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Fed Fueled: Quintuple Record Highs in Q3

Chiel Investment Officer

\fi Chris Osmond, CI'A, CAIA®, CI'P®

The unprecedented market rally soared to new heights in the third quarter of 2025, defying the phenomenon
historically known as the “September Effect,” which marks September as the weakest month for stock returns. The
three major large-cap indexes, the Russell 2000 small-cap index and gold continually surpassed previous records.

A supportive Federal Reserve and booming artificial intelligence continued to sweep across industries, driving
market gains as corporate earnings defied macroeconomic and geopolitical headwinds. Although the Al frenzy
continued to fuel investor enthusiasm, the bull market extended well beyond tech giants, showcasing resilience
through pivotal third-quarter events.

1. Major U.S. indexes notch new record highs: All three major U.S. large-cap indexes continued to rally. Boosted by
incredible gains from corporate giants like Nvidia and Intel, the S&P 500, Nasdag and Dow Jones Industrial
Average each recorded new all-time highs.

2. Consumers are alive and well, despite labor market softness, stubborn inflation and macroeconomic and
geopolitical headwinds. Driven by persistent consumer spending, the U.S. economy expanded at its fastest pace
in nearly two years, with second-quarter GDP revised to a 3.8% quarter-over-quarter increase.

3. Diversification shines: The market’s impressive third-quarter performance was characterized by broadening
participation, with small caps and international equities shining almost as brightly as gold.

a. Gold rally sets new records as market uncertainty drove investors toward defensive assets. Gold’s
performance in 2025 highlights its appeal as a hedge amid policy risks, inflation and a weakening dollar — a
triple threat.

b. International markets continued to demonstrate strength, with developed and emerging market equities
trailing U.S. stocks for the quarter. However, both still hold a more than 10% lead over the S&P 500 Total
Return Index for the year.

c. Small-cap renaissance was a significant shift, allowing small-cap stocks to stage a notable comeback.
Alongside the rise of major indexes, the Russell 2000 notched a 9.3% gain and recorded its first record high
close since November 2021, at 2,467.70 points — outperforming large-cap growth stocks. This resurgence
coincides with Morningstar’s reporting' that small-cap growth, blend and value indexes emerged as the
quarter’s top performers, indicating a pronounced shift in investor sentiment toward smaller enterprises.
Small-cap stocks tend to perform better in low-interest-rate environments, which leads to the next point.

4. The Federal Reserve cut interest rates by 25 basis points in September 2025, lowering the target range to
4.00%-4.25%. Widely anticipated by market participants, the shift toward a more accommodative monetary
policy represents the beginning of a potential rate-cutting cycle, with the Fed signaling two additional quarter-
point cuts before year-end. Fed Chair Jerome Powell emphasized that the softening labor market remains a
priority, including that economic support takes precedence over inflation concerns.

5. Labor market conditions are now a focal point for the Fed, which has shifted its monetary policy to address
these concerns. The Fed’s recent rate cut underscores its commitment to supporting job growth amid challenging
economic conditions, including corporate layoffs, talent shortages and restrictive immigration policies. However,
the impacts of the latest U.S. government shutdown could introduce risks of delayed federal spending and
disruptions in government services — potentially exacerbating current economic challenges and weakening
consumer confidence.
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Asset class performance | Q3 & YTD
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Indices are not available for direct investment. Investment in a security or strategy designed to replicate the performance of an index will incur
expenses, such as management fees and transaction costs that will reduce returns.

Source: Bloomberg, as of September 30, 2025. Asset-class performance is presented by using total returns for an index proxy that best
represents the respective broad asset class. U.S. Bonds (Barclays U.S. Aggregate Bond TR), U.S. High Yield (Barclays U.S. HY 2% Issuer-Capped
TR), International Bonds (Bloomberg Global Aggregate ex USD Total Return Index), Large Caps (S&P 500 TR), Small & Mid Caps (Russell 2500
TR), Developed Markets (MSCI EAFE NR USD), Emerging Markets (MSCI EM NR USD), Real Estate (FTSE NAREIT All Equity REITS TR).

Chart of the quarter | S&P 500 has historically ignored shutdowns

What Shuts Down in a Shutdown? Impact of Government Shutdowns on US Stocks

Status of federal functions vary based on funding source and what is deemed S&P 500 has historically emerged unscathed from prior shutdowns
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As of midnight on Sept. 30, 2025, the U.S. government shut down after Congress failed to approve new spending for
the fiscal year beginning Oct. 1. As non-essential agencies begin to shut their doors, the Congressional Budget
Office estimates that approximately 750,000 federal employees will be furloughed, costing an estimated $400
million per day in lost compensation. President Donald Trump has threatened to fire federal employees instead of
furloughing them, a move that could trigger a surge in unemployment claims at a time the labor market is already
fragile. This could increase volatility heading into the Fed’s October meeting.

