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EL PASO COUNTY | TEXAS
Quarterly Investment Report
09/30/2025 - 12/31/2025

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 first quarter ended December 31, 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 9,956,424.66 2.07 4.16 72

Frost Bank 10,272,500.00 10,272,500.00 10,272,500.00 2.14 0.00 1

TexPool 6,415,703.07 6,415,703.07 6,415,703.07 1.33 3.83 1

TexPool Prime 390,845,940.54 390,845,940.54 390,845,940.54 81.27 4.00 1
Treasury 10,000,000.00 9,689,843.75 9,891,805.96 2.06 4.14 120

Vantage | Checking 13,844,668.33 13,844,668.33 13,844,668.33 2.88 2.08 1
Vantage | Consolidated 39,691,530.27 39,691,530.27 39,691,530.27 8.25 2.14 1
Total / Average 481,020,342.21 480,735,259.96 480,918,572.83 100.00 3.7 5

/s/ Roxanne Davila

Raxanne Davila, Audit Accountant

Treasury

/s/ Donna Teague

Donna Teague, Director of Financial Operations

/s/ Jacobo Fuentes

Jacobo Fuentes, Audit Manager
Treasury

/s/ Michael Lamas

Michael Lamas, First Assistant

/s/ Barbara Parker

Barbara A. Parker, County Auditor
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El Paso County TX

Distribution by Issuer - Market Value
All Portfolios

Begin Date: 9/30/2025, End Date: 12/31/2025

Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 9/30/2025 9/30/2025 12/31/2025 12/31/2025

FHLB 9,975,074.00 242 9,975,074.00 2.07

Frost Bank 60,000.00 0.01 10,272,500.00 2.14

TexPool 6,351,678.34 1.54 6,415,703.07 1.33

TexPool Prime 340,524,490.89 82.69 390,845,940.54 81.30
Treasury 19,701,953.13 4.78 9,689,843.75 2.02

Vantage | Checking 11,278,450.92 2.74 13,844,668.33 2.88
Vantage | Consolidated 23,924,137.03 5.81 39,691,530.27 8.26
Total / Average 411,815,784.31 100.00 480,735,259.96 100.00

Portfolio Holdings as of 9/30/2025 Portfolio Holdings as of 12/31/2025

| @ 2.07%-FHLE
2.149%-FrostBank
® 1.33%-TexrPool
® 51.3%-TexPool Prime
0 2,02%-Treasury
2.88%-Yantage | Chec..
® 3.269%-Yantage | Cons..

| @ 2.42%-FHLE
0.019%-FrostBank
® 1.54%-TexrPool
® 82.69%-TexPool Prime
0 4.789% -Treasury
2.74%-Yantage | Chec..
® 5.819-Yantage | Cons..




El Paso County TX
Investment Assets

Maturity Date
Begin Date: 09/30/2025, End Date: 12/31/2025
Description CUSIP/Ticker Maturity Date Ending BV
FHLB 4.5 3/13/2026 3130AV6J6 3/13/2026 9,956,424.66
T-Note 0.75 4/30/2026 91282CBW0 4/30/2026 9,891,805.96
T-Note 4.25 12/31/2025 91282CJS1 12/31/2025 -

Total 19,848,230.62




El Paso County TX
Portfolio Summary by Month
All Portfolios

Begin Date: 9/30/2025, End Date: 12/31/2025

Month Market Value Book Value Unrealized Gain/Loss YTM @ Cost YTM @ Market Duration Days To Maturity
9/30/2025 411,815,784.31 411,916,516.76 -100,732.45 4.18 4.22 0.03 12
10/31/2025 383,843,173.58 383,967,651.69 -124,478.11 4.07 412 0.03 11
11/30/2025 367,493,440.28 367,640,898.09 -147,457.81 3.93 4.00 0.02 9
12/31/2025 480,735,259.96 480,918,572.83 -183,312.87 3.71 3.82 0.01 5
Total / Average 410,971,914.53 411,110,909.84 -138,995.31 3.96 4.03 0.02 9

Market Value / Book Value Comparison

1372025 |
1172025 | HNNENERREE
_ ® Market Value
10/2025 Book Value
d9/207s —
o0 100,000 200,000 300,000 400,000 500,000

In Thousands




El Paso County TX
Investment Income - Book Value by Month

Report Group | All Portfolios Begin Date: 09/30/2025, End Date: 12/31/2025

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
9/30/2025 431,461,109.55 1,490,351.12 0.00 1,490,351.12 411,916,516.76 4.18 4.07
10/31/2025 411,916,516.76 1,420,071.27 0.00 1,420,071.27 383,967,651.69 4.07 3.98
11/30/2025 383,967,651.69 1,244,378.77 0.00 1,244,378.77 367,640,898.09 3.93 3.94
12/31/2025 367,640,898.09 1,310,861.83 0.00 1,310,861.83 480,918,572.83 3.71 3.68
Total/Average 406,746,544.02 5,465,662.99 0.00 5,465,662.99 411,110,909.84 3.97 3.92

