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Market Matters: 2nd Quarter 2025

“...This feels like one of those moments when the risk of something going wrong is just around
the corner. Or maybe, as history has shown time and again, it's a moment full of unexpected
opportunities. The only thing | know for sure is this: the hardest day to invest is always today”.
— Ted Seides, Capital Allocators
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The Hardest Day to Invest is Today. And tomorrow.
And the next day.

During this first half of the year, we effectively journeyed from a market high, to a bear market
trough, to marching past that high again. The S&P 500 was down almost 20% in early April after a
+25% year in 2024, and has now rebounded 24% to post a 5% year-to-date return. In terms of price
levels (points), we saw a year of gains wiped out and then reincarnated in the wink of an eye.
Volatility is down presently, with bullishness winning against bearishness in the market tug of war,
but many of the circumstances that caused the bearish shakeup are still present. Capricious tariff
policy, geopolitical conflict, government deficit woes, and U.S. economic weakening haven't gone
away. There is a certain clarity of the magnitude of risk that investors could face, even though
there is no clarity in whether or when these risks will come to bear. The juxtaposition of this
landscape with peak asset valuations may seem senseless, and the idea of buying into this
picture insane. The prospect that one of many heightened risks might all of the sudden materialize
and drive markets into a correction or the economy into a recession seems all but imminent. Things

1 Cartoon credit Tom Fishburne, Marketoonist.
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could go south any moment, but they could also keep humming along, becoming derailed down the
line by a risk we could never have seen coming.

The present risks, including simmering geopolitical conflict on multiple fronts, trade war threats and
a new frontier of weaker economic conditions paired with high valuations, plus high rates, tight
liquidity, deglobalization and protectionism, may on any given day seem to be either decelerating
or taking off. These are threats to growth, and economic indicators are indeed slowing, but their
lagging nature and opaque metrics make them difficult to interpret. Unemployment is still low, but
rising youth unemployment is a warning sign. Inflation seems to be coming down, but tariffs haven't
been fully priced in yet. The Fed is holding rates and has lowered its forecast from three rate cuts
this year to two, prompting some to worry the FOMC is behind the curve.

When markets are up, valuations seem so stretched that the expense of stocks or the price
paid for yield is unappetizing. Inflated asset prices dampen their appeal. At the same time,
harvesting capital and taking risk off the table isn't easy either. Even with the risk of price correction,
de-risking today eliminates the upside needed to preserve real growth.

When markets are down, there is reason for the decline. Forward indicators look bad, bad news
has hit the headlines, or make-or-break policy decisions are causing havoc. This is a scary time to
put money into the market. Subjectively, it seems like bad news will only beget more bad news,
and putting money to work will just exacerbate an investor’s losing streak.

It's never the right time to invest, but investing intelligently can be done at any time.

Buying diversification doesn’t need to be done at a specific time. Don't sit on the sidelines.
2. Create a portfolio such that you do not need to time the market on the way out. Be aware of
cash needs and plan carefully via more stable asset allocations and credit resources.
3. Never trade on emotion. Fear peaks at market lows - the same time that asset prices are
most likely to have some very good up days.

(So) What if You Miss the Market’'s N Best Days? (AQR)

Reasons to avoid market timing abound. One of the main arguments is that missing even a few of
the best days in the market is too costly. Fear of missing out should lead us to eschew any
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Annualized performance of a $10,000 investment from March 2005 through March 2025 compulsion to time entry and exit. The
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There's more to the argument, though, than a simple “fear of missing out”. You really don’t want to
miss the good day and it's impossible to consistently sit out the worst ones. The reason to avoid
market timing is that almost everyone is extraordinarily bad at it. Timing the market perfectly would
be a boon, but trying to time the market and being behind the 8 ball is grossly counterproductive.
There is little evidence that anyone is good enough at getting in before the best days and
(asymmetrically) getting out before the worst days with enough consistency over a long time
horizon to both overcome the portfolio drag and costs and come out ahead year over year.
Those that have a strong edge in the short term tend to see this fade over a multi-year horizon. If
you try to time the market, you're going to end up missing some of the best days. And, even though
you don’'t want to expose yourself to the worst days, you're never going to be able to avoid them.

2 J.P. Morgan Wealth Management, “Recent Stock Market Volatility Reinforces That Timing the Market is a Bad
Idea”, Chart below from J.P. Morgan.
3 Clifford A. Assness, AQR Capital Management, “(So) What If You Miss the Market's N Best Days?”
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On the Best Days:

What you do in the market when it's trending up should depend on what you need from the market.

