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EL PASO COUNTY | TEXAS
Quarterly Investment Report
06/30/2025 - 09/30/2025

Prepared by:

Barbara A. Parker, County Auditor

320 S. Campbell, Suite 140

El Paso, Texas 79901-2407 (915) 273-3262

A report of the investment transactions for the fourth quarter ended September 30, 2025, is herewith submitted. All investments have been made in compliance with the
County’s investment policy and pursuant to Texas Government Code, Title 10, §2256.023. TexPool and TexPool Prime, investment pools authorized under the Texas
Government Code, Title 10, §2256.016 and managed by Federated Investors, Incorporated, have affirmed adherence to the County’s investment policy and provisions of
the Texas Government Code, Title 10, §2256.023(8) (a) and (b).

Issuer Face Amount/Shares Market Value Book Value % of Portfolio YTM @ Cost Days To Maturity

FHLB 9,950,000.00 9,975,074.00 9,964,633.94 242 4.16 164

Frost Bank 60,000.00 60,000.00 60,000.00 0.01 0.00 1

TexPool 6,351,678.34 6,351,678.34 6,351,678.34 1.54 4.25 1

TexPool Prime 340,524,490.89 340,524,490.89 340,524,490.89 82.69 4.36 1
Treasury 20,000,000.00 19,701,953.13 19,813,125.64 4.81 4.10 151

Vantage | Checking 11,453,136.67 11,453,136.67 11,453,136.67 2.78 248 1
Vantage | Consolidated 23,656,449.65 23,656,449.65 23,656,449.65 5.74 2.58 1
Total / Average 411,995,755.55 411,722,782.68 411,823,515.13 100.00 4.18 12

/s/ Roxanne Davila

/s Jacobo Fuentes

Roxanne Davila, Audit Accountant

Treasury

/s/ Donna Teague

Jacobo Fuentes, Audit Manager
Treasury

/s/ Michael Lamas

Donna Teague, Director of Financial Operations

Michael Lamas, First Assistant

/s/ Barbara Parker

Barbara A. Parker, County Auditor




El Paso County TX
Distribution by Issuer - Market Value
All Portfolios

Begin Date: 6/30/2025, End Date: 9/30/2025

Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 6/30/2025 6/30/2025 9/30/2025 9/30/2025

FHLB 9,975,074.00 2.40 9,975,074.00 242

Frost Bank 277,418.16 0.07 60,000.00 0.01

TexPool 6,283,486.57 1.51 6,351,678.34 1.54

TexPool Prime 344,085,364.51 82.75 340,524,490.89 82.71
Treasury 19,701,953.13 4.74 19,701,953.13 4.79

Vantage | Checking 15,709,942.06 3.78 11,453,136.67 2.78
Vantage | Consolidated 19,759,035.21 4.75 23,656,449.65 5.75
Total / Average 415,792,273.64 100.00 411,722,782.68 100.00

Portfolio Holdings as of 6/30/2025 Portfolio Holdings as of 9/30/2025

| @ 2.42%-FHLE
0.019%-FrostBank
® 1.54%-TexrPool
® 82.719%-TexPool Prime
0 4.79%-Treasury
2.78%-Yantage | Chec..
® 5.759%-Yantage | Cons..

| @ 2.4%-FHLB
0.079%-FrostBank
® 1.51%-TexrPool
® 82.75%-TexPool Prime
0 4.749% -Treasury
3.78%-Yantage | Chec..
® 4.759%-Yantage | Cons..




El Paso County TX

Investment Assets
Maturity Date

Begin Date: 06/30/2025, End Date: 09/30/2025

Description CUSIP/Ticker Maturity Date Ending BV
FHLB 0 6/4/2025 313385GL4 6/4/2025 -

FHLB 4.5 3/13/2026 3130AV6J6 3/13/2026 9,964,633.94
T-Note 0.75 4/30/2026 91282CBW0 4/30/2026 9,808,857.20
T-Note 4.25 12/31/2025 91282CJS1 12/31/2025 10,004,268.44

Total 29,777,759.58




El Paso County TX
Portfolio Summary by Month
All Portfolios

Begin Date: 6/30/2025, End Date: 9/30/2025

Month Market Value Book Value Unrealized Gain/Loss YTM @ Cost YTM @ Market Duration Days To Maturity
6/30/2025 415,792,273.64 415,822,535.04 -30,261.40 4.26 4.27 0.05 19
7/31/2025 467,389,852.23 467,443,859.31 -54,007.08 4.28 4.30 0.04 15
8/31/2025 431,383,356.81 431,461,109.56 -77,752.75 4.30 4.32 0.04 14
9/30/2025 411,722,782.68 411,823,515.13 -100,732.45 418 4.22 0.03 12

