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TAKING THE ALTERNATE ROUTE

After a long stretch of open highway, the ride has felt smooth. Traffic has moved steadily, the road has been well
paved, and progress has been easy to measure. Yet despite the calm, many investors are uneasy. The concern is not
that the road is no longer passable, but that it has become increasingly crowded, with fewer ways to maneuver if
conditions change.

Public equity markets heading into 2026 feel much like that highway. Returns have been stronger than usual,
volatility has remained muted, valuations sit near peak, and retail investor participation has broadened. On the
surface, the journey appears orderly. Beneath it, however, the road has narrowed. More capital, more portfolios, and
more outcomes are increasingly concentrated in a small group of large public technology companies. Most investors
are not speeding recklessly, but they are traveling together, exposed to the same turns ahead.

Periods of stability and concentration often persist longer than expected, until they falter. Market cycles rarely
provide advance notice. Today's imbalance is not necessarily a signal that conditions are about to change, but it does
raise an important question: how resilient are portfolios if they do? That question has become harder to answer.
Rotating away from large-cap public technology exposure can mean replacing one crowded trade with another,
accepting greater volatility, or risking the opportunity cost of missing continued gains. At the same time, traditional
public-market diversifiers have been less effective than history would suggest.

The familiar 60/40 portfolio helps explain the challenge many investors face today. Bonds have long served as the
stabilizing ballast in client portfolios, providing income, diversification, and protection during equity drawdowns.
Over the past decade, however, public bond returns have averaged under 2% annually and, more recently, have
struggled to provide the diversification investors have historically relied on as stock and bond correlations have risen.
The traditional off ramp has narrowed just as traffic has increased.
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The challenge, then, is not predicting the turns in the road, but recognizing when it makes sense to reduce reliance on
a single route. Rather than waiting for conditions to shift, investors can begin charting an alternate path. Broadening
portfolios beyond crowded public equity markets and into a wider set of investments can reduce concentration risk,
introduce new drivers of return, and help portfolios keep moving forward without depending entirely on one road
whose destination remains uncertain.
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This reassessment starts from a position of concentration. Entering 2026, individual investors hold a higher
proportion of their net worth in public equities than at almost any point in history. Federal Reserve data shows public
equities now represent nearly half of household financial assets, comparable to periods preceding prior market
drawdowns, including the late 1990s and mid-2000s. Historically, household equity exposure tends to peak during

periods of optimism and stability, not stress.
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When starting points are stretched, portfolio
construction matters more than prediction. This is
where diversification becomes practical rather than
theoretical. Harry Markowitz famously described
diversification as “the only free lunch in investing,”
demonstrating that combining assets with imperfect
correlations can reduce risk without sacrificing long-
term return potential. Today, that logic increasingly
points beyond traditional stock and bond portfolios
and toward investments with fundamentally different
drivers of return.

The question is not whether stock markets will correct
in 2026, but whether portfolios are built to withstand a
wide range of outcomes when prediction is difficult.
After years of public equity-driven returns, many
portfolios remain highly sensitive to a narrow set of
risks, leaving them vulnerable to shifts in sentiment
and momentum. In this environment, diversification is
less about reallocating within equities and more about
incorporating assets designed to behave differently as
conditions change.

Wherein response to that uncertainty, taking an
alternate route becomes compelling. Each investor
embarking on this journey resembles a different kind
of driver. Risk tolerance, income needs, and time
horizon all shape how they navigate the road. While
there are many routes to the same destination, the key
is alignment between the vehicle and the journey,
between investment choices and long-term objectives.

In investment terms, those vehicles extend beyond
traditional public equities. They include private equity
and venture capital, private credit, real assets such as
infrastructure and income-producing real estate, hard
assets like commodities, structured products, and
hedge funds. Each offers a distinct profile of return
potential, stability, and control. As we move into 2026,
the question is no longer whether to leave the
crowded highway, but which alternate routes best suit
the journey ahead.
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Asset Class Diversification Merit Role in Portfolio
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For investors seeking to complement public equity exposure with differentiated growth opportunities, private equity
and venture capital offer a faster lane. These markets provide access to thousands of companies that traditionally
would have been public, expanding the opportunity set beyond public exchanges and offering return drivers less tied
to daily market sentiment.

After a period of rain and overcast conditions, the backdrop for 2026 appears to be improving on the margin. Lower
policy rates, improving financing conditions, and a renewing IPO window support a healthier deal environment and
more credible exit paths for sponsors. At the same time, secondary markets in private equity offer opportunities to
buy interests at discounts to prior valuations, effectively improving entry points for new capital.

While those benefits are present, this alternate road is unlikely to be smooth. Higher return potential does not imply
quicker realization. These strategies are inherently illiquid, with capital typically locked up for years and highly
dispersed outcomes across managers and vintages. Elevated valuations in certain growth segments, longer holding
periods, and execution risk all argue for selectivity and rigorous manager due diligence. For investors willing to accept
these constraints, private equity and venture capital can complement public equity exposures, but they are best
approached as part of a disciplined, long-term roadmap rather than a shortcut.
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Private credit occupies a steadier middle lane between equity risk and traditional fixed income. It encompasses non-
bank lending through privately negotiated loans, offering direct exposure to borrower cash flows and often stronger
structural protection than public bonds.

