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MARKET COMMENTARY 2nd QUARTER 2025

The One Big Beautiful Bill Act has now been approved by Congress and signed by the President. While we have a fairly good idea of
the provisions contained in the Act, one never knows what either was added or deleted in the last moments. Over the next week or
two, we will be digesting the contents to see what planning activities we need to work on for you. Our initial take is one of gratitude
in that unlike some years when the rules change in late November, we have time to respond this go around.

The passage of this legislation capped a quarter that began with serious concerns over tariffs. A delay in enacting significantly
increased tariffs provided room for the markets to recover losses. But the tariff issues have not been fully resolved. There should be
more tariff activity this month as the prior delaying action expires. The greater changes in international relations or how countries
will interact economically going forward continues to evolve. As does the Federal Reserve’s plan for interest rate changes, and how
the US Treasury will continue funding growing deficits. The third quarter of 2025 looks to remain quite active on these fronts.

“We continue to like globally diversified portfolios with a bias towards value stocks and assets in general that produce cash flows that
are visible to investors. It would not surprise us for international stocks to continue outperforming domestic stocks. Bonds will likely
continue to produce positive returns.”

We ended our last letter in April with the above comment and reiterate our interest in maintaining diversified portfolios.
International stocks did in fact continue to outperform the S&P500 for the second quarter. The EAFE index gained 11.5% for the
quarter versus a 10.9% gain for the S&P500. For the S&P500, this was quite a showing after declining 4.3% during the first quarter
and another 12.7% over the first 7 days of the second quarter. The strong rebound during the second quarter brought the YTD gains
for the S&P500 to 6.2%.

Bonds added 1.2% for the second quarter, bringing the YTD total gain to 4%.

While we recommend globally diversified portfolios generally, we like them specifically today because of the continued stretched
valuations of the S&P500. We don’t want all of our equity money in this index. We talk about the S&P500 because it is considered
to be ‘the market’ by many investors. Following this letter there is a note that explains our theory on why the S&P500 is as expensive
today as it is, and why it is important.
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The short version of the note is that over 60% of the assets held in long-term mutual funds and ETF’s are indexed now. A large
percentage of the money that is invested through retirement plans get funneled into these index funds regardless of price. The
indexes themselves are becoming undiversified. If you invest $100 into the S&P500 index, $37 goes into the largest 10 companies.
This can magnify returns but also volatility and risk. Because of this, what was and is considered a core investment may now be
creeping into the speculative zone.

Our concern is the potential 20% to 30% correction back to historically average valuations that sticks. By sticking we mean what if
prices took 5 years to recover? Maybe the Government would not be able to pump trillions of more dollars into the system during
the next crisis? The S&P500 experienced a 35% decline in 2020, a 27% decline in 2022 and 21% earlier this year. It also experienced
very fast recoveries, the one this year record setting. The ability to lose 20% to 30% has been established. This is why we diversify
across international, small and mid-sized companies. We also diversify across other domestic large company stocks that offer cash
flows at much lower prices than we receive through the index.

We will be back in touch after we review the new legislation to talk about how it will affect you.
Regards,

Peter B. Harre, CFA



