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Source: Barron�s Best Fund Families as of
February 26, 2026. Barron�s ranked Capital
Group/American Funds No. 1 for 2025. To
be included in the ranking, a firm must have
at least three funds in the general equity
category, one world equity, one mixed equity
such as a balanced or target date fund,
two taxable bond funds, and one national
tax-exempt bond fund. Barron�s measured
active mutual fund and ETF total returns for
the 1-year period as of December 31, 2025,
against all other active funds in their LSEG
Lipper category, weighted by asset size,
relative to a total of 46 fund families� other
assets in its general classification. A fund�s
score is multiplied by the weight of its general
classification as determined by the Lipper
universe of funds. Returns are calculated
without sales charges or 12b-1 fees. Learn
more about Barron�s Best Fund Families at
capitalgroup.com/best-fund-family. Past
results are not predictive of future results.

Capital Group manages equity assets through
three investment groups. These groups
make investment and proxy voting decisions
independently. Fixed income investment
professionals provide fixed income research
and investment management across the
Capital organization; however, for securities
with equity characteristics, they act solely on
behalf of one of the three equity investment
groups.

Used with permission. '2026 Dow Jones &
Company, Inc.

Capital Client Group, Inc.

Investments are not FDIC-insured, nor
are they deposits of or guaranteed by
a bank or any other entity, so they may
lose value.

At Capital Group, portfolios are
powered by multiple managers, each
making independent investment
decisions based on their strongest
convictions.

That distinctive, active approach
combines collaborative research,
diverse perspectives and a long-term
view to help clients navigate shifting
markets with greater consistency.

Capital Group has earned
the No. 1 spot on Barron�s
Best Fund Families

capitalgroup.com/best-fund-family
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It sure is a nice feeling for clients to know they have a source of guaranteed lifetime
income through a built-in income rider. By adding our award-winning Brighthouse
Shield Level Pay Plusfi II Annuity to their portfolio you can help give them that.1

1 Brighthouse Shield Level Pay Plusfi II Annuities. Barron’s Best Annuities, 2025.

This is not an offering of any securities for sale in New York. This communication refers to Brighthouse Shield Level Pay Plusfi II Annuity and Brighthouse Shield Level Pay Plusfi II Advisory Annuity,
collectively referred to as �Shield Level Pay Plusfi Annuities� or �Shield Level Pay Plusfi II Annuities,� which are part of the suite of single premium deferred annuity products referred to as �Shieldfi

Level Annuities Product Suite� or �Shieldfi Level Suite Annuities.� These products are index-linked annuities issued by, and product guarantees are solely the responsibility of, Brighthouse Life
Insurance Company, Charlotte, NC 28277, on Policy Form 5-213-1 (07/24) (�Brighthouse Financial�). Shield Level Pay Plus Annuities are distributed by Brighthouse Securities, LLC (member FINRA).
All are Brighthouse Financial affiliated companies. Shield Level Pay Plus Annuities have charges, termination provisions, and terms for keeping them in force. Please contact a financial professional
for complete details. Product availability and features may vary by state or firm. These products are not available in New York.

Shield Level Pay Plus Annuities are registered with the SEC. Before you invest, you should read the prospectus in the registration statement and other documents Brighthouse Life Insurance Company
has filed for more complete information about the company and the product. You may obtain these documents for free by visiting EDGAR on the SEC website at www.sec.gov. You may also request a
prospectus from your financial professional or directly from Brighthouse Financial at (888) 243-1932 or brighthousefinancial.com.

For important information and prospectuses, scan the QR code or visit brighthousefinancialpro.com.

� NOT A DEPOSIT � NOT FDIC INSURED � NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY
� NOT GUARANTEED BY ANY BANK OR CREDIT UNION � MAY LOSE VALUE

2601 BDRM1957463-1 6819888.2[12/31/2027]

Who says nothing in
life is guaranteed?

* Dependent upon staying within parameters of income rider

Guaranteed Lifetime Income*
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U P & D OWN WA L L S T R E E T
New Berkshire CEO Greg Abel has called Coke
one of its �core four� investments, along with
Apple, Moody�s, and American Express.

Coca-Cola Keeps
Beating PepsiCo.
Buffett�s Still a Fan.

O
ne of the more
surprising stock
stories of 2026
has to be Coca-
Cola�s year-to-
date outpacing of
the S&P 500 in-

dex and its ancient foe, PepsiCo�with
the latter point being as significant as
the former to well-versed investors.

Of course, this is the shortest of
short time periods, the very opposite
of what Coke�s biggest champion,
Warren Buffett, the recently retired
CEO of Berkshire Hathaway, would
consider prudent. In fact, over the
past nine years�basically the tenure
of Coke�s former CEO, James Quincey,
who stepped down on March 31�
Coke�s stock performance has been
decidedly meh versus the market,
though again, superior to Pepsi�s, for
those keeping score at home.

Why, then, does Berkshire continue
to hold 400 million shares of Coke, a
stake that Buffett built in the late 1980s
and is now worth some $31 billion,
accounting for 9.3% of that company
and 9.6% of Berkshire�s investment
portfolio? (Note that new Berkshire
CEO Greg Abel has called Coke one of
Berkshire�s �core four� investments,
along with Apple, Moody�s, and
American Express.)

A look at the current state of
Coke��by America�s side for 140
years of its 250 years��provides some
compelling clues.

First, let�s acknowledge the brisk
headwinds Coke faces. Those include
GLP-1 drugs like Ozempic and Moun-
jaro, which might lessen consumers�
cravings for sweet drinks; inflation,

which shrinks margins; taxes on sug-
ary drinks in some countries and juris-
dictions, which could reduce demand;
wars around the world; and an un-
proven CEO in Henrique Braun.

Feel the breeze?
Those negatives, though, make

Coke�s recent little pop that much more
eye-catching, with the company report-
ing adjusted earnings of 86 cents per
share in the first quarter, above the
consensus of 81 cents per share. Coke
Zero Sugar continues to be the star
attraction, with sales climbing 13%.

�Pretty darn impressive,� Goldman
Sachs analyst Bonnie Herzog tells Bar-
ron�s. �And it�s not just this year; I
would say also last year. They continue

to deliver above their peers.�
BofA Securities analyst Peter Galbo

rates Coke as a top pick. �It�s probably
the only company across the 40-odd
we cover that will hit its growth algo-
rithm this year; top line, operating
profit, growth rate, and earnings-per-
share growth,� he tells Barron�s.

How is Coke managing that? Galbo
notes that Coke has outsize exposure in
markets like Latin America, Asia-Pa-
cific, and India, which has served Coke
well, as domestic growth has been slug-
gish. And he points out that Coke is a
pure-play, all-weather beverage com-
pany, meaning that it has soda (Coke
and Sprite), water (Dasani), protein
drinks (Fairlife), teas (Gold Peak), cof-
fee (Costa), juice (Minute Maid), and
sports drinks (Powerade).

�Beverages, relative to food, where
we�re all counting calories, is a much
more resilient category,� Galbo says.
�You drink beverages because of hy-
dration, for caffeine, or post-workout
or pre-workout.�

The real key, though, is Coke�s busi-
ness model. The company is an asset-
light, global moneymaking machine,
expert in selling concentrates and
syrup mixtures to its bottling partners,
marketing, and optimizing its products
and pricing. Coke is hardly infallible

(anyone remember New Coke?), but it
hits more often than it misses.

And, arguably, Coke is getting bet-
ter, institutionalizing a growth strategy
flywheel, especially with what it calls
revenue growth management�having
the right brand at the right price in the
right package for consumers. To put
numbers on that, Coke has 200 brands
(32 of which have over $1 billion in an-
nual sales), which are consumed in 2.2
billion drinks per day in some 200
countries around the world. No won-
der Coke made Morgan Stanley�s
Global Best Business Models list.

Yes, inflation is a bad guy for Coke�s
business, but the company is expert in
modeling out price changes in inputs
like sugar, corn syrup, aluminum, and
plastic, and in pricing to consumers.

A critical metric that Galbo points to
is unit case volume, or UCV, which for
Coke is shipments of concentrate, a
�true underlying demand driver.� In
the first quarter, Coke�s UCV was up
3%, while the Street was looking for
0% to 1% growth, he says. And Coke
continues to reduce its bottling opera-
tions, which has driven operating mar-
gins from the low-20% range 10 years
ago to the low-30% range today.

A quick word about new CEO
Braun, a Brazilian-American with a
masters from Michigan State Univer-
sity who has been at the company for
30 years. �Henrique has worked
closely with James [Quincey] in Latin
America and throughout the organi-
zation on revenue growth manage-
ment,� says Goldman�s Herzog. �I
don�t foresee dramatic changes. It�s
almost like taking that baton and con-
tinuing to run the race. I think he�ll be
even more global.�

�Henrique is well thought of by
Coke�s most important constituents�
the bottlers,� says Galbo. �That rela-
tionship really flourished under James.
The continuity factor of having some-
body that the bottlers truly know and
respect is incredibly important to sus-
taining the success of Coke.�

Coke�s board has some intriguing
dynamics. Recall that Buffett served as
a director for 17 years, from 1989 to
2006. (A low point was when he and
others blocked Coke from buying
Quaker Oats and its valuable Gatorade

BY ANDY
SERWER

Berkshire Hathaway holds 400 million shares of Coke, a stake that Warren Buffett built in the late 1980s. D
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business, which Pepsi snapped up.)
Today, there are two Buffett disciples on

Coke�s board: Tom Gayner, CEO of mini-
Berkshire Markel Group, and investor
Chris Davis (who�s also on Berkshire�s
board). Herbert Allen III, president of bou-
tique investment bank Allen & Co., has had
a board seat since 2021, taking over from
his father, who joined the board in 1982
after Coke bought Columbia Pictures. The
board recently beefed up its Silicon Valley
ties with the addition of PayPal mafioso
Max Levchin, former Meta Platforms and
Microsoft executive Carolyn Everson, and
Bela Bajaria, chief content officer of Netflix.

Then there�s that Coke versus Pepsi ri-
valry. In recent years, Coke has won this
race, even as Pepsi, which has a broader
portfolio�including Frito-Lay in the salty-
snacks category�has leaned into healthier
food and drinks. Bigger than Coke, with
$94 billion in sales last year versus Coke�s
$48 billion, Pepsi is nonetheless worth $211
billion to Coke�s $336 billion. Why? For one
thing, Coke had $13.1 billion in net income
last year, while Pepsi did $8.2 billion.

The rivalry extends to our two analysts.
Herzog prefers Pepsi over Coke. Galbo is
Coke over Pepsi. �The reason comes down
to valuation and the risk/reward,� Herzog
says. �I think a lot about Coke is broadly
priced in. Pepsi has underperformed and is
in the middle of a turnaround.� She notes
that Coke�s forward 12-month price/earn-
ings ratio of 23.8�versus 17.9 for Pepsi�is
well above its historical average premium.

As for Galbo, he says, �The value driver
of Pepsi is not the beverage business; it�s the
food business, Frito-Lay. The salty-snacks
category has had a lot more significant
headwinds [that word again] over the past
several years.� Galbo points to GLP-1 pho-
bia, but more importantly, he notes that the
prices for salty snacks climbed some 30%
from 2021 to 2024, hurting demand.

Buffett made his choice some 40 years
ago, reportedly swapping out a stake in
Pepsi to buy Coke. Still, you wonder about
Coke�s continuing appeal to Abel. Sure, with
Coke�s 2.71% yield, Berkshire takes home
$848 million a year in dividends on its
stake, but there are plenty of stocks out
there sporting more-generous payouts.

I�m guessing that Buffett and Abel
would point to safety of the yield, the con-
tinuity of Coke�s strategy, and the continu-
ously improving execution. And maybe
some of that mirrors Berkshire.

K en Burns knows American his-
tory, but what about American
business? I recently spoke with
the award-winning maker of such

documentaries as The Civil War and Base-
ball, and his latest, The American Revolution,

as part of our At Barron�s interview series.
I asked Burns about the role of business

in the American Revolution. �It�s all eco-
nomics, in some ways,� he says. �This is
about money, taxation. You�re going up
against the biggest empire on Earth, the
British Empire. How do you fund the war
and revolution? You�re having financiers
like Robert Morris who are putting money
in. He financed the revolution, and the
revolution financed him. There were peo-
ple making money.�

Burns has relationships with some
boldfaced names that Barron�s readers
know well, like Brian Moynihan, CEO of
Bank of America, and Steve
Schwarzman, CEO of Blackstone, who
have underwritten Burns� endeavors.

�I have a special relationship with
Brian,� Burns says. �He majored in history
at Brown University, and his mentor there
is Gordon Wood, who�s in our film on the
revolution. [Brian and I] meet periodically.
We take care of the business side of things�
this is the budget for next year, these are the
films that we�re thinking about�then the
rest of the time we talk about history.

�I met [Steve Schwarzman] in 2017. We
regularly talk on Zoom or get lunch. He�s
been incredibly generous supporting The
American Revolution and other things we�ve
done. He�s got some incredible perspec-
tives about what�s going on in the U.S. and
the world.�

Neither of these benefactors have a say in
the editing room, Burns says.

Burns himself is a CEO, owning and
running Florentine Films for some 50
years. �For the last 20 years, our sole cor-
porate underwriter has been Bank of
America. The 22 years before, it was Gen-
eral Motors,� he says.

