Spectra Investment Management, LLC

Spectra 401 SE Osceola Street, Suite 202

Z Stuart, FL 34994
Tel: (772) 324-5640

501 Palm Street, Suite B-6

West Palm Beach, FL 33401

Tel: (561) 623-8305

www.spectrainvestment.com

Just Dance
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“Just dance, gonna be okay...”
— Lady Gaga, 2008

It was a wild spring. Markets have fully recovered now, and investors are dancing like no
one’s watching. But today’s market dance resembles the 2024 Australian Olympic
breakdancer: clumsy, offbeat, yikes-worthy, and spinning in weird directions.

The tempo is off because the list of -
market vulnerabilities continues to grow
— a near-record high S&P 500 valuation,
extreme tariff uncertainty, ongoing wars,
inflation risk, and exhausting U.S.
political discourse.

We chuckled early this month listening to
an interview with David Einhorn on
Bloomberg TV:

“If you like the news, just wait two
hours. If you don’t like the news, just

wait two hours.” Photo: Alamy

Despite plenty of fragile facts, meme stock mania is back. A fresh burst of speculative hype
has sent shaky companies like Opendoor, Krispy Kreme, and Kohl’s soaring—driven by
Reddit chatter rather than business fundamentals. At the same time, the S&P 500 and
Nasdaq 100 have brushed off April’s tariff scare and marched to new all-time highs.
Margin debt has certainly helped, eclipsing tech-bubble records, a clear sign that investors
aren’t easing back in—they’re doing the worm at the wedding.

It should come as no surprise; we are dancing to a different tempo. We continue to
maintain a defensive tilt, owning gold and focusing on dividend-growth stocks. Even with
this defensive tilt, our global equity strategy is outperforming the S&P 500 year-to-date.
That outperformance has come from international stock funds and gold.

While the April-June rebound has boosted investor confidence, history shows that sharp
recoveries can happen during downturns. In the 2000-2002 downturn, the S&P 500
experienced several double-digit rallies, including gains of 19%, 22%, and 21%, before
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2000-02 Bear Market Rallies
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falling 47% from its peak. High valuation
environments—then and today—can make peak
market rebounds appear more promising.
Short-term strength often masks the
underlying problem - overpriced assets.
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large and small businesses scrambling.

In Q1, many firms rushed to import goods ahead of tariff deadlines. This behavior created
the largest trade-related drag on U.S. GDP since the 1940s. Now that buying has shifted
back to U.S. producers, we expect trade to boost Q2 growth. However, one crucial caveat
remains: this tariff program is a first in history — no one really knows how it will unfold.

That said, there is room for optimism. Trump’s YUGE trade deal with the EU is a big win.
Europe, hoping to avoid harsher tariffs, agreed to funnel $1.35 trillion into the U.S.
through energy, investment, and defense. In return, the EU is hit with a 15% export tariff,
while it drops its import tariff on U.S. goods to 0%. The rhythm is clear: the U.S. leads, and
Europe follows.

Adding to the instability, the Fed is under intense pressure from the White House to cut
rates now. Several politicians (Speaker Johnson, Senator Scott) on TV have claimed we
need lower rates because the economy is “hot”. These comments are a bizarre
contradiction, since a hot economy is
precisely when you don’t cut rates.
Either they’re mixing up their
metaphors, or they don’t know what
they’re talking about. Furthermore, the
White House appears to overlook the fact
that, beyond short-term bonds, market
forces—not the Fed—determine interest
rates. With tensions rising, Trump has
even called for Fed Chair Powell’s

JEROME ?OWELL,

resignation, but he backed off after the /| CHATRMAN OF The
stock market dipped for a few days. ‘ et B
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Whatever the outcome with Chair ITCRAP tRom

Powell, it’s not hard to imagine a future TRUMP \ L
where central banking becomes a branch S Oftw DR = R Constockoom
of the Executive Office. We don’t believe '
the Fed is truly independent, but when President Nixon and Fed Chair Arthur Burns
“collaborated” on monetary policy, the outcome was very high inflation and economic

misery. Nixon Tapes
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https://www.cnbc.com/video/2025/07/18/house-speaker-mike-johnson-we-should-reduce-interest-rates.html
https://www.aeaweb.org/articles?id=10.1257/jep.20.4.177%20

Offbeat Optimism

If you've read any of our letters in recent years, this won’t come as a surprise: the S&P 500
is expensive. Very expensive! A decade of aggressive fiscal and monetary policy has kept it
that way for quite some time. Today, virtually every major valuation metric indicates that
the S&P 500 is super stretched. Said more objectively, the index has been more overvalued
less than 3% of the time, based on average percentiles below.

