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No Brakes & More Gas!

The third quarter provided big encouragement for long-term investors, defying persistent anxiety about
the economy, politics, and more. Stocks and client portfolios alike enjoyed three consecutive months
of decidedly positive performance. Let's review:

“Christmas in July” - In July, markets received the gifts investors appeared to long for: passage by
Congress of the so-called “OBBB” tax and spending bill making permanent tax cuts passed in 2017 and
unlocking immediate expensing for business investment. Clarity on taxes relieved one of the biggest
overhangs from earlier in 2025. Simultaneously, trade negotiations advanced. Framework deals were
struck with the EU, Japan, UK, South Korea, and others which collectively cover over 70% of U.S.
trade. Tariffs many feared would be punitive proved to be more moderate, easing pressures on global
growth expectations. Those “gifts” were the easiest source to attribute 11 new record highs and
+2.2% advance enjoyed by the S&P500 during July.

“All Gas, No Brakes” was our market narrative for August as investors appeared to lean fully into
momentum and interest rate cut anticipation. A surprisingly weak jobs report in early August, showing
just ~75,000 jobs added in the month prior PLUS large downward revisions to prior employment
figures reinforced market views that the Fed was falling behind and putting the economy at
unnecessary risk. As is often the case for investing, weak economic data was viewed through rose
colored glasses on the belief that a more accommodative posture could be resumed by the Fed. Chair
Powell’s Jackson Hole comments fortified those perspectives and the probability of a September cut
soared. Despite underlying caution with respect to what is historically a challenging seasonal stretch,
the S&P gained +1.9%, set new highs, and participation broadened (70% of constituents above their
200-day averages). On the fundamentals side, S&P 500 revenue expanded ~6.3% - the strongest in
over a year - dampening fears that tariffs would derail earnings.

September gave us “More Gas!” In a month historically seen as the most challenging of the year from
a seasonal perspective, it was the Fed that maintained investor attention and officially delivered its first
rate cut since pausing at the end of 2024. The rate cut as well as comments from Fed governors seem
to officially return policy to a more accommodative trajectory, citing economic data that growth
conditions are sufficiently soft to justify lowering rates. This helped the traditional size-weighted
S&P500 log 8 additional record highs during the month, although beneath the surface of the go-go
technology sector, the ascent was decidedly more tempered with the average stock in the 500
company index climbing just 1%.

The market enters the 4Q expecting two more 0.25% interest rate cuts before year-end and two to
three more in 2026. As alluded to above, market performance during the 3Q remained strongest
among the Magnificent 7 and tech-sector stocks. This leadership is disconcerting for those - like us —
who see that area of the market as priced for perfection and too heavily concentrated. We are
encouraged to observe small-cap stocks finally record a fresh all-time high in late-September, the first
new high for small cap stocks in over four years. This breakout underscores how lower interest rates are
generally believed to more greatly benefit smaller companies and everyday consumers.

Read on as we dig deeper into the factors that we believe will most influence the market over the
remainder of the year.

Sleep With One Eye Open

In 1991, Metallica released the song, “Enter Sandman”. Ever read the lyrics? They're a bit disturbing
(It's October after all)... the imagery of a child getting tucked into a warm bed and ready for a night
full of dreams but... “sleep with one eye open, gripping your pillow tight”. What will come next??

Many investors are comforted by strong market returns to date as attitudes follow prices closely, but
others may be feeling unsettled and haunted by markets trading near all-time highs entering the final
quarter of 2025. It is natural to wonder if good times will continue. Policy uncertainty, soft
employment data, and high market
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“Valuations are a poor
timing tool with little
historical correlation to
performance in the short-
run, but dynamics like these
provide little cushion to
absorb unexpected
disappointments and imply
greater volatility and abrupt
pullbacks are possible.”

ANNOUNCEMENTS:

® FEarly October - 4Q 2024 fees collect-
ed and performance reports sent.

e QOctober 13 - Columbus Day. Stock
market open, but bond market and
banks closed.

e November 11 - Veterans Day, Banks
closed

® November 27 - Thanksgiving. Mar-
kets and banks closed (markets also
close early @ 1pm on Friday, 11/28)

e December 4 - Client Appreciation &
Holiday Party. Details soon!

® December 25 - Christmas Day.
Markets and banks closed.

e December 31 - Last business day of
2024. Markets are closed on January
1 for New Years Day.

e QOur ADV Part 2A & B as required by
the SEC & Ohio (and other states) is
available to you anytime upon re-
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By almost any measure, the US stock market appears expensive relative to history. The five largest
U.S. companies (NVDA, MSFT, AAPL, GOOGL, AMZN) trade at roughly 34x earnings versus 19x for
the median stock. In general, the technology sector appears rich compared to others as its market
value accounts for nearly 35% of the S&P500 yet delivers just 25% of the total earnings (see chart on
p4). Investor sentiment surveys show bulls outnumber bears 3:1, a reading that historically appears a
bit euphoric. Comparisons to the late-1990s dot-com tech bubble are resurfacing as Al spending
surges and investors debate whether today’s massive capital outlays will yield corresponding
transformative profits.  Valuations are a poor timing tool with little historical correlation to
performance in the short-run, but dynamics like these provide less cushion to absorb unexpected
disappointments and imply abrupt pullbacks are possible.