Historically, markets tend to be unfazed by government shutdowns. We believe that in the absence of data, the Fed
should have little reason to deviate from its projected rate-cutting path.
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Given the muted market reaction, investors are encouraged to consult their advisors before making any changes to
investment allocations. A knee-jerk reaction today could have lasting consequences on their long-term goals and
objectives.

FIT'WA outlook & implications

While 2025 has been a whirlwind, Fifth Third Wealth Advisors continues to subscribe to the mantra: "Don’t fight the
Fed.” And while unexpected events will certainly occur — with several risks still present — we remain optimistic that
the current bull market still has legs. Investor spirits are alive and well as they navigate through a global trade
regime shift, policy risks, a slowing labor market, persistent inflation and stretched valuations.

Optimism:

1. U.S. equities may face stretched valuations. After contracting more than 20% and entering a tariff-induced bear
market, then rebounding by over 34% through the third quarter, we now enter what is historically the strongest
seasonal quarter for equity returns. The projected loosening of U.S. monetary policy — particularly in a non-
recessionary environment — along with strong expected earnings and the pace and magnitude of planned share
buybacks, give FTWA confidence in the extension of the bull market. While we remain optimistic about U.S.
equities, stretched — albeit justified — valuations in large caps suggest that small- and mid-sized companies
stand to benefit more from lower rates and higher projected earnings growth.

2. International equities have benefited this year from attractive valuations, deglobalization and a weakening U.S.
dollar. While economic output may lag behind the U.S., we anticipate these trends to continue, especially with
further trade pressure and U.S. monetary easing expected.

3. Fixed income is expected to continue offering attractive vyield levels, particularly as concerns over the swelling
fiscal deficit, tariff-induced inflation and stronger-than-expected growth may keep upward pressure on long-term
bonds — even as short-term yields decline with Fed rate cuts.

4. Alternatives stand to benefit from several macroeconomic drivers and offer diversification benefits to portfolios.
Commodities and precious metals, such as gold, can provide hedges against policy risk (i.e., government
shutdown), a weaker U.S. dollar and inflation, whether tariff-induced or unexpected. With inflation expected to
tick higher, other alternative assets such as real estate or infrastructure may also provide an inflation hedge,
portfolio diversification and tax efficiency.

Risks:
1.  Non-transitory — or “temporary” — inflation could send shockwaves through markets and trigger selling
pressure. Given the forces at work, we view this as one of largest risks looming. Does the Fed have it wrong?

a. According to J.P. Morgan Asset Management?, the average tariff rate now exceeds 19%. This raises several
key questions: 1. Who will pay for the brunt of the levies? 2. Will it be a one-time price increase — essentially a
tax? 3. Or will it result in ongoing price pressure?

b. Monetary and fiscal policy tend to lift prices. The Fed’'s rate cuts, combined with stimulus from the One Big
Beautiful Bill Act, could lead to elevated inflation as rates decline and tax returns are filed in early 2026.

c. Shelter costs make up about one-third of the Consumer Price Index and have been among the largest
contributors to inflation over the last few years. Due to supply-and-demand imbalances in the multifamily real
estate market, we wouldn’t be surprised if the current supply glut begins to apply upward pressure on rents
— and subsequently lift shelter costs — starting in 2026 and beyond.

2. Labor market deterioration poses a risk to growth prospects and future monetary easing. Although
unemployment claims remain relatively low, a surge in claims could prompt swift and aggressive action from the
Fed — potentially sparking volatility.

3. Policy risk: Escalating conflicts in the Middle East, ongoing trade policy uncertainties with global partners, and
changes to planned Fed actions remain notable risk factors for market volatility.

4. Valuations and concentration risk may lead to sharper market moves if volatility spikes. The concentration of the
10 largest stocks in the S&P 500 now represents a record-breaking 38.7% of the index. These stocks also carry
extremely rich valuations of nearly 30x forward earnings, compared with the overall index trading at about 22%.
High levels of concentration — especially paired with lofty valuations — make the index more susceptible to
market volatility.

While we maintain a positive outlook for equities as we enter a historically strong quarter to close out 2025,
considerable uncertainty remains. We believe maintaining adequate diversification is imperative as we navigate
these conditions.

Thank you for your continued trust and confidence in us. Please reach out to your advisory team with any questions.
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Definitions:
Barclays U.S. Aggregate Bond TR: Measures the performance of the total US. investment-grade bond market, including U.S. Treasuries, agency debt, mortgage-backed securities, asset-backed securities, and corporate honds.
Barclays U.S. HY 2% Issuer-Capped TR: Tracks the performance of fixed rate dollar denominated debt securities. The debt instruments are non-investment grade. There’s a limit of 2% maximum exposure to any one issuer.

Bloomberg Global Aggregate ex USD Total Return Index: Tracks the performance of investment-grade, fixed-rate bonds issued in currencies other than the U.S. dollar, including treasury, government-related, corporate, and
securitized bonds from hoth developed and emerging markets.

