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Year-to-date stock and bond market returns through July have been very con-

structive. With five months remaining in the year, the S&P 500 Index was up
8.6% on a total return basis, while the Bloomberg Barclays Aggregate Invest-
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tion trend, increasingly dovish rate expectations, and a well-received Q2 earn-
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e It is dubious to assume we can always anticipate what lies ahead. We know that

- the past is not necessarily a predictor of future outcomes. However, we can as-

s sess what may be the focus for investors throughout the remainder of the year.
With the S&P 500 Index trading above 6,400 in mid-August, it is priced at over
22 times the forward aggregate earnings expectation. This level may be viewed

Over, 40 as elevated, given that the average forward multiple over the past 25 years has

years of been closer to 17. As such, valuation through a fundamental lens, may be one

Caltiwiing factor market participants consider.

Relationships

~ Qur Clients Come First ~

Furthermore, the price level for goods and services in the real economy, after an
inflation surge in 2021 and into 2022, has since experienced disinflation. While
prices have not declined, the rate of price increases has indeed slowed. It is im-
portant to note that this figure is historical—it reflects what inflation was over
the previous 12 months and does not indicate what it will be 12 months from
now. Whether inflation remains at a manageable level is another key issue the
market will likely seek to understand.

Rates lower, regulatory relief, tax certainty, broader risk on sentiment

Bulls are likely to argue, at this moment in time, that the environment is chang-
ing and simultaneously becoming more certain with regard to tax policy, regula-
tory relief, and expected future monetary policy. If business conditions persist in
some areas of the economy and improve in others, then real economic growth
could help justify a scenario in which the S&P 500 appears ahead of itself. In
such an environment of stronger growth, the market may be able to grow into its
valuation more easily.
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Coinciding with this argument is the possibility that the disinflation trend persists and interest rates normalize
slightly lower across the curve relative to current levels. In this scenario, it is likely that small and mid-sized
firms (i.e. those more sensitive to interest rates) could begin to perform better. Caution may still be warranted,
however, as earnings expectations for these firms were noticeably reduced following the most recent quarter. In
contrast, the outlook for S&P 500 earnings, which is more representative of larger, well-capitalized firms, was
only slightly lowered.

Tariff headwinds, mild inflation impulse, sluggish parts to consumer and business space, more narrow
risk sentiment

Bears are likely to advocate for a more cautious approach to the market as we move through this period, because
while the environment is indeed changing, the takeaways may be different. For example, the global trading land-
scape may be shifting, and with that could come one-off price adjustments in certain parts of the economy. In
other words, what comes next is likely to be an adjustment to new realities and incentives.

This environment, therefore, may not serve as an immediate tailwind for equity and bond markets, but rather a
necessary digestion period in response to these significant changes. Alongside this argument may be the persis-
tence of higher and stickier interest rates, particularly at the long end, and driven by a mild inflationary impulse
rather than a disinflationary one. Interest rate—sensitive sectors of the economy may remain under pressure and
may need to adjust through slower hiring or reduced headcount.

The monetary policy that will shape the next six months is already in place, and rate cuts take time to filter
through the broader economy. Recognizing and acknowledging these types of outcomes could lend credibility to
concerns around market valuations, and earnings may be downgraded from current expectations as both con-
sumers and businesses adjust to these new conditions.

Conclusion

One thing that both bulls and bears may agree on regarding their respective views for the next several quarters is
that the risk of a hard downturn may be lower than previously thought. This outlook is supported by the absence
of a major inflationary threat, a continued-yet repurposed fiscal impulse, strength from an ongoing technology
investment cycle, and resilient, if not thriving, consumption patterns. As always, we will continue to monitor the
environment to better understand the backdrop for asset prices.
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Please remember that past performance is no guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance
of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Valicenti Advisory Services, Inc. [“VASI]), or
any non-investment related content, made reference to directly or indirectly in this commentary will be profitable, equal any corresponding indicated historical performance level(s), be suitable
for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of
current opinions or positions. Moreover, you should not assume that any discussion or information contained in this commentary serves as the receipt of, or as a substitute for, personalized invest-
ment advice from VASI. No amount of prior experience or success should not be construed that a certain level of results or satisfaction if VASI is engaged, or continues to be engaged, to provide
investment advisory services. VASI is neither a law firm, nor a certified public accounting firm, and no portion of the commentary content should be construed as legal or accounting advice. A
copy of the VASI’s current written disclosure Brochure discussing our advisory services and fees continues to remain available upon request or at www.valicenti.com. Please Remember: If you
are a VASI client, please contact VASI, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our
previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory services. Unless, and until, you notify us, in
writing, to the contrary, we shall continue to provide services as we do currently. Please Also Remember to advise us if you have not been receiving account statements (at least quarterly) from
the account custodian. Historical performance results for investment indices, benchmarks, and/or categories have been provided for general informational/comparison purposes only, and general-
ly do not reflect the deduction of transaction and/or custodial charges, the deduction of an investment management fee, nor the impact of taxes, the incurrence of which would have the effect of
decreasing historical performance results. It should not be assumed that your VASI account holdings correspond directly to any comparative indices or categories. Please Also Note: (1) perfor-
mance results do not reflect the impact of taxes; (2) comparative benchmarks/indices may be more or less volatile than your VASI accounts; *Please Note: Ranking Limitations. Neither rankings
nor recognitions by unaffiliated rating services, publications, media, or other organizations, nor the achievement of any professional designation, certification, degree, or license, membership in
any professional organization, or any amount of prior experience or success, should be construed by a client or prospective client as a guarantee that the client will experience a certain level of
results if the investment professional or the investment professional’s firm is engaged, or continues to be engaged, to provide investment advisory services. A fee was not paid by either the
investment professional or the investment professional’s firm to receive the ranking. The ranking is based upon specific criteria and methodology (see ranking criteria/methodology). No ranking
or recognition should be construed as an endorsement by any past or current client of the investment professional or the investment professional’s firm. ANY QUESTIONS: VASI’s Chief
Compliance Officer remains available to address any questions regarding rankings and/or recognitions, including the criteria used for any reflected ranking.



