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HIGHLIGHTS

Rate Cuts: The Federal Reserve (Fed) cut rates by another 25 basis points in October
and ended its balance-sheet runoff. However, divisions within the Federal Open Market

Committee (FOMC) leave the future path of rates uncertain.

Easing China Tension: The Trump-Xi meeting was a political success for both sides, but
fundamental differences remain between the two largest economies.

Watching Private Credit: Recent high-profile bankruptcies have raised concerns about
quality and underwriting standards within the growing private credit space. Are these
isolated events? We take a closer look in this month’s Spotlight below.

MACRO INSIGHTS
The Big Get Bigger

U.S. equities extended their winning streak in October, with
the S&P 500 marking a sixth consecutive monthly gain and the
Nasdaq its seventh. Gains remained narrowly driven by large-
cap names, as the equal-weight S&P 500 trailed the headline
index and finished modestly lower for the month. The market-
cap-weighted index now leads its equal-weight counterpart by
nearly 9% year to date.

The main driver was a renewed wave of Al enthusiasm
following new partnerships and capital commitments that
reinforced confidence in the durability of the investment cycle.
Semiconductor and technology shares led the market, while
more defensive and rate-sensitive sectors underperformed.
Nvidia briefly crossed $5 trillion in market capitalization late
in the month—a first for any company—and is now larger than
the aggregate market capitalization of any country apart from
the U.S., China, or Japan.

Macro developments were mixed. The Federal Reserve
delivered a widely expected 25-basis-point rate cut and
announced it would end balance-sheet runoff in December.
Chair Jerome Powell's cautious tone, however, tempered
expectations for another move this year, flattening the yield
curve as Treasuries rallied and the dollar strengthened. Gold
rose for a fourth straight month, while oil declined for a third
consecutive month amid easing geopolitical tensions and
expectations of increased output.

Trade news also supported risk assets. The Trump-Xi
meeting yielded a modest tariff reduction and a temporary
pause in China’s planned export controls for rare earths—a
step toward de-escalation, though underlying tensions
remain unresolved. Meanwhile, inflation data surprised
modestly to the downside, led by easing shelter costs,
while consumer and labor indicators softened further,
suggesting a gradual cooling rather than a sharp slowdown.
Several large layoff announcements have shaken confidence
somewhat, however—something we will be watching closely.
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With 65% of companies having reported third-quarter results,
corporate earnings broadly validated the resilience of profit
growth, with results exceeding expectations across most sectors
and year-over-year S&P 500 earnings up double digits. Still,
management commentary pointed to early signs of consumer
fatigue and pricing resistance.

With policy easing underway, trade risks receding, and Al
investment remaining robust, the market’s momentum appears
intact. Yet narrow leadership, extended valuations, and softer
consumer signals argue for balance. For now, we maintain a
neutral stance on risk.

Market Cap vs. Equal-Weight Indices

The S&P 500 market-cap-weighted index has pulled away from
the equal-weight index over the past two years, reflecting the
influence of mega-cap technology stocks.
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WHAT TO WATCH

The government shutdown is affecting the amount and quality of economic data available to investors. Arguments
related to the legality of tariffs imposed under the International Emergency Economic Powers Act (IEEPA) will be heard
in November, but a final Supreme Court decision might not be until 2026. Consumer sentiment surveys and Institute
for Supply Management (ISM) releases will remain a focus for insights into business conditions and consumer spending.

The Supreme Court will hear oral arguments regarding the President’s IEEPA tariff authority on November 5. In addition to the
decision, investors will watch to see whether companies can expect refunds if the tariffs are deemed illegal.

Consumer sentiment data from the University of Michigan will be released on November 7, and data from the Conference Board
on November 25. ISM data, released on November 3 and November 5, will provide insight into corporate conditions.

