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When the Sun, Moon, and Earth line up along a single axis, astronomers call it a

syzygy. The phenomenon describes the geometry behind every eclipse and every
supermoon: Three celestial bodies, moving independently, fall into perfect alignment.

Syzygy - I've been sitting with that word for months now, ever since we decided to
name our new firm Syzygy Asset Management. We didn't choose it for the
astronomy lesson, we chose it because syzygies only happen when separate entities,
each following its own path, converge at the same line at the same time. That's the
discipline upon which we're launching the firm: idea generation based on economic
foundations leading to signal expression and ultimately portfolio construction - each
doing its own job, each subject to its own scrutiny, and all pointing in the same
direction by the time a position lands in a client's portfolio.

While the name is new, Syzygy is not. Syzygy, formerly Research Affiliates, will
extend our multi-decade sub-advisory relationships in asset allocation and long-only
active equities and expand into other active diversification strategies in the coming
quarters. These strategies will augment existing ones and comprise a full client-
focused product suite featuring a diverse set of instruments, with different risk
budgets and investment horizons. All will be underwritten by the standard that an
idea must survive contact with actual economics before earning its place. That's
alignment, that's the part we can control. The market we are entering today is a
different story. It is a story of dispersion, and the opportunity it provides for those
willing to be different.

Two Ways to Measure the Same Thing

Dispersion and correlation are two sides of the same coin. Dispersion asks how
differently stocks are performing, or are priced to perform, relative to one another.
Correlation asks how much they are moving together. When correlation falls,
dispersion tends to rise, and in equity markets this year, as Exhibit 1 shows,
dispersion has moved a long way from where it was for most of the last decade.
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Exhibit 1. S&P 500 Dispersion
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Source: Syzygy Asset Management, based on data fram Bloomberg. Asset Management

On the implied side, the CBOE S&P 500 Dispersion Index, which infers expected 30-day dispersion from the gap between single-stock
and index option pricing, soared much higher during the second quarter, eclipsing 40. On the realized side, the narrative matches: The
rolling three-month 30-day realized dispersion of the S&P 500 constituents has also reached new highs.

Even the Magnificent Seven, which traded for most of 2023 and 2024 as a single macro factor with a fancy name, have splintered. As
Exhibit 2 shows, their average rolling 60-day correlation peaked near 80% but is now down to 22%, close to its early 2026 lows.
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Exhibit 2. The Magnificent Seven:
Rolling 60-Day Average Pairwise Correlation
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Source: Syzygy Asset Management, based on data from Bloomberg.

The practical result is that while the S&P 500 has looked mostly orderly, reacting mainly to the Iran conflict and energy scares while
reaching new highs, beneath the surface, its constituents are moving in enough different directions that the median stock and the
benchmark are barely on speaking terms.

Why This Is the Backdrop, Not the Obstacle

For a business based on picking winners, dispersion is the opportunity set, not the risk factor. Every basis point of idiosyncratic
variance is a basis point that skill rather than beta has a chance to capture. When correlation is high, active managers are, in effect,
holding slightly different flavors of the same trade, and outcomes cluster near the benchmark almost by design. Dispersion inverts
that.

That's the case for launching an active shop into this environment. Dispersion usually surfaces in commentary as a symptom of
stress, something to hedge against with correlation swaps or dispersion trades on the options desk. Fair enough. That's a legitimate

use of the same data. But for active equity managers, asset allocators, or long/short managers, today’s dispersion isn't a volatility
statistic to be endured; it's an opportunity to be harvested.

The Discomfort Isn’t Fully Unwarranted

Such wide dispersion makes many investors uneasy and for good reason. Dispersion this pronounced, correlation this low, usually
signals something other than a stable equilibrium.
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The current regime traces to several shocks that have so far coursed through markets somewhat independently of one another: A Strait
of Hormuz disruption briefly repriced energy and reshuffled sector leadership; an artificial intelligence (Al) capital-spending cycle has
started to separate the companies monetizing the buildout from those that are funding it; a European rearmament push has redirected
capital toward names that had been afterthoughts for years; and the Japanese yen has required meaningful intervention to buffer its
fall. Each shock, on its own, is a source of individualized, stock-specific return, but together they create the kind of environment that
can snap back into a single correlated move if any one turns systemic.

Options markets have already begun pricing some probability of that outcome. That is precisely why alignment belongs with
dispersion in the title of this piece. A process that only rides idiosyncratic dispersion, without a rigorous view of the economic forces
producing it, isn't equipped to recognize when those forces will converge into something that behaves like a single risk factor again. As
we all know, stock selection without an economic anchor is just overfitting to the past.

“Dispersion isn’t a volatility statistic to be endured; it’s an opportunity to be harvested.”

What Alignment Buys You in a Dispersed Market

This is where alignment and dispersion meet. Alignment is the internal discipline to ground ideas in economic rationale, develop
signals that measure what they claim to measure, and construct portfolios that reflect real conviction rather than accumulated clutter.
This is how we can exploit dispersion without being whipsawed by the regime shift that eventually ends it. It's the difference between
owning idiosyncratic risk on purpose and owning it by accident.