Overvaluation alone doesn’t cause S&P 500 Current Valuation Metrics
bear markets. But it does mean that — [PNITISRINele TS Value Average Percentile

when things do break, overpriced

assets can fall hard and fast, which
we saw in April. In a highly Price-to-Sales (1990 - curr) 32 17 ggth
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has quietly raised cash reserves to $350 billion — the highest level in Berkshire’s history
and even greater than at the peak of the housing bubble. Time will tell whether this is
misplaced caution or prudence.

Rhythm and Yield

Particularly in markets like this, adhering to a style and tempo matters. Most investing
styles tend to prioritize one of three key factors: value, growth, or yield. But dividend
growth investing, a strategic emphasis discussed in our May 2024 letter, Dividends

Ahoy! —balances all three.

e We care about valuation because overpaying leads to weak future returns.

e We care about growth, specifically the kind that drives rising dividends and stock
buy-backs.

e We care about compounding because reinvesting dividends leads to more
dividends.

Especially now, we believe that dividend growers offer a more stable and rational path
forward.

Tango with Opportunity

Beyond the U.S., international markets offer some of the most compelling relative value
opportunities. Last year, we nearly gave up on these markets—as we noted in Crossroads—
because they’'ve lagged for so long. But after this spring’s tariff tornado, capital is finally
flowing into these cheap, high-yielding markets.

e Valuations are significantly lower, half in some cases, relative to the S&P 500
e Dividend yields are higher, often 2—-3x the S&P 500
e Monetary and fiscal policy is turning supportive fast

After years of lagging, international dividend-paying stocks are back in the spotlight, with
media coverage picking up noticeably. While we haven’t increased our international
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exposure, our global equity strategy has a sufficient allocation to benefit from the strong
rally.

With this mid-year update, our conviction is stronger that the stock market choreography
doesn’t match the music. Valuations are a problem, and instability is rising on several
fronts. Eventually, we believe markets will return to a more timeless tempo—
Diversification, Discipline, and Dividends. That’s the tempo we’re sticking with.

Key Takeaways

1. Valuations have reached near-century highs. While not a short-term timing tool,
rich valuations increase the risk of sharp corrections.

2. Dividend growth is a timeless tempo. We focus on quality companies/funds that not
only grow their dividends but trade at prices to support long-term compounding.

3. International is undervalued and underowned by most investors. It is plausible that
the waiting is over. Given the attractive valuations and high yields, these stocks
have plenty of room to run.

4. We expect more volatility in 2025 and are prepared with a focus on value,
dividends, diversification, and hedges.

We don’t pretend to predict the next song. But we believe our strategy doesn’t require a
perfect forecast—just discipline and patience.

Thank you for your trust and support as we navigate this interesting period in history. We
look forward to spending time with you soon.

Very truly yours,

/J,#,g, Y/ V. %«M £. Ao
Scott A. Roads Julia E. Zaino
Founding Principal Principal

If you are not a current client of Spectra, this letter is for entertainment purposes only and not
intended as, nor does it constitute, an offer or solicitation in any form to buy any security or other
financial instrument. Investing involves the risk of loss, and we encourage you to research
investing with a high degree of due diligence and skepticism. © 2025 Spectra Investment
Management.
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Important Disclosures:

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. THE
POTENTIAL FOR PROFIT IS ACCOMPANIED BY THE RISK OF LOSS.

Spectra Investment Management, LLC (SIM) is registered as an investment adviser based in Stuart,
Florida and West Palm Beach, Florida. SIM is registered with the SEC and only conducts business in
states where it is properly registered or is excluded from registration requirements. Registration is
not an endorsement of the firm by the SEC and does not mean the adviser has achieved a specific
level of skill or ability.

There is no guarantee investment strategies will be successful. Investing involves risks
including possible loss of principal. All expressions of opinion are subject to change. This
article is distributed for informational purposes, and it is not to be construed as an offer, solicitation,
recommendation, or endorsement of any particular security, products, or services. Clients should
under no circumstances rely upon this information as a substitute for obtaining specific legal or tax
advice from their own professional legal or tax advisors. Readers other than clients should seek
professional advice before investing in any security or fund.
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