�I�ve done everything the opposite of
what I was told to do. I was told to stay in
New York. I moved to New Hampshire. I�ve
been told, �You should adopt this technol-
ogy�or have more bells and whistles.�

�I�ve never gotten investors. My film on
the Vietnam War came out in 2017. It took
10‰ years. It cost a little bit over $30 mil-
lion. I could have walked into a streaming
service or premium cable and walked out
with that $30 million. What I couldn�t have
walked out with was the [time] I needed to
get to the heart of the story.�

Burns says he has avoided a �layer of
suits saying, �Longer, shorter, sexier, less
sexy, more violent, less violent.� � Instead,
he made an �essential sacrifice that has for
me been the right decision. It may not be for
another filmmaker who might go [to] an
HBO or to a Netflix�[but] this is what has
worked for me.� B

email: andy.serwer@barrons.com

Take the road
less traveled.
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*WAGN has zero overlapping positions with the S&P 500. See Fund website for full holdings. Performance and holdings are
as of 3/31/26. Inception Date is 9/29/23. Performance since inception is annualized. Performance data quoted represents
past performance; past performance does not guarantee future results. Investment return and principal value of an investment
will fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original cost. Current
performance may be lower or higher than the performance data quoted. For the most recent month-end performance, please
call +1.800.617.0004 or visit the Fund�s website at www.wagonsetf.com. Expense ratio is 0.90% for WAGN. The Pabrai
Wagons ETF is the successor to the Pabrai Wagons Fund (the �Predecessor Fund�), which operated as a mutual fund. The
Predecessor Fund commenced operations on September 29, 2023. The Pabrai Wagons ETF is the successor to the
accounting and performance history of the Institutional Class of the Predecessor Fund. Any historical information provided
for the Pabrai Wagons ETF that relates to the periods prior to February 6, 2026, is that of the Predecessor Fund. The S&P 500
Index is an index of 500 large capitalization companies selected by Standard & Poor�s Financial Services LLC. Fund holdings
are subject to change and should not be considered a recommendation to buy or sell any security. An investor should
consider the investment objectives, risks, and charges and expenses of the fund carefully before investing. A prospectus
and a summary prospectus which contains this and other information about the fund may be obtained by calling
+1.800.617.0004 or visiting wagonsetf.com. The prospectus and the summary prospectus should be read carefully before
investing.
Investing involves risk. Principal loss is possible. ETFs are subject to additional risks that do not apply to conventional
mutual funds. ETFs may trade at a premium or discount to NAV.
Distributed by Quasar Distributors, LLC.

The Un-S&P 500*

YTD 6 Months 1 Year

WAGN NAV
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14.17%
15.52%
-4.33%

21.28%
22.71%
-1.79%

44.21%
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Since Inception
(Annualized)*

15.07%
15.61%
19.88%

Mohnish Pabrai
Portfolio Manager
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R E V I EW & P R E V I EW

Markets: The week began with Iran
warning it would attack U.S. Navy
vessels if they tried to escort ships
through the Strait of Hormuz. Iran
fired at ships in the strait and at the
United Arab Emirates. Oil prices rose
and stocks were mixed. On Tuesday,
President Trump backed off the escort
plan, saying that negotiations were
on again. Oil fell. Stocks rallied as
indexes set new highs on peace hopes,
but clashes continued. April U.S. jobs
grew by a better-than-expected
115,000. On the week, the Dow indus-
trials rose 0.2%, while the S&P 500
and Nasdaq Composite set new highs,
up 2.3% and 4.5%, respectively.

Companies: Trump raised European
car tariffs from 15% to 25%, and a U.S.
trade court blocked his 10% global
tariffs. Berkshire Hathaway�s cash
pile hit a record $397 billion in the
quarter as CEO Greg Abel took over
from Warren Buffett; Berkshire also
named General Re Chairman Charlie
Shamieh to replace retiring insurance
chief Ajit Jain. Elon Musk agreed to pay
$1.5 million to settle a Securities and
Exchange Commission lawsuit that he
failed to disclose his Twitter stake in
2022. Walt Disney�s new CEO Josh
D’Amaro outlined his plans in a 3,000-
word shareholder letter. Nvidia made a
$500 million investment in Corning to
boost fiberoptic growth. Arm Hold-
ings said demand for its chips was
outstripping supply. Samsung Elec-
tronics joined the $1 trillion market-
cap club. It�s getting crowded.

Deals: GameStop made a $56 billion
cash and stock offer for eBay.

49,609.16
Dow Industrials: + 109.89

831.09
Dow Global Index: + 19.82

Monday 5/11

Nearly 90% of S&P 500 index
companies have reported first-quarter
results so far, with more than 85%
beating earnings-per-share estimates,
and 80% surpassing sales expectations.
This goes a long way to explaining why
stocks are at record highs, despite ele-
vated oil prices and an uncertain path
to ending the war with Iran. This week,
Constellation Energy releases earn-
ings on Monday, followed by Cisco
Systems on Wednesday and Applied
Materials on Thursday.

Tuesday 5/12

The Bureau of Labor Statistics
releases the consumer price index
for April. Consensus estimate is for
a 3.7% year-over-year increase, four-
tenths of a percentage point more
than in March. The core CPI, which
excludes volatile food and energy
prices, is expected to rise 2.7%, com-
pared with 2.6% previously. If esti-
mates prove correct, the headline CPI
would be the highest annual rate of
change since September 2023.

Thursday 5/14

The Census Bureau reports retail
and food services sales for April.
Economists forecast a 0.6% month-
over-month rise, after a 1.7% jump
in March. Excluding autos and gas,
retail sales are seen increasing 0.4%,
two-tenths of a percentage point less
than previously.

PradaKicks
OffSummer
�This is shaping up to be one of the best summer
movie seasons of all time and certainly since the
pandemic,� says Paul Dergarabedian, Comscore�s
head of marketplace trends. It could beat summer
2023, when Barbie and Oppenheimer drove sum-
mer box-office sales to over $4 billion.

This past weekend�s $172.5 million in total domes-
tic box office was 18% higher than the same stretch
in 2025, bringing year-to-date sales to $2.79 billion,
up 14% from this point in 2025, says Comscore.

The season began this past weekend as movie-
goers flocked to see Meryl Streep and Anne Hath-
away reprise their roles as a fashion magazine
diva and her former assistant in Walt Disney�s
The Devil Wears Prada 2. The sequel to the 2006
hit topped the domestic box office with some $77
million through Sunday, says Comscore. Dergara-
bedian says the film overperformed internation-
ally, raking in another $157 million.

The industry is also benefiting from the Michael
Jackson movie Michael, which after its second
weekend brought in some $200 million domesti-
cally and $441 million worldwide. Nintendo�s The
Super Mario Galaxy Movie and Amazon MGM Stu-
dios� space epic Project Hail Mary are also faring
well. Up next: Warner Bros.� Mortal Kombat II.

The 18 weeks from May through Labor Day
account on average for 40% of domestic box-
office sales, �so it�s vitally important to the
industry,� said Dergarabedian. �Janet H. Cho

Box Of�ce Blues
The pandemic hit domestic movie
ticket sales hard. They’re still
struggling to fully rebound.

Total Domestic Box Of�ce

$12.5 billion
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Source: Box Of�ce Mojo
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Hot Tickets
The top global movie moneymakers
on the May 1st weekend, Hollywood’s
of�cial start to summer.

Estimated Ticket Sales

The Devil
Wears Prada 2

Michael

The Super Mario
Galaxy Movie

Cold War 1994

Vanishing Point

Source: Comscore

$0 million $200 $400

Sign up for the Review &
Preview daily newsletter at
barrons.com/reviewpreview.

$5 B
Rise in commodity
costs the big De-
troit auto makers
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90%
Increase in some
aluminum prices in
the past year from
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Iran war.

15%
Percentage in a
Harvard poll of
those ages 16 to 29
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the federal govern-
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holders are pushing the government to
move down a less ambitious path that
would leave Trump in control, while
still helping shareholders collectively
realize billions of dollars on their stock.

�We�re thinking about taking it
public, taking a little chunk out of it,�
Trump said on May 1 at an unrelated
event. �I don�t know what the hell
we�re going to do.�

The second Trump administration
has given Fannie and Freddie holders
a wild ride. Shares of the companies
skyrocketed last summer after the
president said he was considering tak-
ing them public. But since September,
both stocks have dropped about 50%.
Persistent inflation and the Iran war
have fueled doubts that Trump will
push for releasing the companies.

Some administration officials have
argued that the proceeds from the gov-
ernment�s stock sales could cut the
deficit, or that Congress could use
the money for other priorities, such
as supporting affordable housing.

Fannie and Freddie buy mortgages
from lenders, wrap them into mort-

gage-backed securities, and guarantee
to make bond investors whole if bor-
rowers default. That system makes
30-year fixed-rate mortgages cheap and
plentiful, although it rests on the belief
that the government would bail out the
companies if they ran into trouble.

After the government took over
Fannie and Freddie in 2008, it injected
them with more than $190 billion in
bailout money. In return, the Treasury
received warrants to acquire nearly
80% of the companies� common stock,
and a new class of �senior� preferred
shares. The government�s claim has
since grown to more than $370 billion.

The government left outstanding the
companies� common stock and legacy
�junior� preferred shares. In the years
after the crisis, institutional investors
including Fairholme Funds, Paulson &
Co., and Pershing Square Capital Man-
agement bought common or junior pre-
ferred shares on the bet that the compa-
nies would one day send profits to
private investors again. Burry disclosed
a major stake in Fannie and Freddie
in December, and said last month in a
Substack post that he had bought more.

Behind the scenes, shareholders are
pushing Trump to make a move. Hedge
fund PointState Capital earlier this year
hired a firm to lobby the administra-
tion, according to federal filings.

Pershing Square founder Bill Ack-
man also held several meetings with
administration officials earlier this year
to pitch his most recent plan to restruc-
ture the companies. The crux of Ack-
man�s plan is for the Trump adminis-
tration to retire the government�s $374
billion senior preferred claim on Fan-
nie and Freddie.

�Fannie and Freddie are stupidly
cheap,� Ackman said in an X post in
March. �Asymmetry at its best. They
could be a 10x and it could happen
soon.�

Analysts for years avoided evalu-
ating the shares because of their po-
litical risks, but have recently begun
to initiate coverage. On Monday, Miz-
uho Securities gave Fannie and Fred-
die Outperform ratings with $10 and
$9 price targets, respectively. �The
current administration has the politi-
cal motivation to complete what it
began in its first term,� wrote Miz-
uho managing director Dan Dolev.

Fannie�s and Freddie�s shares look
extremely cheap by any standard valu-
ation metric, but calculating one is
mostly a waste of time. That�s because
there is no way for shareholders to
know what Trump will do with the

government�s common and senior pre-
ferred shares, or when he�ll take action.

In the most negative scenario for
common-stock holders such as Ack-
man, Trump could not only exercise
the warrants to acquire almost 80%
of the companies but also seek to con-
vert the senior preferred shares to
common, which would leave the gov-
ernment with near total ownership.

Many hedge funds have considered
Fannie�s and Freddie�s junior preferred
shares a safer bet. Those shares re-
cently traded at less than half of their
par value. The funds bet that a restruc-
turing could pay near par or leave them
with an equivalent amount of common.

That, too, is a gamble. During the
first Trump administration, Treasury
and Federal Housing Finance Agency
officials considered restructuring plans
that would dilute the junior preferred
and common holders, probably leading
to more court battles.

�There�s no fundamentals to this
trade. It�s completely politically based,�
said Stephen Myrow, managing part-
ner of Beacon Policy Advisors.

Lately, Trump and other govern-
ment officials have floated the idea of
selling a tiny slice of Fannie and Fred-
die rather than trying to sell all of the
government�s stock at once.

In his remarks on May 1, Trump
alluded to a plan from FHFA Director
Bill Pulte to sell about 5% of the gov-
ernment�s shares in the companies,
which would raise a relatively small
amount. �It�s peanuts,� Trump said.
�You take it public, it buys 15 missiles.�

The White House and Treasury
Department didn�t return Barron�s
requests for comment.

It is unclear how mortgage-bond
investors would react to such a step.
Bond investors have warned that
changing the government�s relationship
with Fannie and Freddie could raise
mortgage rates if the market no longer
trusts that the government would bail
them out in a crisis.

Analysts say there are other steps
that the Trump administration would
probably have to take if it decides to
move forward with selling shares.

�This is not something that Trump
can just post on TruthSocial and then it
will exist,� said Ben Elliott, an analyst
at Bloomberg Intelligence. �It�s an in-
credible amount of on-ramp to lay the
groundwork.�

Fannie and Freddie shares will surge
anytime Trump hints that a share offer-
ing is coming. Until he takes concrete
steps, they are a speculative bet. B

The Push to �Free� Fannie
Mae and FreddieMac
Investors in the mortgage giants stand to realize billions of dollars
if the government releases the companies from conservatorship.

M
ichael Burry bet against
the subprime mortgage
market two decades ago.
The former hedge fund
manager, made famous
by the book The Big Short,
recently said he was buy-

ing shares of mortgage giants Fannie
Mae and Freddie Mac.

Hedge funds and retail investors
for years have been lured�and often
burned�by one of the biggest all-or-
nothing bets in stocks. Now, prominent
investors are betting that President
Donald Trump will give them what
no other president has since the gov-
ernment took over the companies in
2008: a payoff on their shares.

Although publicly traded, Fannie
and Freddie have been under U.S. �con-
servatorship� since the 2008-09 finan-
cial crisis and haven�t sent profits to
shareholders. Until recently, sharehold-
ers hoped Trump would release them
from government control and turn the
profit spigot back on. Now, some share-

BY JOE LIGHT
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A
s individual investors bail
from many private-credit
funds, Ares Capital re-
mains an investor favorite.
The fund trades at just 1%
below its book value,
while publicly traded

credit funds average 20% discounts
to book. It pays a generous dividend.
And most of Wall Street rates it a Buy.

Yet its penchant for letting bor-
rowers pay interest on their loans
with noncash IOUs could set the
fund up for trouble if the lending
environment deteriorates.

The $30 billion Ares fund, often

referred to by its ticker symbol ARCC,
is the largest publicly traded business
development company�a form of
private-credit fund exempt from
corporate tax.

The fund has averaged 12% annual-
ized returns since its 2004 initial pub-
lic offering, and has maintained or
raised its dividend for 17 years run-
ning. That record helped launch the
sprawling complex of funds now run
by its advisor, Ares Management.

Ares Capital differs from other
high-rated BDCs in riskier ways. More
of its holdings are equity investments,
while fewer are the first-lien senior
secured loans prized by credit fund
investors.

Notably, more of the investment
income booked by Ares is in the form
of IOUs, not cash in hand. To win loan
deals in recent years, Ares allowed
many borrowers to defer paying cash
interest with payments-in-kind, or
PIK, that get tacked on to the out-
standing loan. In 2025, noncash PIK
interest and dividends were nearly
$490 million, or 34% of Ares� net in-
vestment income. A decade ago, PIK
was 8% of its net investment income.

In most of the past 10 years, Ares�
dividend payouts haven�t been cov-
ered by the cash components of its
net interest and dividend income,
according to the company�s financial
statements. Money from loan repay-
ments, investment gains, and capital
inflows helped the BDC satisfy its
dividend obligations.

�It is something to be concerned
about,� says Robert Willens, a veteran
accounting analyst focused on Wall
Street. �While collections are robust,
it�s not something to be worried about,
but when collections are not��

Ares Capital has had few bad loans,
and its approach has worked for two
decades. The BDC told Barron�s that
its past five years of dividends were
�fully covered� by cash collected as
interest and dividends, along with
investment gains.

