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Market Update & Outlook 3Q 2025

The Federal Reserve cut interest rates for the first time since December
in response to labor market weakness. U.S. stocks posted another strong
quarter of gains, with the S&P 500 reaching record highs. International
stocks also continued to rally, posting year-to-date returns above 25%.
Bonds and alternative investments also made a positive contribution to
portfolio returns during the period.

Economic Crosscurrents

The first quarter surge in imports reversed during the second, resulting in
a 3.8% rebound in economic growth. In the calculation of GDP, exports
are an addition and imports are a subtraction. The strength in second
quarter GDP wasn’t caused by a flood of exports, but instead was the
result of a big drop in imports as tariffs took hold. Averaging the results
from the first two quarters of 2025 leads to a first half gain of 1.6%,
significantly lower than the pace of the prior two years.

Consumer spending softened, but not as much as some economists
expected. That said, the higher costs associated with new baseline tariffs
of 15% announced in mid-August are just now starting to work through
the system. Inflation rose to 2.9% in August from a low of 2.4% in May,
and consumer prices are likely to rise further in coming months as the full
tariff impact flows through. Given the importance of consumer spending to
the U.S. economy, the impact of rising prices will be important to monitor.

A surge in capital investment toward artificial intelligence (Al) technology
and data centers provided support for the economy, offsetting the decline
in consumer confidence that has developed this year. This capital
investment is a key factor behind strong third quarter GDP growth
expectations of around 3%.
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Meanwhile, the two components of the Fed’s “dual mandate” are currently
in tension. Several labor market indicators have weakened, which would
normally steer the Fed toward further rate cuts. But recent inflation
readings of nearly 3% are well above the Fed'’s target of 2%, arguing for
the Fed to hold rates steady. Ultimately, the Fed would like to lower short
term rates toward the “equilibrium” level of 3%. But the pacing of further
cuts will largely depend on the near-term trends in labor markets and
inflation.

Stocks Rally to New Highs

The rebound in stock prices continued during the third quarter, with most
maijor indices climbing to all-time highs. U.S. stock returns were driven by
better-than-expected profits, the extension of favorable tax rates for
businesses and individuals, and continued investor enthusiasm around
Al. More than 80% of S&P 500 companies exceeded revenue and
earnings expectations for the second quarter.

MARKET SCOREBOARD 3Q 2025 2025 YTD
S&P 500 8.12% 14.83%
(Large U.S. stocks)

MSCI EAFE 4.77% 25.14%
(Developed international stocks)

Bloomberg Aggregate Bond 2.03% 6.13%
(U.S. taxable bonds)

Bloomberg Municipal Bond 3.00% 2.64%
(U.S. tax-free bonds)

Wilshire Liquid Alternative 3.02% 5.68%
(Alternative investments)
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International stocks also extended their gains, posting year-to-date
returns nearly double those of U.S. stocks. While foreign local market
returns are similar to those in the U.S., the weakening dollar provided a
significant return boost for U.S. owners of international assets.

As with economic activity, the full impact of tariffs on profit margins will be
revealed in coming months. Most companies have indicated an intention
to “absorb” a portion of tariff costs, passing the rest on to consumers in
the form of higher prices. All other things equal, this will reduce profit
margins and earnings. This will be an important risk factor to monitor over
the next few quarters, with potential impact to the future path of stock
prices.

Labor Market Weakening

One of the more startling developments over the summer was the sharp
deceleration in job creation. July’s report showed 73,000 jobs gained,
which was moderately below expectations. However, the report also
contained a combined 258,000 downward revision for May and

June. Subsequent releases indicated that only 29,000 jobs were created
per month from June through August. Compared with the three months
ending in April when the monthly average was 127,000 new jobs, this
suggests a significant slowdown in the labor market.

Historically a decline of this magnitude signals an increased chance of
recession and is often corroborated by other labor market data. But the
current situation is unusual as there are no significant signs of distress
elsewhere. The unemployment rate, while off the post-pandemic bottom,
remains low at 4.3%. Initial jobless claims also remain low, meaning that
companies are not laying off workers to any major extent. Meanwhile,
wage growth has been stable at about 4%.

This may indicate the economy has entered a “jobless expansion”
phase. Current workforce levels coupled with rising productivity are
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sufficient to sustain current economic growth, without much need for new
workers. Immigration reform has simultaneously reduced the supply of
labor, keeping the market in balance at the current level of 4% wage
growth. Job creation at such low levels is uncomfortable, but the economy
could remain in this state for the foreseeable future.