One near-term source of noise is the U.S. government shutdown that began October 1 over a budget
impasse with healthcare spending at the center. Shutdowns historically average about eight days,
though this one could last longer (the 2019 shutdown ran 34 days). In past episodes, shutdowns
generated more bark than bite, with little lasting impact on GDP or financial markets once funding
resumes. Still, in 2025 the backdrop of rising debt and fiscal deficits seems to matter more than
recent years. Bond market “vigilantes” are stirring intermittently this year, and persistent deficits
could push the topic of fiscal discipline back into the spotlight and send U.S. yields higher, making the
budget standoff more relevant than usual.

Whenever the stalemate is resolved, the more important question for the market outlook is how
many rate cuts might the Fed ultimately deliver? What interest rate is “neutral” (neither simulative
nor restrictive) for the economy? The Fed labeled its recent September cut a “risk-management” cut.
The risks include concerns about the labor market and what it portends for the US consumer. Some
of the weakness may be related to the administration’s policies on immigration.

This rate-cutting cycle is unusual, as past Fed cuts often occurred only after banks and credit markets
showed stress. Futures now imply two more interest rate cuts in 2025 and two or three more in 2026,
though expectations are getting trimmed since September’s move. While lower rates are broadly seen
as positive, the impact is mixed: savers benefited from higher yields the past four years, and each
quarter-point cut erases an estimated $35 billion in annual interest income. The tradeoff is cheaper
credit for borrowers but less income for

more afﬂuent CONsSUmers, an_ng With the [ Corporate tax relief from OBBB roughly equals tariff revenue “tax”,
risk that easier policy rekindles inflation. effectively offsetting the impact to corporations.

Tariffs also remain a key wild card despite
investor fatigue. The Supreme Court will || sio Tariff Revenue: +$124bn
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need to be rebated. That outcome could R
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The administration also possesses backup |[=50 e am ame s
plans to reimpose tariffs, keeping trade

uncertainty alive. From an inflation standpoint, it's unclear to what degree tariffs filtered through to
prices and supply chains so far. The holiday season may offer the first real test of their impact on
businesses and consumers.

== Corporate Tax Revenue  ==Tariff Revenue

As we know, the market climbs a “wall of worry”. Despite these highlighted concerns, our base case
remains constructive over the remainder of 2025 and into 2026 based on fundamentals.

Even with recent job revisions showing nearly one million fewer payrolls through March, corporate
profitability is at its highest in over 15 years and still expanding. This suggests strong productivity
gains, likely aided by Al. With sales growth (~5% nominal) outpacing wages (~3.6%), profit margins
remain supported. Lower interest rates should ease burdens for indebted firms and consumers, even if
cash-rich companies lose some interest income. We expect earnings to keep growing, particularly
among small- and mid-cap companies, and history shows the U.S. economy rarely runs into major
trouble while profits are still rising.

The S&P 500 now sits nearly six months off its April 8 low and the gains of nearly +35% are robust
(4th strongest advance following a —=15% or greater drawdown), but history shows recoveries rarely
end here. On average, the next six months following similar rallies added about +10%. Seasonality is
supportive with Q4 and Q1 usually strong. Small caps, fresh off a four-year drought, recently broke to
new highs. Breakouts like the one just witnessed historically preceded advances of +30-50%. Market
breadth will be key to watch; we (and other diversified investors) would enjoy seeing the “typical”
company outpace the well-worn Mag-7.
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If all of this sounds too consensus, how about a less mainstream idea we came across from market
strategist Strategas Research Partners. Consumers could be the next driver of gains. Despite
headlines of rising unemployment and cautious consumer sentiment, tax cuts are expected to result

aTmo
Value Core  Growth

@ 533 | 7.09 | 1051 in sizable 2025 refunds boosting disposable income moving forward. The 2026 World Cup and

S America’s 250th birthday are seen as potential spending tailwinds. With wages moderate and

2| 618 | 533 | 278 nominal activity expanding faster than costs, corporate profits should remain resilient. Productivity

=l — ) ) from Al, especially as adoption spreads beyond mega-cap tech, could further enhance margins.

=E 1260 | 1239 | 12.10 The takeaway: while risks remain, fgndamentals still provide a positive path_forwar_d. I\/Iarkets.r?se

A more often than they fall, rallies typically outlast pullbacks, and 2025 is proving again that equities
climb a wall of worry over time. Key for all investors is being “time in the market”. Time is your

YTD greatest ally.

. o o Srowih Rates: Two Sides of the Same Coin

5| 1165 | 1460 | 17.24 The Fed delivered on a widely anticipated rate cut of 25-basis point (0.25%) on September 17th.
The timing of the Fed’s rate cut alongside the government’s massive Tax & Spend Bill amplifies the

Z| 950 | 1042 | 1284 near-term impact. Lower borrowing costs paired with tax relief could spur consumer spending and

_ business investment, lifting growth just as it appeared to be slowing. Longer term risk to inflation

E 9.04 | 10.39 | 11.65 aside, what are some key take aways for clients? What are the pros and cons of rate cuts?