�We continue to believe that
ARCC�s current dividend approxi-
mates the long-run underlying earn-
ings power of our business,� CEO
Kort Schnabel told listeners on last
week�s earnings call.

The bread and butter of a direct
lender like Ares Capital is lending to
companies acquired by private-equity
firms. These midsize businesses often
take on heavy debt loads at rates that
float five percentage points or more
above the benchmark rates paid by

investment-grade borrowers.
When the Federal Reserve began

hiking interest rates four years ago, it
buoyed private credit�s floating rates as
high as 11% and 12%. To make those
rates bearable, credit funds structured
some loans at the outset to let borrow-
ers meet some interest obligations with
noncash payments-in-kind.

L ike banks, the credit funds can
include these noncash PIK re-
ceipts in their GAAP earnings.
Since investors prefer to get

their dividends in cash, a fund that�s
getting more of its interest as PIK
must find the cash for dividends
elsewhere�or cut the dividend.

PIK loans have become entrenched
in direct lending. From 2022 to 2025,
loans with some portion of PIK in-
creased from about 10% to 18% of
portfolio assets at publicly traded
BDCs, according to Raymond James.
Benchmark rates have cycled down,
but noncash lending hasn�t.

Ares Capital had been making PIK
loans for many years, so it was com-
fortable offering noncash terms to
win business from rivals like Blue
Owl Capital and Blackstone. ARCC
also took preferred stock from corpo-
rate borrowers and accepted PIK
dividends.

The fund says it takes equity only
in the best borrowers. �These minority
equity investments are made selec-
tively, generally alongside loans we
originate and underwrite ourselves,
allowing us to participate in the equity
where we see particularly strong up-
side cases,� said ARCC President Jim
Miller on last week�s conference call.

That has produced a portfolio at
ARCC that looks different from its
big BDC peers.

To calm the nerves of individual
investors, other fund managers lately
have highlighted how much of their
holdings are first-lien senior secured
loans, which sit on top of a company�s
capital stack and get paid first, if a
borrower comes to grief. Such loans
made up 80% of the average BDC
portfolio last year, says Raymond
James. At the $14 billion Blackstone
Secured Lending fund�another
highly valued BDC�98% of invest-
ments are first-lien loans.

First-lien loans were 60% of Ares�
portfolio at the end of March. An-
other 11% were second-lien and ju-
nior loans. The remaining 29% were
various kinds of equity.

Ares says that its equity selections

This Private-Credit Leader
Is Riskier Than It Looks
The big Ares Capital fund has attracted business
by allowing many borrowers to defer paying cash
interest. It could end badly.

BY BILL ALPERT
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have done well. In fact, the sale of four
equity positions helped cover the
March-quarter dividend.

�Over the last 10 years, our equity
co-investment portfolio generated an
average gross [internal rate of return]
well in excess of the double-digit total
return of the S&P 500 index,� Miller
said on the earnings call.

Portfolio yields on its first-lien
loans were about 9% last year. Equity
and junior debt yielded about 11%.

Unlike other BDCs, Ares hasn�t
paid a high price for its reliance on
PIK interest. Two other listed BDCs
with high levels of PIK are FS KKR
Capital and Blue Owl Technology
Finance. They trade at two-thirds
of Ares� book multiple.

Ares says it has a good record with
PIK. In more than 190 PIK deals since
the fund�s 2004 start, Ares has made
back 1.4 times its capital in those
deals, Miller said on last week�s call.

�We have selectively used PIK over
our history,� Miller said. �As with all
investments, PIK investments are
underwritten with the same disci-
pline as cash pay loans, with a strong
focus on structure, leverage, and exit
protections.�

Cash-flow coverage of its divi-
dends is another matter. Without
including noncash PIK, Ares netted
$930 million in cash interest and
dividends last year, after expenses.
The fund paid $1.26 billion in divi-
dends. Dividend payouts have ex-
ceeded cash net investment income
for most of the past decade.

Ares says that isn�t the right way
to look at its dividend coverage.

Most BDCs have just one line on
their cash-flow statement showing
loan repayments. Ares has a line

showing the cash received for the
principal payoff, and then a separate
line showing cash collected for the
deferred PIK interest when loans are
paid off. In 2025, for example, Ares
collected about $130 million in past-
period PIK interest from loans and
another $150 million for previously
deferred PIK dividends from pre-
ferred stock.

These PIK collections should count
toward a period�s dividend coverage,
says the fund. So should performance
fee adjustments and investment gains.
Counting that way for the period since
January 2021, Ares tells Barron�s, �we
believe our base dividends have also
been fully covered by cash flow over
that period.�

Adding last year�s $280 million of
PIK collections and $100 million in
investment gains to $930 million of
cash net investment income, the $1.26
billion in 2025 dividends were covered.

PIK collected as part of a loan pay-
off seems a less reliable source of divi-
dend cash than regularly paid cash
interest, says Nick Nemeth, a consul-
tant and independent analyst who
has studied private credit.

Cash interest and dividends will
come in as long as borrowers have the
cash flow, but PIK collection depends
on investments getting repaid, refi-
nanced, or sold, he notes.

�If they collect the cash at the end
of the day, then they collect the cash
at the end of the day,� Nemeth says.
�The PIK cash flow is lower quality,
to be sure.�

Ares has delivered for its share-
holders. But its reliance on PIK inter-
est, junior debt, preferred stock, and
investing gains could be problematic
in a down market. B

How the Market Perceives Them
Ares trades at the smallest discount to its net asset value, yet by one measure�
cash as a percentage of investment income�it is weaker than many competitors.

Stock Price as a Multiple Cash Income as % of
Company of Net Asset Value Net Investment Income*

Ares Capital 0.99x 66.4%

FS KKR Capital 0.55x 65.7%

Blue Owl Technology Finance 0.67x 66.8%

Golub Capital BDC 0.93x 76.8%

Blue Owl Capital 0.80x 77.8%

Blackstone Secured Lending Fund 0.93x 86.3%

Oaktree Specialty Lending 0.78x 88.1%

Note: * trailing 12-month numbers Source: company reports
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missed expectations and urged the
company to sell the noninsurance
units and buy back $2 billion of stock,
or just under 10% of the current mar-
ket value of $22.5 billion.

�The stock has been as cheap as
it has been in the past 10 to 15 years�
on a price-to-book basis, says Charlie
Frischer, who runs a Seattle family
office and owns the shares. Frischer
thinks the activist presence will pres-
sure management to become more
shareholder-friendly.

That already seems to be happen-
ing. Gayner said on the company�s
earnings conference call in late April
that Markel would be accelerating its
stock-repurchase program and that
buybacks now are Markel�s best form
of capital allocation. He said the com-
pany would repurchase 10% of its
stock in under five years.

The other bullish development for
Markel is that its core insurance oper-
ations are improving under the leader-
ship of Simon Wilson, who took full
control of the insurance business in
2025 after heading its successful inter-
national operations.

Markel�s underwriting profit margin
rose three percentage points in the first
quarter, with the company showing a
combined ratio of 93% versus 96% year
ago. A combined ratio is expenses and
losses as a percentage of insurance
premiums�a lower figure is better.

Like Berkshire and Fairfax Finan-
cial Holdings, a Canadian insurer
that follows the Berkshire model,
Markel is out of favor with investors.
All three stocks are behind the S&P
500 over the past year.

The recent underperformance at
Markel reflects its exposure to the
property-and-casualty insurance
market, where pricing is weakening
after years of strength. It�s also an
asset-rich defensive stock in a market
favoring technology and growth. If its

insurance business weakens again,
that could hit Markel�s stock price.

Markel didn�t help itself with a dis-
appointing first-quarter profit report
in late April that reflected weakness at
the noninsurance businesses�a grab
bag of about two dozen companies.

The company, following the Berk-
shire model, took profits from its in-
surance operations and built a port-
folio of unrelated businesses starting
20 years ago. The portfolio, which
was known as Markel Ventures until
last year, includes Lansing, a building-
products distributor, and Brahmin, a
maker of high-end handbags.

This portfolio produced about
$850 million of operating profits be-
fore taxes in 2025 and could be worth
close to $10 billion, or nearly half of
Markel�s market value. The company
does have $4 billion of debt.

In its recent letter to the Markel
board, Jana lauded the �dramatic im-
provement in insurance operations�
but argued that what the Markel calls
its �unique flywheel� of insurance and
Ventures hasn�t worked for sharehold-
ers. Jana wrote that �the current struc-
ture produces sub-peer shareholder
returns, creates no unique value, and
warrants a discounted multiple.�

Markel is largely a specialty in-
surer, taking on such risks as profes-
sional liability, marine, valuable
coastal homes, and even classic cars.

Well-run specialty insurers like
Berkley and RLI trade for 2.5 times
book value, double Markel�s valua-
tion. Jana calls the noninsurance
businesses a �poison pill� that limits
potential strategic interest in Markel
that could include overseas insurers
eager for a U.S. presence.

Gayner tells Barron�s that the board
will evaluate the Jana letter, but he
didn�t sound enthusiastic about it: �Our
diversified and resilient business model
and long-term orientation have served
our shareholders well for a long period
of time and will continue to do so.�

Berkshire board member Chris Da-
vis, whose firm, Davis Advisors, has
been a Markel investor since its IPO,
favors the current model and doesn�t
like the Jana breakup idea. He told
CNBC that it�s �one of the stupidest
suggestions in the past 20 years.�

Markel lacks Berkshire-quality
businesses, but it has an improving
insurance story, a strong balance
sheet, and a market value that is just
2% of Berkshire�s. Its smaller size
gives it better growth prospects. B

AMini Berkshire Looks
Poised for a Turnaround
Markel Group has improving insurance operations, a sizable equity
portfolio, and a low valuation relative to specialty insurance peers.

M
arkel Group is the best
known of the so-called
mini Berkshire Hatha-
ways that combine in-
surance, stock invest-
ments, and wholly
owned businesses.

Like Berkshire, Markel has at-
tracted a dedicated shareholder base
in the 40 years since it went public.
The stock is up 225-fold to more than
$1,800 from $8 at its 1986 initial pub-
lic offering�but still behind the 300-
fold gain in Berkshire over that span.

Markel�s CEO, Tom Gayner, 64, is
a longtime fan of Berkshire and told
an audience in Omaha, Neb., before the
Berkshire annual meeting recently that
Markel has �studied the playbook.�

The stock is worth buying now,
closing at $1,814 a share on Friday.

Markel trades for about 1.2 times
its March 31 book value of $1,450 per
share�below its average of 1.4 times
in the past few years�and for 13 times
projected 2026 operating earnings.

The stock also trades way below
Markel�s own estimate of its intrinsic
value of about $2,900 a share. If the
stock rises slightly, Markel�s market cap
would be sufficient for the firm�s poten-
tial inclusion in the S&P 500 index.

The company has improving insur-
ance operations, a sizable equity port-
folio of $12 billion that gives it more
bang from stock market gains than
most insurance peers, some appealing
noninsurance businesses, and a low
valuation relative to specialty insur-
ance peers like W.R. Berkley, RLI,
and Kinsale Capital Group.

Markel has attracted an activist
investor, Jana Partners, which took
a Markel holding in late 2024 that is
now under 1%. It sent a letter to the
Markel board in late April after the
company�s first-quarter earnings

BY ANDREW BARY
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Markel�s portfolio
includes Brahmin,
a maker of high-end
handbags.

How Markel Stacks Up
Insurers have been lagging badly behind the S&P 500.

52-Week Market Price/Book
Company / Ticker Recent Price Change Value (billion) 2026E P/E Ratio

Markel Group / MKL $1,799.97 -4.1% $23 13.2 1.2

Berkshire Hathaway / BRK.B 475.08 -8.3 1,027 23.2 1.4

Fairfax Financial Holdings / FRFHF 1,627.97 1.0 37 8.2 1.3

S&P 500 Index 7337.11 30.3 N/A 21.6 N/A

Note: E=estimate; N/A=not applicable Sources: Bloomberg, company reports
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In America, there�s a sense that too
much success in business is a bad
thing, and that everyone needs to play
fair. That is the concept behind U.S.
antitrust laws developed beginning
in the late 19th century to rein in
monopolies like Standard Oil.

�[I]t should be as much the policy
of the laws to multiply the numbers
engaged in independent pursuits, or in
the profit or production, as to cheapen
the price to consumers,� wrote the
Ohio Supreme Court in 1892, the first
time Standard Oil was broken up.

Rockefeller got around that ruling.
But Standard Oil finally went under
the knife in 1911, split into 34 separate
companies that sometimes seem like
they are bent on reunifying.

While Rockefeller was the most
spectacularly successful at monopoly
building�what he gently termed
�cooperation��he was also part of
a greater movement in American
business toward rationalization and
centralization.

Rockefeller and contemporaries like
financier J.P. Morgan and steel magnate
Andrew Mellon were known as �rob-
ber barons.� Their counterparts today
go by terms like techno-oligarchs. They
face the same antitrust concerns.

Founding Fathers including George
Washington and Alexander Hamilton
encouraged �manufactures,� though
businesses in the early Republic were
necessarily small and locally oriented.

The possibility for national mar-
kets was brought about by the rail-
road, which by the 1870s had con-

nected all major U.S. cities and many
minor ones, and the telegraph that
ran beside it. Industry spread, too.
But markets tended to remain local,
with varying prices and quality of
goods from one place to the next.

The salt barons of Michigan decided
to do something about that. The state�s
natural salt �licks� had long been har-
vested by Native Americans, and by
1888, Michigan produced 40% of U.S.-
manufactured salt. The operation was
tightly controlled by the Michigan Salt
Association, a �pool� comprising most
state producers. The association en-
sured quality, directed distribution,
and set prices�which, because of its
market power, were followed across
the nation. For many Americans, this
was an improvement.

�The salt association was thus a
classic example of an effort by produc-
ers to rationalize the methods of pro-
duction, and, more important, market-
ing,� Page Smith wrote in The Rise of
Industrial America.

It also formed a functional monop-
oly, sparking concerns of excessive
profit-taking. �Equally important, the
practice violated the venerable princi-
ple of free competition,� Smith wrote,
and the association dissolved amid
antitrust challenges by 1890. Many
industries followed the same playbook,
including cordage, paint, and even
crackers, where National Biscuit (Na-
bisco) controlled 90% of the market.

