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Concentrated Risk, Elevated Expectations

Even greater risk concentration

Weight and risk concentration of the 10 largest companies in the S&P 500 Jan 1997 - Dec 2025
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Source: 10X Investments, S&P, Bloomberg, DE Shaw.

Over the past 98 years, there have been 11 equity drawdowns
of 30% or more. The humbling lesson is that markets are
forward-looking. They typically reprice before the economic
data clearly turns, and by the time the slowdown is obvious, a
meaningful part of the drawdown may already have happened.

Importantly, the relationship can also run the other way. Market
weakness does not just reflect a deteriorating economy, it

can also help cause one by tightening financial conditions,
weakening confidence and slowing spending. That is why
portfolio positioning should not be anchored primarily to the
current economic outlook. The more useful discipline is to focus
on the risk being taken today, the reward on offer for taking it,
and whether that trade-off remains attractive from a forward-
looking perspective.

Long-term earnings growth forecasts (%)
January 2012 - February 2026
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The S&P 500 has become increasingly concentrated, but
the more important point is that risk concentration has risen
even faster than index weight. The ten largest companies
now make up just over 40% of the index, yet account for
closer to 55% of its risk, highlighting how narrow leadership
has become beneath the surface.

That does not mean concentration must unwind immediately,
but it does mean index exposure is less diversified than it
appears. When a small group of stocks drives such a large
share of both returns and risk, portfolio outcomes become
more dependent on continued strength from a narrow part of
the market.

Economic pain typically follows drawdowns
Occurence of recessions around drawdowns since 1929
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Current valuations are not just reflecting strong recent
earnings, but very strong earnings growth still being assumed
well into the future. Long term growth expectations for
technology and semiconductors have moved to exceptionally
elevated levels, implying that a meaningful amount of future
success is already embedded in today’s prices. That leaves
limited room for disappointment.

The key risk is that markets do not need a collapse in
fundamentals to reset. They simply need future earnings
growth to be less exceptional than what is currently priced in.
When expectations are these elevated, even solid outcomes
can disappoint.
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Asset class returns to 28 February 2026
Strong Rand a headwind to global assets
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Real (after-inflation) return expectations

SA real yields have continued to compress as the
external backdrop has remained supportive, reducing
the valuation cushion in SA bonds. Relative to SA cash,
the additional return on offer is now fairly limited once
duration risk is considered.

More broadly, growth asset valuations remain
compressed relative to the risks being assumed. In many
cases, markets still price in a favourable macro and
earnings backdrop, leaving less room for disappointment
and limiting forward-looking risk adjusted returns.

10X Your Future Fund Asset Allocation
28 February 2026

Source: 10X Investments.

Portfolio returns to 28 February 2026

Source: 10X Investments Morningstar, * returns prior to March 2019 are those of 10X Umbrella Pension Fund adjusted
for Class A fee.

5-10 year expected real returns
in Rands - 28 February 2026

Source: 10X Investments, Bloomberg.

Asset allocation

Overall, the portfolio remains defensively positioned, with
63% allocated to growth assets, reflecting the compressed
return outlook across asset classes. Over the month, we
reduced exposure to SA inflation linked bonds as real yields
compressed, reallocating to SA cash where relative value
improved on a risk adjusted basis.

Despite the lower risk profile, the fund remains well
positioned to meet its real return objectives. Importantly, it is
doing so while taking materially less risk, which we believe
remains appropriate given the current opportunity set.

WRITTEN BY

Chris Eddy
Head of Investments
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Disclaimer

10X Investments (Pty) Ltd is an authorised Financial Services Provider (#28250) and an Investment Manager licenced under the Financial Advisory and Intermediary Services Act,
37 of 2002. 10X Fund Managers (RF) (Pty) Ltd (“10X FM") is registered as a Management Company under the Collective Investment Schemes Control Act 45 of 2002, in terms of
which it operates unit trust portfolios under the 10X Unit Trust Scheme, and is supervised by the Financial Sector Conduct Authority. 10X Investments (Pty) Ltd is the appointed
investment manager of 10X FM. 10X Investments (Pty) Ltd is an approved Benefit Administrator in terms of Section 13B of the Pension Funds Act, 24 of 1956.The content and
information contained in this presentation may not be reproduced or distributed without the prior written consent of 10X. 10X has taken, and will continue to take care, that all
information provided, in so far as this is under its control, is true and correct. However, 10X shall not be responsible for, and therefore disclaims any liability for, any loss, liability,
damage (whether direct or consequential) or expense of any nature whatsoever, which may be suffered as a result of, or which may be attributable, directly or indirectly, to the use of
or reliance upon any information provided. The content and information provided in this presentation is provided by 10X as general information about the company and its products
and services, and investment performance as at the time of the presentation. 10X does not guarantee the suitability of any information or the performance of a particular investment
source. The information provided is not intended to be, nor does it constitute, financial, tax, legal, investment, or other advice. Nothing contained in this presentation constitutes
a solicitation, recommendation, endorsement, or offer by 10X, but is merely an invitation to do business. Collective Investment Schemes in Securities (known as Unit Trusts) are
generally medium- to long-term investments and the value of units may go down, as well as up. Past performance is not necessarily a guide to future performance. 10X FM does not
provide any guarantee regarding the capital or the performance of its Unit Trusts. Performance figures are for lump sum investments with income distributions reinvested. Where
annualised performance is mentioned, this refers to the average return per year over the period. Actual investor performance may differ as a result of the investment date, the date
of reinvestment and dividend withholding tax. Movements in exchange rates may also be the cause of the value of underlying international investments going up or down. The 10X
FAIS Disclosure as well as the Unit Trust Funds’” Minimum Disclosure Document is available on the 10X website: www.10x.co.za.
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