DATA UPDATE 3 FOR 2025:
I(I;{IIE TIMES THEY ARE A

Change is the only constant!




US EQUITIES — SLICING AND DICING

= In my first two data posts for 2025, I looked at the strong year
that US equities had in 2024, but a very good year for the
overall market does not always translate into equivalent
returns across segments of the market.

= [ will remain focused on US equities, but classify them first by
sector, to see return variations across different industry
groupings, and then follow up by looking at companies broken
down by market capitalization. I also look how much the market
owes its winnings to its biggest companies, with a focus on the
Mag Seven.

= In the next section, I look at stock returns for companies in
different price to book deciles, in a loose assessment of the
value premium.
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SECTOR RETURNS

Last 10 years Last 5 years Last year

Decile $ Change |% Change| $ Change |% Change| $ Change |% Change
Communication Services | $3,825,063 | 236.73% | $2,360,998 | 72.41% |$1,474,279| 25.45%
Consumer Discretionary | $4,563,413 | 228.41% | $3,432,311 | 103.39% 1$1,519,724| 21.47%
Consumer Staples $1,273,936 | 64.59% | $822,838 | 31.84% | $414,401 | 11.84%
Energy $318,952 | 21.29% | $690,636 | 56.85% | $130,126 | 6.53%
Financials $4,427,943 | 120.46% | $2,754,681 | 48.82% |$1,842,734| 21.13%
Health Care $2,882,383 | 109.47% | $1,538,931 | 36.30% | $90,652 1.50%
Industrials $2,090,698 | 88.93% | $1,670,424 | 51.66% | $522,129 | 9.83%
Information Technology |$13,640,036| 483.24% |$11,266,873| 194.71% |$4,630,630| 26.08%
Materials $396,346 | 65.69% | $265,523 | 31.75% | -$29,552 | -2.62%
Real Estate $545,698 72.41% $218,648 18.56% $36,232 2.50%
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INDUSTRY WINNERS & LOSERS

Worst Performing Industries in 2024

Best Performing Industries in 2024

In 2024 In 2024

Industry $ Change |% Change |Industry $ Change |% Change

Rubber& Tires -$1,518| -58.50%|Semiconductor $2,491,421 44.91%
Chemical (Diversified) -$3,561 -57.44%|Auto & Truck $491,990 34.44%
Electronics (Consumer & Office) -$697( -29.17%|Air Transport $41,918 32.31%
Real Estate (General/Diversified) -$979| -25.33%|Engineering/Construction $58,678 31.58%
Chemical (Basic) -$21,698| -25.29%|Retail (General) $1,136,755 31.14%
Cable TV -$52,231 -23.65%|0il/Gas Distribution $96,378 30.73%
Beverage (Alcoholic) -$17,443| -23.47%|Entertainment $242,422 28.64%
Steel -$25,015| -23.19%|Software (Entertainment) [$1,120,670 28.56%
Shoe -$36,861 -22.31%|Paper/Forest Products $3,260 27.99%
Green & Renewable Energy -$3,519| -17.86%|Telecom (Wireless) $74,023 27.74%




US STOCKS, BY MARKET CAP
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THE SIZE PREMIUM, IN HISTORICAL

CONTEXT
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Small Cap Premium for US Stocks
Lowest minus Highest Decile
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The small cap premium is computed through 2024, varying the starting year

from 71927 to 2023. Thus, the small cap premium for 1947 in this graph is

10.00% the small cap premium from the start of 1947 to the end of 2024, computed
as the difference between the returns on lowest and highest decile, based
upon market cap. The returns are computed on both equally weighted and
value weighted bases.

—Value Weighted

Equally Weighted

S R L0 I~ D = n N~ o = o
S S 8 D9 =2 2 5 =235 3
S ST =

Eqgually weighted
&6.69%
5. 115
2.78%
3.07%
11856
-0. 4454
1. 1356
1.24°5%
-4 _ A43%

-8.69%




MARKET CAP DRILLING DOWN (T0
PERCENTILES)
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AND TO THE BIGGEST WINNERS (MAG T)

Change in Market Cap % from Mag
Year Total Market Seven

$3,396,317 44.11%
30.45%
43.18%
54.84%
49.78%

2014-2024 | $15,800,333 $39,476,255 40.02%
2019-2024 | $12,476,936 $27,756,267 44.95%




THE DISAPPEARING SMALL CAP PREMIUL:
WHY?