Rockefeller surpassed them all.
Once his first refinery proved success-
ful, he started buying rivals, improving

some, closing others. The price of kero-
sene plummeted to 26 cents a gallon in
1870, from 58 cents in 1865.

Rockefeller didn�t always play fair.
In 1872, he leveraged secret fare reduc-
tions from railroads to buy out 22 of 26
competitors in the �Cleveland Massa-
cre,� a fact revealed by Ida Tarbell, the
original investigative reporter.

In 1882, Rockefeller created the
Standard Oil Trust. Nine trustees ran
dozens of companies as one, controlling
the market from exploration to retail,
and paying out handsome dividends.
�The combination is here to stay. Indi-
vidualism has gone, never to return,�
Rockefeller later declared.

In 1911, the U.S. Supreme Court
found Standard Oil guilty of practices
deemed �unreasonable� in restraining
trade, separating 33 operating units
from their parent, unleashing a world
of �oil majors� like Exxon Mobil and
Chevron. The �rule of reason� now
guides all antitrust decisions.

AT&T narrowly avoided a breakup
a couple of years later, mostly because
it had the nation�s only working long-
distance telephone network. The gov-
ernment granted AT&T the status of
a regulated monopoly, and it became
one of the largest and most successful
companies in U.S. history.

Still, its control of the industry�
and Americans� daily lives�earned
AT&T the epithet �Ma Bell.� And
in its high and mighty position, it
became an object of ridicule. �We
don�t care. We don�t have to. We�re the
phone company,� Lily Tomlin cackled,
catching the national mood as Ernes-
tine the Telephone Operator on the
TV show Laugh-In (1968-73).

The Bell system was eventually
broken up into the Baby Bells, usher-
ing in a new world of phones not
attached to the kitchen wall.

Both Microsoft (2001) and Google
(2025) have had to adjust business
practices after violating antitrust laws.
Amazon.com and Apple have cases
pending, while the government is ap-
pealing a favorable decision for Meta.

Antitrust cases aren�t likely to end
anytime soon, as modern-day barons
try to toe the line in the antitrust �rule
of reason.� And regulators can be
expected to take the same attitude
toward suspected monopolies as the
Ohio Supreme Court did in the 1892
Standard Oil ruling.

�Experience shows that it is not wise
to trust human cupidity where it has
the opportunity to aggrandize itself at
the expense of others,� they wrote. B

How the
StandardOil
BeastWas
Tamed
The giant industrial companies
of the past were eventually broken
up�but it wasn�t easy. The next
target: the tech giants.

B
efore Standard Oil be-
came �the most gigantic,
the most cruel, impudent,
pitiless, and grasping
monopoly which ever
fastened upon a commu-
nity,� it was a start-up.

John D. Rockefeller was 24 in 1863
when he invested in the emerging tech-
nology of distilling crude oil into kero-
sene. Some believed this clean-burning
fuel might one day replace whale oil as
America�s chief indoor lighting source.

Rockefeller didn�t quit his day job in
the produce business just yet, He still
had to find something to do with the
waste product that resulted from the
kerosene-making process: gasoline.

We know how the story turns out.
Like Bill Gates, Mark Zuckerberg, and
other entrepreneur-moguls who fol-
lowed, Rockefeller leveraged his early
success in a new high-tech industry
into market dominance. Standard Oil
at its peak controlled 90% of the U.S.
crude-oil market. That�s when Joseph
Pulitzer�s New York World waged a
press war against the �Standard Oil
Octopus,� the lead quote above coming
from its May 19, 1887, issue.

Rockefeller succeeded through vi-
sion, hard work, and ruthless tactics�
and in the end, his creation was broken
up by regulators. That same fate befell
American Tobacco and AT&T, among
others, and has threatened the prac-
tices of Microsoft, Meta Platforms�
Facebook, Alphabet�s Google, and
fellow modern titans.

BY KENNETH G. PRINGLE
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Standard Oil was
depicted as an octo-
pus with its tenta-
cles around many
industries in this
famous cartoon.

AMERICA�S
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The demise of Spirit
Airlines means higher
costs for consumers,
but opportunities
for investors.

BY JACK HOUGH
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BudgetAirTravel Is
UnderSiege.These
StocksWillBenefit.
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trans-Atlantic flights, and on other
flights it will now add more traditional
first-class seating, which the industry
has nicknamed Junior Mint.

This is where Delta leads�paid
premium seats on domestic flights,
one of the industry�s three biggest
moneymakers. It is quickly expand-
ing in the second one, international
flying. And it cleans up in the third,
loyalty revenue, including from credit
cards, retail partners, and lounge
memberships. This high-margin,
nonflying income doesn�t burn fuel,
go on strike, or suffer weather dis-
ruptions. United, meanwhile, leads in
international flights and is growing
from a strong position in domestic
premium and loyalty.

These two could be described with
words that Wall Street isn�t used to
seeing together: blue-chip airlines.
Each is projected to generate close
to $2 billion in free cash this year,
a fraction of what they�re capable of,
but pretty good for a bad year.

Playing From Behind
American Airlines Group is trying
to catch up. It�s adding new planes
with lie-flat seats on select routes, and
expanding a credit-card partnership
with Citigroup. But progress could
be slow and expensive, not least be-
cause of a decadelong backlog for new
aircraft, and an on-time service rate
that typically lags behind those of
Delta and United.

Southwest Airlines isn�t going
first class�yet. But it has left behind
its all-inclusive, low-cost model.
Since last year, it has added baggage
fees and ended a half-century of open
seating, charging more for extra leg-
room and preferred locations. The
extra income could turn free-cash-
flow positive for the first time in
years, but it will be a close call
now that fuel prices have spiked.

Alaska Air Group is suddenly
a top five U.S. player after its 2024
buyout of Hawaiian Airlines, although
there�s a steep size drop after Ameri-
can, Delta, United, and Southwest.
The Hawaiian deal brings a key trans-
Pacific hub, more long-haul flights
with premium seats and airport
lounges, and a consolidated loyalty
program, which moves Alaska from a
cheap West Coast flier to a more tradi-
tional carrier, if not quite a global one.

None of this means a permanent
end to cheap flights. �You don�t have
to have an [ultralow-cost carrier] to
have a low fare,� says Daniel McKen-

zie, an airline analyst at Seaport
Global Partners. �All you need to
have is three to five airlines sitting
on top of each other in a market that
they all love and they all want to
own.� But the brashest experiments
in cut-rate flying might subside for
years, given shortages of pilots, air-
port slots, and just about everything
else they depend upon.

The European Model
There�s an Irish airline executive
named Michael O�Leary who so loves
upcharges and cost-cutting that, over
the years, he has floated selling stand-
ing-room flights, charging overweight
passengers more, and installing coin-
operated restrooms. None of these
were implemented, but the buzz they
generated drew attention to his cause.
In just over 30 years of running
Ryanair Holdings, O�Leary has
transformed it from a small, money-
losing competitor to Aer Lingus to
the largest airline in Europe by pas-
senger count, and one whose profit
margins dwarf those of flag carriers
like Deutsche Lufthansa and Air
France-KLM.

Ryanair has done this by posting
extremely low base fares and charg-
ing for everything it can�including
checked bags, all but the smallest
carry-ons, seat selection, and food
and drinks. Today, this type of airline
is known as a ULCC, or ultralow-cost
carrier. �Ultra� and even �low� are
subjective, and airlines sometimes
adjust their business models, so there
can be disagreement over which are
true ULCCs, but not in Ryanair�s

case�and maybe not in Frontier�s,
given that it has taken ULCC as its
ticker symbol.

Before transforming Ryanair,
O�Leary made a careful study of
Southwest and its no-frills, high-
efficiency model, featuring a single
aircraft type, point-to-point flying
instead of hub-and-spoke, and quick
plane turnarounds between flights.
He then brought Southwest�s model
to Ireland in a much more extreme
form, even a hard-edge one: Whereas
Southwest took the ticker symbol
LUV and built a reputation for cus-
tomer service with personality, Ryan-
air charged even for customer-service
calls and ticket printing. So, then:
Why can�t this American business
model tweaked for Europe work in
America?

It did, at first. Spirit�once a char-
ter airline turned small, scheduled
carrier�took a private-equity buy-
out, transformed into a Ryanair-style
ULCC, and went public in 2011, pric-
ing shares at $12 each. They topped
$80 a few years later. But major air-
lines, after experimenting with fun,
cheap, leisure brands like Delta�s
Song and United�s Ted, and folding
them, launched stripped-down, basic
economy fares. These were designed
to compete with ULCCs while filling
planes with candidates for loyalty
programs.

After Covid, and the surge in �re-
venge travel� that followed, Spirit�s
labor costs jumped as pilots, after
many years of concessions, found
themselves with bargaining power
amid a pilot shortage. Airport renova-

Picture an excessively mobile middle-
class family that does almost nothing
but drive, traveling from New York
City to Los Angeles and back again
each week. Its gasoline bill, instead
of taking up a typical 5% of its budget,
might come in over 30%. That�s about
what it takes to keep an airline fueled
under normal circumstances.

Now consider that the price of jet
fuel has outpaced gasoline this year,
more than doubling. Spirit Airlines
recently succumbed. Remaining air-
lines are scrambling to raise prices.

Domestic airfares are already up
36% this year, according to data from
Kayak. That means pricier summer
trips for vacationers who haven�t yet
booked, with longer-term implica-
tions for the airline industry and its
investors. The future of the ultralow-
cost carrier, a breed of cramped flier
that dominates in Europe, is in ques-
tion in America. At the same time,
the strongest airlines�including
Delta Air Lines, United Airlines
Holdings, and some of the rest now
doing their best impressions of these
two�could benefit from present tur-
moil and generate healthy stock
returns for years.

From Low-Cost to Blue Chips
Surging fuel prices alone didn�t kill
Spirit. Accessories to the act included
labor shortages, engine problems, a
financially squeezed customer base,
and competition from basic economy
fares at the big players.

Spirit�s market share, having fallen
for years, will now probably flow to
Frontier Group Holdings and
JetBlue Airways. Both of these are
nonetheless expected to burn cash this
year and next, as they have since the
start of the Covid-19 pandemic in
2020. Both are moving beyond their
low-cost roots. Frontier is adding First
Seats, a roomier two-by-two configu-
ration in the first two rows. JetBlue
already has a lie-flat layout called
Mint on certain cross-country and
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tion projects drove landing fees
higher. Leisure travel became more
price-sensitive, as middle-class con-
sumers got hit harder by inflation
than wealthy ones. And with corpo-
rate travel slow to recover, major air-
lines competed harder for leisure.
A Pratt & Whitney engine problem
grounded 20% of Spirit�s planes at one
point. A failed merger with Frontier,
and a disallowed buyout from JetBlue,
distracted from operations. After two
bankruptcies, and a failed attempt to
secure another government bailout,
Spirit shut down.

In hindsight, Spirit couldn�t get
costs low enough. Airlines measure
capacity using something called an
available seat mile, which is one mile
flown by one seat, with or without
buttocks. Ryanair�s cost per available
seat mile has historically been about
six cents including fuel, and among
the lowest globally. Spirit got down to
about 11 cents, and struggled to stay
there after Covid. Some of the differ-
ences seem unavoidable. Ryanair flies
shorter flights among different coun-
tries, allowing it to pack seats tighter
and source labor where it is relatively
cheap. And it uses more small air-
ports, which offer low fees and mar-
keting support to lure traffic, and
can turn planes around quickly.

�We expect [Delta, United, and
American] to continue outperforming
the ULCCs given many of [the] advan-
tages are structural,� wrote TD Securi-
ties in an investor note this past week.
�Capacity cuts by the ULCCs should
result in a more rational domestic pric-
ing environment, which in turn should
help buoy full-service margins.�

Turbulent History
Cash incinerators. Fixed-cost disasters
with wings. If you want to make a
small fortune in airlines, they say, start
with a large one. The industry has long
been a Wall Street punchline, and de-
servedly so. Just count the bankruptcy
filings: United in 2002, Delta in 2005,
American in 2011, and US Airways,
twice, before merging into American.
No wonder Warren Buffett wrote in a
2007 letter to shareholders that a �far-
sighted capitalist� at Kitty Hawk would
have done successors a favor by �shoot-
ing Orville down.�

This year, the group is under-
standably trailing the S&P 500 in-
dex. But over the past three years,
Delta and United have nonetheless
returned 123% apiece, versus 85% for
the index. Is that a fluke, or a sign of
where things are headed after fuel
costs subside? Perhaps the latter�
and with one or two others shining,
too. Delta, trading at 13.6 times this
year�s humbled earnings forecast, has
a credible path to doubling earnings
per share over the next three years.
The same goes for United, at 10.9
times earnings, and Southwest, at
16.6 times earnings.

American gains the most from
Spirit�s exit on an absolute basis, and
Frontier and JetBlue are large relative
beneficiaries, but these are risky bets.
American is heavily indebted and not
expected to turn a profit this year. For
those who believe that its turnaround
effort will be at least reasonably suc-
cessful, it trades at just 3.3 times the
consensus earnings estimate for three
years from now, or less than half of
the price of Delta.

JetBlue has only one fan on Wall
Street among 19 analysts who cover
the stock: McKenzie at Seaport Global.
�I just concede it�things have to work
in my favor for this Buy to work,� he
says. JetBlue has added billions of
dollars in debt since the outbreak of
the pandemic. But while the consen-
sus has the company burning more
cash next year, McKenzie is predicting
$500 million in positive free cash
flow�a start, in other words. This is
partly because he expects fuel costs to
come down, and partly because Jet-
Blue�s strength in New York-to-Flor-
ida flying overlaps nicely with Spirit�s
former main hub in Fort Lauderdale.

JetBlue�s valuable slots at New
York�s LaGuardia and JFK airports
also give it takeover appeal beyond
its earnings potential. And a deal win-
dow might be open due to the argu-
ment that government antitrust inter-
vention helped push Spirit under
rather than preserve it as a low-cost
competitor. But JetBlue�s debt load
would be tough for any of the big car-
riers to swallow. A loose partnership
between JetBlue and United might
point toward a more likely path. The
two airlines can book flights using
each other�s frequent-flier points. Jet-
Blue can swap some of its LaGuardia
and JFK slots, which United in partic-
ular prizes�many of its overseas pas-
sengers would rather fly into New
York City than Newark, N.J.