Total / Average 431,572,066.34 431,637,754.76 -65,688.42 4.26 4.28 0.04 15

Market Value / Book Value Comparison

— l
—
— ® Market Value
07/2025 Book Value
06/2025 —
o0 100,000 200,000 300,000 400,000 500,000
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El Paso County TX
Investment Income - Book Value by Month

Report Group | All Portfolios Begin Date: 06/30/2025, End Date: 09/30/2025

Beginning BV + Interest Earned Realized Investment
Month Accrued Interest During Period-BV Gain/Loss-BV Income-BV Ending Book Value YTM @ Cost Treasury 3 Month
6/30/2025 441,301,028.59 1,510,647.99 0.00 1,510,647.99 415,822,535.04 4.26 4.42
7/31/2025 415,968,048.35 1,720,557.90 0.00 1,720,557.90 467,443,859.31 4.28 4.41
8/31/2025 467,670,048.44 1,664,071.19 0.00 1,664,071.19 431,461,109.55 4.3 4.31
9/30/2025 431,766,730.76 1,490,351.12 0.00 1,490,351.12 411,823,515.13 4.18 4.07
Total/Average 439,176,464.04 6,385,628.20 0.00 6,385,628.20 431,637,754.76 4.26 4.30

2025 September

e
2025 AU US|
2025 Uy o ———
2025 June
3.8 3.9 4 4.1 4.2 43 4.4 4.5

Treasury 3 Month mYTM @ Cost




Main Fund

El Paso County TX
Distribution by Main Fund - Market Value
All Portfolios

Main Fund Allocation

Market Value

% of Portfolio

Begin Date: 6/30/2025, End Date: 9/30/2025

Market Value

% of Portfolio

6/30/2025 6/30/2025 9/30/2025 9/30/2025

01 - General Fund 158,424,975.27 38.10 115,892,293.89 28.15

02 - Special Revenue 57,901,600.26 13.93 59,662,384.11 14.49
03 - Special Revenue Grants 39,694,655.42 9.55 31,186,265.42 7.57
04 - Agency Fund 2,021,416.42 0.49 2,764,625.70 0.67

05 - Enterprise Funds 2,246,872.17 0.54 2,469,181.77 0.60
06 - Adult Probation 4,774,060.37 1.15 4,314,117.52 1.05
07 - Internal Service 25,335,937.51 6.09 26,784,702.58 6.51
08 - Debt Service 17,842,466.45 4.29 1,042,095.83 0.25

09 - Capital Projects 107,550,289.77 25.87 167,607,115.86 40.71
Total / Average 415,792,273.64 100.00 411,722,782.68 100.00

Portfolio Holdings as of 6/30/2025

Portfolio Holdings as of 9/30/2025

® 38.1%-01 - General F..
13.93%-02 -Special ..
® 9.559%-03 - SpecialR...
® 0.499%-04 - Agency Fu..,
0,549%-05 -Enterpris..
1.15%-06 - AdultPro...
® 6.099-07 - Internal ...
4,299-08 - Debt Serv...
25.87%-09 - Capital ...

A
>

® 28.159%-01 - General ..,
14,49%-02 -Special ...
@ 7.579%-03 - SpecialR...
® 0.67%-04 -Agency Fu..,
0,69%-05 -Enterprise...
1.05%-06 - AdultPro...
® 6.519-07 - Internal ...
0.259-08 - Debt Serv...
40.71%-09 - Capital ...




Issuer

El Paso County TX
Distribution by Issuer - Market Value
Report Group | General Fund

Issuer Allocation

Market Value

% of Portfolio

Begin Date: 6/30/2025, End Date: 9/30/2025

Market Value

% of Portfolio

6/30/2025 6/30/2025 9/30/2025 9/30/2025

FHLB 9,975,074.00 6.30 9,975,074.00 8.61

Frost Bank 277,418.16 0.18 60,000.00 0.05

TexPool 6,283,486.57 3.97 6,351,678.34 5.48

TexPool Prime 112,842,230.31 71.23 63,418,669.60 54.72
Treasury 19,701,953.13 12.44 19,701,953.13 17.00

Vantage | Checking 5,985,531.02 3.78 3,176,466.77 2.74
Vantage | Consolidated 3,359,282.08 212 13,208,452.05 11.40
Total / Average 158,424,975.27 100.00 115,892,293.89 100.00

Portfolio Holdings as of 6/30/2025

Portfolio Holdings as of 9/30/2025

® 6.3%-FHLB
0.18%-Frost Bank

@ 3.97%-TexPool

® 71.23%-TexPool Prime
12.449% -Treasury
3.78%-Yantage | Chec..