MONTHLY SPOTLIGHT

Inside the Private Credit Boom

Private credit, along with asset-backed lending, has become a recent discussion point
on Wall Street amid concerns of a brewing credit crisis following several high-profile
bankruptcies. These developments, along with the rapid growth of private credit, have
raised questions about potentially looser underwriting standards, which could signal
emerging risks. While the space lacks the transparency and timely reporting of public
markets, understanding its evolution and vulnerabilities is increasingly important given
GARRICKT. BAUER, CFA  the strong demand for the flexibility and premium yields that private lending can offer.

Managing Director
Portfolio Manager, Head of Credit

At its core, private credit refers to lending by nonbank institutions directly to borrowers—
often through negotiated bilateral or small club arrangements. These lenders structure and
originate deals themselves, determining terms on a case-by-case basis. Because the market operates privately,
it is inherently less transparent, less liquid, and more fragmented than the public credit universe. Yet despite these
constraints, private credit has grown dramatically in recent years. As traditional banks have pulled back from lending in
the wake of post-crisis regulation, private credit has stepped in to fill the void, offering customized financing to smaller
companies that might otherwise struggle to access capital.

Today, the leveraged finance market—comprising non- Private Credit AUM (in $ Billions)
investment-grade credit—is roughly divided three ways: about 2000
$1.4 trillion in high-yield bonds, $1.4 trillion in leveraged loans,

and an estimated $1.3-$1.7 trillion in private credit. Borrowers 1750 $1.69tm
in private credit are typically smaller, with average EBITDA of B Unrealized Value

around $40 million, compared with more than $500 million Capital Raised but Not Yet Deployed

for the typical high-yield issuer. Credit quality within private 1500
lending tends to be lower, with over 90% of loans rated B-

or below. While these instruments historically featured tighter 1250
covenants, the influx of capital and competition among lenders

have led some investors to question whether newer deals might

have looser structures. In addition, most loans are floating-rate, ~ 1000
leaving borrowers exposed to higher short-term rates. With
short-term rates now well above their pre-2022 levels, interest 750
coverage ratios have compressed, although they appear to have
troughed recently. However, investors have been attracted to

the space, as they receive compensation (excess yield) for the 500
size, rating, and liquidity differences relative to public securities.

To us, none of this signals an imminent credit issue, but it does 250
suggest rising fragility—particularly if the economy slows. The

recent defaults among credit borrowers underscore potential

cracks, and, given its rapid growth, private credit has become 100'01'02'03'04'05'06'07'08'0910"1112'13'14'1516'17'1819'2021'22'23'24
part of the broader narrative. Importantly, the shift of credit

exposure from banks to institutional investors—pensions, endowments, and private funds—means that losses are likely
to be more distributed than in the past, rather than concentrated on bank balance sheets, mitigating systemic risk.

Still, a concern remains: at its current size, the private credit market has yet to endure a full credit cycle, as the majority
of private credit capital raised in North America has come in just the past five years. Nevertheless, we view these recent
bankruptcies as largely idiosyncratic. Established lenders with long-standing experience in this space have been through
a credit cycle (2008-2009) and appear to be maintaining underwriting standards. With this in mind, potential areas of
concern are more likely to reside with new entrants into this competitive space, which could create pockets of weakness
during an economic downturn.

Sources: Fitch, S&P, KBRA, Morgan Stanely Research, Deutsche Bank, Pitchbook LCD, and Barclays Research. Chart sources: Preqin and Barclays Research. Chart data is as of 3Q 2024.
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Commentary

U.S. economic growth is expected to remain lower relative to the recent trend,
as tariffs present a near-term headwind for consumer spending and business
investment. However, growth expectations for 2026 are improving.

Uncertainty remains elevated amid U.S. trade policy, geopolitical tensions, and
pending court decisions related to executive authority.

While economic data have been relatively stable—including consumer spending—
recent labor market weakness presents downside risks to the current economic
expansion.

Market forecasts project that inflation will peak this year before declining gradually
toward the mid-2% range next year. With growth expected to remain modest,
investors anticipate that most near-term inflation will stem from tariffs, while
services continue to cool.

Higher prices have been observed in producer costs and certain consumer goods
due to tariffs. The impact on consumers has been limited so far, as companies are
absorbing part of the cost.