We built and continue to build Syzygy's strategies around that premise rather than a single-house view on where dispersion goes next.
Asset allocation stands to benefit from dispersion across asset classes and geographies rather than individual names. That matters if
the present stock-level dispersion is an early indicator of a broader macro repricing rather than a contained equity phenomenon, while
active equity portfolios are direct expressions of stock-level dispersion. The strategies we're thinking about next are those that find
alternative ways to capitalize on both correlated and dispersed markets. Stay tuned!

None of this is a forecast that today’'s low correlations will persist. History says they won't last indefinitely. Dispersion regimes end,
often abruptly, and usually around the sort of systemic catalyst that turns various distinctive stories back into one macro narrative.
What we're creating is a process that doesn't need to call that turn correctly before it happens to be useful and doesn't fall apart when
it does.

Where This Leaves Us

Markets are not obligated to make active management easy. For long stretches of the last cycle, they didn't. A market where a handful
of names drove index returns, where correlations sat near all-time highs, and where the honest answer to “Why didn't you just buy the
benchmark - or better yet - a smart beta alternative?” was uncomfortable. This doesn’t mean such strategies can't remain profitable,
but we believe a new story has emerged. This one rewards the willingness to be different, asset by asset, sector by sector, name by
name, and the rigor to do so with a process aligned enough not to mistake a temporary divergence for a structural one, or vice versa.

That's it, that's the philosophy behind Syzygy Asset Management. We look forward to serving our clients through our existing
strategies and by developing new ideas to help them navigate both dispersion and correlation, whichever is leading markets.

1. Some syzygies, new moons and full moons, for example, are quite common, while others, like solar and lunar eclipses and those
involving other planets, are much rarer.
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The material contained in this document is for informational purposes only. It is not intended as an offer or a solicitation for the purchase and/or sale of any security, derivative,
commodity, or financial instrument, nor is it advice or a recommendation to enter into any transaction. Research results relate only to a hypothetical model of past performance (i.e.,
a simulation) and not to actual results or historical data of any asset management product. Hypothetical investor accounts depicted are not representative of actual client accounts.
No allowance has been made for trading costs or management fees, which would reduce investment performance. Actual investment results will differ. Simulated data may have
under- or over- compensated for the impact, if any, of certain market factors. Simulated returns may not reflect the impact that material economic and market factors might have
had on the advisor's decision-making if the advisor were actually managing clients’ money. Simulated data is subject to the fact that it is designed with the benefit of hindsight.
Simulated returns carry the risk that actual performance is not as depicted due to inaccurate predictive modeling. Simulated returns cannot predict how an investment strategy will
perform in the future. Simulated returns should not be considered indicative of the skill of the advisor. Investors may experience loss of all or some of their investment. Index returns
represent back tested performance based on rules used in the creation of the index, are not a guarantee of future performance, and are not indicative of any specific investment.
Indexes are not managed investment products and cannot be invested in directly. This material is based on information that is considered to be reliable, but Research Affiliates, LLC
(“RA™) and its related entities (collectively “Research Affiliates”) make this information available on an “as is” basis without a duty to update, make warranties, express or implied,
regarding the accuracy of the information contained herein. Research Affiliates is not responsible for any errors or omissions or for results obtained from the use of this information.

Nothing contained in this material is intended to constitute legal, tax, securities, financial or investment advice, nor an opinion regarding the appropriateness of any investment. The
information contained in this material should not be acted upon without obtaining advice from a registered professional. RA is an investment adviser registered under the Investment
Advisers Act of 1940 with the U.S. Securities and Exchange Commission (SEC). Our registration as an investment adviser does not imply a certain level of skill or training. RA is not a
broker-dealer and does not effect transactions in securities.

Investors should be aware of the risks associated with data sources and quantitative processes used to create the content contained herein or the investment management process.
Errors may exist in data acquired from third party vendors, the construction or coding of indices or model portfolios, and the construction of the spreadsheets, results or information
provided. Research Affiliates takes reasonable steps to eliminate or mitigate errors and to identify data and process errors, so as to minimize the potential impact of such errors;
however, Research Affiliates cannot guarantee that such errors will not occur. Use of this material is conditioned upon, and evidence of, the user's full release of Research Affiliates
from any liability or responsibility for any damages that may result from any errors herein.

The trademarks Fundamental Index™, RAFI™, Research Affiliates Equity™, RAE™, and the Research Affiliates™ trademark and corporate name and all related logos are the
exclusive intellectual property of RA and in some cases are registered trademarks in the U.S. and other countries. Various features of the Fundamental Index methodology, including
an accounting data-based non-capitalization data processing system and method for creating and weighting an index of securities, are protected by various patents of RA. (See
applicable US Patents, Patent Publications and protected trademarks located at https:/syzygyassetmanagement.com/legal/disclosures#patent-trademarks-and-copyrights, which
are fully incorporated herein.) Any use of these trademarks, logos, or patented methodologies without the prior written permission of RA is expressly prohibited. RA reserves the right
to take any and all necessary action to preserve all of its rights, title, and interest in and to these marks and patents.

The views and opinions expressed are those of the author and not necessarily those of RA. The opinions are subject to change without notice.
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