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QUARTERLY INVESTMENT REVIEW & OUTLOOK - Q3 2025

Markets posted another strong quarter with both equity prices rising and fixed income providing
favorable returns. In September, the Fed delivered its first rate cut of 2025 due to concerns over a
cooling labor market, although the U.S. economy continues to show resiliency. Ongoing political
drama grabbed headlines in the form of a US government shutdown, although markets shrugged

off the news and focused on the data while bracing for another corporate earnings season.

» Equities: Q3 produced positive equity returns, bolstering already-strong year-to-date
gains across the markets. Small caps (Russell 2000 +12.4%) outperformed large caps
(S&P 500 +8.1%) for the first time in a year as the markets cheered Fed rate cuts by
supporting more cyclical segments. While international (MSCI EAFE +4.8%) slowed in Q3
relative to other equities, it maintained its YTD leadership (+25.7%) vs U.S. large caps
(+14.8%) and the general trend appears supportive despite tariff risks and political
bantering. In fact, the MSCI All Country World Index (+18.8% - which represents global
equities through a combination of U.S. and International stocks) has outperformed U.S.
markets this year, demonstrating the benefits of global diversification. Regarding the US
government shut-down, equities have historically shown no consistent relationship in the
prior 10 shutdowns since 1981. While politics dominate the press, markets have generally
been driven more by data such as corporate profits, economic growth and monetary
policy. Investors will continue to follow the data while gauging the implications of above-

historical-average valuations and new all-time trading highs.

» Fixed Income: The Fed cut rates in September as anticipated, but expectations for the
remainder of the year are dispersed. Projections suggest two more cuts by the end of
2025, but mixed data including stronger GDP growth, improved jobs data, and still-sticky
inflation has some members wavering. The US Aggregate Bond Index had a strong quarter
(+2.0%) and has produced very favorable returns year-to-date (+6.1%). The US Treasury
yield curve saw movement lower in general with the 2-year yield falling slightly from
3.7% to 3.6% and the 3-month yield moving from 4.4% to 4.0%, but the 10-year yield
essentially started and finished at 4.2%. The credit markets within fixed income shrugged
off headline events and escalating risks to continue producing returns despite very tight
spreads. Investment grade corporates returned +2.6% for the quarter and +6.9% YTD
while high yield (“junk”) bonds produced +2.5% for the quarter and +7.2% YTD. Federally
tax-free municipal bonds had a strong quarter (+3.0%) and offer attractive after-tax
yields relative to Treasuries and corporates. Given that credit spreads remain at multi-

decade lows, we continue to favor high quality bonds over riskier segments.

» Economy: Real GDP grew faster in Q2 than previously estimated after the third/final
revised estimate was released (+3.8% vs prior estimates of 3.0% and 3.3%), resulting in

positive momentum heading into the third quarter. Strong consumption and healthier
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business investment helped drive growth, but consumers are showing cracks in the form

of rising delinquency rates for credit cards and student loans. The ISM Manufacturing PMI

(49.1) denoted contraction for the 7th straight month, although it narrowly beat

expectations in September. The ISM Services PMI (50.0) lagged expectations but appears

more resilient as activity has expanded in ten out of the past twelve months. While labor

demand has cooled, initial jobless claims remain low and the economy appears to remain

in a low-hiring, low-firing environment. The push-and-pull of the Fed’s dual mandate

(employment and inflation) continues to be a challenge. Inflation continues to be sticky,

with the services sector driving the bulk of the pressure. Uncertainty persists around the

potential impact of tariffs and ongoing negotiations. As such, the Fed balancing act

remains in focus.

2025 PERFORMANCE — BENCHMARK INDEXES

Index Quarter
S&P 500 (US large cap stocks) +8.1%
S&P 400 (US mid cap stocks) +5.6%
Russell 2000 (US small cap stocks) +12.4%
MSCI EAFE (devel int’l large cap) - US$ +4.8%
MSCI EM (emerging mkts int’l) - US$ +10.6%
Bloomberg US Aggregate (US bonds) +2.0%

YTD

+14.8%

+5.8%

+10.4%

+25.1%

+27.5%

+6.1%

5 Yr Ann

+16.5%

+13.6%

+11.6%

+11.2%

+7.0%

-0.5%

10 YrAnn 15 Yr Ann
+15.3% +14.6%
+10.8% +11.5%

+9.8% +10.4%
+8.2% +6.8%
+8.0% +4.0%

+1.8% +2.3%

Data as of 9/30/25. Returns represent total returns (dividends & capital appreciation/depreciation). Past

performance is NOT predictive of future performance.
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