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Market Commentary

Navigating the
Narrow Path

“The essence of investment management is the management of
risks, not the management of returns.” — Benjamin Graham

Investors have enjoyed a strong run since the inflation-induced sell-
off that occurred in 2022. The ARC Sterling Steady Growth PCI
(Steady Growth PCI), which comprises portfolios with a risk relative
to global equities of between 60% and 80%, has demonstrated a
cumulative gain of 23.3% since that point, equivalent to 7.91%
annualized to the end of Q3 2025—comfortably ahead of the long-
term average performance of 5.8%.

Yet, despite these strong absolute returns, markets have offered
more.

The Sterling Steady Growth Reference Index (Reference Index),
which represents a typical strategic asset allocation for a steady
growth investor, has outperformed the Steady Growth PCI since the
beginning of 2023. This marks a clear divergence from the historical
pattern: from the launch of the ARC Wealth Indices in 2003 up until
2022, performance between the Steady Growth PCI and the
Reference Index was broadly in line.

Exhibit 1: Cumulative Returns since 2003
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Source: ARC Research, now a part of S&P Dow Jones Indices LLC. Data as of Sept. 30, 2025. Past
performance is no guarantee of future results. Chart is provided for illustrative purposes.
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Exhibit 2: Sterling Steady Growth Reference Index

Sector

Weight (%)

U.K. Equities 20

Global Equities 35
Emerging Market Equities 5

U.K. Gilts 10

U.K. Corporate Bonds 10
Diversified Commodities 5

Absolute Return 10

Cash 5

Total 100

Source: ARC Research, now a part of S&P Dow Jones Indices LLC. Data as of Sept. 30, 2025. Table is provided for illustrative purposes.

What Has Changed?

As shown in Exhibit 3, dispersion among Discretionary Fund Managers (DFMs) contributing to
the ARC Sterling Steady Growth Index has been falling steadily since the COVID-19
pandemic. Lower dispersion suggests that, in general, tactical positioning has converged and,
as a result, managers are facing similar challenges. In short, it's not that some DFMs have

been struggling, dragging down the index average—it’s that the environment has been difficult
for most.

Exhibit 3: Rolling 12-Month 10t — 90" Percentile Return Dispersion
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Source: ARC Research, now a part of S&P Dow Jones Indices LLC. Data as of Sept. 30. 2025

. Past performance is no guarantee of future
results. Chart is provided for illustrative purposes.
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What Might Be the Common Headwinds That the
Peer Group Are Facing?

To help answer this question, Exhibit 4 shows excess 12-month rolling returns for a number of
the more significant asset class pairs.

Exhibit 4: Rolling 12-Month Returns of Asset Class Pairs
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Source: ARC Research, now a part of S&P Dow Jones Indices LLC. Data as of Sept. 30, 2025. Past performance is no guarantee of future
performance. Chart is provided for illustrative purposes.

Several persistent market trends over the past two to three years help explain the challenges
that DFMs have been grappling with:

— Mega-cap stocks have significantly outperformed;

— Market-cap weighted indices have outpaced equally weighted benchmarks;

— U.S. equities have outperformed global ex-U.S. markets; and

— Growth stocks have outperformed value (but on further examination, only in the U.S.)

These trends present a structural challenge for active DFMs, not helped by the fact that they
are inextricably linked.

Global equity returns have been largely driven by a small number of U.S.-listed mega-cap
growth stocks. This has led to an increase in concentration risk. The following statistics relate
to the S&P World Index as of Sept. 30, 2025:

— U.S. equities represent 70.7% of global equity market capitalization.
— Information Technology is the largest sector at 27.9%.

— NVIDIA has a weight of 5.8% in the index, not far behind Japan, which is the second-
largest country at 6.7%.

— The top-5 stocks make up 20.2% of the index.
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— The top-10 stocks make up 28.2% of the index.!

The role of the DFM is to meet their investors’ investment objectives while managing risk to
acceptable levels. The traditional way of managing risk is to construct portfolios that are well
diversified at the asset class, country, sector and stock level. Many DFMs would argue that
the global equity market indices no longer provide a sufficient level of diversification. Just

because concentration risk is yet to manifest itself does not mean that it should be ignored or
accepted.

