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Valuations by Geography




Valuations By Geography: Discussion

U.S. Large Caps: Valuations Remain Stretched as Al Monetization Comes Into Focus
> U.S. large-cap valuations moved higher again in Q2, with the S&P 500 P/E now sitting near the 95th percentile of
its 20-year range, supported by strong earnings and continued Al-related capital spending.
> Investor focus is shifting from Al adoption to Al monetization, particularly as hyperscaler capex continues to draw
down free cash flow at the largest technology names.
» From here, returns will depend less on multiple expansion and more on whether earnings deliver, with limited
room for disappointment given elevated expectations.

U.S. SMID Caps: Valuations Much More Attractive, But Fundamentals Lag
> SMID caps continue to screen more attractively than large caps on both P/E and P/CF, trading near or below
long-term averages, though earnings quality and margin trends still trail large-caps.
» A more accommodative Fed backdrop and a broadening equity market could support these areas in the second
half.

International Developed: Diversification is Working
> International developed equities continue to benefit from lower valuation multiples, improving fundamentals,
and a weaker U.S. dollar.
> Leadership outside the U.S. has broadened reinforcing the case for maintaining a diversified regional stance
rather than concentrating exposure in a single market

Emerging Markets
» EM earnings growth remains a bright spot heading into the second half of 2026, aided by exposure to the global
Al buildout.
» Ongoing geopolitical fragmentation and shifting global trade patterns still warrant a selective approach.

Bottom Line: Valuation pressure remains most acute in U.S. large caps, where Al-driven optimism has pushed multiples
near cyclical extremes. Broader participation across regions and sectors reinforces the importance of diversification.
Mid- and small-cap stocks continue to offer relative valuation appeal but require patience given uneven fundamentals.

International developed markets stand out for valuation and fundamental support, while emerging markets remain

attractively priced but require selectivity amid ongoing policy and geopolitical uncertainty.




Valuations & Fundamentals By Market

How To Read This Chart:

This chart helps to put valuations in perspective by incorporating an analysis of some key
fundamental metrics (profit margins and return on equity). It is meant to serve as a starting point for
relative value assessments across different geographies.
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P/E Multiples Relative to History (Geography)

How To Read This Chart:

Below is an illustration of P/E multiples across global markets relative to their long-term (20-year)
min, max, and average levels. The intention is to help highlight dislocations relative to historical

norms.
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P/CF Multiples Relative to History (Geography)

How To Read This Chart:

Below is an illustration of P/CF multiples across global markets relative to their long-term (20-year) min, max, and
average levels. The intention is to help highlight dislocations relative to historical norms. We tend to put more
weight on P/CF ratios relative to P/E because cash flows are less influenced by financial engineering.
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Equity Market Valuations (Percentile Ranks)

How To Read This Chart:

Below is an illustration of both P/E and P/CF multiples across global markets relative to their long-term historical
norms. A higher percentile rank suggests that the asset class is more expensive relative to history. We tend to
put more weight on P/CF ratios relative to P/E because cash flows are less influenced by financial engineering.
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Valuations By Style: Discussion

US Large-Caps Expensive No Matter The Style Lens
» U.S. large caps remain expensive across both growth and value, even after valuation compression in early 2026.
» Growth multiples remain elevated as Al-related earnings power the index, while Value has kept pace as
leadership broadens beyond the largest technology names.
> Even after this quarter's rotation, large-cap value still screens rich relative to history, reflecting solid earnings and
sustained investor confidence rather than a classic value reset.

Growth Investors Should Look to Mid-Caps For Better Balance
> Mid-cap value screens closest to fair, trading roughly in line with its 20-year P/E average and offering exposure to
a broadening Al capex cycle beyond the mega cap.
» Stabilizing sentiment and a more accommodative Fed could provide additional support into year-end.

Small Caps Appear Cheap, But Small Value Signals Remain Noisy
» Small-cap growth could benefit from a more supportive policy and rate environment, though uneven
fundamentals and pockets of speculative behavior keep the outlook mixed.
» Small-cap value screens inexpensive, but historical earnings volatility still makes traditional valuation
comparisons less reliable, especially with margins pressured by shifting trade dynamics and lingering tariff
impacts

Bottom Line: Large-cap valuations remain elevated across both growth and value, with recent gains driven by earnings
rather than multiple expansion. Mid-caps continue to offer a more balanced valuation backdrop, and small caps appear
cheap on the surface but require caution given lower profitability and higher leverage. With no true bargains across the

U.S. style box, diversification and disciplined rebalancing become the most reliable tools for managing valuation risk



P/E Multiples Relative to History (Style)

How To Read This Chart:

Below is an illustration of P/E multiples across the US market relative to their long-term (20-year) min,
max, and average levels. The intention is to help highlight dislocations relative to historical norms.
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P/CF Multiples Relative to History (Style)