® 2.129-Yantage | Cons..

® 2.61%-FHLB
0.05%-Frost Bank

@ 5.48%-TexPool

@ 54.72%-TexPool Prime
179 -Treasury
2.74%-Yantage | Chec..

® 11.49-Yantage | Cons..

N | N

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/Loss-BY Income-BY Ending Book Value
6/30/2025 177 607 655.07 817,295.26 0.00 817,295.25 158,459,698.23
Ti31/2025 158,600,749.98 75871263 0.00 75871263 143,984,725.42
8/31/2025 144210,815.55 86913277 0.00 868,132.77 128,051,752.24
9/30/2025 128,357,383.44 577,004.49 0.00 577,004.49 115,993,026.34
TotallAverage 152,194,176.01 2,822,145.15 0.00 2,822,145.15 136,622,303.31




El Paso County TX
Distribution by Issuer - Market Value
Report Group | Special Revenue

Begin Date: 6/30/2025, End Date: 9/30/2025

Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 6/30/2025 6/30/2025 9/30/2025 9/30/2025

TexPool Prime 40,911,391.32 70.66 50,167,946.88 84.09
Vantage | Checking 2,013,565.16 3.48 1,842,917.00 3.09
Vantage | Consolidated 14,976,643.78 25.87 7,651,520.23 12.82
Total / Average 57,901,600.26 100.00 59,662,384.11 100.00

Portfolio Holdings as of 6/30/2025

Portfolio Holdings as of 9/30/2025

® 70.669%-TexPool Prime
3.489%-Yantage | Chec..
@ 25.87%-Vantage | Con..

® 54.09%-TexPool Prime
3.09%-Yantage | Chec..
@ 12.829%-Vantage | Con..

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BY Gain/Loss-BV Income-BV Ending Book Value
8/30/2025 57,200 401.94 181,955.38 0.00 181,955.33 57,901 600.25
7/31/2025 57,801 600.25 191 807.09 0.00 191,807.09 58,878,247
8/31/2025 55 878 24711 205,584 37 0.00 208,584.37 558,158,817.05
S/30/2025 59,159 817.05 188,542 47 0.00 188,542 47 59,662 384 11
TotallAverage 58,535,016.64 769,289.31 0.00 769,289.31 59,150,612.18




El Paso County TX
Distribution by Issuer - Market Value
Report Group | Special Revenue Grants

Begin Date: 6/30/2025, End Date: 9/30/2025
Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 6/30/2025 6/30/2025 9/30/2025 9/30/2025

TexPool Prime 41,747,930.00 105.17 41,927,930.00 134.44
Vantage | Consolidated -2,053,274.58 -5.17 -10,741,664.58 -34.44
Total / Average 39,694,655.42 100.00 31,186,265.42 100.00

Portfolio Holdings as of 6/30/2025 Portfolio Holdings as of 9/30/2025

® 105.17%-TexPool Prim..
-5.179%-Vantage | Con..

® 134.44%-TexPool Prim..
-34,44%-Vantage | Co..

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/Loss-BY Income-BY Ending Book Value
63042025 43,831 12208 B 8,279.90 0.00 2,279.90 39,604 655 42
TI32025 39,694 655 .42 8,607 65 0.00 8,607 65 40,235600.44
312025 40,235 600.44 6,451.06 0.00 G6,451.06 40,244 17317
Q302025 40 244 17317 5,005.49 0.00 5,005.49 31,185 265.42
TotallAverage 41,151,387.78 28,354.10 0.00 28,354.10 37,990,173.61




El Paso County TX

Distribution by Issuer - Market Value
Report Group | Agency Fund

Issuer Allocation

Begin Date: 6/30/2025, End Date: 9/30/2025

Market Value % of Portfolio Market Value % of Portfolio

Issuer 6/30/2025 6/30/2025 9/30/2025 9/30/2025

TexPool Prime 607,832.15 30.07 614,606.34 22.23
Vantage | Checking 1,008,596.08 49.90 1,017,521.79 36.81
Vantage | Consolidated 404,988.19 20.03 1,132,497.57 40.96
Total / Average 2,021,416.42 100.00 2,764,625.70 100.00

Portfolio Holdings as of 6/30/2025

Portfolio Holdings as of 9/30/2025

® 30.07%-TexPool Prime
49,9%-Yantage | Chec..
@ 20.03%-Vantage | Con..

® 22.23%-TexPool Prime
36.81%-Vantage | Che..
@ 40,96%-Vantage | Con..