FTSE NAREIT All Equity REITS TR: Measures the performance of U.S. publicly traded equity REITS, including both price changes and dividend income.
MSCI EAFE NR USD: Captures large and mid cap representation across 21 developed markets countries* around the world, excluding the US.

MSCI EM NR USD: Captures large and mid cap representation across 24 emerging markets countries.

Russell 2000 Index: Measures the performance of the bottom 2,000 stocks in the Russell 3000 Index.

Russell 2500 TR: Measures the performance of the smallest 2,500 companies in the Russell 5000 Index. This index is constructed to give a comprehensive and unbiased barometer for the small and mid-cap segment of the U.S.
equity universe.

S&P 500 Total Return: Includes a representative sample of 500 leading companies in leading industries of the U.S. economy, calculated on a total return basis.

Risk considerations:

Different types of investments involve varying degrees of risk and there can be no assurance that the future performance of any specific investment vehicle, strategy or product referenced in the material will be profitable or
suitable for your particular investment situation.

Equity securities are subject to frequent changes in valuation and are often more volatile than other asset classes. Equity valuation is subject in part to the associated fluctuations in the market confidence of its issuers.
Fixed-income securities are subject to credit risk, liquidity risk, call risk and interest-rate risk. As interest rates rise, bond prices generally fall.

International securities risks include fluctuations in the exchange rates of foreign currencies that may affect the U.S. dollar value of the investment, the possibility of substantial price volatility as a result of political and
economic instahility in the foreign country, less public information about issuers of securities, different securities regulation, different accounting, auditing and financial reporting standards and less liquidity than in the U.S.
markets. Historically, these risks have tended to be more pronounced in emerging market countries than in more developed foreign countries.

Alts and non-traditional assets such as real estate, commodities, currencies and private companies, are subject to risks that are different from, and in some instances, greater than, other assets like stocks and bonds. Some non-
traditional assets are less transparent and more sensitive to domestic and foreign political and economic conditions than more traditional investments. Non-traditional assets are also generally more difficult to value, and less
liquid than traditional assets.

Fifth Third Wealth Advisors, LLCis a wholly-owned subsidiary of Fifth Third Bank, National Association, and an investment adviser registered with the U.S. Securities and Exchange Commission (SEC) under the Investment
Advisers Act of 1940. Registration as an investment adviser does not imply any level of skill or training. For detailed discussion of Fifth Third Wealth Advisors, LLC and its investment advisory fees, see the firm’s Form ADV on file
with the SEC at www.adviserinfo.sec.gov.

This article is for informational purposes only. It should not be construed as personalized investment advice or a solicitation to purchase or sell securities. Different types of investments involve varying degrees of risk and there
can he no assurance that the future performance of any specific investment vehicle, strategy or product referenced in the material will be profitable or suitable for your particular investment situation. In addition, Fifth Third
Wealth Advisors has engaged affiliates to provide certain proprietary investment products and services. The use of affiliated products and services in client accounts can result in additional revenue to Fifth Third Bank and/or its
affiliates, as compensation for investment management or other services. Such affiliated compensation arrangements create a conflict of interest by incentivizing Fifth Third Wealth Advisors to use these affiliated services and
products over offerings from unaffiliated third parties. Asset allocation, tax sensitive investing and diversification does not guarantee a profit or protection against loss. It is important to understand that the information
provided does not serve as a substitute for professional and personalized investment advice from Fifth Third Wealth Advisors. If you have any questions regarding the applicability of any of the information presented to your
circumstances you are encouraged to consult your FTWA advisor.

Investing involves risks and you may incur a profit or a loss. Past performance does not guarantee future results

Appropriate investment strategies depend upon the investor’s investment objectives. The portfolio risk management process and the process of building efficient portfolios includes an effort to monitor and manage risk but
should not be confused with and does not imply low or no risk. Some strategies may be subject to a higher degree of market risk than others. An investor should understand the costs, cash flows and risks inherent in a strategy
prior to making any investment decision. There are no guarantees that a strategy will perform as intended. The value of investments and the income derived from investments can go down as well as up. Future returns are not
guaranteed, and a loss of principal may occur. Investing for short periods may make losses more likely.

FTWA is not authorized to and does not provide legal, accounting or tax advice. Investors should, if appropriate, seek professional advice, including tax and legal advice.

Fifth Third Wealth Advisors offers tailored investment advisory services to high net worth individuals and institutional investors. Fifth Third Bank offers banking, investment and insurance products and services.
Deposit and credit products provided by Fifth Third Bank, National Association. Member FDIC. ¥ Equal Housing Lender.

Insurance products are made available through Fifth Third Insurance Agency, Inc. Insurance products are not offered in all states. Please consult with a Fifth Third Insurance Professional.

Investments, investment services and insurance: Are Not FDIC Insured | Offer No Bank Guarantee | May Lose Value | Are Not Insured by any Federal Government Agency | Are Not a Deposit.

FT WA Ve aavisors

ftwa.com
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