How To Read This Chart:

Below is an illustration of P/CF multiples across the US market relative to their long-term (20-year) min, max,
and average levels. The intention is to help highlight dislocations relative to historical norms. We tend to put
more weight on P/CF ratios relative to P/E because cash flows are less influenced by financial engineering.
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Equity Style Valuations (Percentile Ranks)

How To Read This Chart:

Below is an illustration of both P/E and P/CF multiples across the US market relative to their long-term historical
norms. A higher percentile rank suggests that the asset class is more expensive relative to history. We tend to
put more weight on P/CF ratios relative to P/E because cash flows are less influenced by financial engineering.
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Relative Valuations: Discussion

Large Caps Trading Rich vs. Small Caps
» The valuation gap between large and small caps is near a 20-year extreme, sitting in the 84th percentile—
signaling that small caps may offer better relative value.

Value Stocks Regain Their Premium Over Growth
> After years of growth stocks looking expensive, the gap between growth and value valuations narrowed
significantly in 2026. Value has outperformed as leadership has broadened, but that strength has come from
growth repricing rather than value becoming cheap.

U.S. Stocks Remain Expensive vs. International
> U.S. valuations remain elevated relative to those overseas. Relative valuations increased in 2025, mainly due to US
stock valuations remaining elevated in 2025 and sitting above long-term norms. This is true for US stocks
compared to both developed and emerging markets.

Developed Markets vs. EM Valuations See Renewed Elevation
> Developed markets trade at a historically wide premium to emerging markets, with the P/CF gap now near the
91st percentile of its 20-year range.
» The premium widened as developed market multiples moved higher on improving earnings breadth and a
weaker U.S. dollar, while EM multiples stayed anchored near their long-term average despite solid earnings

growth.
» EM continues to offer the attractive relative valuation in global equities alongside exposure to the Al buildout
across Asia, though policy uncertainty and idiosyncratic risks warrant selectivity.

Bottom Line: Large-cap stocks remain expensive relative to small caps, with valuation gaps still near historical
extremes. The growth premium over value has compressed meaningfully, reflecting broader participation rather than a
fundamental shift in leadership. U.S. equities continue to trade above long-term norms versus international markets,

and developed markets now sit at a historically wide premium to emerging markets as EAFE re-rated sharply while EM

multiples stayed anchored




Relative Valuations: Large vs. Small (S&P 500 vs. S&P SmallCap 600)

How To Read This Chart:

This chart shows the P/CF ratio of the S&P 500 Index relative to that of the S&P SmallCap 600 Index. A
higher number indicates that large cap stocks are more expensive relative to small cap stocks. On the
right-hand side, we show where today’s level ranks from a historical perspective.
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Relative Valuations: Growth vs. Value (R1G vs. R1V)

How To Read This Chart:

This chart shows the P/CF ratio of the Russell 1000 Growth Index relative to that of the Russell Value
Index. A higher number indicates that growth stocks are more expensive relative to value stocks. On
the right-hand side, we show where today’s level ranks from a historical perspective.
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Relative Valuations: US vs. INTL (S&P 500 vs. MSCI EAFE)

How To Read This Chart:

This chart shows the P/CF ratio of the S&P 500 Index relative to that of the MSCI EAFE Index. A higher
number indicates that US stocks are more expensive relative to International Developed stocks. On
the right-hand side, we show where today’s level ranks from a historical perspective.
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Relative Valuations: US vs. EM (S&P 500 vs. MSCI EM)

How To Read This Chart:

This chart shows the P/CF ratio of the S&P 500 Index relative to that of the MSCI EM Index. A higher
number indicates that US stocks are more expensive relative to Emerging Markets stocks. On the
right-hand side, we show where today’s level ranks from a historical perspective.
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Relative Valuations: Developed vs. EM (MSCI EAFE vs. MISCI EM)

How To Read This Chart:

This chart shows the P/CF ratio of the MSCI EAFE Index relative to that of the MSCI EM Index. A higher
number indicates that INTL Developed stocks are more expensive relative to Emerging Markets
stocks. On the right-hand side, we show where today’s level ranks from a historical perspective.
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Fixed Income Yields: Discussion

Yield Curve Steepens, But for Structural Reasons
» The yield curve remains upward sloping mid-2026, though the drivers are less cyclical and more structural. The
Federal Reserve paused following its 2025 rate cuts and continues to emphasize data dependence, as sticky
inflation and ongoing geopolitical risks complicate the path to further easing.
» Short-term yields reflect expectations for modest policy relief, while long-term rates remain elevated due to
heavier Treasury issuance, persistent fiscal deficits, and a higher term premium.

Higher Yields Mean Better Protection From Rate Moves
> With yields still above 4%, bond investors are better cushioned against further upward moves in rates than they
have been in years.
> At present, it would take a full 79bps move higher in yields for investors in the Bloomberg US Agg Index to see a
year's worth of yield “wiped out”.