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BY Gain/Loss-BV Income-BV Ending Book Value
8/30/2025 1,966 4595 92 6,4588.02 0.00 6,458.02 202141542
7/31/2025 2021415.42 571423 0.00 571423 2,034,075.02
8/31/2025 2,034 075.02 6,292.35 0.00 6§,252.35 258145464
S/30/2025 2,581 45464 6,074.58 0.00 6,074 58 2,764 82570
TotallAverage 2,150,861.00 25,549.18 0.00 25,549.18 2,350,393.20




El Paso County TX
Distribution by Issuer - Market Value
Report Group | Enterprise Fund

Begin Date: 6/30/2025, End Date: 9/30/2025

Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer

6/30/2025 6/30/2025 9/30/2025 9/30/2025

TexPool Prime 1,062,785.44 47.30 1,074,630.04 43.52
Vantage | Consolidated 1,184,086.73 52.70 1,394,651.73 56.48
Total / Average 2,246,872.17 100.00 2,469,181.77 100.00

Portfolio Holdings as of 6/30/2025 Portfolio Holdings as of 9/30/2025

® 47.3%-TexPool Prime
52.7%-Yantage | Cons..,

® 43.52%-TexPool Prime
56.48%-Vantage | Con..

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BY Gain/Loss-BV Income-BY Ending Book Value
8/30/2025 2,218 22783 5,345.21 0.00 5,345.21 2,245 87217
71312025 2,245 BT2.17 6,707.19 0.00 §,707.19 227783918
&31/2025 2,277,838.18 6,276.05 0.00 5,276.05 2,371,478.54
83002025 2,371,478.54 581275 0.00 53,81275 2,468181.77
TotallAverage 2,276,104.38 25,141.20 0.00 25,141.20 2,341,342.92




El Paso County TX
Distribution by Issuer - Market Value
Report Group | Adult Supervision

Begin Date: 6/30/2025, End Date: 9/30/2025
Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 6/30/2025 6/30/2025 9/30/2025 9/30/2025

Vantage | Checking 4,774,060.37 100.00 4,314,117.52 100.00
Total / Average 4,774,060.37 100.00 4,314,117.52 100.00

Portfolio Holdings as of 6/30/2025 Portfolio Holdings as of 9/30/2025

@ 100%-Vantage | Check. @ 100%-Vantage | Check.

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BY Gain/Loss-BV Income-BV Ending Book Value
8/30/2025 277272044 11,085.49 0.00 11,085.49 477408037
7/31/2025 477406037 5,951.62 0.00 5,951.62 3,788,035.38
8/31/2025 3,788 035.38 7,250.593 0.00 7,250.93 2548534 48
S/30/2025 2,948 534 48 18,727.80 0.00 18,727.80 4314 117.52
TotallAverage 3,570,838.67 47,055,584 0.00 47,055.84 3,956,187.94
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El Paso County TX
Distribution by Issuer - Market Value
Report Group | Internal Service

Begin Date: 6/30/2025, End Date: 9/30/2025

Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 6/30/2025 6/30/2025 9/30/2025 9/30/2025

TexPool Prime 23,407,748.08 92.39 25,682,588.99 95.89
Vantage | Checking 1,928,189.43 7.61 1,102,113.59 4.1
Total / Average 25,335,937.51 100.00 26,784,702.58 100.00

Portfolio Holdings as of 6/30/2025 Portfolio Holdings as of 9/30/2025

® 95.89%-TexPool Prime
4.11%-Yantage | Chec..

® 92.39%-TexPool Prime
7.61%-Yantage | Chec..

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/Loss-BV Income-BV Ending Book Value
6/30/2025 23,375,074.90 87,1119 0.00 87,111.91 25,335,937.51
713112025 25,335,937.51 94,275.06 0.00 94,275.06 25,401,506.95
83112025 25,401 ,506.95 95,746.07 0.00 96,746.07 26,135,268.87
S/30/2025 26,135,260.87 95,549.81 0.00 95,549.81 26,784,702.58
TotallAverage 25,061,947.31 373,682.85 0.00 373,682.85 25,914,354.23
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El Paso County TX
Distribution by Issuer - Market Value
Report Group | Debt Service

Begin Date: 6/30/2025, End Date: 9/30/2025
Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 6/30/2025 6/30/2025 9/30/2025 9/30/2025

TexPool Prime 17,834,236.23 99.95 1,015,131.24 97.41
Vantage | Consolidated 8,230.22 0.05 26,964.59 2.59
Total / Average 17,842,466.45 100.00 1,042,095.83 100.00

Portfolio Holdings as of 6/30/2025 Portfolio Holdings as of 9/30/2025

® 99.95%-TexPool Prime
0.05%-Yantage | Cons..

® 97.41%-TexPool Prime
2.59%-Yantage | Cons..