= Momentum story: A reasonable argument can be made that increasing
access to information and easing trading, for both individual and
institutional investing, with a boost from social media, has increased
momentum, and the stock prices of large cap stocks. The dark side of this
story, though, is that if the momentum ever shifted, these large cap stocks
could lose trillions in value.

= Passive investing: Since many passive investing vehicles hold all of the
stocks in the index in proportion to their market cap, there presence and
growth creates fund flows into large cap stocks that keeps their prices
elevated. Here again, the dark side is that if fund flows reversed and
became negative, i.e., investors start pulling money out of markets, large
cap stocks will be disproportionately hurt.

= Industry economics: In writing about the disruption unleashed by tech
start-ups, especially in the last two decades, I noted the they have changed
industry economics in many established businesses, replacing splintered,
dispersed competition with consolidation. As industries consolidate, we
are likely to see them dominated by a few, big winners, which will play out
in the stock market as well
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THE “VALUE” PREMIUM IN 2024

Price to Book Decile
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Last 10 years Last 5 years
PBV Decile S Change % Change S Change % Change
Bottom decile -$58,111 -45.62% -$52,151 -41.00%
2nd decile -$106,274 -20.44% -$78,631 -15.28%
3rd decile $103,321 8.88% $48,070 3.70%
4th decile $377,453 32.48% $217,451 15.29%
5th decile $1,515,342 71.62% $888,598 30.59%
6th decile $1,084,793 39.75% $406,331 11.34%
7th decile $1,421,476 95.24% $1,029,322 45.70%
8th decile $1,930,754 114.57% $1,238,732 46.82%
9th decile $10,483,392 248.2%9% $7,436,003 98.64%
Top decile $16,932,006 408.15% $13,554,152 162.19%
Price to Book Halves
Bottom half $1,831,731 36.00% $1,023,337 16.32%
Top half $31,852,420 223.09% $23,664,540 97.08%




THE VALUE PREMIUM IN HISTORICAL
CONTEXT!
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THE DISAPPEARING VALUE PREMIUN!

= Price to book # Value: It is true that using low price to book as an
indicator of value is simplistic, and that there are multiple other factors
(good management, earnings quality, moats) to consider before making a
value judgment. It is also true that as the market's center of gravity has
shifted towards companies with intangible assets, the troubles that
accountants have had in putting a number on intangible asset investments
has made book value less and less meaningful at companies, making it a
poorer and poorer indicator of what a company's assets are worth.

= Momentum: In markets, return to value investing has generally moved
inversely with the strength of momentum. Thus, the same forces that have
strengthened the power of momentum, that we noted in the context of the
fading of the small cap premium, may also have diluted the power of value
investing.

= Structural Shifts: At the heart of the premium earned by low price to book
ratios is mean reversion, with the high returns earned by these stocks
coming from moving towards the average over time. While that worked in
the twentieth century, when the US was the most mean-reverting and
predictable market/economy of all time, it has lost its power as disruption
and globalization have weakened mean reversion.



MOMENTUM AND RETURNS

Momentum Decile |
In 2024
Decile $ Change (millions)
Bottom decile $8,278
2nd decile -$8,779
3rd decile -$76,454
4th decile $42,233
5th decile $227,647
6th decile $537,461
7th decile $1,017,114 14.47%
8th decile $1,111,196
9th decile $3,642,127
Top decile $4,305,152
Momentum Halves
Bottom half $192,925
Top half $10,613,050




IMPLICATIONS

For investors: Active investing, as practiced today, since much of it is
based upon history and mean reversion. A mutual fund manager who
screens stocks for low PE ratios and high growth, while demanding a hefty
management fee, deserves to be replaced by an ETF or index fund, and
that displacement will continue, pruning the active management
population.

For traders: Traders live and die on momentum, and as market momentum

Cﬁ;%tinues to get stronger, making money will look easy, until momentum
shiits.

For companies: Companies that measure their success through stock
market returns may find that the market 11_cl>ricier has become a noisier
judge of their actions. Thus, a company that takes a value destructive path
that feeds into momentum may find the market rewarding it with a higher
price, but it is playing a dangerous game that could turn against it.

For regulators: With momentum comes volatility and corrections, as
momentum shifts, and those corrections will cause some i to lose money,
perhaps even their life savings. Regulators will feel the pressure to step in
and protect these investors from their overreach, but it will be futile, since
literally any investment can be an instrument for speculation.