TIPs Remain a Valuable Inflation Hedge
> TIPS continue to offer compelling inflation protection, with real yields in the upper end of their historical range.
» The opportunity may be shifting slightly away from the short end of the market and toward the intermediate
maturity range. However, investors need to be cognizant of duration risks.

Muni/Treasury Ratio Rebounds, But Below Historical Norms
> After plunging to historically low levels, Muni/Treasury ratios have rebounded in 2025, signaling a modest
recovery in relative value.
> Ratios still sit below long-term medians, so the threshold for favoring munis over comparable Treasuries remains
higher than usual, particularly for investors in lower tax brackets.

Bottom Line: After years of ultra-low yields, the “income” component of fixed income has once again become relevant.
With the Fed likely to stay on hold and long-term yields anchored by fiscal, inflation, and Al-driven supply dynamics, the

upside of extending duration remains limited. Persistent inflation risks reinforce the need for managing risk across the

curve while taking advantage of the strong income bonds are offering today.




US Treasury Yield Curve

How To Read This Chart:

The yield curve is a graphical representation interest rates for bonds. It shows the relationship
between the yield (interest rate) and the time to maturity of the debt. This chart shows the yield curve

for US Treasuries.
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Bloomberg US Agg: Yield to Worst

How To Read This Chart:

This chart shows the average yield to worst for the Bloomberg US Agg Bond index over time.
Yield to Worst represents the lowest potential yield on a bond, accounting for call provisions.
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Bloomberg US Agg: 1-Year Return Distribution

How To Read This Chart:

This is a graphical representation of potential 1-Year forward return outcomes for the

Bloomberg US Agg Bond Index. It accounts for coupon yield as well as potential changes in

interest rates.
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Bloomberg US Agg: Income Cushion

How To Read This Chart:

This chart estimates the upward movement in broader interest rates that would be required to
“wipe out” 1-year's worth of yield for investors in the Bloomberg US Agg Bond Index. It is a
simple way to assess how much downside protection is provided by the index’s yield.
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TIPS: Real Yields

How To Read This Chart:

The “real yield” on TIPS refers to the return an investor earns over and above inflation when
buying TIPS. If you purchase a TIP security at issue and hold it to maturity, your return = real
yield + inflation rate.
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US Corporate Yield Curve

How To Read This Chart:

The yield curve is a graphical representation interest rates for bonds. It shows the relationship
between the yield (interest rate) and the time to maturity of the debt. This chart shows the yield curve
for investment grade corporate credit.
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Corporate Credit: Yield to Worst

How To Read This Chart:

This chart shows the average yield to worst for the Bloomberg US Corporate HY Index and the
Bloomberg US Corporate Index over time. Yield to Worst represents the lowest potential yield on a
bond, accounting for call provisions.
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Bank Loans: Weighted Average Yield

How To Read This Chart:

This chart shows the approximate yield available by investing in publicly listed bank loans (also called
“broadly syndicated loans”). Bank loans are a common form of high yield credit typically issued with a
floating rate coupon based on a spread to SOFR.
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Securitized Bonds: Yield to Worst

How To Read This Chart:

This chart shows the average yield to worst for the Bloomberg Asset Backed Securities Index over
time. Yield to Worst represents the lowest potential yield on a bond, accounting for call provisions.
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Municipal Yield Curve

How To Read This Chart:

The yield curve is a graphical representation interest rates for bonds. It shows the relationship
between the yield (interest rate) and the time to maturity of the debt. This chart shows the
yield curve for AAA rated municipal bonds.
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Municipal Bonds: Yield to Worst

How To Read This Chart:

This chart shows the average yield to worst for broad municipal bonds over time. Yield to
Worst represents the lowest potential yield on a bond, accounting for call provisions.
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Municipal / Treasury Ratio

How To Read This Chart:

The Municipal/Treasury Ratio compares the yield on municipal bonds to those of US Treasuries.
A low ratio indicates that municipal bonds may be expensive (lower yield) relative to treasuries.
The ratio is meant to be a guide, but each client situation should be evaluated individually.
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Credit Spreads: Discussion

Investment Grade Spreads Remain Tight, But Income Is Compelling
» Investment-grade corporate spreads remain historically tight. Strong performance has been driven by spread
compression, offering limited compensation for taking on additional credit risk relative to Treasuries.
> With little buffer at these narrow levels should economic conditions deteriorate, IG returns will be driven

primarily by income rather than spread compression or price appreciation
» Credit risk is effectively priced to perfection, reinforcing the need to carefully balance risk and return.

