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MARKET COMMENTARY 3rd QUARTER 2025

Positive momentum continued through the third quarter of the year, maintaining valuations at near record levels. Year-to-date the
S&P500 rose 14.7%, which puts this index in 3™ place behind Gold and International markets (up 46% and 25%). Earnings growth has
supported this momentum, with expectations of over 13% growth this year. Since the end of 2021, earnings growth has gained 4.3%
per year on average while the S&P500 has gained 11% per year on average. Valuations were quite high back then, and this dynamic
of market growth exceeding earnings gains has driven valuations even higher.

The Federal Reserve decided to reduce its targeted Fed Funds rate during the quarter in the face of worsening labor market
dynamics. The Fed has a dual mandate of full employment and low inflation. The decision to reduce interest rates came at a time of
increasing inflation. This is noteworthy. Lower rates should encourage economic growth which could add to inflationary pressures.
There are market commentators that argue that this dynamic will continue because the Government cannot afford a recession and
the decline of tax revenues that are associated with recessions. The Government will continue trying to run the economy hot to
avoid declining tax revenues. If this is the case, inflation will likely not return to the current target of 2% per year.

Monetary policy (the Federal Reserve) seems to be expansionary. Fiscal Policy (Congress and the Executive Branch) is more of a
mixed bag. The increasing level of interest payments paid on the higher levels of debt outstanding is stimulative. There are
provisions in the One Big Beautiful Bill Act (OBBBA) that was passed this year that encourage investment. Tarrifs, on the other hand
while producing short-term cash flow, represent a changing of the rules in a way that make longer-term investments more difficult to
make with confidence. The full impact of the tariffs is unknown so far. Even the legitimacy or legality of some of them is in limbo,
awaiting the Supreme Court’s opinion on the matter.

The story around the Federal Reserve’s interest rate cuts and perhaps more cuts along with the impacts of the OBBBA and tariffs will
continue to develop through the fourth quarter of 2025. If Government policy continues to remain supportive of markets, the
sectors have lagged in performance might catch up to the leaders. Small cap stocks could be in this category. Since the end of 2021,
the Russell 2000 has only appreciated 3.6% per year vs. 11% for the S&P500. Over the last 1 month and 3-month period, small cap
stocks that have begun to outperform the S&P500. Perhaps this trend will continue.
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Gold has done well over the past few years without the full enthusiastic participation of US investors. Foreign central banks have
made a material shift from US Treasury securities to gold bullion for their reserves. They have even made the effort to move these
new reserves back to their own territory rather than keep them in London or the US. Some speculate that the US may be buying gold
bullion to restock Fort Knox before any audit is conducted. US investors seem to be awakening to the moves in gold. If the US does
continue to add fiscal and monetary support to the markets, gold should continue to be sought after as an asset that will outperform
the value of paper currencies.

Another feature of today’s markets worthy of comment is the growing level of speculation accepted as normal by the current culture.
This is seen both in the growing level of sports betting and in the ways that people are engaging with markets. Dambisa Moyo wrote
an opinion for Project Syndicate today that summarizes this topic well. “Fueled by mobile-trading apps, deregulation, and social
media, short-term speculation is reshaping financial markets and eroding the patient capital on which businesses have long relied. If
left unchecked, this frenzy could destabilize the US economy and set the stage for a 2008-style crises.”

She outlines a number of investment vehicles that only make sense for short-term speculative trades like the double and triple
leveraged index exchange traded funds and zero-day options. | would say that when market participants become convinced that
market downturns will not last very long (because the government will always rise to the rescue), they will find more ways to get rich
faster, and as a result will do things that will destroy their portfolios if the “unexpected” or “that wasn’t supposed to happen
anymore” event occurs. The current culture seems to embrace this mentality of more risk. We do not.

We are always happy to talk with you about any questions or concerns you have.

Regards,

Peter B. Harre, CFA