McKenzie recommends a scatter-
shot approach to airline stocks. �We
have to have�not a social-media post,
a credible line of sight to the war in
Iran ending,� he says. �And so I hate
these stocks near term, love these

stocks over the coming year.� But
there is one airline stock he doesn�t
recommend buying�indeed, no one
does among a dozen analysts who
cover it�and that is Frontier.

Brent crude oil started the year at
$62 a barrel, went for $124 at the end
of April, and was recently hovering
just over $100. If it went to $125 and
stayed there, McKenzie reckons that
Frontier would have to file for bank-
ruptcy protection, and exit a lot
smaller. His base case is that it
survives the current crisis, albeit
wounded, returns to profit, and
grows by about 10% a year.

A trade group that launched last
year, called the Association of Value
Airlines, recently petitioned the gov-
ernment for a $2.5 billion pool that
budget carriers can tap to �keep air-
fares affordable.� Beyond Spirit, its
full members are Frontier and three
others: Sun Country Airlines Hold-
ings, taken public by private-equity
firm Apollo Group in 2021, specializes
in leisure flights from Midwestern
cities to warmer locales and cargo
flying for Amazon.com. Allegiant
Travel, which has agreed to buy Sun
Country, does limited-frequency vaca-
tion flights from small markets�think
Appleton, Wis., and Allentown, Pa.
Finally, Avelo is similar to Allegiant
but smaller, privately held, and with
some different airports, such as
Tweed-New Haven in Connecticut
and Lakeland Linder International,
between Tampa and Orlando, Fla.

�There�s still going to be a ULCC
presence,� says McKenzie. �It�s just
not going to be as big and fast-grow-
ing a segment as it once was.� B

Up and Away
Airfares have headed higher since a downturn during the Covid crisis.
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Bounceback
Passenger traf�c has surged since the pandemic.
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�No good deed goes unpunished,�
wrote Vertical Research Partners ana-
lyst Rob Stallard after earnings. �GE
could have chosen not to update its
guidance for the potential war impact,
stating that the situation is still too
unpredictable�.Instead, it took the
prudent approach, trimming some of
the underlying business drivers.�

Investors didn�t appreciate the pru-
dence. Shares dropped as low as
$268.91 on April 22, down 23% from
their early-March levels. Declines have
left shares trading for about 40 times
earnings expected over the coming 12
months, roughly equivalent to the
multiple from a year ago.

That�s a premium to the S&P 500
index�s 22 times multiple, but GE Aero-
space has a lot of growth ahead. Earn-
ings per share are expected to grow at a
rate north of 15% annually over the
next three years. There will be more
growth after that, as new engines ma-
ture and the more lucrative aftermarket
parts and service stream ramps up.

�Absurd reaction after their excel-
lent Q,� says Stephanie Link, High-
tower�s chief investment strategist,
adding that she bought more shares
after the report. �People are getting
nervous about the Middle East con-
flict and the airlines cutting capacity. I
think it�s a buying opportunity. The
backlog alone is reason for owning.�

Indeed, backlogs in the commercial
aerospace industry have never been
larger. Boeing and Airbus have un-
filled orders for some 15,000 commer-
cial jets valued at north of $1 trillion.
GE Aerospace�s total backlog sits at
$210 billion. Its commercial services
backlog is $170 billion, up nearly $30
billion since the end of 2024.

Yet Boeing and Airbus have had
trouble delivering those planes amid
Boeing�s internal woes, Covid, and sup-
ply-chain problems that have persisted
since the pandemic. Since 2020, there
have probably been 3,000 or 4,000
planes that airlines would have taken
but were never built.

Many of those jets will have GE
Aerospace engines underneath the

wing. The company and its partner
Safran have a dominant 75% market
share in single-aisle jets. It also has a
strong position in twin-aisle jets, com-
peting with RTX and Rolls-Royce.

GE Aerospace �also has that crucial
balance between OEM and aftermar-
ket sales, with its large installed base
more than offsetting the losses that
come with new engine deliveries,�
says Stallard. New engines are typi-
cally sold for a loss, with profits com-
ing later. That�s a longstanding feature
of the industry.

Stallard rates shares Buy and has a
$358 price target.

T he company�s defense propul-
sion business, which accounts
for about one-quarter of sales, is
also booming, growing 19% year

over year in the first quarter.
Engine development is key to main-

taining GE Aerospace�s market share.
In 2025, it spent almost $3 billion on
research and development, or roughly
7% of sales.

Oil prices are a threat to the stock,
but higher oil prices can drive demand
for more fuel-efficient engines, so long
as the economy stays stable amid those
higher prices. The bigger risks for in-
vestors are persistent supply-chain
problems and business execution.

Both risks are being actively man-
aged by CEO Larry Culp, who arrived
at GE in 2018 and is credited with
turning the unwieldy American indus-
trial conglomerate around. Output
from suppliers was up double digits
year over year and turnaround times at
GE maintenance facilities were im-
proving, Culp tells Barron�s.

Lean shows up in GE�s financial
statements, too. First-quarter profit
margins in the commercial aerospace
business were 26.4%, up more than
seven percentage points from the first
quarter of 2024, just before the GE
Vernova spin.

Currently, Wall Street projects $9.80
in 2028 earnings per share. That justi-
fies a $350 share price target in 12 to 18
months. With lower oil prices and im-
proved execution, that 2028 number
could easily top $10. GE is working on
a streak of 14 consecutive quarters of
topping Wall Street expectations.

Wall Street loves the stock. About
85% of analysts covering the company
rate shares Buy. The average analyst
price target is $347 a share.

Wall Street approval certainly isn�t
required for a stock to work. Still, it
doesn�t hurt. B

GEAerospace
HasBeen
Unfairly
Punished
Investors can�t seem to look past
the Middle East, but the company�s
core business continues to grow.
The stock looks like a buy.

BY AL ROOT

S
tock market corrections are
painful. They can also be
healthy, checking overly exu-
berant investor enthusiasm
and ensuring some risks are
reflected in stock prices. Cor-
rections can also be buying

opportunities. Investors should use the
recent selloff in aerospace stocks to
snap up shares of an industry leader:
GE Aerospace.

GE Aerospace (don�t call it General
Electric) stock has been unfairly pun-
ished since its first-quarter earnings
report, with investors� gaze now nar-
rowly focused on the Middle East
rather than on a horizon filled with
more planes powered by GE�s aircraft
engines. While that is understandable,
it�s also unfair to GE�s prospects as a
business. The stock can hit $350, up
18% from Friday�s close of $297.15.

Problems started for GE Aerospace
in March, right after missiles started
flying in Iran. Between the start of the
war and the company�s first-quarter
earnings report, shares declined 11% as
investors worried about high oil prices
affecting travel demand. GE quantified
those fears on April 21 when it reported
better-than-expected earnings and left
its 2026 earnings guidance unchanged,
which calls for about 15% earnings
growth. Not a bad result.

Unfortunately, the company also
revised its global air-travel growth
expectations from mid-single digits to
flat to low-single digits. That�s all it
took to send shares down almost 6%.C
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Engine development
is key to maintaining
GE Aerospace�s
market share.
Above, its J85 en-
gine.
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I N C OM E I N V E S T I N G
Muni bonds pose a challenge to AI. As in politics,
all munis are local. Every muni bond is unique,
with different issuers and financial backing.

The $1 Million AI
Muni-Bond Portfolio

S
hould Claude manage
your municipal-bond
portfolio? Not yet, but it
can help.

Artificial intelligence
may one day supplant
many financial profes-

sionals, but for some things, a human
may still be necessary. Given the
unique nature of the municipal-bond
market, chatbots such as OpenAI�s
ChatGPT and Anthropic�s Claude can�t
handle the whole task of structuring a
muni portfolio as easily as they spit out
an undergraduate�s essay.

To test AI�s capability as an advisor,
I asked the two chatbots to structure a
$1 million portfolio of nationally diver-
sified munis bonds for a self-directed
individual investor. Platforms for on-
line brokers such as Fidelity or Charles
Schwab let investors shop for bonds
based on maturity, yield, and rating.
Someone with that sum to invest pre-
sumably would be in a tax bracket that
could utilize munis� tax exemptions. At
the same time, I assumed that state
income taxes weren�t a factor.

That brings up the signal aspect of
municipals. As in politics, all munis
are local. Indeed, every muni bond is
unique. Each issuer is a discrete public
entity, from a state or a locality to a
school district, an airport, or a public
project that may have private participa-
tion. Each bond has its own backing,
either from taxes supporting a general
obligation, or GO, bond, or revenue
from a specific public project.

Credit ratings provide some sense of
the solidity of each bond, but there are
other factors to consider. Each bond
has its own coupon interest rate, matu-
rity, and its own call provisions that
permit early redemption, which almost
always happens at a time advantageous
to the issuer, not the investor.

No wonder that muni funds, espe-
cially low-cost exchange-traded funds,
have become a popular choice for indi-
vidual investors and their advisors. For
an annual expense as low as three ba-
sis points (0.03%), one can buy an ETF
with a broad, diversified portfolio and
not deal with all that muni minutiae.

But a bond fund is a perpetual port-
folio, whether it�s short, intermediate,
or long term. As older bonds age out,
they�re replaced with newer issues. If
you own a bond, you receive a stream
of semiannual interest payments and
the principal at maturity (if not sooner,
with callable bonds). That (usual) cer-
tainty of a return of capital is what
many bond investors want.

In response to my inquiries, Chat-
GPT and Claude both came back with
the standard advice: a �ladder� of

shorter-to-longer-maturity high-qual-
ity bonds, diversified among states and
major public entities across the U.S.

The ladder means the portfolio isn�t
locked into any particular maturity and
can adjust to unknowable future bond
yields. As bonds mature, they can be
reinvested at higher yields�if yields
rise. If yields fall, longer maturities
lock in higher returns. Diversifying
geographically makes a portfolio less
prone to local economic problems.

ChatGPT served up a list of
generic but nonspecific ex-
amples of bonds that fall
into short-, medium-, and

long-term buckets. A recommendation
of a �New York Transportation revenue
bond� didn�t specify the main agency
that fits this description�the heavily
indebted Metropolitan Transportation
Authority, which operates New York
City subways and suburban commuter
lines. A further request for Cusip num-
bers�the nine-character code that
identifies securities�of recommended
bonds produced the dreaded �AI hallu-
cinations,� in this case numbers that
didn�t match any muni security.

In addition, ChatGPT recommended
putting $225,000 in a bucket of muni

ETFs, not a bad choice given its nebu-
lous advice on individual bonds. It
picked iShares National Muni Bond
(ticker: MUB) and Vanguard Tax-Ex-
empt Bond (VTEB), the two largest
such funds. It also suggested adding a
short-duration and a high-yield muni
ETF, without naming names. The two
biggest are iShares Short-Term Na-
tional Muni (SUB) and VanEck High
Yield Muni (HYD), respectively.

Claude produced a list of represen-
tative issuers but not actual issues and
Cusips. Instead, it sensibly offered a
complete portfolio structure with ex-
amples of bonds, maturities, and credit
criteria. It noted you could use that to
search the Electronic Municipal Mar-
ket Access website or online brokers
such as Fidelity or Schwab. A full-ser-
vice broker with access to a bond desk
could do the same.

In actuality, munis resemble the
residential real estate market in its
granularity. Online sites such as Zillow
can give a picture of available proper-
ties and recent sales in an area, but it
may not show the particular house
that�s right for you. It can make you a
more informed buyer, however.

On the other hand, if you have more
market intelligence than AI and know
specific criteria of credits you want,
you can go shopping at an online bro-
kers� site. You might specify offerings
of issuers in one state, say New York,
with a minimum yield and credit rat-
ing in a particular maturity range.
Then you can scan for other desired
characteristics, such as excluding New
York City GOs (under new Mayor
Zohran Mamdani, Moody�s and Fitch
lowered its rating outlook to negative
from stable in March) or for state
agency revenue bonds with support
from state income or sales taxes.

Using AI to make a list of muni
bonds that satisfy your criteria is cost-
effective; only $1 per $1,000 bond at
many online brokers, a fraction of what
full-service brokers charge. But like a
real estate agent, an advisor can tailor a
muni portfolio best suited for your
needs, which may be worth the cost.

All of which shows how compli-
cated munis can be, even for AI. B

email: randall.forsyth@barrons.com

BY RANDALL
W. FORSYTH

Better Call Claude? Not Yet.
The chatbot Claude recommended a model municipal portfolio consisting of these 10 representative
issuers. But it admitted it could not select speci�c bonds.

Issuer Credit Rating Target Maturity Claude�s Rationale

Texas General Obligation AAA/Aaa 2028 No state income tax, top-tier credit

North Carolina General Obligation AAA/Aaa 2030 Top credit rating; geographic
diversi�cation

Denver Water & Sewer Revenue AA+/Aa1 2030 Essential service, strong coverage,
recession resistant

Dallas-Fort Worth International AA-/Aa3 2031 Major hub airport; higher yield than
Airport Revenue general obligation with strong credit

Washington General Obligation AA+/Aa1 2032 Strong economy, diversi�ed revenue;
Paci�c Northwest exposure

Texas School District General Obligation AAA 2033 Texas Permanent School Fund guarantee

Virginia Commonwealth Transportation AA/Aa2 2034 Dedicated revenue stream; strong
Board Revenue state backing

Maryland General Obligation AAA/Aaa 2035 Strong �scal management; high household
incomes; East Coast diversi�cation

Major nonpro�t hospital revenue AA-/Aa3 2037 Kaiser Permanente or Mayo Clinic offer
yield premium; well covered

Utah General Obligation AAA/Aaa 2039 Best-managed state �nances; anchors long
end of ladder.

Source: Claude, the Anthropic chatbot
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T H E E C O N OMY

K evin Warsh, who is expected to
be sworn in as the next Federal
Reserve chair this month, will
inherit a central bank that ap-

pears stuck in policy limbo due to con-
cerns about escalating inflation. But he
may have more options to lower interest
rates and achieve his other goals than
investors think.

Bond traders no longer expect the Fed
to cut rates this year. Three regional bank
presidents broke ranks at the April 28-29
policy meeting to vote against language
suggesting the next rate move would be
a cut. And inflation is still well above
the Fed�s 2% target.

The dominant view on Wall Street is
that Warsh will be boxed in: While the
Trump administration is pressing for
cuts, the Fed�s policy committee is head-
ing in the opposite direction. But that
assessment underestimates both the
man and the moment.