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/Loss-BV Income-BY Ending Book Value
6I30/2025 17,777,780.47 64 685.98 0.00 64,685.98 17,842, 465.45
7i31/2025 17,842,465.45 65,431.14 0.00 55,431.14 17,652,457.95
8131/2025 17,652,457.95 3281482 0.00 32,314.682 1,405,217.4%
S/30/2025 1,405,217.49 427434 0.00 427434 1,042,095.83
TotallAverage 13,669,480.59 168,206.08 0.00 168,206.08 9,485,559.43

14



El Paso County TX
Distribution by Issuer - Market Value
Report Group | Capital Projects

Begin Date: 6/30/2025, End Date: 9/30/2025
Issuer Allocation

Issuer

Market Value

% of Portfolio

Market Value

% of Portfolio

6/30/2025 6/30/2025 9/30/2025 9/30/2025

TexPool Prime 105,671,210.98 98.25 156,622,987.80 93.45
Vantage | Consolidated 1,879,078.79 1.75 10,984,128.06 6.55
Total / Average 107,550,289.77 100.00 167,607,115.86 100.00

Portfolio Holdings as of 6/30/2025 Portfolio Holdings as of 9/30/2025

® 98.25%-TexPool Prime
1.75%-Yantage | Cons..

® 93.45%-TexPool Prime
6.55%-Yantage | Cons..,

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BY Gain/Loss-BV Income-BY Ending Book Value
6/3062025 113,553,549.14 327 42084 0.00 327 420.84 107 550,289.77
7132025 107,550,289.77 577,351.28 0.00 57735129 172,191,365.66
B/31/2025 172,191,365.66 63207257 0.00 632,072.97 167,963,402.07
S/30/2025 167,963 402.07 38D,359.39 0.00 550,359.39 167,607,115.86
TotallAverage 140,314,651.66 2,126,204.49 0.00 2,126,204.49 153,828,043.34
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HilltopSecu ritiesm

Economic Summary — Q3 2025

The driving narrative of the third quarter was an abrupt slowdown in job growth,

which validated the first Fed rate cut since last December. Whether the long-awaited
September easing move will be the first in a series or a limited adjustment is unclear.
Fed decisions are data-driven, and the data patterns have been wildly erratic. Further
complicating the outlook is a government shutdown that began at midnight on the first
day of the new quarter. This suspension of non-essential government services includes
several agencies Fed officials rely on for critical data, meaning policymakers could begin
the last quarter of this historically challenging year with even less clarity.

Economic growth, despite extreme trade uncertainty, accelerated unexpectedly. The
final revision to second quarter GDP boosted growth from +3.3% to +3.8% as both
consumption and business investment were revised higher. The first half of the year
is difficult to gauge given the muddiness of the tariffs, but the Atlanta Fed’s GDPNow
estimate of (presumably cleaner) third quarter growth ended the quarter at +3.9%.

Gross Domestic Product (Quarter-over-Quarter Annualized Percent Change)

I PCE Price Index Business Fixed Investment

mm Residential Investment B |nventories

Economic Commentary
October 7, 2025

Scott Mcintyre, CFA
HilltopSecurities Asset Management
Co-Head of Investment Management
Managing Director

512.481.2009

scott. mcintyre@hilltopsecurities.com

Greg Warner, CTP
HilltopSecurities Asset Management
Co-Head of Investment Management
Managing Director

512.481.2012
greg.warner@hilltopsecurities.com

Matt Harris, CFA
HilltopSecurities Asset Management
Senior Portfolio Advisor

Senior Vice President

512.340.1845
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Economic growth, despite extreme
trade uncertainty, accelerated
unexpectedly. The final revision

to second quarter GDP boosted
growth from +3.3% to +3.8% as
both consumption and business
investment were revised higher.

Source: Bureau of Economic Analysis

Whereas market news during the first two quarters of 2025 was dominated by tariff
threats, trade talk is no longer front-page news, primarily because early concerns were
clearly overblown and attention spans are short. It's also become impossible to know,
with any degree of certainty, whether an import tax will be imposed, reduced or re-
moved altogether.

The 90-day pause in the implementation of President Trump's “Liberation Day” tariff
plan ended on July 9 but was extended to August 1 ...before being extended again to

Diprco coo Aicrlnct ire ctAartina nn nAAo Q
rledse see aisciosure starting on page o
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HilltopSecurities ‘TP Economic Commentary

August 7. On this day, import duties ranging from 10% to 40% kicked in for 69 U.S. trade
partners, pushing the average U.S. tariff rate to its highest level in a nearly a century.
China was granted an additional 90-day reprieve, which should cushion most of the
negative impact associated with the holiday shopping season.