For savers, rate cuts can be frustrating. We are already seeing reduced rates for money market
funds, which are directly linked to short-term debt. For example, a widely held money market fund
at Schwab (SWVXX) fell to 3.98% after hovering near 5% for much of 2024. Clients seeking stable
returns on cash should lock-in rates via CD's; however, we encourage a disciplined approach to cash
management using our “buckets of time” concept, which aligns assets with cash flow needs. This
approach is time-tested and proven to
improve long-term returns on investable 30 Year Mortgage Rates Melt Lower in 2025
assets.

On the flip side of the coin, borrowers are o
seeing lower rates on credit cards, auto @
loans, small business loans, etc. Although |,
mortgages are more closely linked to the |:
10 year treasury yield vs. short term debt, -
rates continue to trend lower in 2025. This o
is welcome news for those seeking to .
The Ranly “Music on the Patio” Charity purchase and/or re-finance debt.

The impacts of the Tax & Spend bill are
complex! Our very own Albert Van Fossen
put together two great reference guides as it relates to recent tax changes (link to articles below.

200502 202503 202504 202505 202506

Source: Freddie Mac via FRED®

Did you Know...?

DYK? Albert is currently completing the education requirements to become an EA (Enrolled Agent)
with the IRS, allowing him to support our wonderful clients with tax returns and in-depth tax
analysis. Please do not hesitate to reach-out with questions!

Nvest Engagement:

Delivering financial peace of mind is our ultimate goal. A quick summary of timely and helpful
content our team shared over the past month via our LinkedIn and Facebook pages.

Like us on Facebook | Follow us on LinkedIn

¢ Happy Birthday to our fearless leader, Steve Henderly! Steve
demonstrates our Nvest core values each and every day. Please send Steve

Nest protect & nurture a message! LINK

E/a'“e exceed expectations 0 Jordan and his family full of musicians raised nearly $9,000 for local
che”ence. i senvice, I detal, o resuls families going through challenging times in his hometown. Great and
tewardship always a fiduciary fun way to raise money for a good cause! LINK

Team know every client

0 A concise list of key provisions effective in 2025 and beyond, tailored for
business owners: LINK

0 Understanding the New Tax Provisions for Parents. These changes offer
n V e S I new opportunities for financial planning. Please reach out to discuss how
these provisions can benefit your family’s tax strategy moving forward or

WEALTH STRATEGIES any questions. LINK



http://fb.me/NvestWealthStrategies
http://www.linkedin.com/company/nvest-wealth-strategies-inc.
https://www.linkedin.com/feed/update/urn:li:activity:7379556711805673473/
https://www.linkedin.com/feed/update/urn:li:activity:7376272238519652352/
https://nvestwealth.com/understanding-the-new-tax-provisions-for-businesses/
https://nvestwealth.com/2973-2/
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The index returns reflect various mutual fund averages
BENCHMARKING AS OF SEPTEMBER 30: 2025 compiled by Morningstar allocated as below:
INDEX STOCK/BOND large  Mid  Small
PORTFOLIO ALLOCATION 3RD QTR YTD 12 MTHS 3 YEARS 5YEARS Bond Cap Cap Cap Int Cash
Capital 0% /100% Cumulative 1.4% 4.6% 4.7% 17.7% 12.3% 0% 0% 0% 0% 0%  10%
Preservation Annualized 4.7% 5.6% 2.4%
Cumulative 2.3% 6.5% 6.3% 27.0% 22.6% 75%  10% 3% 2% 5% 5%
| 2 0, 0,
neome ORI vl 6.3% 8.3% 4.2%
Balanced 359% / 65% Cumulative 2.8% 7.5% 7.2% 32.2% 28.7% 65% 15% 5% 3% 7% 5%
Conservative Annualized 7.2% 9.8% 5.2%
Cumulative 3.5% 8.9% 8.7% 40.6% 38.6% 50% 24% 7% 4% 10% 5%
Bl 0, 0,
alanced IR e 8.7% 12.0% 6.8%
Balanced 65% / 35% Cumulative  4.2% 10.5% 10.0% 48.9% 48.4% 35% 30% 9% 6%  15% 5%
Growth Annualized 10.0% 14.2% 8.2%
Cumulative 4.9% 1.7% 11.3% 57.5% 59.4% 20% 38% 12% 8% 17% 5%
0, 0,
Growth L 113%  164% 9.8%
Aggressive 959% /5% Cumulative 5.3% 12.6% 12.0% 62.8% 66.2% 10%  40%  15%  10%  20% 5%
Growth Annualized 12.0% 17.6% 10.7%

You cannot invest directly in these indexes. Diversification represented by these benchmark averages may be materially different than
actual client accounts; clients may experienced different levels of volatility. Past performance is no guarantee of future results.

Method behind the madness?

Technology sector “punching below its weight” in terms of earnings
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P/E (Price to Earnings) remain historical high

$1508B increase in tax refunds could drive consumer spending in 2026

S&P 500 Median NTM F/E

Source: Strategas, FactSet, Data as of 9/16/25
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