Warsh has a workable path, and it runs
through the middle. If he persuades the
Fed to hold the federal-funds rate steady
through the summer in a current range
of 3.50% to 3.75%, removes the signal that
a cut could be coming, and waits for more
clarification on the impact of energy prices
before recommending a rate change, he
will satisfy the hawks on his committee,
deny the White House an easy target, and
preserve the credibility he will need to
make larger moves later this year.

Meanwhile, the view from the White
House is moderating. Treasury Secretary
Scott Bessent, who pushed aggressively
for rate cuts earlier this year, softened
that position in recent weeks, giving
Warsh political cover that current Fed
Chair Jerome Powell has never enjoyed.

Investors have already adjusted to a
Fed on pause. Holding rates steady would
merely confirm what is already priced in.

Warsh has long advocated for a num-
ber of changes at the Fed. Among them,

he wants to trim the Fed�s $6.7 trillion
balance sheet and reduce officials� focus
on reported economic data, arguing that
the policy committee reacts too mechani-
cally to each new economic report.

One likely change is the way officials
read inflation. The Fed�s preferred infla-
tion gauge is the core personal consump-
tion expenditures price index, excluding
food and energy. Warsh�s preference is
trimmed mean inflation, which discards
categories with the most extreme read-
ings on both ends. By that measure, infla-
tion appears much closer to the Fed�s
target than the headline numbers sug-
gest, building the case for eventual cuts.
Warsh has also said that artificial intelli-
gence will hold inflation down over time.

The bigger reform on Warsh�s mind
is the size of the Fed itself, and it�s a big
reason for not spending his credibility on
a quick rate cut. He has argued for years
that the balance sheet, now around $6.7
trillion, has grown far beyond what the
economy needs.

Shrinking the balance sheet and cut-
ting rates may sound contradictory, but
selling off bonds could push long-term
rates higher; cutting the short-term pol-
icy rate would push in the opposite direc-
tion. The combination could let Warsh
shrink the Fed�s footprint without chok-
ing off the economy. But it�s a delicate
sequence that requires the confidence
of the committee, which is exactly what
an early, contested cut would put at risk.

Inflation will test Warsh almost
immediately. The hawks could push
further, actively pressing for a hike if
energy prices keep climbing. Powell�s
decision to stay on as a Fed governor
may also limit Warsh; while Powell
has promised to keep a low profile,
his continued presence may narrow
the reform agenda.

But Warsh�s path exists, and it�s more
navigable than the current consensus
allows. The patient course, in this case,
is also the ambitious one. B

BY NICOLE GOODKIND

F U N D S

Consider These ETFs for
A Healthcare Rebound

H ealthcare is underperforming
the broader market early in the
second quarter, following late-
2025�s short-lived pop. Some

strategists see the sector as a bargain, with
subsectors such as pharmaceuticals and
biotechnology particularly attractive.

At a time when the market is expensive
and subject to headline risk, healthcare
offers a high-quality defensive option, one
that could regain interest from investors
seeking to reduce geopolitical risk.

Like a sick patient, the healthcare
sector has been waylaid over the past few
years by policy overhang stemming from
Medicaid cuts, tariff impacts, drug pricing,
and Covid-era ramifications, all of which
soured investor sentiment, says Brian Sto-
rey, a senior portfolio manager at Brinker
Capital Investments. Many of these are
resolved or being resolved, he adds.

Greg Swenson, director of equities at
the Leuthold Group, says healthcare is one
of the firm�s biggest overweights and top
sectors, particularly for biotech and phar-
maceuticals, which stands out for strong
fundamentals and valuations. He isn�t
worried about the recent stumbles in the
sector after last year�s gains, calling the
weakness a �bump in the road.�

Storey offers a second positive argu-
ment for pharma and biotech, noting they
could benefit from deregulation and an
improved environment for initial public
offerings and mergers and acquisitions.
It all could lead to another way to play
the artificial-intelligence theme.

�It�s somewhat nascent still, but a lot of
the artificial-intelligence tools are likely to
be very impactful for drug discovery,� he
says, adding that AI could also help speed
up biotech firms� early research efforts.

Investors with no healthcare exposure
could start with a core holding such as the
$37.8 billion State Street Health Care
Select Sector SPDR exchange-traded
fund (ticker: XLV), which mimics that

sector, or the $18.6 billion Vanguard
Health Care ETF (VHT). The State Street
ETF is a market-cap-weighted ETF, and
its current weakness�it�s down 5.8% year
to date�is due to having both Intuitive
Surgical and Abbott Laboratories,
which are down 20% and 30%, respec-
tively, in its top 10 holdings.

The Vanguard fund takes an all-cap
approach, with 407 names, compared
with 59 in the State Street fund. Swenson
says Vanguard�s approach gives it expo-
sure to smaller biotech names that might
benefit from merger trends.

Steven Conners, president of Conners
Wealth Management in Scottsdale, Ariz.,
calls the State Street fund a �nice hedge
should the economy deteriorate from the
higher GDP levels we have seen recently.�

Swenson and Conners both like the
$7.93 billion iShares Biotechnology ETF
(IBB), a market-weighted biotech fund
that skews to large-cap names. Another
biotech option is the $8.26 billion State
Street SPDR S&P Biotech ETF (XBI),
which equal-weights its constituents,
giving it a smaller-cap exposure. Conners
emphasizes that both of these are riskier
ETFs, so investors need to measure them
against their risk tolerance.

In the pharma space, Swenson uses the
$949 million VanEck Pharmaceutical
ETF (PPH), thanks to its global focus,
preferring it over the $946 million iShares
U.S. Pharmaceuticals ETF (IHE).

Not every subsector will benefit. Storey
says the medical-device industry�s growth
is still likely to be hampered by tariffs.
That�s weighing on ETFs like the $3.2 bil-
lion iShares U.S. Medical Devices (IHI).

In recent years, healthcare lost some
of its defensive, high-quality allure when
megacap tech stocks became so profit-
able. That�s changing as many tech com-
panies� AI buildout becomes more capi-
tal-intensive, eating up much of their
free cash flow. Given that, Swenson says,
the healthcare space may regain atten-
tion from quality-driven investors. B

BY DEBBIE CARLSON

How Warsh Could Prove
His Fed Critics Wrong
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Q & A

This Dividend
Pro Likes Banks,
Altria, and J&J

come has a great record. What is
your investing approach?
Michael Barclay: The Columbia
dividend income strategy has been in
place for 22 years. We are in the
large-cap value box. We buy only
stocks that pay dividends, and we
approach dividend investing from a
total-return perspective.

Yield is important�we know it has
been an important part of total return
for 90 or 100 years. It is a really im-
portant ingredient in terms of mini-
mizing volatility. However, you can�t
forget about capital appreciation, so
before we even think about yield or
the dividend policy of a particular
company, we dig into the fundamen-
tals to get confident that there is
strong free cash flow and a strong
balance sheet. We seek to find stocks
of companies that can grow their div-
idends, because what really matters
to the client is income.

We are looking for 60% to 70% of
the total return to come from capital
appreciation and 30% to 40% to
come from the dividend. But again,
it�s about growing the dividend.
Stocks of companies that can grow
their dividends over time are going to
provide that higher level of income
that will keep up with inflation.

One potential drawback for
income investors is the fund�s
yield, at just 1.6%. Is that an
issue for you?

Photograph by CODY O�LOUGHLIN

An Interview With Michael Barclay, Senior
Manager, Columbia Dividend Income Fund

M
any investors love divi-
dends, which generate
income and signal the
payer�s financial health.
But in a market relent-
lessly focused on
growth, it can be hard

to find dividend payers that still de-
liver solid returns.

The $47 billion Columbia Divi-
dend Income fund offers a winning
formula, with an average return of
12.9% a year over the past decade,
which puts it in the top 15% in its
Morningstar category. The fund,
overseen by Michael Barclay, with
assistance from co-managers Tara
Gately and Andrew Wright, targets
dividend growers with strong cash
flows. It has a portfolio of 81 stocks
and annual turnover of just 16%, im-
plying a holding period of more than
five years.

There are trade-offs. The fund�s
dividend yield�a key consideration
for some, is just 1.6%. But that isn�t
unusual, given that the S&P 500�s
overall yield is an anemic 1.1%. The
fund�s yield is higher than about two-
thirds of the U.S. dividend funds in
Morningstar�s database.

Barron�s recently caught up with
Barclay to learn how the fund works
and why he likes financial, tech, and
healthcare stocks. An edited version
of the conversation follows.

Barron�s: Columbia Dividend In-

BY IAN SALISBURY
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As I said, we�re focused on growing
the dividend rather than yield for the
sake of yield. One thing underappre-
ciated by long-term investors is the
yield to cost. If you buy a stock and
stay with it for a long time, and the
dividend grows, the stated yield
might not be high. However, when
you compare the income relative to
the cost basis, it is pretty compelling.

Right now the fund�s biggest sector
bet is financials, which represents
about 19% of the portfolio. Do you
see a lot of value in financials?
We noticed, starting over a decade
ago, that these companies�especially
JPMorgan Chase and Bank of
America�had come out of the finan-
cial crisis well capitalized with a lot
of liquidity. They began investing
heavily in digital and mobile capabili-
ties. That has given them a competi-
tive advantage in deposit gathering.

Liquidity is the oxygen for any
company, but for banks it�s key. De-
posits are the lowest-cost source of
financing for banks, so that has cre-
ated a huge competitive advantage.

At the same time, these banks have
also been investing in other busi-
nesses, such as wealth management,
which has helped their returns. JP-
Morgan and Bank of America, in par-
ticular, have created competitive
moats that will be tough to undo.

They also have great balance
sheets and a lot of capital, and we
have been rewarded with nice divi-
dend increases from both. In fact,
over the past five years, their divi-
dends have grown at a compounded
annual rate of more than 8%.

What other financials do you like?
Morgan Stanley is another good
example of a company that has been
able to invest in a competitive moat.
That started with the acquisition of
Smith Barney, which was completed
in 2013. Along the way, it bought
other companies such as Solium and
E*Trade. Those two businesses have
bolstered Morgan Stanley�s work-
place and self-directed investing plat-
forms and helped create a wealth
management business that is in many
ways second to none.

The wealth management focus has
helped dampen the volatility of the
company�s returns. Morgan Stanley
has moved away from the more epi-
sodic trading and investment bank-
ing, and now wealth management is
basically half of earnings. It creates a
much more stable revenue and profit
stream that, again, has helped the
company up its game when it comes
to the dividend strategy.

The dividend growth rate is a bit
skewed because, in 2021, the company
doubled its dividend. But since then,
it has been consistent high-single-
digit growth.

Tech stocks are about 16% of your
portfolio. That is much less than
the S&P 500�s roughly 36%
weighting, but above the 15% tech
weighting in the average large
value fund. What is the attraction
for a dividend fund?
In the dividend space, tech holdings
have differentiated us over time�in
particular, our semiconductor hold-
ings. Even before artificial intelli-
gence dominated the headlines, we
saw an emerging trend: the prolifera-
tion of silicon across the economy.

A good example is Analog De-
vices, which makes semiconductors
found in autos and industrial facili-
ties. The amount of semiconductors
in the average auto has gone up dra-
matically in the past couple of de-
cades. Because of the growth of semi-
conductors in autos and industrial
applications such as manufacturing,
Analog Devices has high free-cash-
flow margins�above 30%.

In the past, the semiconductor
industry was notoriously volatile.
Consolidation in the past 10 to 15
years has made it less so. Another
help is Analog Devices� design cycle.
If you�re designing a chip for an auto,
the design process is lengthy. Once
you get onto the platform, you�re go-
ing to be designed into that auto for a
number of years. It creates consis-
tency, which is what we deliver: low
volatility plus a dividend.

What other tech names do you
favor?
Another technology angle we like is

picks and shovels�semiconductor
equipment companies KLA and Lam
Research. We have owned those for
seven or eight years. They got into
the portfolio before we even started
talking about AI.

KLA started paying a dividend in
2005, and Lam in 2014. They are
good examples of companies that
have become more consistent divi-
dend growers over time. They have
been growing their dividends at a
rapid rate. In terms of margins and
free cash flow, they are two of the
best companies in the business. Both
have grown their dividends at a low-
to midteens rate over the past five
years.

An important part of that growth is
consistent service revenue. As the
proliferation of silicon continues and
more fabs [fabrication plants] are built
around the world, their equipment is
going into these factories. Importantly,
as their install base grows, their ser-
vice revenue goes up. Lam is really the
only company that can service a Lam
piece of equipment.

As the install base and revenue
grow, margins are increasing. That
creates a flywheel of consistent high-
margin revenue that supports the
dividend and the predictability of the
cash flows.

These are companies that got seri-
ous about their dividends probably
10 years ago. The dividends don�t
look high. Neither one yields more
than 1%. But the rate of growth has
been impressive.

Income is what goes into people�s
pockets, not yield. That is why own-
ing stocks like these, where the in-
come is growing, is an important part
of dividend investing.

There are many dividend payers
in healthcare. Which names do
you like?
When you think about having de-
fense in the portfolio, pharma per-
forms that role for us. Healthcare
spending is going to keep going up,
and there will continue to be a need
for innovation around new drugs.
Large-cap pharma is at the center of
that.

Johnson & Johnson is a name we

�We think J&J�s pharma business can grow by double digits through the end of the
decade. This is the type of name that will protect you in a stressed market.�

really like. It has one of the last tri-
ple-A-rated balance sheets. We are
looking for companies that have a
diverse offering of drugs and aren�t
reliant on just one drug that can go
off patent. We also look for strong
pipelines.

J&J�s blockbuster autoimmune
drug Stelara lost its patent exclusivity
in 2023. But that�s behind the com-
pany, and it has a nice group of drugs
now that give it a diversified profile
with a strong pipeline. Increasingly,
we think J&J�s pharma business can
grow by double digits through the
end of the decade. This is the type of
name that will protect you in a
stressed market.

AstraZeneca is a new name we
purchased last fall. Again, the com-
pany has a free-cash-flow margin
above 20% and a strong balance sheet.
It has a diverse drug portfolio without
a lot of patent-cliff expiration, and a
strong pipeline.

Large pharma is an area where AI
can help companies not only be more
productive, but also help in the drug-
approval process. It can help compa-
nies increase the success rate when
they are conducting clinical trials by
helping them design better studies
and gather and analyze data more
efficiently. Pharma companies have
been thinking for many years about
how AI can improve their business.