The bigger impact in the near-term may play out on the geopolitical arena as the Trump
administration doubled the tax on Indian imports to 50% when India refused to halt
purchases of Russian oil. This gambit quickly failed as India continues to buy discounted
Russian crude, while China has increased its purchases. On September 1, Indian Prime
Minister Modi, Russian President Putin and Chinese President Xi Jinping met in China
along with other members of the Shanghai Cooperation Organization (SCO), a group
that includes Iran and Pakistan, to discuss potential new trade alignments and a unified
response to recent U.S. policies. This troubling summit stood in sharp contrast to the
Trump/Putin gathering two weeks earlier, which seemed to accomplish little beyond the
photo opportunity. The potential for enhanced partnerships between countries repre-
senting half the world's population could have negative implications for U.S. companies The current economic situation in the

and consumers, but any impact is years away,. %}5 g” fme vghc;/g,zgppears to gef““
ne. 50 far, the outcome has
far exceeded dire median forecasts.

The current economic situation in the U.S., on the whole, appears to be just fine. So far, US. household net worth reached

the 2025 outcome has far exceeded dire median forecasts. U.S. household net worth another record high in the second
reached another record high in the second quarter, and those with money are spending. quarter, and those with money are
Retail sales were unexpectedly strong, up +0.6% in August, well above the median fore- spending.

cast, bringing Q3 core sales growth to its fastest quarterly pace since 2023.
Household Net Worth ($ in billions)

$180,000

$170,000

$160,000

$150,000

$140,000

$130,000

$120,000

Source: Federal Reserve

One explanation for this outperformance is that high-income households are driving
consumption. Much of the wealth created post-pandemic has been in the form of
record stock and housing valuations. Lower-income households, generally not home-
owners or market participants, accrued little or no benefit. These Americans are also
disproportionally impacted by higher rent, food and energy prices.
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This “K-shaped” economy, in which a portion of the country has recovered from the
pandemic and are thriving while others have not and are suffering, might explain why
consistently soft survey data hasn't translated into slower economic growth.

Moody's Chief Economist Mark Zandi recently posted on X that “As long as they
(wealthy individuals) keep spending, the economy should avoid recession, but if they
turn more cautious, for whatever reason, the economy has a big problem. (Sep. 16,
2025)

Employment

Perhaps the most obvious sign of a nation’s more immediate health is its job market.

The prevailing employment situation has been widely-described as “no hire/no fire,’

with layoffs hovering near historical lows and the so-called “quits rate”falling to levels The prevailing employment situation
last seen in 2016. Workers are increasingly choosing stability over risk, a trend referred to has been widely-described as “no

A o o . S hire/no fire” with layoffs hoveri
as “job hugging,” an abrupt reversal from the post-pandemic “great resignation. ng(jr%ist(;ficav;/;ovvs)(;nd the\;orizg//ed

‘quits rate” falling to levels last seen
The July employment report from the Bureau of Labor Statistics (BLS) was arguably the in 2016. Workers are increasingly

single most impactful news of the quarter. Non-farm payrolls rose by just +73k, but it choosing stability over risk, a trend
was the massive -256k downward revision to the two prior months that shocked the referred to as job hugging,” an

. abrupt reversal from the post-
markets. When the smoke cleared, the three-month average payroll gain had been pandemic ‘great resignation”
reduced from +150k per month to a paltry +35k.

Non-Farm Payrolls Total Change (in thousands)
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President Trump responded by accusing the BLS commissioner of manipulating the
numbers to make him look bad. She was promptly fired and replaced. The following
month, employment conditions appeared to deteriorate further as August payrolls rose
by just +22k, while revisions shaved -21k from the previous two months. Most notable,
June payrolls were revised down to -13k, the first outright decline since 2020. The annual
18
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BLS benchmark revision would later subtract -911k jobs from the previously reported
April 2024 to March 2025 payroll count. The largest annual revision on record suggested
the hiring slowdown had started long before summer.

Manufacturing jobs declined for the fifth straight month, the number of temp jobs
continued to fall, and federal employment dropped by another -12k. Healthcare and

o } . . . o i ] While the historically low
hospitality continued to add jobs but declines in the traditionally higher-paying tech unemployment rate seems to conflict
and finance sectors offset those gains. with the feeble payroll gains, fewer

jobs may simply require fewer
workers.

In the separate household survey, new jobseekers exceeded those finding work, push-
ing headline unemployment up from 4.2% to 4.3%. While the historically low unemploy-
ment rate seems to conflict with the feeble payroll gains, fewer jobs may simply require
fewer workers. As analysts grapple with the impact of the first instance of negative net
migration in at least 50 years (CNN, Aug. 2025) and roughly 11,000 Americans reaching
retirement age every day through 2027 (Census Bureau, estimated based on population
growth), tepid payrolls may be the new normal.

