking at more than tWO Source: U.S. Bureau of Labor Statistics via FRED®

job openings per unemployed worker in

2022, the ratio has subsided to a more balanced level of 1.07 in May, alleviating labor cost pressures
from the workforce supply-demand imbalance. The labor force participation rate fell to 62.3% in June
from 62.6% in April, which translates to more than 1 million workers leaving the workforce. Prior to
COVID, the labor force participation rate had not been at this level since September 1977.

Housing sales are still near historic lows. The National Association of Realtors reported the annual rate
of existing home sales was 4.03 million in May, down 0.7% from the same month in 2024, and the
slowest pace for any May since 2009. New home sales were also sluggish. The housing market supply-
demand favor has been shifting towards buyers. In May, the 4.6-months’ supply was the highest in nine
years, up from a low of 1.6 in January 2022. Estimates show there are now 500,000 more home sellers
than buyers. Demand has been dually impacted by high prices and a mortgage rate environment that has
seen rates more than double since January 2022. Homeowners now have a record $335 trillion in home
equity due to home prices rising more than 50% since 2019. Prices have continued to increase but at a
slower pace. The national median existing home sale price was $422,800 in May, up 1.3% from a year
earlier.

% Cha nge in Sales from 1 Year Ago

Region $0-100K | $100-250K | $250-500K | $500-750K | $750K-1M $IM+

Northeast -18.1% -11.1% 2.3% 2.2% 18.2% 14 8%

Midwest -19.7% -4 5% 39% 8 1% 6.0% 12 6%

South -3.1% 0.8% -0.6% -3.4% -2.6% -1.0%

West -1.1% 0.0% -6.1% -1.4% -3.6% -6.3%

USs. -13 4% -2.6% -0.1% -0.5% 1.0% -0.6%

Sales Distribution

Region $0-100K | $100-250K | $250-500K | $500-750K | $750-1M S1M+
Northeast 3.4% 15.9% 34.6% 22.2% 12.1% 11.9%
Midwest 5.7% 30.4% 45.9% 12.6% 3.1% 2.2%
South 2.2% 18.1% 51.9% 16.5% 5.8% 5.6%
West 0.3% 2.5% 31.4% 30.3% 15.0% 20.5%
us 2. 7% 17.7% 44 8% 18 8% 7.6% 8.3%

Source: narrealtor
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A History of Wall Street Persevering Through Uncertainty

The phrase, “Wall Street climbs a wall of worry,” is more than just a cliché: it is a recurring theme in the
history of the financial markets. Despite a flood of worrisome headlines during the second quarter, U.S.
equity markets confounded skeptics by moving higher — a reminder that fundamentals, not just sentiment,
ultimately drive financial markets. From wars and pandemics to inflation spikes and financial crises, every
generation has faced events that made investing capital feel riskier than normal. Yet despite these persistent
worries, markets have nearly always rewarded disciplined investors who view time in the markets as an
asset, not a potential liability. The temptation to wait for the “right time” is strong, but that perfect moment
rarely announces itself and often only becomes visible in hindsight. Time has proven there is a much higher
probability of success — and much lower chance of compromising wealth generation — by staying invested,
at least to a moderate degree, relative to one’s risk and return preferences. To wit, the S&P 500 has provided
positive performance in about 74%, 87%, and 95% of single-year, 5-year rolling, and 10-year rolling periods
since 1929, respectively.

The U.S. stock market, economy, and financial system have shown remarkable resilience on many
occasions, not because they have avoided crises but instead evolved and adapted through them. While this
commentary focuses on market and economic ramifications, we silently acknowledge the human tragedy
and loss of life that accompanied many of these events.

War Era Volatility
World War II began when Adolf Hitler invaded Poland in late 1939, stirring fear, volatility, and market

declines. On the home front, markets plummeted after Japan invaded Pearl Harbor on December 7, 1941. By
early 1942, the Dow Jones Industrial

Market Crash Timeline: Growth of $1 & U.S Stock Markets Real Peak Values

Average (DJIA) was down about 17% from

pre-Pearl Harbor levels, additionally — Cumlative Resi Wepkth = Peok Cursiative Vel

burdened by inflation in excess of 10%, rent | *“* sl lofietion
controls and  consumer  rationing, Pendemic | 830711
unemployment of over 14%, and a top | swsem| tomoncase  fY
marginal income tax bracket of 94%. Yet Pt i