What is one stock you bought re-
cently that you are excited about?
We bought Altria around February-
March 2025, when we were doing
work around the potential impact of
tariffs. Altria screened as being rela-
tively well insulated against tariffs,
and it pays a dividend. The stock
yields just under 6%.

Altria is doing a good job of transi-
tioning away from traditional ciga-
rettes and toward smokeless solu-
tions and nicotine pouches. We
believe that is an avenue of growth.

The dividend grows somewhat
modestly, by about 4% a year. But
there is growth because the company
is generating strong free cash flow.
We are excited about Altria.

Thanks, Michael. B
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T E C H T R A D E R
In a 2021 two-way data-center sales race
between Intel and Nvidia, Intel held a 70%
market share. That�s down to 7%.

In the Rush to Buy
CPUs, Intel Won�t Be
The Only Winner

I
t has been a sad few years for
the venerable central process-
ing unit. The one-time stan-
dard-bearer of the computing
revolution has been pushed
aside in recent years with the
rise of generative artificial

intelligence powered by graphics pro-
cessing units, or GPUs, which are
used for a lot more than graphics
these days.

But now attention is swinging back
to the main brain of data-center com-
puting, the CPU. With one big change:
Unlike in the past, Intel will have to
share the spotlight, and may not even
be the primary winner.

In the past two weeks, three server
CPU companies�Intel, Advanced
Micro Devices, and Arm Holdings�
reported their earnings, and each gave
commentary indicating that the market
will be larger in a few years than they
had previously thought.

�In recent months, we have seen
clear signs that the CPU is reasserting
itself as the indispensable foundation
of the AI era,� said Intel CEO Lip-Bu
Tan in April. �This is not just our
wishful thinking, it is what we hear
from our customers.�

Arm has projected that the server
CPU market will hit $100 billion by
2030, and this past week AMD dou-
bled its own estimate to $120 billion.
The three companies had $34 billion
in combined data-center revenue last
year.

That sort of market expansion
would be a huge boon to these compa-
nies, but to keep it in context, Nvidia
is expected to earn more than $150
billion in data-center sales in just the

next two quarters.
Before the release of ChatGPT in

2022, servers rarely needed GPUs to
do heavy lifting for intense mathemat-
ics. Expensive GPU-filled servers
were overkill, and data-center custom-
ers mostly bought CPU servers to run
websites, databases, applications, and
other traditional workloads. A typical
server configuration contained two
Intel server CPUs.

In a 2021 two-way data-center sales
race between Intel and Nvidia, Intel
held a 70% market share. But the AI
revolution changed that dramatically,
and by the end of last year Intel only
garnered a 7% share.

But four years into the gen AI
boom, CPUs are making a comeback.
The reason is that AI workloads are
beginning to shift from math-inten-
sive training of AI models to the more
varied process of running these mod-
els, known as inference. The big 2026
inflection is AI agents, software that
uses AI models to complete a com-
plex series of tasks from simple con-
versational prompts. If predictions
turn out to be true, in a few years

agents will proliferate to the point
where they outnumber people on
enterprise networks.

Agents chew through inference at a
rate that no human could match, so
the hundreds of billions of dollars
worth of data centers coming online
this year are being built to support
that trend. GPUs will still be the pri-
mary expense because of AI�s intense
math demands.

But agents are software, and soft-
ware runs on CPUs. If it were five
years ago, this would be unquestion-
ably good news for one company: In-
tel. Indeed, in 2020 and 2021, there
was a burst of Covid lockdown-fueled
demand for CPU servers and Intel had
its best years in the data center, with
$26 billion in sales both years.

The data-center CPU market is far
more complex now. For starters,
server CPUs from Intel�s longtime
competitor, AMD, have been gaining
in popularity and are considered by
many to be better now. At its Novem-
ber investor day, AMD said it had
around a 40% market share, and pre-
dicted that it will keep rising.

The bigger source of competition
may come from chips that are based
around the Arm CPU instruction set.
An instruction set is the most basic
level at which hardware and software
communicate. The x86 instruction set
that underpins Intel and AMD chips
has been dominant in servers, but that
has been changing.

Arm�s first step into x86 server ter-
ritory was the 2018 launch of the Ama-
zon Web Services Graviton CPU. AWS
is the oldest and largest of the clouds,
and this set the tone for the industry.
Graviton is on its fifth generation now,

and for three years running, over half
of AWS� new CPU capacity has been
from Graviton. Now the other two big
cloud players�Microsoft Azure and
Google Cloud�also rent out servers
with their own custom Arm CPUs.
The advantage over x86 servers is
Arm�s power efficiency that allows
for more computing in the same size
data center.

This year, Arm changed the game,
announcing it would sell a server chip,
the AGI CPU, competing with its own
licensees for the first time. The com-
pany recently predicted that it could
see $15 billion in fiscal year 2031 chip
sales, and this past week said near-
term demand is twice what it expected.

Another shift toward Arm-based
CPUs in the data center comes from
the accelerated servers themselves. At
first, Nvidia�s AI servers sported Intel
CPUs to orchestrate all the mathemat-
ics happening in the GPUs. But then,
in 2023, Nvidia switched over to using
its own Arm-based CPUs, and others
are now following. Google�s latest
TPU-accelerated server will feature its
own Axion CPU, and Meta Plat-
forms� coming custom AI accelerator
servers will be run by Arm AGI
CPUs. With a nod to the power effi-
ciency of these CPUs, Arm is becom-
ing the choice for this data-center
workload.

AMD�s $120 billion prediction
should be considered an educated
guess, but if the server CPU market
expands that quickly, the competition
will be fierce and there may not be
room for Intel, AMD, and Arm all to
win. B

email: adam.levine@barrons.com

BY ADAM
LEVINE

�In recent months, we have seen
clear signs that the CPU is reassert-
ing itself as the indispensable foun-
dation of the AI era,� Intel CEO Lip-
Bu Tan said. A
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CloseMonday Close

Bombs Away
The Dow Jones Industrial
Average fell 557 points, or 1.1%,
on Monday after Iranian missiles
were intercepted by the United
Arab Emirates.

Bouncing Back
The Nasdaq Composite rallied 1% and
the S&P 500 gained 0.8% to hit fresh
closing highs on Tuesday. The VanEck
Semiconductor ETF surged 3.1% as chip
stocks rallied into a wave of earnings.

Dow 49.9K
The Dow nearly closed above 50,000 on
Wednesday amid a broad market rally.
Wall Street turned its attention back to
earnings. Advanced Micro Devices� results
sent chip stock benchmarks to fresh highs.

Lucky Six
The Nasdaq rallied 1.7% on Friday
to cap o� its sixth-straight week of
gains. The S&P 500 rose 0.8% and
is also up six weeks in a row. Both
indexes closed at record highs.

THE TRADER

The S&P
500 Is
Heading
To 8000.
Buckle Up.

S
&P 8000, here we
come.

Yes, everyone seems
to be afraid of the stock
market�s current rally.
A continuing conflict
in the Middle East, high

oil prices, and inflation concerns will
do that. Yet the S&P 500 index rose
2.3%, to 7398, this past week, while
the Nasdaq Composite shot up 4.5%
and the Dow Jones Industrial Average
advanced 0.2%. The Nasdaq and the
S&P 500 even closed out the week at
record highs.

Driving the gain: a superstrong
earnings season. Through Thursday,
87% of S&P 500 members had beaten
profit estimates, according to Evercore
ISI data. While the few companies that

came up short had their stocks pun-
ished, those that beat on both top and
bottom lines saw their stocks gain 1.1%
on average. Those gains have been the
bedrock of the stock market rally.

Tech earnings have been even better.
Analysts expect earnings for the Van-
Eck Semiconductor exchange-traded
fund to rise 46% annually in aggregate
from the end of 2025 through the end
of 2027, according to FactSet. Profits
from chip companies like Nvidia and
Taiwan Semiconductor Manufac-
turing alone could help drive S&P 500
earnings per share up 18% annually to
$378 in 2027. As long as the data-center
story continues apace�and it has seen
no signs of slowing�the index can
reach that 8000 number.

But rallies aren�t meant to last for-

ever. The VanEck Semiconductor ETF
gained 11% this past week, and is up
57% for the year. A quick look at the
chart shows a nearly straight line up-
ward, and you wouldn�t be wrong to
think they look ridiculously over-
bought. The �buying opportunity
closed,� writes Chris Harvey, CIBC
Capital Markets� head of equity and
portfolio strategy�at least for every-
one but the short-term traders.

Still, an S&P march to 8000
seems feasible even if the chip rally
slows. That number is only 8% away
from current levels, and it would put
the index up a not-so-outrageous 17%
for the year. Drawdowns have been
shallow in the past several months,
with even the Iran conflict causing
a mere 9.1% drop�not even techni-

BY JACOB
SONENSHINE
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cally a correction.
History suggests that getting there won�t

be all that hard. Since 1960, the S&P 500
typically gains 12% over the 12 months fol-
lowing a record high, according to UBS
Wealth Management data.

With the S&P 500 trading at 21.2 times
earnings, valuations are always a concern,
but with the job market growing but not
too fast, the markets now expect the Fed-
eral Reserve to remain on hold until the
middle of next year. That might actually be
a good thing. �If you have stability in inter-
est rates, then the multiple is sustainable,�
says David Stubbs, AlphaCore Wealth
Advisory�s chief investment strategist.

Market strategists have been reluctant
to raise their estimates that high. Deutsche
Bank�s Bankim Chadha reiterated his 8000
target this past week �on the back of strong
first-quarter beats [and] gravity-defying
strength for megacap growth and tech.�

At the end of the day, fundamentals are
stronger than fears�and patient investors
will ultimately reap the rewards for their
steadfastness.

9 Stocks for an AI Meltup
Some investors will want to zig when ev-
erybody else zags. That means not chasing
red-hot artificial-intelligence stocks.

The tech-heavy Nasdaq is up 22% from
its war-driven low in late March. It just
keeps hitting record high after record high.

Behind those gains are ever-higher profit
expectations for chip makers and the build-
ers of AI data centers, which are in high
demand from Amazon.com, Microsoft,
and others. Many software names have
rebounded, too, buoyed by a market that
recognizes that OpenAI and Anthropic won�t
destroy demand for all of their products.

The Nasdaq is perched on an expensive
valuation�26 times what analysts expect
aggregate earnings to be for the coming 12
months. It isn�t the highest price/earnings
ratio ever, but it�s at the higher end of its

range this year.
Trivariate Research�s Adam Parker

screened for stocks that have correlations
of 0.2 or lower to his AI chip basket�1 is
perfectly correlated�and a gain of at least
10% in the six months ended in April. He
set his criteria to avoid companies that have
struggled to produce earnings to the mar-
ket�s expectations.

Of the nine stocks that surfaced, eight are
well-known: Eli Lilly, Johnson & Johnson,
Pfizer, Walmart, Coca-Cola, Costco
Wholesale, Exxon Mobil, and Verizon
Communications.

The ninth is Linde, which produces in-
dustrial gases. The company has a $232 bil-
lion market capitalization, the largest within
this sub-business of the chemicals industry.

Other positive factors: It recently beat
first-quarter sales and earnings estimates,
and lifted revenue guidance. It has pricing
power and has implemented price increases
this year to offset higher energy costs.

There�s plenty else to like about Linde. Its
contracts with customers are �take or pay��
they must either take all the chemicals they
have agreed to buy for a number of years or
pay certain amounts, which stabilizes sales.

And the company has a diverse cus-
tomer base�from electronics to manufac-
turing and metals to food and healthcare.
The last two are slightly less economically
sensitive and help reduce how much
Linde�s sales fluctuate.

Analysts expect Linde�s sales to grow
just over 5% annually over the coming
two years, to $37.7 billion. They forecast
a small uptick in the company�s operating
profit margin, which amounts to annual
per share earnings growth of 9%.

That could prove enough to lift the stock
through this year�and shares, at $493.16,
could easily outperform the market if tech
takes a hit. Linde�s forward P/E multiple is
about 25 times, right about in the middle of
its 2026 range. If it keeps providing strong
updates on its profit outlook, the stock will

Vital Signs
Friday�s Week�s Week�s

Close Change % Chg.

DJ Industrials 49609.16 +109.89 +0.22

DJTransportation 20198.74 -399.46 -1.94

DJUtilities 1112.15 -44.89 -3.88

DJ65Stocks 15881.90 -129.28 -0.81

DJUSMarket 1794.35 +38.90 +2.22

NYSEComp. 22942.15 -99.00 -0.43

NYSEAmerComp. 8847.08 -77.15 -0.86

S&P500 7398.93 +168.81 +2.33

S&PMidCap 3699.83 +59.99 +1.65

S&PSmallCap 1683.38 +10.60 +0.63

Nasdaq 26247.08 +1132.63 +4.51

ValueLine (arith.) 13275.40 +55.09 +0.42

Russell 2000 2861.21 +48.39 +1.72

DJUSTSMFloat 73088.52 +1563.67 +2.19

Friday�s Week�s Week�s
Close Change % Chg.

Barron�s FutureFocus 1352.81 +12.58 +0.94

Barron�sNext 50 4009.22 -22.22 -0.55

Barron�s 400 1535.53 +9.62 +0.63

Last Week Week Earlier
NYSEAdvances 1,554 1,519

Declines 1,251 1,299

Unchanged 51 39

NewHighs 370 317

NewLows 128 80

AvDailyVol (mil) 5,722.9 5,075.7

Dollar (Finex spot index) 97.89 98.16

T-Bond (CBTnearby futures) 113-18 113-03

Crude Oil (NYM light sweet crude) 95.42 101.94

Inflation KR-CRB (FuturesPrice Index) 389.44 393.40

Gold (CMXnearby futures) 4720.40 4629.90
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T
he family office
was once the
most exclusive
corner of wealth
management:
a kind of com-
mand center
for the sprawl-

ing activities of billionaires. Now,
�family office services� are every-
where. Banks, national brokerages,
and independent financial advisor
firms all claim the mantle.

For wealthy families, the change is
a major opportunity�and a potential
source of confusion. �It�s noisy out
there, with so many people using
�family office� as a marketing term,�
says Paul Ferguson, managing direc-
tor of relationship management for
Schwab Advisor Family Office. �It�s
definitely a challenge.�

Even as the family office label has
proliferated, the menu of family office
services has exploded. Along with the
traditional components of investment
management, estate planning, and
consolidated financial reporting, avail-
able services now include everything
from household bill-paying and staff-
ing to next-generation financial educa-
tion and even cybersecurity support.