Inflation

Inflation, the Fed's other mandate, took a backseat during the quarter, although con-
cerns are far from over. Prices moved higher in July and August, but the tariff impact was
muted and increases weren't as bad as expected. On a year-over-year basis, overall CPI
climbed from +2.7% to +2.9% in August, while core CPI held steady at +3.1%. However,
since much of the price pressure came from necessities, it felt worse.

Consumer Price Index (Year-Over-Year Percent Change)
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Source: Bureau of Labor Statistics

o Grocery prices rose +0.6% in the August CPI report, the steepest single-month
increase in almost three years.

o Meat prices were up +2.7%, the most in nearly four years, while fruits and vegeta-
bles climbed +1.6%, as tomato prices rose +4.5%. This probably reflects the fact that
most tomatoes come from Mexico and are subject to tariffs.

o US Beef prices reached a record high in July as Americans continue to consume
more beef than the domestic industry can produce. With cattle inventories near a
75-year low, little near-term relief is expected.

o Qver the past nine months, egg prices have dropped by about 13%, although avian
flu cases are on the rise, prompting the Agriculture Secretary to warn of “a potential-
ly challenging fall”

o (offee prices jumped another +3.6% in August, the largest monthly increase since
2011, and are now up +20.9% year-over-year. Since the U.S. imports virtually all of
its coffee, extreme crop-damaging weather in Vietnam and Brazil along with a 50%
tariff imposed on Brazilian imports are to blame.

 FEarlier this year, the USDA had forecast U.S. orange production would fall to its low-
est level in almost 90 years due to inclement weather and crop disease. In response,

. . S ! ) Despite the fact that inflation is well
orange prices are just below the historical high and should increase further as the b

above the Fed's +2.0% target and

weather cools. rising, most committee members
« The price of electricity is back at all-time highs, and although natural gas fell for the seem willing to look through what
second straight month it's up +7% since January. they hope will be a one-time,

tariff-related increase to focus on

. . o 0 o . :
Gasoline prices jumped +1.9% following a -2.2% drop in July. Fuel costs likely had an employment

impact on airfares which continue to edge higher, up +5.9% in August after a +4.0%
July gain.

Despite the fact that inflation is well above the Fed’s +2.0% target and rising, most
committee members seem willing to look through what they hope will be a one-time,
tariff-related increase to focus on employment.

When the FOMC met in late July, Fed officials had not yet witnessed labor market dete-
rioration but opened the door to a possible rate cut at the next meeting. On September
17, the committee ended its nine-month pause with a quarter point rate cut, bringing
the overnight target range down to 4.00% to 4.25%. Among the 12 voting members,
there was just one dissent, the newly appointed Fed Governor Stephen Miran, who fa-
vored a larger 50 bp move. The committee cited rising downside risks to employment as
a key factor in its decision and referred to the move as a “risk management cut,’ suggest-
ing little urgency going forward.

The first“dot plot”since June indicated quarter point cuts at both of the remaining Fed

meetings (in late October and mid-December), but just barely. There was nothing resem-
bling a consensus.
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Housing

When the Fed finally cut the overnight rate, many expected mortgage rates to drop. So
far, that hasn't been the case. At the quarter end, the average 30-year fixed-rate mortgage
was 6.46%, up from 6.39% two weeks earlier. (MBA)

US Fixed-Year Mortgage 30-Yr Contract Rate

9.0%
8.0%
7.0%
6.0%

5.0%

3.0%

2.0%
R
L § L § L

Source: Mortgage Bankers Association

Mortgage rates are forecast to end 2025 at 6.4% and 2026 at 5.90%. (Fannie Mae) For
perspective, this is down from a peak of 7.90% in October 2023, but well above the
pandemic low point of 2.85% in December 2020 (MBA).

The primary housing issue in the
post-pandemic era has been a lack
of supply, but as home inventories

The primary housing issue in the post-pandemic era has been a lack of supply, but as increase, it's become apparent that
home inventories increase, it's become apparent that affordability may be the bigger ?ffO“C//C?b’/’W may be the bigger
impediment.

impediment. According to Realtor.com, the total inventory of homes for sale rose for the
22nd straight month in August, bringing active listings up +20.9% year over year. The
problem for most potential buyers is price. The average cost to purchase a home in July
was 57% higher than the same period in 2019. (S&P Corelogic Case-Shiller)

Harvard University’s Joint Center for Housing Studies reported the homeownership rate
dropped for the first time in eight years to 65.6% in 2024, and slid to 65.1% in the first
quarter of 2025, with the largest decline in buyers under the age of 35, emphasizing the
distress inherent in the K-shaped recovery.