2025 December

2025 November

2025 October

2025 September

3.4 3.5 3.6 3.7 3.8 3.9 4 4.1 4.2 4.3

Treasury 3 Month mYTM @ Cost




El Paso County TX

Distribution by Main Fund - Market Value

All Portfolios

Main Fund Allocation

Market Value

% of Portfolio

Begin Date: 9/30/2025, End Date: 12/31/2025

Market Value

% of Portfolio

Main Fund 9/30/2025 9/30/2025 12/31/2025 12/31/2025

01 - General Fund 115,187,619.49 27.97 170,633,081.32 35.49

02 - Special Revenue 59,549,179.56 14.46 61,564,566.81 12.81
03 - Special Revenue Grants 30,400,606.12 7.38 25,605,122.95 5.33
04 - Agency Fund 2,651,929.78 0.64 2,807,735.01 0.58

05 - Enterprise Funds 2,449,050.21 0.59 2,518,814.19 0.52
06 - Adult Probation 4,224,595.57 1.03 4,527,472.77 0.94
07 - Internal Service 26,784,702.58 6.50 25,002,761.78 5.20
08 - Debt Service 2,972,393.14 0.72 24,058,567.37 5.00

09 - Capital Projects 167,595,707.86 40.70 164,017,137.76 34.12
Total / Average 411,815,784.31 100.00 480,735,259.96 100.00

Portfolio Holdings as of 9/30/2025

Portfolio Holdings as of 12/31/2025

.
'

@ 27.979%-01 - General ..,
14,46%-02 -Special ...
@ 7.389%-03 - SpecialR...
® 0.649%-04 -Agency Fu..,
0,599%-05 -Enterpris..
1.03%-06 - AdultPro...
® ©6.5%-07 - Internal S...
0.729-08 - Debt Serv...

40,7%-09 - CapitalP...

® 35.499-01 - General ..,
12.81%-02 -Special ..
® 5.339%-03 - SpecialR...
@ 0.589%-04 - Agency Fu...
0,529%-05 -Enterpris..
0.94%-06 - AdultPro...
® 5.2%-07 - Internal S...
59-08- DebtService
34.12%-09 - Capital ...




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

Begin Date: 9/30/2025, End Date: 12/31/2025

Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 9/30/2025 9/30/2025 12/31/2025 12/31/2025

FHLB 9,975,074.00 8.66 9,975,074.00 5.85

Frost Bank 60,000.00 0.05 10,272,500.00 6.02

TexPool 6,351,678.34 5.51 6,415,703.07 3.76

TexPool Prime 63,418,669.60 55.06 111,323,587.74 65.24
Treasury 19,701,953.13 17.10 9,689,843.75 5.68

Vantage | Checking 3,236,895.64 2.81 5,998,230.24 3.52
Vantage | Consolidated 12,443,348.78 10.80 16,958,142.52 9.94
Total / Average 115,187,619.49 100.00 170,633,081.32 100.00

Portfolio Holdings as of 9/30/2025 Portfolio Holdings as of 12/31/2025

® 5.66%-FHLB
0.05%-Frost Bank
® 5.51%-TexPool

@ 55.06%-TexPool Prime
‘ 17.19-Treasury
2.81%-Yantage | Chec..

® 10.89-Yantage | Cons..

® 5.85%-FHLB
6.02%-Frost Bank

@ 3.76%-TexPool

@ 65.24%-TexPool Prime
5.68%-Treasury
3.52%-Yantage | Chec..

® 2.949-Yantage | Cons..

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/Loss-BY Income-BV Ending Book Value
9/30/2025 128,357,383.45 577,004.49 0.00 577,004.49 115,288,351.94
1003112025 115,288,351.94 494 957.03 0.00 494 957.03 85654 738.00
1113002025 85,654, 738.00 401,482.85 0.00 40148285 7400068214
1213112025 74,000 68214 405 609,56 0.00 405 609.56 170,816,394 19
TotallAverage 100,825,288.88 1,879,053.93 0.00 1,879,053.93 111,440,041.57




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

Begin Date: 9/30/2025, End Date: 12/31/2025

Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 9/30/2025 9/30/2025 12/31/2025 12/31/2025

TexPool Prime 50,167,946.88 84.25 52,160,512.60 84.72
Vantage | Checking 1,810,020.25 3.04 1,748,008.80 2.84
Vantage | Consolidated 7,571,212.43 12.71 7,656,045.41 12.44
Total / Average 59,549,179.56 100.00 61,564,566.81 100.00

Portfolio Holdings as of 9/30/2025 Portfolio Holdings as of 12/31/2025

® 54.259%-TexPool Prime
3.049%-Yantage | Chec..
@ 12.719%-Vantage | Con..