An ecosystem of specialist firms
has sprung up to provide services as
niche as private-jet and yacht manage-
ment and advising on art, wine, and
other collectibles. A financial advisor
team, including many in our current

Top 250 Private Wealth Management
Teams ranking, frequently plays the
role of �quarterback.�

A customizable suite of family
office services might seem the epit-
ome of 21st century luxury, but fami-
lies should think through what help
they want and need, which firms can
really deliver, and whether it makes
economic sense, experts say.

Before families can sort through
family office pitches, they need a
clear picture of what a true family
office actually does. At its core, a
family office is a dedicated team that
manages a family�s financial, admin-
istrative, and often personal affairs.
The family office person is �the first
call� for financial matters and even
big nonfinancial decisions that fami-
lies face, says Ferguson. �You have a
trusted advisor who can solve every
issue for you,� he says. �That�s the
real power of the model.�

Historically, that level of customi-
zation made sense only for the ultra-
rich. A classic single-family office
often costs seven figures a year to
run. That limited them to families
with $250 million or more, and more
comfortably in the $1 billion-plus
range. But things are changing. These
days, some experts say $100 million
may be enough to support a single-
family office, and $25 million to $50
million to support a multifamily of-
fice, in which one advisory business
serves multiple families.

�Family Office� Everywhere
So, why is the term �family office�
suddenly a part of financial advisors�
pitch to wealthy families? First, there
are more such families. The number
of ultrawealthy households has
swelled as fortunes have been made
in fields like tech, healthcare, and
private equity. There are currently
more than 101,240 U.S. households
with at least $30 million in assets�up
8% from the previous year�making
the market worth $11.3 trillion, ac-
cording to Schwab Advisor Family
Office. The long run-up in asset
prices has helped matters: A hypo-
thetical investment of $20 million
in the S&P 500 index five years ago
would have nearly doubled by now.

Although families with long-estab-
lished wealth are very hard to peel
away from their existing trusted advi-
sors, the newly wealthy are consid-
ered in play. And that has financial
advisors in a frenzy. These recently
rich founders, executives, athletes,
and entertainers need urgent help
with turning their windfalls into
steady money, diversifying their
investments, managing taxes, and
creating long-term financial plans.

But it isn�t necessarily raw wealth
that necessitates family office ser-
vices. �It�s less about a number
and more about the level of overall
complexity,� says Nick Rhoads, vice
chair of Chicago-based Family Office
Exchange, a membership organiza-

tion for families and family office
service providers. And nothing mul-
tiplies complexity like the need to
transfer wealth among multiple gen-
erations within a family, he says.

Family office providers old and
new are dangling ever more services
as they vie for these clients. They
include philanthropy design and
grant administration, and education
for heirs about stewarding family
wealth. Access to nonpublic invest-
ments has become table stakes for
serving the wealthy, especially those
who have gotten rich by starting,
running, or investing directly in pri-
vate companies. They turn to family
offices not just to oversee their in-
vestments but also to serve as a
private-markets gateway.

How to Choose
As with buying a new car, the more
money you have when shopping for
family office services, the more fea-
tures you�ll be able to afford.

The single-family office remains
the apex of exclusivity. It offers maxi-
mum control, customization, and
privacy�but demands significant
commitment. The family effectively
becomes an employer of a small fi-
nancial firm, responsible for hiring
and retaining specialists, managing
compensation, overseeing compli-
ance, and bearing cyber and opera-
tional risk. Often this can mean that
a family employs a few key family

BY STEVE GARMHAUSEN ILLUSTRATIONS BY CAROLINA MOSCOSO

Suddenly, It�sa
�FamilyOffice�World

As wealth proliferates, more financial advice firms are adopting the �family office� moniker
in an attempt to appeal to rich families� desire for comprehensive services.
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office leaders who outsource roles.
The annual operating cost of a single-
family office ranges from $2.1 million
on the small side to more than $20.8
million for large offices, according to
consulting firm Deloitte.

�The trend in the industry is to-
ward ecosystems, not necessarily a
big family office,� says Lyon Polk,
a veteran Morgan Stanley advisor
whose clients� net worth is typically
about $250 million. By that, he
means that families are increasingly
assembling networks of specialists
instead of building and staffing a
fully in-house organization. �It�s
more about ecosystems.�

For those who don�t want their
own family office, a multifamily of-
fice is the next step. These advisory
firms began appearing in the 1980s
and 1990s and were a major evolu-
tion in the space. Created out of
single-family offices or by banks,
they ushered in the sharing of invest-
ment, reporting, and planning infra-
structure across multiple families. As
a result, these platforms can deliver
much of the single-family office expe-
rience at a lower cost. A family with
$50 million might pay $500,000 a
year, for example.

That has opened the door to fami-
lies with, say, $25 million to $50 mil-
lion in assets. At the same time, many
brokerage firms, private banks, and
larger advisory firms have built ultra-
high-net-worth teams that look and
feel like multifamily offices, even if
they sit inside a bigger institution.

More Are Coming
The term family office isn�t regulated
and doesn�t have a written-in-stone
definition, so almost any business can
adopt it. Plain-vanilla wealth manag-
ers and accounting firms tout their
family office services, even though
they might just provide a sliver of
the experience or outsource a lot
of the more sophisticated work.

The hardest, most expensive part
of family office services for most
firms is the truly deep work of family
governance�the framework for mak-
ing family decisions�and very so-
phisticated, customized planning,
says Jamie McLaughlin, CEO of J.H.
McLaughlin & Co., a consulting firm
in Woodbury, Conn. To do that work
properly, firms need highly special-
ized, highly paid people�which
many can�t afford, he says. �Unless
they have the best people, I don�t
believe that on the planning and

family counseling side they can truly
deliver family office services,� says
McLaughlin.

For families seeking the right fit,
it�s critical to look beyond branding.
First, take stock of your needs. Do
you have relatively straightforward
family office needs, like investment
management and tax and estate
planning? Do you have more-compli-
cated needs, like juggling businesses,
trusts, and properties across bor-
ders? Do you want to branch out
into philanthropy and formal family
governance?

Be ready to fire questions at pro-
spective advisors. Some key ones:
How many other clients like me do
you serve? What�s their situation, and
how have you helped them? Whom
specifically will I work with regularly,
and what are their qualifications?
How do you get paid, and how do
you avoid conflicts of interest?

One underappreciated line of
questioning is about pricing, says
McLaughlin. If a firm wraps �family
office services� into a simple asset-
based fee, it is implicitly signaling that
extra work�like bill-paying, paper-
work for businesses and financial
instruments, complex planning, and
family meetings�is free, he says. With
a financial incentive only for gathering
assets, the firm will be tempted to
focus on that, he says. McLaughlin
recommends negotiated fees for
noninvestment services.

Don�t rush into commitments, says
Polk. �There are so many big deci-
sions that need to be made when
you�re building an office,� he says,
�and if you do it wrong, it could be
a million-dollar mistake.�

Looking ahead, there�s little sign
that the family office boom will abate.
As private markets remain central
to how fortunes are created and pre-
served, the need for coordination
around complex balance sheets
should only grow. Family office ser-
vices are likely to become even more
sophisticated, with more co-invest-
ment opportunities; impact and envi-
ronmental, social, and governance
capabilities; sophisticated risk and
tax analytics; and richer, tech-enabled
dashboards.

�The wealth creation in the past 15
years has been extraordinary,� says
Nathan Hamilton, executive chairman
of Family Office Exchange. �It has
created a lot of new family offices,
and that trend is going to continue
for the next 10 years.� B

This year�s financial advisor
rankings feature two adjust-
ments driven by the same
force: the tremendous size

and scale of the best wealth manage-
ment teams.

The first change is cosmetic and
subtle�a visual coding of the Top 250
Private Wealth Management Teams (page
S6) and Top 100 Financial Advisors
(page S21) listings. Three shapes denote
the typical account sizes of the advisory
teams: A circle is under $5 million, a tri-
angle is $5 million to $49 million, and a
square is $50 million and over. The goal
is to help prospective clients locate advi-
sors focused on their asset levels.

It�s no secret that the nation�s wealth-
iest individuals�the billionaire class�
are expanding their wealth at an explo-
sive pace. According to Federal Reserve
data, the richest 0.1% of U.S. house-
holds accounted for 14.5% of total
household wealth at the end of 2025,
up from 8.7% at the end of 1990. More
broadly, the top 1% owned 32% of the
nation�s total household wealth at the
end of 2025, up from about 23% at
the end of 1990.

Unsurprisingly, this trend is swelling
the assets managed by the best wealth
management teams, which aim to serve
very wealthy clients. The top 10 Private
Wealth Management Teams this year
have combined assets under management
of $739.4 billion, up 268% from $201 bil-
lion in combined AUM five years ago. In
total, the teams on the Top 250 ranking
now manage $2.6 trillion, up from $2.1
trillion last year. The average team size
increased to 22 people from 21 last year.

For clients, this means that some of
the top-ranked advisors have bumped
up their account minimums, with at least
one, the Polk Wealth Management Group
at Morgan Stanley, setting its minimum at
$100 million. This figure is obviously out

of reach for the vast majority of clients.
There is a broader benefit to clients,

however. As these elite teams focus on
technological innovation and providing
high-touch services, it creates a compet-
itive ripple effect that pushes other ad-
visory teams to improve their own ser-
vice offerings. So, whether clients have
less than $5 million or more than $50
million, there are teams on our Top 250
Private Wealth Teams list that have
them covered.

The second change to this year�s rank-
ing package involves our Top 100 Institu-
tional Consulting Teams. This year marks
the final edition of this ranking.

We launched this list in 2015 to high-
light advisors who specialize in serving
large organizations, including endow-
ments, foundations, pension funds, and
retirement plans. At the time, most of
the participating teams did a variety of
institutional consulting work, and they
were numerous enough that highlight-
ing the best of them was useful to the
segment of Barron�s and Wall Street
Journal readers who serve on institu-
tional governing boards.

Fast forward to this year and the
business has consolidated and sorted
itself into specialties so specific that it has
become more difficult to draw meaning-
ful conclusions about the relative quality
of the institutional consulting teams.

Over the past decade and a half,
researchers at Cerulli Associates have
tracked the overall number of invest-
ment consultants, which declined from
more than 100 in 2010 to 58 firms at
the time of this report in 2025. Mean-
while, fee compression and the rising
costs of technology and compliance
mean that we will probably see even
more consolidation ahead. Based on
those numbers alone, it�s clear that
ranking the top 100 institutional con-
sulting teams no longer makes sense. B

METHODOLOGY

Wealth IsSwelling�Along
WithAdvisoryTeams

As the rich get richer, the top wealth management teams
are growing, too. We made some changes to our rankings

to help Barron�s readers make sense of it all.

BY MATT BARTHEL
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The Legacy Multi-Family
Group at UBS Private
Wealth Management in
Los Angeles functions a
lot like a sports team. Its

winning approach combines individual
strengths with a shared goal of provid-
ing comprehensive wealth manage-
ment services to clients.

�We all share the same set of values,

including a client-first mentality, doing
the right thing when no one is looking,
making our clients� lives easier, and
constantly striving for excellence,� says
Patrick Schaffer, the team�s investment
specialist, who is also an adjunct fac-
ulty member at Villanova University.
He co-heads the team with Ryan Bris-
tol, an outdoor-sports enthusiast who
has a background in investment bank-

ing, investment management, commer-
cial real estate, and venture capital.
Senior partner Corey Mazza is a former
Marine Corps infantry officer who
advises clients on wealth-related mat-
ters, such as investment management,
pre-transaction planning, portfolio
construction, and estate planning.

Schaffer and Bristol have been
working together for 15 years, and they
have worked with Mazza for nine�the
past five years at UBS, and before that
at J.P. Morgan. Their team consists of
five advisors and 10 support staff. The
three advisors recently spoke to Bar-
ron�s about their team dynamics, their
multifamily office services, and how
sports influenced their approach.

Barron�s: Tell us about the division
of responsibility on the team.
Patrick Schaffer: I�m responsible
for portfolio management and invest-
ments. Ryan is responsible for coordi-
nating our business related to lending,
trusts and estates, taxes, philanthropy,
advisory, and family office services,
among other things. Corey focuses on
business development and relationship

management. By dividing responsibili-
ties that way, I think clients get a much
richer experience and a much deeper
skill set.

How did the sports-focused side
of your practice develop?
Ryan Bristol: Corey played football at
Harvard, earning All-American hon-
ors, and he went on to play one season
professionally in Europe, so he has
deep relationships on that side. He has
been successful in helping us build that
part of the business.
Corey Mazza: Working with athletes
has happened organically, by the na-
ture of my background and a mutual
comfort that their perspective is well
understood by our team. It�s an area
where I feel comfortable, and that
resonates with athletes I speak to.

How has having a sports-minded
mentality helped the team overall?
Mazza: Having backgrounds in team
sports has had a big influence in terms
of how we integrate as partners with
our broader team and with clients. We
all enjoy team sport activities together.
Whether it is mountain biking, pickle-
ball, or basketball, there�s a lot of ca-
maraderie built through team-based
activities. And having a team sports
background�where it�s client first,
then team, then yourself�is important
for prioritizing our team�s goals and
objectives.

What do you think is special about
your practice overall?
Bristol: The vast majority of wealth
managers really focus on investing, and
they�re really only looking at the invest-
ment picture they have in their control.
We bring together investments, tax
strategy, and estate planning�ensuring
there�s a coordinated plan so clients
aren�t dealing with fragmented advice
from all their different providers.

For the vast majority of our clients,
we advise on major-asset purchasing,
sales, and financing. We advise on
household administration. We also
help with aggregated financial report-
ing for all of their investments in and
outside of UBS. We�ll handle non-
income tax filings.

We also coordinate insurance, in-
cluding life and property and casualty.
We�ll help to have insurance audits
completed to ensure that clients are
properly covered. We hold family
meetings, do tax preparation and plan-
ning, and provide other services, as
well. It�s about delivering clients better

BY CHERYL WINOKUR MUNK

HowaSports-Minded
ApproachHelpsUBSAdvisors
ServeTheirClients
Members of the Legacy Multi-Family Group at UBS in
Los Angeles say that putting clients first, then the team,
then themselves, helps prioritize goals and objectives.

From left, Ryan
Bristol, Corey
Mazza, and Patrick
Schaffer of UBS
Private Wealth Man-
agement�s Legacy
Multi-Family Group,
Los Angeles.
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