from that point forward, the market began a e |

multi-year rally as the U.S. war economy s

accelerated. By the end of the war in 1945, et ot | ...L...w, Bear Market

the DJIA had climbed nearly 130% from its s100 | e

1942 low. Subsequent wars (the Korean War Rk s e (N

— initially down 12%, then up 19% six e | bbb

months later — and the Vietnam War) oy ™ Creat Depression

showed a recurring pattern: initial shock | srotmrs s

followed by sustained gains spurred by o] Depression & Railroad Strikes
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Stagflation (stagnant economic growth coupled with rising prices) reawakened fears of long-term economic
malaise. The 1973 oil embargo fueled a 40% decline in markets, but recoveries followed as inflation
controls and structural shifts took hold. During this time, the prime rate reached 11%, the Arab oil embargo
began, the Vietnam War raged on, ever-larger war protests threatened to rip the nation apart, President
Richard Nixon became the first (and only) President in U.S. history to resign, and the federal deficit
ballooned to over $70 billion.

Booms and Busts: From Black Monday to the Dot-Com Bubble

Following a 10% down week, the DJIA declined 22.6% on Black Monday (October 19, 1987) due to a
combination of overvalued markets, rising interest rates, investor panic, and a cascade of computerized

program trading. That decline remains the largest one-day decline in percentage terms by nearly double the
COVID decline (March 6, 2020) and the Wall Street Crash declines (October 28 and 29, 1929).
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By early 1989, the DJIA had regained its pre-Black Monday levels, partly due to Fed Chair Alan
Greenspan’s swift action to call upon banks to flood the financial system with liquidity. From Black
Monday to January 14, 2000, the DJIA climbed over 10,000 points — a 574% increase.

By March 10, 2000, the NASDAQ Composite peaked at 5,048.62, inflated by speculative investing in
unprofitable internet companies, easy access to capital, and excessive optimism about the growth of the
digital economy. Subsequently, the dot-com bubble burst; intensified by the September 11, 2001, terrorist
attacks in the U.S., the NASDAQ lost nearly 78% of its value by October 2002. While it took until 2015 for
the NASDAQ to return to its 2000 high, the broader markets had fully recovered by late 2006, buoyed by
new leadership and fundamental earnings growth.

Global Financial Crisis & Pandemic Shock

During the Great Recession (December 2007 to June 2009), the S&P 500 lost over 50% of its value, driven
by the collapse of the U.S. housing market and a global financial crisis that included the failure of major
financial institutions like Lehman Brothers. During this time, the U.S. experienced the deepest and longest
recession since the Great Depression. This led to the “Lost Decade” of the 2000s, which included two of the
three worst markets in the history of the financial markets (the other being the Stock Market Crash/Great
Depression). Massive fiscal and monetary intervention stabilized the system, leading to new market highs by
2013.

In February of 2020, the global COVID pandemic triggered a 33-day, 35% decline in the value of the S&P
500, the quickest bear market on record. However, unprecedented financial stimulus powered a record
recovery, with markets reaching all-time highs by year-end.

From Panic to Perseverance: The Roaring 1920s-1930s

While the periods referenced above highlight the value time affords in mitigating the risk of loss in the
equity market, the Great Depression ushered in the most severe test of investor patience and resolve in
modern U.S. history. The exuberance of the Roaring Twenties collapsed with the 1929 crash, wiping out
nearly 90% of equity values and driving unemployment above 25% by 1933. Deflation approached 10%,
and Gross National Product (Gross Domestic Product’s precursor) declined 9.4% in 1930, fell another 8.5%
in 1931, and plummeted 13.4% thereafter. Yet
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despite persistent economic hardship, the stock | 20W Jones Industrial Average
market quietly began to recover. By 1954, the - 3000
. . . H :
Dow finally surpassed its 1929 peak; while it A
took 25 years, it was the intermittent and — -
sometimes sharp rebounds that mattered most, /ﬁy £ 1000
hinting at the market’s tendency to price in 4 - 5000
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recovery well before headlines turned positive. 7 3.000
By some measures, a disciplined investor who . J' =0
had the wherewithal and moxie to remain fully WT\NN £ 1000
invested — and who reinvested dividends — ./ - 500
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a full 10 years prior to the market reaching its 0
previous high. ; / \M 100
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The Great Depression was one of the most R e s BB S S M .
devastating economic events in history, but it © 0 20 50 oo e w0 w0 0

also became one of the most instructive.
Economically and financially, it taught both the U.S. and world several crucial lessons that shaped policy,
regulation, and investor behavior for generations. The Great Depression taught us economies need structure,
transparency, and active policy support. It fundamentally reshaped how governments, regulators, and
investors approach risk and created many of the institutions currently underpinning the global financial
system.
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Even during the depths of the Great Depression, sweeping financial reforms were enacted to restore
confidence in the U.S. economy and prevent a similar collapse. The Banking Act of 1933 (Glass-Steagall
Act), which passed into law on June 16, 1933, separated commercial and investment banking to reduce risky
speculation. The Securities Act of 1933 and the Securities Exchange Act of 1934 established regulations for
public markets and created the Securities and Exchange Commission to enforce them. On January 1, 1934,
the Federal Deposit Insurance Corporation was also formed to insure bank deposits, helping to stabilize the
banking system and protect consumers. These reforms laid the groundwork for a more transparent,
accountable, and resilient financial system.