The dominance of a select few stocks is evidenced by the performance of market-
capitalization-based indices versus equally weighted indices. Exhibit 5 shows the rolling 36-
month returns of the S&P 500® and the S&P 500 Equal Weight Index over the past 30 years.
We can see that relative performance has tended to be cyclical, but that the equally weighted
index has lagged the market-cap-weighted index since the COVID-19 epidemic.

Exhibit 5: Rolling 36-Month Returns
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Source: S&P Dow Jones Indices LLC. Data from December 1995 through September 2025. Index performance based on total return in USD.
Past performance is no guarantee of future results. Chart is provided for illustrative purposes.

Another way of thinking about market breadth is to determine the percentage of stocks that
outperformed the index over a given period—how likely is it that a randomly selected portfolio
of stocks would have performed in line with, or ahead of, the overall market? Exhibit 62 shows
the percentage of stocks that beat the S&P 500 on an annual basis since 2001, along with the
difference between the average return and the median return.

1 Source: S&P Dow Jones Indices LLC. Data as of Sept. 30, 2025.

2 See Ganti, A., “Skewing Success.” S&P Dow Jones Indices, 2025.
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Exhibit 6: Market Breadth
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Source: S&P Dow Jones Indices LLC, FactSet. Data as of June 30, 2025. Past performance is no guarantee of future results. Chart is
provided for illustrative purposes.

From Exhibit 6, we can see that 2023 and 2024 were particularly challenging years for active
managers with only 26% and 28% of stocks outperforming the overall index, respectively. The
chart also highlights the difference between the average return and the median return (over
4% in 2023, around 2% in 2024). |dentifying the winners has been statistically tricky over the
past few years, and the cost of not doing so relatively high.

While market breadth and concentration risk are important considerations, another factor that
has been at play is the domination of stocks that, at least using traditional valuation
techniques, might have been deemed over-valued or “too risky.”

The majority of DFMs will employ investment strategies that involve some consideration of
valuation. Even those seeking companies with above-average growth prospects may screen
for stocks that offer growth at a reasonable price (GARP) characteristics. Such screens would
have excluded many of the top-performing stocks of recent years on the basis that they are too
‘expensive,” “volatile” or lack “quality” attributes.

Adding to the challenge, the characteristics of the U.S. market and the rest of the world have
diverged. Historically, growth stocks have tended to underperform during periods of high or
rising interest rates. The logic here is that the increased rates at which future earnings must
be discounted back results in lower present values. This rule of thumb has held true in Europe
and Asia, but as we can see from the following chart, U.S. growth stocks have outperformed
despite the higher interest rate environment since the end of 2022.3

3 See Zurita, D., “We Never Go out of Style.” S&P Dow Jones Indices, 2025
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Exhibit 7: Excess Return of Value over Growth Indices Since 2015
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Source: S&P Dow Jones Indices LLC. Data as of Sept. 30, 2025. Excess return calculated as the difference in total return of each index in
USD. Past performance is no guarantee of future results. Chart is provided for illustrative purposes.

This divergence in the factor-driven performance of U.S. stocks compared to those traded
elsewhere has meant that any attempt to reduce geographic concentration by substituting U.S.
growth stocks with proxies domiciled outside of the U.S. (often at a compelling valuation
discount) has generally resulted in unsatisfactory outcomes.

This combination of outperforming mega-cap stocks, the domination of the U.S. equity market
and the recent underperformance of “cheaper” stocks has resulted in an extremely challenging
environment for active managers, especially those targeting higher levels of diversification than
that offered by the headline indices.

Conclusion

As Benjamin Graham wisely observed, “The essence of investment management is the
management of risks, not the management of returns.” This principle is especially relevant in
today’s environment, where market gains have been driven by a narrow group of stocks and
traditional diversification has faced headwinds.