Private credit enters the year on steady footing as higher base rates and tighter bank lending standards continue to
support elevated spreads and provide attractive opportunities. Strategies such as direct middle-market lending,
asset-based lending, specialty finance, and real estate debt benefit from floating-rate structures, senior secured
positions, and active underwriting, which can help reduce interest rate sensitivity and enhance downside protection.

As monetary policy transitions toward continued accommodation, private credit’'s contractual income profile and
reduced duration risk offer a compelling complement to traditional fixed income. In an environment of ongoing
market volatility and evolving rate expectations, these features position private credit as a potential source of income
stability and portfolio diversification for investors who want to keep moving forward without flooring the accelerator.
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Hard assets, particularly commodities and select cryptocurrencies, function as guardrails within a portfolio, helping
smooth out the bumps when growth, inflation, or geopolitics surprise. Broad commmodity exposure, along with
targeted allocations to energy, metals, agriculture, and digital assets, can provide a differentiated return stream
relative to traditional equities and bonds. Performance in these areas is driven more by supply-demand dynamics,
geopolitical developments, and physical constraints than by earnings multiples.

Heading into 2026, the case for hard assets is straightforward: inflation remains above target in many economies,
policy tolerance for higher inflation has risen, and the energy transition continues to reshape commodity demand.
Precious metals appear well positioned, supported by persistent inflation pressures, elevated geopolitical risk, and
ongoing demand for perceived stores of value. Select cryptocurrencies may benefit from growing institutional
adoption and their role as speculative “digital risk” assets. At the same time, investors must weigh meaningful
drawbacks: commmodities and crypto can be highly volatile, prone to sharp drawdowns, and often require derivatives,
futures, or specialist vehicles to access efficiently, introducing complexity and potential roll or basis risk.

For investors willing to accept these trade-offs, measured allocations to hard assets can complement real assets and
traditional inflation hedges. Rather than serving as the primary vehicle on the trip, coommodities and cryptocurrencies
are often most effective as part of the toolkit that helps portfolios navigate unexpected potholes in inflation, policy, or
geopolitical stability, without relying solely on equities and bonds for risk management.
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Hedge funds resemble skilled drivers who can shift lanes, tap the brakes, or change speed as conditions evolve,
rather than committing to a single, unhedged route. They encompass a broad set of actively managed strategies
designed to generate returns with lower dependence on broad market beta, using tools such as dynamic exposure
management, short positions, derivatives, and cross-asset allocation to manage risk and capture relative value
opportunities.

The current backdrop of greater market dispersion, policy divergence, and macro uncertainty creates a more fertile
environment for many hedge fund approaches. Market-neutral, global macro, relative value, and event-driven
strategies may be well positioned to take advantage of volatility, dislocations, and shifting economic conditions,
potentially reducing portfolio-level volatility and providing diversification when traditional assets move in tandem.
However, the opportunity set is highly manager-specific: wide dispersion of returns, higher fees, limited
transparency, and occasional liquidity constraints all argue for careful selection, alignment of terms, and ongoing
oversight.

Market leadership shifts, valuations evolve, and risks that once seemed remote can quickly move to the
forefront. Simply owning more equities, or even more diversified equities, is no longer enough on its own. In an
environment where correlations change and traditional buffers weaken, portfolio resilience increasingly

depends on how different return drivers work together, not just how much exposure investors have to any

single one. Diversification remains the only free lunch in investing. But in today’'s market, it is earned not by

staying in the same lane, but by thoughtfully combining alternative paths that can carry portfolios through
whatever lies ahead.
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The alternatives allocation includes hedge funds, real estate and private equity, with each receiving an equal weight. Portfolios are
rebalanced at the start of the year. Equities are represented by the S&P 500 Total Return Index. Bonds are represented by the
Bloomberg U.S. Aggregate Total Return Index. Volatility is calculated as the annualized standard deviation of quarterly returns. past
performance is not a reliable indicator of current and future results.

Guide to Alternatives. Data are based on availability as of November 20,2025.
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DISCLOSURE

Investing involves risk, including the possible loss of principal and fluctuation of value. Past performance has no
guarantee of future results.

This newsletter is not intended to be relied upon as forecast, research or investment advice, and is not a
recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions
expressed are as of the date noted and may change as subsequent conditions vary. The information and opinions
contained in this letter are derived from proprietary and nonproprietary sources deemed by Waterloo Capital to be
reliable. The letter may contain “forward-looking” information that is not purely historical in nature. Such information
may include, among other things, projections, and forecasts. There is no guarantee that any forecast made will
materialize. Reliance upon information in this letter is at sole discretion of the reader.

Please consult with a Waterloo Capital financial advisor to ensure that any contemplated transaction in any securities
or investment strategy mentioned in this letter aligns with your overall investment goals, objectives and tolerance for
risk.

Additional information about Waterloo Capital is available in its current disclosure documents, Form ADV, Form ADV
Part 2A Brochure, and Client Relationship Summary report which are accessible online via the SEC's investment

Adviser Public Disclosure (IAPD) database at www.adviserinfo.sec.gov, using SEC # 133705.

Waterloo Capital is neither an attorney nor an accountant, and no portion of this content should be interpreted as
legal, accounting or tax advice.
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