The Fed Resumes Interest Rate Cuts

The significant slowdown in job growth is the reason the Fed resumed
rate cuts in September. Prior to that, the Fed’s last rate reduction was in
December 2024. At that time inflation was trending downward, and the
economy was expected to show decent growth of 2.1% in 2025.
Therefore, the Fed decided to pause after cutting rates by 1.0% in late
2024. Since then, trade policy has stunted economic growth and caused a
renewed rise in inflation. But the Fed expects this inflationary bump to be
temporary. And according to Fed forecasts, economic growth should
revert to trend in 2026, with an expected gain of 1.8%.

Fed Chairman Jerome Powell and other Fed officials continue to express
concern about the full employment component of its dual mandate, as
further weakening could threaten a recession. The Fed is prepared to
offer additional rate cuts to support the economy, assuming the recent
rise in inflation remains contained. Powell characterized the September
reduction as a “risk management cut.” The likelihood is that the Fed will
provide a moderate amount of additional easing to ensure the economic
expansion continues, with a current expectation of two more 0.25% cuts
this year.

2025 Market Outlook

2025 may be immortalized as the Year of Tariffs in financial markets.
Rarely has a single policy had such a major influence on both economic
and market activity. The uncertainty around tariffs continued in the third
quarter, with final terms yet to be completely set and stable. After the
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initial April 2 levies (which averaged about 30%) were recalled by the
administration, a baseline tariff rate of 10% was put in place for most of
the summer. In August a higher baseline rate of 15% was announced.
Combining the new baseline rate with other product-specific and country-
specific tariffs, the average tariff rate rose to 19% at the end of
September. For perspective, the average tariff in 2024 was less than 3%.

Importantly, the impact of these higher tariff rates is only now beginning to
reflect in economic data. Tariffs are a tax on imports—this tax will
primarily be paid by the U.S. companies importing goods and/or passed
on to consumers in the form of higher prices. All other things equal, this
will reduce profit margins and increase inflation. The extent of each of
these impacts will start to become clearer over the next several quarters.

While tariff concerns have been the dominant theme for a while now,
there were some positive developments in other areas during the third
quarter. Current tax legislation was extended with the passage of the One
Big Beautiful Bill Act in July. This removed an element of uncertainty for
both companies and individuals and reduced the possibility of additional
tax drag for the foreseeable future.

The Fed also resumed short-term rate cuts in September. Historically,
“Don’t fight the Fed” has been one of the more dependable investment
adages. Outside of recession, financial assets have tended to perform
well when the Fed is lowering interest rates. With two additional cuts
expected between now and year-end, the odds are favorable for recent
market momentum to continue in the near term.

As year-end approaches, we are monitoring several risk factors, including
the potential for a resurgence in inflation, the risk of margin compression
from tariffs, and generally high asset valuations. The government
shutdown could become a more significant risk factor if not resolved soon.

Source: Morningstar Inc, September 30, 2025.
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While economic growth is slowing, the chance of recession still seems
low, particularly given the expected accommodation from Fed rate cuts.

Designing resilient portfolios that can withstand periods of market and
economic volatility continues to be our priority. Staying disciplined and
engaged through these periods is so important to investment success.
Our diversification approach was effective in mitigating losses during the
significant April downturn. As importantly, all four major asset classes
have made a meaningful contribution to gains during the recovery phase
that has occurred since then. Despite the challenges in the first half of the
year, investment returns are now above normal across most asset
classes year-to-date, setting the stage for a positive 2025 outcome!

On behalf of the entire Forvis Mazars Private Client team, thank you for
your continued trust and confidence!

Jeff Layman & Andrew Douglas

Forvis Mazars Private Client services may include investment advisory services
provided by Forvis Mazars Wealth Advisors, LLC, an SEC-registered investment
adviser, and/or accounting, tax, and related solutions provided by Forvis Mazars, LLP.
The information in this commentary should not be considered investment advice to
you, nor an offer to buy or sell any securities or financial instruments. The services, or
investment strategies mentioned in this commentary may not be available to, or
suitable, for you. Consult a financial advisor or tax professional before implementing
any investment, tax or other strategy mentioned herein. The information herein is
believed to be accurate as of the time it is presented and it may become inaccurate or
outdated with the passage of time. Past performance does not guarantee future
performance. All investments may lose money.

Services may include investment advisory services provided by Forvis Mazars Wealth Advisors, LLC, an SEC-registered investment adviser, and/or accounting, tax, and related solutions provided

by Forvis Mazars, LLP.