It is clear that the recent market environment has not rewarded traditional active investment
and risk management approaches. However, this does not imply that DFMs should abandon
their tried and tested style of investing, or chase returns at the expense of prudent risk
management.
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The role of the DFM is not to outperform in every market condition, nor to mirror the returns of
concentrated indices if doing so would be at odds with their stated investment style. Their
primary responsibility is to manage risk in alignment with their clients’ investment objectives.
This possibly means constructing portfolios that are more diversified across asset classes,
geographies, sectors and individual securities than indices may dictate—even when such
diversification runs the risk of temporarily lagging the performance of those more concentrated
benchmarks.
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General Disclaimer

© 2025 S&P Dow Jones Indices. All rights reserved. S&P, S&P 500, SPX, SPY, The 500, US500 , US 30, S&P 100, S&P COMPOSITE 1500,
S&P 400, S&P MIDCAP 400, S&P 600, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND ARISTOCRATS, DIVIDEND
MONARCHS, BUYBACK ARISTOCRATS, SELECT SECTOR, S&P MAESTRO, S&P PRISM, S&P STRIDE, GICS, SPIVA, SPDR,
INDEXOLOGY, iTraxx, iBoxx, ABX, ADBI, CDX, CMBX, LCDX, MBX, MCDX, PRIMEX, TABX, HHPI, IRXX, I-SYND, SOVX, CRITS, CRITR are
registered trademarks of S&P Global, Inc. (“S&P Global”) or its affiliates. DOW JONES, DJIA, THE DOW and DOW JONES INDUSTRIAL
AVERAGE are trademarks of Dow Jones Trademark Holdings LLC (“Dow Jones”). These trademarks together with others have been licensed
to S&P Dow Jones Indices LLC. Redistribution or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones
Indices LLC. This document does not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, S&P Global, Dow Jones
or their respective affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. Except for certain custom index
calculation services, all information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity or
group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties and providing custom
calculation services. Past performance of an index is not an indication or guarantee of future results.

It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable
instruments based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other
investment vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P
Dow Jones Indices makes no assurance that investment products based on the index will accurately track index performance or provide positive
investment returns. Index performance does not reflect trading costs, management fees or expenses. S&P Dow Jones Indices makes no
representation regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such
investment fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. S&P Dow Jones
Indices is not an investment adviser, commodity trading advisor, commodity pool operator, broker dealer, fiduciary, promoter” (as defined in the
Investment Company Act of 1940, as amended), “expert” as enumerated within 15 U.S.C. § 77k(a) or tax advisor. Inclusion of a security,
commodity, crypto currency or other asset within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security,
commodity, crypto currency or other asset, nor is it considered to be investment advice or commodity trading advice.

Closing prices for S&P Dow Jones Indices’ US benchmark indices are calculated by S&P Dow Jones Indices based on the closing price of the
individual constituents of the index as set by their primary exchange. Closing prices are received by S&P Dow Jones Indices from one of its third
party vendors and verified by comparing them with prices from an alternative vendor. The vendors receive the closing price from the primary
exchanges. Real-time intraday prices are calculated similarly without a second verification

These materials have been prepared solely for informational purposes based upon information generally available to the public and from sources
believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, research,
valuations, model, software or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-engineered,
reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written permission of S&P
Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and its third-party data
providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, timeliness or availability
of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained
from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES INDICES PARTIES DISCLAIM ANY
AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR
FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE
CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental,
exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost
income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence
and objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have information that is not
available to other business units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities,
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate,
include in model portfolios, evaluate or otherwise address.

The Global Industry Classification Standard (GICS®) was developed by and is the exclusive property and a trademark of S&P and MSCI.
Neither MSCI, S&P nor any other party involved in making or compiling any GICS classifications makes any express or implied warranties or
representations with respect to such standard or classification (or the results to be obtained by the use thereof), and all such parties hereby
expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fithess for a particular purpose with respect to any of
such standard or classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third party
involved in making or compiling any GICS classifications have any liability for any direct, indirect, special, punitive, consequential or any other
damages (including lost profits) even if notified of the possibility of such damages.
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