When you're in the market to sell, sell on an up day. When you're in the market to buy, buy on a

down day. If volatility is low, it's as good a time as ever to start putting money to work. As always,

when you have no concrete objectives, stay out of your portfolio entirely. For investors accumulating

assets, you could do worse than simple dollar cost averaging. Saving and investing in smaller and

more frequent increments helps to take advantage of potential upside across market conditions. 4
Use dollar-cost averaging to help you achieve a better outcome when markets are volatile

Strategy 1: Systematically invest $1,000 per month every month for a year regardless of share price

37

40 40 40

h
shares  shares 50 50 shares s 6 17 3
$30 556 58.8 $27 Ll
® $25 $25  shares shares 625 667 667 . shares  $25
.Q shares h shares Total shares purchased
a5 $20 $20 $18 shares  shares shares $17 $20
5 $16
& 15 $15 $15
@
-
2 $19.44
n 4] Average cost/share
Jan. 1 Feb.1 Mar. 1 Apr.1 Mayl Jun.l Jul.1 Aug.1 Sep.l Octl Nowv.1 Dec.1l
Strategy 2: Invest $12,000in a lump sum at the beginning of the year
480
shares
$30 27
s $25  $25 s25 S 480
= %20 $20 $20 Total shares purchased
= $18
v $16  s15 s15 S
o 15
I
e 3
Q
8 $25.00
o Average cost/share
Jan. 1 Feb.1 Mar. 1 Apr. 1 Mayl  Jun.1 Jull1 Aug.1  Sep.1 Octl Nov.1 Dec. 1

The information provided is for illustrative purposes only and is not meant to represent the performance of any particular investment. Systematic investing does not guarantee a profit and does not protect against loss in declining markets. Systematic
investing involves continuous investing so investors should consider their ability to make periodic payments in all market environments, ing involves risk i ing the loss of your entire principal.

The harder question is what to do if you receive significant cash in a
persistent bull market. Half of the best days in the market happen in
bear markets, but bear markets are actually few and far between in
the scheme of things. 28% of the best days happen in early bull
markets, and 22% of them happen in later bull markets.> Long-term
investors shouldn't sit out the other half of the best days. Buying in
over a period of time can help create some of the benefit of dollar cost
averaging and reserve some capital to buy market dips if there is

Good Days Happen in Bad Markets
S&P 500 Index Best Days: 1995-2024

volatility. Broadening portfolio diversification can help protect against
downside.

On the Worst Days: There is No Option “C”

Analysts seem torn as to whether the markets will keep up their bullish track or whether this is a
bubble about to burst. At some point, whether we like it or not, volatility will spike again. John C.

4 Chart above from BlackRock.
5 Chart right from Hartford.
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Bogle, the Founder of Vanguard, often gave investors this advice: “Invest in the market, and DON'T
PEEK". Buy diversified investments (index funds, in his mind) and leave well enough alone.

On the worst days, either buy (invest) or “don’t peek”. There is no option C.

Many investors want to take action to protect themselves, which in their minds means selling. In a
drive to be proactive, they end up worse off. If you're worried the decline will go further, you might
be right. But you might also be very wrong, because a full 50% of the market's best days come in
the midst of the worst troughs. If you're right and the decline continues, the losses are only on
paper. The average bear market lasts about 12 months before recovery. If you're wrong, you may
have impaired assets, missed some bullish days, and/or (to add insult to injury) incurred a tax bill
because a short term bear market didn't wipe out all of your long-term gains.

25+ U5 Large-Cap Stock Funds
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Individual investors on average suffer in proportion to their trading (above). Between poor timing
and trading costs, net cumulative returns are 7% lower over a 5 year horizon. While the numbers
are blearier for managed funds, there is a clear relationship between turnover and survival, with
less traded large cap funds surviving at a 15+% higher rate (this differential is 30% for small cap).
Among other choices, professionals don't appear to have the skill necessary to succeed in timing
trades. ©”’

Contrary to one's strongest impulse, putting any excess cash to work in diversified, quality risk
assets and buying in on a bear market is probabilistically the best portfolio protection you can afford
yourself. Usually, market timing requires you to correctly predict two market points - the high and
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6 FifthPerson.com, Turnover and Returns
7 https://personalfund.com/mutual-fund-and-etf-turnover-ratio/
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the low - making it a fool's errand. When the market has fallen off a cliff, you can take advantage of
the present time withing having the predict.

The Asymmetry of Investing and Divesting

Investors in their decumulation phase should plan carefully for liquid reserves in volatile markets
and have a strategy for safely maintaining reserves in bear markets so that forced asset sales don't
come into play. You can buy at any time and make money in the long run, but selling at any time
can compromise long run returns.

Over the long run, a diversified portfolio of high quality investments is the likely winner. Good or
bad timing may put a couple extra points on the board or take them off, but this is a matter of luck.
You are more likely to optimize return without actively trying to maximize it through timing
strategies, including waiting for a better day to put money to work. Tomorrow likely won't be easier,
and neither will the next day.

Disclosures:

The views, opinions, and content presented are for informational purposes only. They are not intended
to reflect a current or past recommendation; investment, legal, tax, or accounting advice of any kind; or
a solicitation of an offer to buy or sell any securities or investment services. The advisor does not provide
tax, accounting, or legal advice. Nothing presented should be considered to be an offer to provide any
product or service in any jurisdiction that would be unlawful under the securities laws of that
jurisdiction. The charts and/or graphs contained herein are for educational purposes only and should
not be used to predict security prices or market levels.

The advisor has made every attempt to ensure the accuracy and reliability of the information provided,
but it cannot be guaranteed. The information contained herein may be subject to change at any time
without notice.
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