The Fed cut rates by 25 basis points at the October meeting, bringing the total
for 2025 to 50 basis points, and ended balance-sheet runoff. Investors are leaning
toward one additional cut this year, but the odds of another cut declined following
Powell's comments at the October FOMC meeting.

While FOMC members are balancing their dual mandate of stable prices and full
employment, downside risks to the labor market outweigh inflation concerns,
prompting "maintenance cuts."

Shifting growth estimates, tariff concerns, and executive-branch actions have
resulted in volatile expectations for the path of monetary policy. Current pricing
implies a terminal rate of around 3% in 2026.

The full government shutdown has lasted for more than a month, limiting economic
data releases and disrupting pay for federal employees.

The Big, Beautiful Bill (BBB) is expected to provide a marginal boost to growth into
2026 through individual tax cuts and by encouraging capital expenditures (CAPEX)
through accelerated depreciation.

Flexibility within fiscal policy remains low, as federal debt levels continue to
rise and higher interest costs consume a larger portion of government outlays.

Yields moved lower over the month as the Fed cut rates for the second time this year.

We anticipate that the magnitude of expected rate cuts will continue to shift,
with new economic data and developments around executive-branch policies
presenting opportunities for tactical adjustments.

Both short- and long-term rates are within our expected fair-value range, presenting
a largely balanced risk-reward profile at current levels.

Credit spreads widened modestly during October but remain tight relative to
historical averages.

We believe the risk/reward is skewed to the downside, although strong corporate
fundamentals should support spreads.

Investment-grade spreads (10-year BBB Industrials) ended October at their 12* percentile,
and high-yield spreads (single-B corporates) at their 10* percentile since the 1990s.

The S&P 500 continued its upward momentum, up 2.3% in October and bringing
the index up nearly 18% for the year.

Valuations for equities remain above long-term averages, largely due to multiples
on mega-cap technology companies, which continue to increase their share of
economic profits.

With concerns over U.S.—China trade tensions moderating, investor attention is
shifting to the labor market and corporate earnings.



MARKET DATA & PERFORMANCE | AS OF 10/31/2025

U.S. Snapshot Current 6 Months Prior 1 Year Prior
Core Inflation (YoY%) 2.9 2.6 3.0
Unemployment Rate 4.3 4.2 4.1
Real GDP (YoY%) 2.1 2.0 2.8
Retail Sales (YoY%) 5.0 5.0 3.1
30-Year Mortgage Rate 6.2 6.8 6.7
10-Year Treasury 4.1 4.2 4.3
US Corporate IG Yield 4.8 5.1 5.2
US Corporate HY Yield 6.8 7.9 7.3

TOTAL RETURNS

Asset Class MTD QTD YTD 1 Year 3 Years* 5 Years*
Russell 3000 Index 2.1% 2.1% 16.8% 20.8% 21.8% 16.7%
S&P 500 Index 2.3% 2.3% 17.5% 21.5% 22.7% 17.6%
S&P Midcap 400 Index -0.5% -0.5% 5.3% 6.4% 11.9% 13.0%
Russell 2000 Index 1.8% 1.8% 12.4% 14.4% 11.9% 11.5%
MSCI World Index 2.0% 2.0% 20.2% 22.5% 22.3% 16.1%
MSCI World Excluding US 1.1% 1.1% 27.3% 24.2% 20.5% 13.3%
Bloomberg US Aggregate 0.6% 0.6% 6.8% 6.2% 5.6% -0.2%
US Corporate Investment Grade 0.4% 0.4% 7.4% 6.7% 7.4% 0.5%
US Corporate High Yield 0.2% 0.2% 7.4% 8.2% 10.2% 5.5%
Emerging Market Debt 2.6% 2.6% 12.1% 12.2% 12.9% 2.5%
US Treasury (7-10 Year) 0.6% 0.6% 7.6% 6.1% 4.5% -1.6%
Cash 0.4% 0.4% 3.6% 4.4% 4.9% 3.1%

Source: Fort Washington and Bloomberg. *Returns longer than 1 year are annualized. Past performance is not indicative of future results.
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