August Sell-Off

The stock market has gotten jittery. It’s not every day that a two day sell-off (with more selling so far
this morning) would warrant our reaching out. However, the action over the last two trading days
has been stark.

Since the market close on Wednesday, the S&P 500 Index dropped more than -3.5% in the previous
2 days. The NASDAQ 100 dropped more than -5%—which has been in contrast to what the market
had been delivering in the last number of months.

As of the close on Friday, the S&P 500 Index was down -5.66% from its highs last month.
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The NASDAQ 100 is in a technical correction, down -10.80% since its high last month.
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Sell-offs can be frightening. But for perspective, the S&P 500 Index is now trading at levels not seen
since....May of this year. The pain may continue, but it is not as if we have wiped out years of gains
thus far.

Just like we did not advise clients to “go all in” when markets were moving higher, we aren’t going to
advise folks to “get out” due to the recent sell-off either.

So, what is causing major indexes to trade lower? Itis impossible to ascribe one factor to markets,
but we will offer some considerations:

1. We were overdue. The market has been moving steadily higher for some time. In fact, the
S&P 500 Index is up nearly 50% since the end of 2022 through July 31° of this year.

2. Theyields on US government debt have been moving lower over the last several weeks.
After hitting a recent high of 4.70% in April, as of the close on Friday, the yield on the US ten
year government bond closed below 3.8%. To many, lower yields indicate an expectation of
a weakening economy.

3. On Friday the Labor Department reported that July job gains were muted and well below
forecasts. The unemployment rate ticked up to 4.3%-a level not seen since October 2021
(keep in mind such a rate is still considered very strong). This sent pundits into a bit of a
frenzy, declaring that what had been viewed as a “soft landing” may be coming to a



screeching halt. Ourview is that just one month of a “weak” number should not derail one’s
expectations for the dynamic US economy.

4. Over the weekend, Berkshire Hathaway reported its second quarter results (operating
earnings grew an impressive +15% year over year) including the disclosure that it halved its
stake in Apple, while lowering its holdings of Bank of America and bought back little of its
own stock. Some we left with thoughts that Warren Buffett thinks the market is overvalued
(he has thought so for some time now). He may be correct, but it is important to remember,
this quarterly report covers activities prior to June 30". Buffett rarely discusses what he
buys and sells in real time but famously cheers when quality companies “go on sale”.

5. The sell-off is global. The most severe taking place in Japan. Three trading days ago,
Japan’s TOPIX (their equivalent of our S&P 500) was up +18% on the year. As of this
morning, it is now negative on the year. Things can happen fast—look at the right side of the
below chart.
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One of the impacts of the latest economic data and movement in markets (both stock and bond) is
that folks now see a September rate cut by our Central Bank as a near certainty, with many calling
for more aggressive cuts. If that happens, borrowing costs on mortgages, auto and business loans
will become more attractive (while savings and money market accounts become less attractive),
potentially fueling this currently growing economy further.

So what should you consider doing? Most of the time, it’s best to do nothing—that is if you have
developed a sound investment plan. At CastleKeep, we are comforted by our diversified approach
and are looking to make some tactical changes within portfolios in addition to potential



rebalancing. For some clients who were over-allocated to cash, we will continue to purchase
equities.

Lastly, volatility is more normal than you might expect. See the below chart from Ritholtz Wealth
Management’s Ben Carlson. The red entries are the maximum draw downs during each calendar
year for the S&P 500 Index since 1928. Sell-offs are common.

S&P 500 Returns & Intrayear Peak-to-Trough Drawdowns: 1928-2023

Year Return |Drawdown| Year Return |Drawdown Year Return |Drawdown Year Return |Drawdown|
1928 43.8% -10.3% 1952 182% 6.8% 1976 238% -8.4% 2000 -90% -17 2%
1929 -8.3% -44 6% 1953 -1.2% -14 8% 1977 -7.0% -156% 2001 -11.9% -29.7%
1930 -251% -44.3% 1954 52 6% -4 4% 1978 6.5% -136% 2002 -22.0% -33.8%
1931 -43.8% -57.5% 1955 32.6% -10.6% 1979 18.5% -10.2% 2003 28.4% -14.1%
1932 -8.6% -51.0% 1956 7.4% -10.8% 1980 31.7% A71% 2004 10.7% -8.2%
1933 50.0% -29.4% 1957 -10.5% -20.7% 1981 -4.7% -18.4% 2005 4.8% -72%
1934 -12% -29 3% 1958 437% -44% 1982 20 4% -16 6% 2006 15.6% -17%
1935 46.7% -159% 1959 121% 92% 1983 22.3% 69% 2007 55% -101%
1936 31.9% -12.8% 1960 0.3% -13.4% 1984 6.2% -127% 2008 -36.6% -48.8%
1937 -35.3% -45.5% 1961 26.6% -4.4% 1985 312% 1.7% 2009 25.9% -27.6%
1938 29.3% -28.9% 1962 -8.8% -26 9% 1986 18.5% 94% 2010 14 8% -16.0%
1939 -1.1% -212% 1963 22 6% -6.5% 1987 58% -335% 2011 21% -19.4%
1940 -10.7% -296% 1964 16.4% -35% 1988 16.5% -76% 2012 15.9% -9.9%
1941 -12.8% -22.9% 1965 12.4% -96% 1989 315% -7.6% 2013 322% -5.8%
1942 19.2% -17.8% 1966 -10.0% -22.2% 1990 -31% -19.9% 2014 13.5% -7.4%
1943 251% 131% 1967 23.8% -6.6% 1991 30.2% -5.7% 2015 14% -124%
1944 19.0% -5.9% 1968 10.8% -93% 1992 7.5% -6.2% 2016 11.8% -10.5%
1945 358% -69% 1969 -82% -16.0% 1993 10.0% -5.0% 2017 216% -28%
1946 -84% -26.6% 1970 36% -259% 1994 13% -8.9% 2018 42% -198%
1947 52% -147% 1971 142% -13.9% 1995 37.2% -25% 2019 31.2% £8%
1948 57% -13.5% 1972 18.8% -5.1% 1996 22.7% -7.6% 2020 18.0% -33.9%
1949 18.3% -132% 1973 -14 3% -234% 1997 33 1% -10 8% 2021 28.5% 52%
1950 30.8% -14 0% 1974 -259% -37.6% 1998 28.3% -19.3% 2022 -18.0% -25.4%
1951 237% -8.1% 1975 37.0% -14.1% 1999 209% -121% 2023 26.1% -10.3%

Data Sources: NYU, Bieerberg (My Calculations

In fact, in 65% of the years since 1928, the S&P 500 Index had a drawdown of -10% or more. In 96%
of the years, the index fell by -5% or more. As | write this, we are currently somewhere between the
two.

Remind yourself this is normal.

If you would like to discuss your investments, please contact me at
steve@castlekeepadvisors.com. I’d be glad to put you in touch with our ClO and investment team
should you want to drill down further.

Have a great week, hopefully far away from any thoughts about stocks! Let us handle that for you.

Sincerely,

Steve and the CastleKeep Team

August 5™, 2024
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