Looking back, it is easy to lose sight of how frightening these periods felt in real time, primarily because we
know how the stories ended. The uncertainty surely made it unsettling and difficult to stay the course. But it
is this very discomfort that gives rise to opportunity. If markets felt easy, safe, and predictable, risk would
be largely priced out, valuations would soar, and returns would flatten to a risk-free “time value of money”
rate. The risk premium — the reward investors earn for bearing uncertainty — primarily exists because of the
persistent presence of worry. Paradoxically, it is fear, volatility, and doubt that create mispricing, thus
creating the potential to profit. In a world where nothing feels unsafe, there is no incentive for anyone to
take risks and no reason to expect meaningful returns.

The historical pattern of the wall of worry underscores a critical principle: progress is not linear, but it is
persistent. Markets fall, confidence fades, and systems are tested, but policy responses, entrepreneurial
energy, and structural reinvention drive recovery. In particular, the American economic engine has proven
uniquely flexible: it is capable of self-correction, regulatory reform, and technological evolution. This
capacity for resilience does not eliminate risk, but it does provide a strong rationale for staying invested
through uncertainty and embracing disciplined, long-term participation.

Valuation and Concentration Risk of the Capitalization Weighted S&P 500

A highly discussed concern today among stock market SED 500 forward PIE 181108 and 3ubsoquent 10 year reaums
participants is the current valuation level of the S&P 500,
which closed the second quarter at the high end of its historical
range. It is not hard to see why this concern exists, considering

30%

the below-average subsequent 10-year rate of return the R aatate,
e . . . .. 0% o
equities market has historically provided from similar 3"‘{%""2"'.‘,3:2‘9‘-330

valuation levels, as seen in the chart on the right. 10% %
While this suggests the S&P 500 seems to be ignoring many of
the uncertainties in existence, a closer look beneath the surface
of the index reveals valuation distortion driven by a handful of
mega-cap companies. The concentration of the largest stocks
in the index has also reached high or near historically high 20%
levels, similar to valuations. From a valuation perspective, the
“largest of large” companies in the index are trading at high -

levels, much of which may be justified due to their future 8 e M x 2x 2 26
growth potential but nevertheless skewing the valuation of the | sewees: oaee caprats L via P Morgan dsser)
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|Source: Strategas, Bloomberg, Data as of 3/31/2025
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Since many are technology companies, memories may be invoked of the Internet bubble and the ensuing
difficult period that followed once the bubble burst. However, unlike that era in the early 2000s — when
many small companies had very high expectations even with no projected earnings growth and sometimes
unorthodox valuation metrics like “price to clicks” — today’s technology giants are profitable, cash-rich, and
deeply integrated across industries. Many of those small dot-com companies from the 2000s have been
purchased by companies like Microsoft or Google and now reside within the framework of established
companies with excellent cash flows to fund operations and develop products almost indefinitely. Even so,
concentration risk presents significant challenges as we move toward 2026.

The historical perspective provided by the chart below shows many of the past 10 largest companies in the
S&P 500 ultimately end up residing outside of this category. Further, Al is expected to be extremely
disruptive: the next stages of the Al trade will benefit a broader swath of companies, many of which do not
carry the high valuations seen with the largest of companies in the index. As seen in the chart in the Equities
section of the newsletter, the less popular equal-weight S&P 500 compared to the normally referenced
capitalization-weight S&P 500, valuation levels are more muted for those companies that do not reside in
the top 10. This does not mean their valuations are cheap, but the risk/reward opportunity in these
companies may be more favorable long-term. In general, while the lower valuations do not guarantee
positive performance or obviate worries about a bear market, if history is any guide, they do provide those
investors with a longer time horizon the opportunity to potentially achieve a higher rate of return — one that
is more commensurate with the risk they are taking when subjecting capital to the equities market. This is
not to suggest investors should avoid the largest of stocks in the index altogether. That would be imprudent
from a portfolio management perspective, especially since many of them will continue to benefit from the
transformative Al revolution. Rather, it suggests even in the earlier phases of the Al renaissance, chasing
short-term performance by excessively concentrating an investment portfolio in the largest equities with
high valuations has a high probability of negatively impacting risk-adjusted performance over a longer time
horizon. While history is not perfect, as Mark Twain once said, “History doesn’t repeat itself, but it often
rhymes.” And the mathematical principles in successful wealth generation, especially due to the asymmetry
of risk, remain.

