Three Years In A Row

Happy New Year to all our friends and clients! Hopefully you spent the holidays with friends
and family celebrating all your joys and blessings. What a year it has been, not only for our
Nation, but for our markets as well. We have now had three years in a row of double-digit
market gains in the S&P 500, with 2025 delivering a total return of 17.9%. Over the last 100
years, three years in a row of double-digit market gains have only happened 6 times before,
making it a rare occurrence, and one to be appreciated. This year in particular was notable for
its gut-wrenching volatility, highlighted by a 19% pullback, only to be followed by a 36% second
half rally to end the year. Still more amazing was international stock performance, posting a
total return of over 30% despite US Tariffs being enacted in April. As one of the bigger and
more emotionally rattling stories of the year, the Tariffs turned out to have little effect on our
stock market and economy. It remains to be seen what the long-term ramifications might be,
but for now, the policy has not slowed consumer demand meaningfully.

S&P 500 2025
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Contrary to what seems like a daily barrage of negative news headlines, our economy posted
above average Gross Domestic Product (GDP) in the 2" and 3™ quarters, with early estimates
for 4™ quarter GDP growth possibly hitting 3% to 4%. Our Nation still faces a litany of
challenges for our future economic health, leading many clients to ask what is powering our
current economy and our market performance. As written in previous newsletters, massive
investment in Artificial Intelligence has been a driving force for stock market performance. Not
only are companies with direct exposure to the new technology benefiting from the
blossoming innovation, but firms with indirect exposure, such as earth movers, energy
producers, and component providers are all benefiting from the opportunity, as well.



Another catalyst for our projected future growth was the passage of the One Big Beautiful Bill
Act (OBBBA) in 2025. Tax cuts from the bill for both consumers and businesses are estimated
to add nearly 1% of GDP growth in 2026 alone, as well as more growth over the next decade,
according to the Congressional Budget Office (CBO). As good as that sounds, the economic
stimulus from the bill comes with a cost, as can be seen below in a graph from Schwab and the
CBO. On the left side, we can see estimated GDP impact, but on the right, we can see a
dramatic increase on our federal deficit as compared to the current trajectory.

OBBBA impact on federal debt as % of GDP
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For now, the OBBBA is having a positive effect on the markets. Like many Congressional
Budgets and Bills that have been passed over the last 25 years, it seems Congress is happy to
achieve short term results and worry about the long-term ramifications later. Either way, we
advise sticking with your strategy. WestHill is prepared for volatility. We are thrilled with the
results of your portfolio and our strategy, but we are always wary of shocks to the system and
inevitable pullbacks in the market.

4th Quarter 2025 Market Results

e S&P 500 Index Q4 2.66% 2025YTD 17.88%
e International Developed Markets Index Q4 4.86% 2025YTD 31.22%
® International Emerging Markets Index Q4 4.73% 2025YTD  33.57%
e Barclays Aggregated Bond Index Q4 1.10% 2025YTD  7.30%
e Dow Jones Real Estate Index Q4 -2.29% 2025YTD 3.76%

Rather than rehash good and bad headlines over the past year meant to highlight market
performance, we have decided to focus on positive news stories that you may or may not have
been aware of in 2025. Our country’s daily news feed tends to focus on emotionally negative
stories, and due to the ease of delivery, we are constantly inundated. It is easy to see why our
nation is suffering from a mental health crisis, and it sometimes feels hopeless to imagine a



better future for our country, our planet, and our kids. Hopefully, the following will lift your
spirits and renew faith that we can all make a difference while creating positive change.

For the first time in our global history, renewable energy sources such as wind and solar
produced more electricity than coal burning power plants in 2025. Key to growth in
renewables has been cost reduction associated with solar installation which has declined 90%
over the last decade. China and India have been primary adopters, which is significant since
they are also the primary polluters. Including hydro, renewables now account for 34.3% of
global electricity production, while coal produces 33% and is declining.

A new MIT study in 2025 confirmed the Ozone Layer, and in particular, the Antarctic Ozone
Layer is healing faster than previously thought. Surprisingly, the Ozone hole is now supposed
to shrink to 1980’s levels by year 2040, and the Antarctic Hole is estimated to completely close
by the end of 2035. Anyone who was alive and aware of the news back in the 1980’s most
likely remembers what a huge and depressing story it was to hear the effect we were having on
our future. Because of the trajected depletion of the layer, the fear was that we were all going
to suffer from major skin cancer without the Ozone’s protection. In 1987, the world agreed to
the Montreal Protocol which phased out the use of chlorofluorocarbons (CFCs) used in
aerosols, air conditioning, and refrigeration. Now, with the new MIT study we can confirm the
elimination of CFCs has helped repair something that seemed depressingly unfixable.

In 2025, dozens of endangered species came off the “Endangered List”. Most notably, the
green sea turtle is now on the “Least Concern List”. Conservationists spent decades working
with fisheries to deploy turtle-safe fishing nets, protecting nesting areas, and discouraging
hunting and harvesting, all contributing to the sea turtle’s recovery. Another uplifting report in
2025 occurred when a kingfisher native to Guam laid eggs outdoors for the first time in four
decades. With much of the world’s wild animals in a state of stress, it is reassuring to see we
can either slow the rate of decline or completely turn it around.

