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“In investing, what is comfortable is rarely profitable.”

Robert Arnott, Founder of Research Affiliates

As we round out the second quarter of 2025, it’s clear the market has managed to climb a wall of
worry—and then some. The rally over the last three months has been helped by a key development:
tariff threats that had loomed heavily over investors were delayed, easing pressure and giving both
the markets and participants room to breathe. Another important tailwind has been the weakening
of the U.S. dollar. While not great news for your European summer vacation budget, it’s a boon for
large-cap companies, especially those in the S&P 500, where approximately 40% of revenues come
from overseas. A weaker dollar makes U.S. goods more competitive abroad and boosts reported
earnings when foreign sales are converted back to dollars.

We've also seen a “pull forward” effect in
demand, with both companies and consumers
racing to make purchases ahead of potential
future tariffs. One notable example includes
logistics-driven decisions by major firms to
expedite inventory movement, a reflection of
economic agility in response to trade policy
uncertainty. While the tariff issues are far from
being resolved, we’re seeing signals that
additional trade deals may be negotiated.
However, if additional tariffs are imposed, this
could contribute to inflationary pressures. The
cooling housing market and a recent decline in
job openings could help offset these worries.

On the policy front, expectations are building
around potential interest rate cuts by the
Federal Reserve. While an immediate shift isn’t
anticipated, the broader direction seems clear.
Markets are beginning to price in rate
reductions later this year or into early 2026.
That would offer supportive conditions for both
equity and fixed-income assets. Meanwhile, a
record $7 trillion remains parked in money
market funds—capital that could reenter risk
assets rapidly if rate cuts are confirmed or
market volatility creates attractive entry points.

Naturally, some headwinds remain. U.S. federal
debt now exceeds $36 trillion and continues to
grow. The cost of servicing this debt, previously
around 2% in 2022, is expected to more than
double, potentially consuming 15% of
government spending. This would place it just
behind major entitlements like Social Security
and healthcare programs. Policymakers are
targeting higher GDP growth to counterbalance
this challenge.

While recent developments have created a
more favorable market backdrop, uncertainty
remains a constant companion. Trade
negotiations could still falter, leading to abrupt
policy reversals or renewed tariff escalations,
which would weigh on corporate margins and
consumer sentiment. The trajectory of inflation
also poses a risk, especially if it proves stickier
than anticipated and delays the Federal
Reserve’s policy pivot. Geopolitical tensions and
elections, both domestic and abroad, add
another layer of unpredictability, potentially
impacting investor confidence. And while the
rapid deployment of capital from money
markets could provide fuel for further
improvement, it also heightens the risk of
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overextension if earnings growth fails to meet Matthew A. Nussbaum, CFA
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flexibility will be key in navigating these

crosscurrents. Ralph Scott

Chief Investment Officer
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With this said, we remain cautiously optimistic.
Corporate earnings for the second half of 2025
should benefit from the early demand pull-in
we've witnessed this quarter. If rate cuts
materialize later this year or in early 2026, they
could offer meaningful support to financial
markets. The recent rally may take a breather,
but with steady earnings, improving trade policy
signals, and easing monetary conditions, there’s
room for continued progress in the months
ahead.

Craig Weston
Senior Managing Director

Please reach out any time with questions or to
discuss your portfolio further.

DISCLOSURES:

L&S Advisors, Inc. (“L&S”) is a privately owned corporation headquartered in Los Angeles, CA. L&S was originally founded in 1979 and dissolved in 1996. The two
founders, Sy Lippman and Ralph R. Scott, continued managing portfolios together and reformed the corporation in May 2006. The firm registered as an investment
adviser with the U.S. Securities and Exchange commission in June 2006. L&S performance results prior to the reformation of the firm were achieved by the portfolio
managers at a prior entity and have been linked to the performance history of L&S. The firm is defined as all accounts exclusively managed by L&S from
10/31/2005, as well as accounts managed in conjunction with other, external advisors via the Wells Fargo DMA investment program for the periods 05/02/2014,
through the present time.

L&S claims compliance with the Global Investment Performance Standards (GIPS®). L&S has been independently verified by Ashland Partners & Company LLP for
the periods October 31, 2005 through December 31, 2015, and ACA Performance Services for the periods from January 1, 2016 to December 31, 2024. Upon request
to Sy Lippman at slippman@Isadvisors.com. L&S can provide the L&S Advisors GIPS Report which provides a GIPS compliant presentation as well as a list of all
composite descriptions. GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the
accuracy or quality of the content contained herein.

L&S is a registered investment adviser with the U.S. Securities and Exchange Commission (“SEC”) and is notice filed in various states. Any reference to or use of the
terms “registered investment adviser” or “registered,” does not imply that L&S or any person associated with L&S has achieved a certain level of skill or training.
L&S may only transact business or render personalized investment advice in those states and international jurisdictions where we are registered, notice filed, or
where we qualify for an exemption or exclusion from registration requirements. Information in this newsletter is provided for informational purposes only and
should not be construed as a solicitation to effect, or attempt to effect, either transactions in securities or the rendering of personalized investment advice. Any
communications with prospective clients residing in states or international jurisdictions where L&S and its advisory affiliates are not registered or licensed shall be
limited so as not to trigger registration or licensing requirements. Opinions expressed herein are subject to change without notice. L&S has exercised reasonable
professional care in preparing this information, which has been obtained from sources we believe to be reliable; however, L&S has not independently verified, or
attested to, the accuracy or authenticity of the information. L&S shall not be liable to customers or anyone else for the inaccuracy or non-authenticity of the
information or for any errors of omission in content regardless of the cause of such inaccuracy, non-authenticity, error, or omission, except to the extent arising
from the sole gross negligence of L&S. In no event shall L&S be liable for consequential damages.L&S’ current disclosure statement as set forth in ADV 2 of Form
ADV as well as our Privacy Notice is available for your review upon request.
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