Year-End Largest S&P 500 Weights
1980 1985 1990 1995 2000

1 Int'] Bus. Machines 43% Int'l Bus. Machines 6.4% Intl Bus. Machines 29% Genl Electric 26% Genl Electric 4.1%
2 American Tel & Tel 38% Exxon Corp 2% Exxon Corp 29% AT&T Corp 22% Exxon Mobil 26%
3 Exxon Corp 38% General Electric 2.2% General Electric 23% Exxon Corp 22% Pfizer, Inc 25%
4 Stand'd Oil,Indiana 25% American Tel & Tel 18% Philip Morris Cos 22% Coca-Cola Co 20% Citigroup Inc 25%
5 Schlumberger, Ltd 24% General Motors 15% Royal Dutch Petrol 19% Merck & Co 18% Cisco Systems 24%
6 Shell il 19% Royal Dutch Petrol 11% Bristol-Myers Squibb 16% Royal Dutch Petrol 17% Wal-Mart Stores 20%
7 Mobil Corp 19% duPont{El)deNemours 11% Merck & Co 16% Philip Morris Cos 16% Microsoft Corp 20%
3 Standard Oil of Cal 18% Amoco Corp 11% Wal-Mart Stores 16% Procter & Gamble 12% Amer Intl Group 2.0%
9 Atlantic Richfield 16% BellSouth Corp 1.0% American Tel & Tel 15% Johnson & Johnson 12% Merck & Co 18%
10 General Electric 1.5% Sears, Roebuck 0.9% Coca-ColaCo 14% Microsoft Corp 11% Intel Corp 17%

Top 5 Sum 168% 145% 123% 10.9% 14.0%

Top 10 Sum 25.5% 198% 20.0% 17.7% 235%

2005 2010 2015 2020 2025 (Current)

1 Genl Electric 32% Exxon Mobil 3.1% Applenc 30% Apple Inc 67% Applelnc 67%
2 Exxon Mobil 3.0% Appleinc 2.5% Alphabet Inc 28% Microsoft Corp 53% Microsoft Corp 6.1%
3 Microsoft Corp 24% Microsoft Corp 20% Microsoft Corp 23% Amazon.com Inc 44% NVIDIA Corp 54%
4 Citigroup Inc 21% Berkshire Hathaway 17% Berkshire Hathaway 17% Alphabet Inc 33% Amazon.com Inc 3.6%
5 Procter & Gamble 17% Genl Electric 1.6% Excxon Mobil 17% Facebook 21% Alphabet Inc 3.6%
6 Wal-Mart Stores 1.7% Wal-Mart Stores 16% Amazon.com Inc 16% TeslaInc 17% Meta Platforms Inc 24%
7 Bank of America 16% Google Inc 1.6% Genl Electric 16% Berkshire Hathaway 14% Berkshire Hathaway Inc 21%
8 Johnson & Johnson 1.6% Chevron Corp 15% Facebook Inc 15% Johnson & Johnson 13% Broadcom Inc 18%
9 Amer Intl Group 15% Intl Bus. Machines 15% Johnson & Johnson 15% JPMorgan Chase & Co 1.2% Teslalnc 1.5%
10 Pfizer, Inc 15% Procter & Gamble 15% Wells Fargo 14% Visalne 12% JPMorgan Chase & Co 15%

Top 5 Sum 125% 108% 114% 21.8% 254%

Top 10 Sum 204% 18.6% 19.1% 28.6% 347%

Source: Strategas; Bloomberg

“In investing, what is comfortable is rarely profitable.” ~ Robert Arnott

The information contained herein has been compiled from sources Wallington Asset Management, LLC believes to be reliable but no
warranty, expressed or implied, is being made that the information is complete or accurate. Wallington Asset Management, LLC and
its affiliates, employees, and or directors may have investments in positions associated with securities required to implement and
maintain a particular investment strategy. Information presented is not an offer to buy or sell, or a solicitation of any offer to buy or
sell, any securities which may be mentioned herein. All securities are subject to price and yield change and subject to availability.
Any recommendations or opinions expressed herein may be subject to change without notice. Past performance is not to be con-
strued as a guarantee of future results. Wallington Asset Management, LLC does not render tax or legal advice. All rights reserved.
Any unauthorized use or any reproduction, modification or distribution of the materials is strictly prohibited.
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