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A few weeks ago we called the current stock market environment the “Jungle.” In contrast to what we once
called the “Wilderness” years, the jungle is full of risk but not without upward movement in stocks. In our
opinion, the key differentiator is that high quality stocks could continue outperforming for a while. The past 5
years, the S&P Top 50 Index has outperformed the S&P 500 Index by nearly 3% per year and by 3.5% the
past 3 years. The Top 50, heavily dominated by Microsoft, Apple, Meta, Nvidia, Google, and Amazon, have
helped take markets to brand-new all-time highs. There’s risk owning these stocks, but there’s a reason why
these companies are so dominant — in some ways, they’ve become quasi-utilities, critical to our day to day
lives and business. For example, few companies could operate without Microsoft Office, smartphones, or
Google’s advertising data. During the jungle years, we could continue to see outperformance in the best
names as bottom tier companies head to zero.

Sifting through the garbage to find diamonds starts with a universe of roughly 8,300 United States based
companies. Out of the 8,300 only 1,933 are profitable and projected to be profitable the next 12 months. Of
the 1,933 that are profitable, only 1,093 have grown profits and revenues the past 5 years. Of those 1,093,
297 pass our balance sheet tests and have a strong cash position. Of those 297, only 96 meet our large
capitalization criteria. When it’s all said and done, our Stenger quality screen reduces potential portfolio
companies by 99%. This isn’t a new phenomenon, but its impact on investor portfolios is more critical during
high inflation, high interest rate environments. Similarly, mid-cap companies have seriously underperformed
large-caps and small-caps have underperformed mid-caps the past 5 years. The rising cost of capital is
having a major impact on companies that took out tons of cheap debt during 2020 and are now facing
resetting interest rates in 2025.

There are some other risks to markets and the economy right now. First, inflation is stubborn, and the Fed is
most likely going to make a mistake with interest rates. While crude oil is down 35% since their peak 2022
levels, prices are still 42% higher than they were in 2019. Home prices are down 5% since all time highs, but
still 32% higher than 5 years ago. A bright spot for inflation is used car prices which are down 17% since peak
levels, but again, 28% higher than they were in 2019. In either direction, it's likely the Fed will screw
something up. Either inflation is moderating faster than they think, the consumer is weakening, we’re about to
enter recession and the Fed will stay too high for too long, or the Fed will cut rates too soon for political
reasons and we’ll wind up in the 1970’s all over again. In the short run, both types of mistakes will trigger a
short-term correction, not a reason for investors to panic.

Investors shouldn’t be overly focused on politics as a major investment risk. Markets favor gridlock in
Washington which is likely to occur this election season. Gridlock slows down the rate of policy change,
providing a stable and predictable environment for businesses to operate. Statistically, the first year in a
presidential election cycle is very positive and returns are usually in the low double digits. Markets love
predictability which is why year 1 is typically positive and year 2 leading into the midterms can be volatile.

For all the reasons to be nervous, there’s plenty of good news going on under the surface. First quarter
earnings on the S&P 500 were incredibly strong, up 5.4%. Excluding Bristol Myers, earnings growth would
have been 8% for Q1 (FactSet). Excluding Bristol Myers, Gilead, and Pfizer, earnings growth would have
been north of 10%, an incredible surprise to Wall Street analysts.

Technology is moving at the speed of light and technology drives earnings growth over time. Companies have
a propensity to produce record beating earnings because they can leverage tech to reduce costs and improve
productivity. During the jungle years, we could continue to see strong stock market performance for the best
companies while at the same time seeing doom and gloom news for the rest of the economy.
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The views expressed herein are those of the author and do not necessarily reflect the views of Stenger Family Office LLC or its
affiliates. All opinions are subject to change without notice. Neither the information provided, nor any opinion expressed constitutes a
solicitation for the purchase or sale of any security. Past performance is no guarantee of future results.

This material does not provide individually tailored investment advice. It has been prepared without regard to the individual financial
circumstances and objectives of persons who receive it. The strategies and/or investments discussed in this material may not be
appropriate for all investors. Stenger Family Office LLC recommends that investors independently evaluate particular investments and
strategies and encourages investors to seek the advice of a Financial Advisor. The appropriateness of a particular investment or
strategy will depend on an investor’s individual circumstances and objectives.

Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee their accuracy or
completeness.

Various factors, including an economic downturn, may cause a company to reduce or eliminate its dividend.

The Standard & Poor’s (S&P) 500 Index tracks the performance of 500 widely held, large-capitalization US stocks. An investment
cannot be made directly in a market index.
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