And finally, in an attempt to address our nation’s mental development and well-being, 22
States enacted laws limiting use of phones during school hours for K-12 students. So called
“bell-to-bell” bans went into effect in 2025 where students can not use or look at their phones
during the school day. Not only do studies show social media and phone use have a negative
effect on young brain development, but phones also create classroom distractions, not to
mention driving impairment.

Financial Literacy

Are you financially literate? A 2025 study by the TIAA Institute found that the average
American adult answered only 49% of questions correctly on a test of financial knowledge.



These results are congruent with a long-term trend in both the US and other developed
nations where roughly half of adults are considered financially illiterate.

Financial literacy is the knowledge and ability needed to handle money wisely. Individuals with
strong financial literacy make better decisions in the areas of budgeting and spending, saving
and investing, credit and debt management, risk management, and overall financial planning.
They also have less stress around their finances and are more likely to achieve their financial
goals. Those with low financial literacy are more likely to be debt-constrained, live paycheck to
paycheck, and are less likely to save for retirement.

Here are some ideas to consider on the topic of financial literacy:

e Financial literacy tends to improve with reading and with experience between the ages
of 20 and 60. However, beginning at age 60, financial literacy tends to decline steadily
each year due to cognitive decline. Nevertheless, we are more likely to be
over-confident in our financial abilities as we age.

e Low financial literacy can be especially dangerous when we make big decisions, such as
choosing a mortgage. Additionally, most people make mortgage decisions infrequently
and therefore don’t receive the benefit of experiential learning.

e Individuals can and should continually improve their level of financial knowledge
through education, practical skill-building, and professional guidance.

e Individuals can also improve financial decision-making by employing techniques to guide
their financial behavior. Examples include having a budget, enrolling in automatic
savings programs, and creating a financial plan.

e Helping our children and grandchildren become more financially literate is especially
important, as teenagers and those in their 20’s are prone to making suboptimal
decisions with credit cards and student loans. The good news is that an ever-increasing
number of states are requiring financial education in high schools.

Achieving financial independence and financial peace of mind is dependent on the quality of
financial decisions we make. In turn, financial decision making is built on a foundation of
financial literacy. If you would like to explore this topic further, we will be posting a more
thorough examination of financial literacy on our website later this month. Included in our
post will be references for further reading, as well as two versions of financial literacy
assessments, should you wish to test your ability.

Our Perspective



Much has been written about the inflated value of the stock market over the past several
years. As the S&P 500 continues to set new records for all-time highs, the collective fear gauge
of main street investors has crept higher and higher. WestHill joins in the concern over high
stock valuations, as elevated prices tend to make volatility spike more often and with greater
severity. Currently, the general fear is focused on the stock market’s high Price to Earnings
measurement, or “PE”. There are two common ways to look at PE ratios: looking backward for
what has already transpired, and looking forward for what is estimated to happen. Looking
backward, the “Trailing PE” ratio compares what price the market is currently trading, divided
by what the total earnings were for the past year. And vice versa, looking ahead, the “Forward
PE” multiple compares what the current price is for the market divided by estimated earnings
over the next twelve months.

On December 31%, 2025, the Trailing PE Ratio for the S&P 500 was estimated to be 28.5, a very
high measurement nearly matching the Dot-Com record of 35 set in 1999. Historically, the
Trailing PE ratio for the market is closer to 17. In the chart below furnished by JP Morgan, one
can see the Forward PE ratio by December 31* was 22, also a high number, yet still lower than
the Dot-Com peak of 25.2. Surprisingly, the December 31* Forward PE of 22.0 is lower than its
September reading even though the S&P 500 was 2.7% higher by end of year as compared to
the previous quarter.
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So, why is the Forward PE multiple coming down, even though stocks continue to go up? The
answer is Corporate Earnings appear to be accelerating. For the past several years, profits at
large cap tech companies have been absolutely staggering and well documented. However,
the rest of the economy now seems to be catching up. In the chart below furnished by Charles



Schwab, we can see each sector of the economy and their corresponding quarterly earnings.
Fiscal year 2025 is now complete, so we have a good read on how those numbers turned out.
Predictions for Fiscal Year 2026 look even more amazing. On the far-right side of the table, we
see two columns illustrating each sector’s total earnings growth, and at the bottom of the two
columns, total growth for the entire economy. Not only was 2025 a great year for corporate
profits at 13% growth, but forward earnings for year 2026 are estimated to grow by 14.6%. If
indeed these numbers come to pass, the PE multiple of the stock market should decline to a
healthier number.

S&P 500 y/y earnings by sector
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As always, we are prepared for volatility. Every year on average the stock market has a 10 to
15% pullback. It would not surprise us to have a pullback in the first half of this year. All of this
is to say, we advise keeping faith in our system, staying disciplined, and focusing on your
long-term goals. Within most of your portfolios, there are stable, short-term investments

meant to counteract volatility. If we do hit a rough patch, rest assured we are looking out for
your best interest.

If you are feeling uneasy about the situation, please call us, we are here for you, available to
speak, and able to assist with any issue or need. Please contact us anytime to set up a
portfolio review or a planning session. We are happy to help.

Sincerely,

The Westhill Investment Committee
Lead Editor, Nico Safrit
Contributing Editor, Matt Taddei

Contributing Editor, John Ott