And the wealth gap only widened in the third quarter as the Dow rose +5.2%, the S&P
500 gained +7.8%, and the NASDAQ surged +11.8%, a remarkable +48.4% bounce from

the lows in early April when tariff concerns were at their peak.

Treasury yields finished the quarter lower across the board, although the yield curve
steepened as longer yields drifted higher after the September Fed meeting.
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Q3 Interest Rates

Fed Funds

Last 6/30/2025 425-450%  429%  3.97%  371%  3.80%  4.23%
High 434%  413%  438%  4.04% 4.7%
Low 395%  360%  349%  356% @ 3.73%
End 9/30/2025 4.00-425%  395%  3.63%  361%  3.74%  4.15%

Source: Federal Reserve, U.S. Department of the Treasury

Economic and Interest Rate Outlook

If current growth measures are any indication of where the economy will be at year end,
there’s reason for optimism. The passage of the GOP's business-friendly funding bill in
early July lifted business confidence from the historical lows of the previous quarter. The
Q3 2025 Outlook Survey from the National Association of Manufacturers (NAM) jumped
almost 10 percentage points with 65% of factory managers now reporting a positive
outlook, up from 55.4% in Q2.

NAM President and CEO Jay Timmons tempered expectations, cautioning that “the (fac-
tory) sector is still enormously challenged as manufacturing output took four months

to recover from this spring’s dip, and optimism still falls below the survey’s historical
average of 74%." The top business concerns - trade uncertainty, rising material prices
and the higher cost of health insurance - all rose during the quarter, reiterating Timmon’s
concern.

In a similar vein, the Conference Board’s Measure of CEO Confidence jumped from a 50-
year low of 34 to 49 in the third quarter, although there were still slightly more negative
than positive responses. CEO views of current conditions made the sharpest recovery,
while the six-month outlook also brightened. According to the Conference Board, “the
improvement is a continuation of the trend seen after tariff disputes between the US
and China became less intense and potentially reflects ongoing progress on trade nego-
tiations.”

Apparent improvement in the economy should revive job growth in the fourth quarter
and the 90-day tariff pause extended to China should keep the holiday shopping season
merry. However, it's currently far from clear that the usual economic data will be avail-
able to confirm or dispute the outcome. It's also unclear as to whether the data will be
trusted now that the BLS and the Fed have been so heavily criticized by the President,
the Treasury Secretary and the Commerce Secretary.

This suggests that alternate information could play a bigger role in analyzing the health
of the economy. The media has already latched onto statistical oddities like increased
use of hamburger helper, rising food bank requests, falling cardboard demand, waning
heavy truck sales and fewer visitors to Las Vegas.

The Q3 2025 Outlook Survey from

the National Association of Manu-
facturers (NAM) jumped almost 10
percentage points with 65% of facto-
ry managers now reporting a positive
outlook, up from 55.4% in Q2.

The Conference Board's Measure

of CEO Confidence jumped from a
50-year low of 34 to 49 in the third
quarter, although there were still
slightly more negative than positive
responses.
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Google searches for “help with mortgage” have risen to the highest point in 16 years,
indicating homeowner stress, while searches for “second job” reached an all-time high at
quarter end, surpassing the 2008 financial crisis and the COVID pandemic levels.

The September Bloomberg survey showed U.S. economists expect two additional quar-
ter point rate cuts in 2025 and two more in 2026, but the post-pandemic track record is
weak. Last September, the same survey had indicated 250 basis points of easing over the
coming year. At the time, it made sense. But then things changed, as they always do.
The dot plot continues to indicate
The Fed’s September dot plot indicated a similar rate path, but just nine of 19 FOMC one cut in 2026 and one in 2027, but
members were in line with the two cut median forecast for the remainder of 2025, while there$ more perceived downside risk
two members called for just one cut, and six forecasted no cuts. One member (clearly {o short rates next year as fed Chair
) ) o ) ) ) ) Powell’s replacement will be much
Miran) believes an additional 125 bps in cuts is appropriate for 2025, while one actually more inclined to argue in favor of ag-
called for a quarter point hike. So (again) no real consensus from the Fed. gressive easing to cushion the blow of
any economic contraction.
The dot plot continues to indicate one cut in 2026 and one in 2027, but there's more
perceived downside risk to short rates next year as Fed Chair Powell’s replacement will
be much more inclined to argue in favor of aggressive easing to cushion the blow of any
economic contraction.

But while the Fed can dictate the overnight rate target, the long end of the yield curve
is more focused on inflation expectations, the ballooning national debt, and to some
degree the perception that Fed independence might be compromised in the coming
months. All legitimate concerns.
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