Bank Loans Offer Yield, But Entry Point Is Less Attractive
» Bank loans are offering compelling yield, but prices are converging towards par which historically has not been

an attractive entry point to the asset class.
» Similar to the corporate credit markets, investors should be cognizant that current pricing leaves bank loans a bit

vulnerable should the economy experience a slowdown.

Securitized Bonds Are A Bright Spot
> Securitized bonds remain one pocket of the fixed income market where spreads are not at an extreme relative to

history.
» Spreads are currently wider than they were for much of the late 2010’s and offer investors better compensation

for risk-taking relative to corporate bonds.
Bottom Line With spreads sitting near their tightest levels, expectations should center on more modest, income-driven
outcomes. Credit spreads remain tight across most sectors, with securitized credit offering one of the few relative value

pockets left. Tight spreads reflect confidence in solid economic fundamentals, but they also call for more thoughtful

risk-taking as the margin for error narrows.




Corporate Credit: Spreads

How To Read This Chart:

Credit spreads measure the additional income (above a “risk-free” treasury) received by an investor as
compensation for taking on credit risk. When spreads are narrow (low), it is an indication of elevated
valuations in corporate credit. Conversely, wide spreads may indicate a buying opportunity.

High Yield Credit Spreads Investment Grade Credit Spreads

14%

12% 4%
10%

8%

6% T A ' 2%

4% W] J | B iV -— — WL —

2% o

0% 0%

2003 2006 2009 2012 2015 2018 2021 2024 2004 2008 2012 2016 2020 2024
—-2dev Option Adjusted Spread (OAS) = Median OAS Investment Grade OAS ====+2deV ==-2dev

yA) Source: Bloomberg Finance, L.P. (Data as of 6/30/2026)



Bank Loans: Weighted Average Prices

How To Read This Chart:

Bank loans tend to trade at a discount to par (100). The size of the discount is indicative of the
level of risk priced into the market. Wider discounts suggest more risks are priced in, while
smaller discounts suggest that bank loans may be richly valued.
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Securitized Bonds: Spreads

How To Read This Chart:

Credit spreads measure the additional income (above a “risk-free” treasury) received by an investor as
compensation for taking on credit risk. When spreads are narrow (low), it is an indication of elevated
valuations in securitized credit. Conversely, wide spreads may indicate a buying opportunity.
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Glossary

> Price-to-Earnings (P/E) Ratio: A valuation metric that compares a company’s stock price to
its earnings per share, indicating how much investors are willing to pay for each dollar of
earnings that a company generates.

> Price-to-Cash Flow (P/CF) Ratio: Measures a company'’s stock price relative to its operating
cash flow. We often favor this matric over P/E because cash flows are less easily
manipulated than earnings.

» Percentile Rank: Indicates where a current value sits within its historical range, showing
how expensive or cheap a metric is compared to the past.

> Relative Valuation: A comparison of valuation metrics between two asset classes or styles
(e.g., large vs small caps), used to assess which may offer better value.

» Valuation Gap: The difference in valuation levels between two segments (e.g., large vs. small
cap or U.S. vs. international), often shown through ratio comparisons.

» Median: The middle point in a data set, used as a long-term reference to evaluate whether a
current metric is above or below typical levels.



Glossary

> Yield to Worst (YTW): A total return metric which represents the lowest potential return on
a bond (assuming no default), accounting for call provisions.

» CurrentYield: A bond's annual coupon payment divided by its market price, reflecting
income as a percentage of price.

> AAA Muni/Treasury Ratio: Compares the yield of top-rated municipal bonds to that of
Treasury bonds, used to assess relative value in tax-exempt income.

> RealYield (TIPS): The yield on Treasury Inflation-Protected Securities after accounting for
inflation, reflecting the true purchasing power of the return.

» Spread: The difference in yield between different types of bonds (e.g., Treasuries vs.
corporates), used to measure perceived credit risk or relative value.

> Bank Loan Index Price: Reflects the average market price of leveraged loans in the index,
used to gauge relative cheapness or expensiveness.

> Duration: A measure of a bond’s sensitivity to interest rate changes, with longer durations
indicating greater risk to rising rates.



Disclosures

This document is intended for the exclusive use of clients or prospective clients of PCS Advisors. Any additional dissemination or distribution is strictly prohibited.
Information provided in this document is for informational and/or educational purposes only and is not, in any way, to be considered investment advice nor a
recommendation of any investment product or service. Advice may only be provided after entering into an engagement agreement and providing PCS Advisors with all
requested background and account information.

In partnership with Fiducient Advisors, the included information has been obtained from a variety of sources believed to be reliable though not independently verified.

Any forecasts represent future expectations and actual returns, volatilities and correlations will differ from forecasts. Past performance does not indicate future

performance and there is a possibility of a loss.

Please visit www.pcsbd.net/disclosures for other important disclosures. Private Client Services is an SEC Registered Investment Advisor doing business as PCS Advisors.
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