® 54.72%-TexPool Prime
2.84%-Yantage | Chec..
@ 12.449%-Vantage | Con..

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/Loss-BV Income-BY Ending Book Value
9/30/2025 £9,159,817.05 188 542.47 0.0o 18854247 59 549 179.56
103172025 59,549,179.56 208,998.95 0.00 208,998.95 60,008,511.24
11/30/2025 60,008,511.24 182,351.94 0.00 182,351.94 &1,168,491.31
12131712025 §1,168,481.31 234,092 85 0.00 234,082.89 61,654,566.51
TotallAverage 59,971,499.79 813,986.25 0.00 813,986.25 60,595,187.23




El Paso County TX
Distribution by Issuer - Market Value
Report Group | sPeCiaI Revenue Grants Begin Date: 9/30/2025, End Date: 12/31/2025

Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 9/30/2025 9/30/2025 12/31/2025 12/31/2025

TexPool Prime 41,927,930.00 137.92 24,772,930.00 96.75
Vantage | Consolidated -11,527,323.88 -37.92 832,192.95 3.25
Total / Average 30,400,606.12 100.00 25,605,122.95 100.00

Portfolio Holdings as of 9/30/2025 Portfolio Holdings as of 12/31/2025

® 96.75%-TexPool Prime
3.25%-Yantage | Cons..,

® 137.92%-TexPool Prim..
-37.92%-Yantage | Co..

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/iLoss-BV Income-BV Ending Book Value
5/30/2025 40 844 17317 5,005.45 0.00 5,005.4% 30,400,806.12
10/31/2025 30,400,806.12 7,331.32 0.00 7,331.32 31,663 82015
11/30/2025 31,663,820.15 4 59561 0.00 4 59561 28,130,908.25
12/31/2025 28,130,908.25 4 507 .41 0.00 450741 25,605,122.95
TotallAverage 32,759,876.92 21,439.83 0.00 21,439.83 28,950,114.37




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

Begin Date: 9/30/2025, End Date: 12/31/2025
Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 9/30/2025 9/30/2025 12/31/2025 12/31/2025

TexPool Prime 614,606.34 23.18 1,282,741.94 45.69
Vantage | Checking 904,825.87 34.12 1,017,066.67 36.22
Vantage | Consolidated 1,132,497.57 42.70 507,926.40 18.09
Total / Average 2,651,929.78 100.00 2,807,735.01 100.00

Portfolio Holdings as of 9/30/2025

Portfolio Holdings as of 12/31/2025

® 23.189%-TexPool Prime
34.12%-Vantage | Che..
@ 42.79%-VYantage | Cons..

® 45.69%-TexPool Prime
36.22%-Vantage | Che..
@ 18.09%-Vantage | Con..

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/Loss-BY Income-BV Ending Book Value
9/30/2025 2,581,454.64 6,074.58 0.00 6,074.58 2651,925.78
10V31/2025 2,651,925.78 6,102.67 0.00 6,102.67 2,803,257.79
1113002025 2,803,257.79 5,149.95 0.00 5,145.95 2,796,120.62
12/31/2025 2,796,120.62 7,318.26 0.00 731828 2,807,735.01
TotallAverage 2,708,190.71 24,645.46 0.00 24,645.46 2,764,760.80




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

Begin Date: 9/30/2025, End Date: 12/31/2025

Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 9/30/2025 9/30/2025 12/31/2025 12/31/2025

TexPool Prime 1,074,630.04 43.88 2,087,246.01 82.87
Vantage | Consolidated 1,374,420.17 56.12 431,568.18 17.13
Total / Average 2,449,050.21 100.00 2,518,814.19 100.00

Portfolio Holdings as of 9/30/2025 Portfolio Holdings as of 12/31/2025

@ 52.87% -TerPaool Prime
17.13%-antage | Con..

@ 432.88% -TerPool Prime
S56.12%-antage | Con.

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/Loss-BV Income-BY Ending Book Value
3042025 2,371 478.54 5812.75 0.00 581275 2,445,050.21
10§31/2025 2,445 050.21 6,905.52 0.00 6905.52 244852239
11/30/2025 2,448 522.38 5,805.28 0.00 5,805.28 2,498 47412
123172025 2,458 47412 5679.13 0.00 5679.13 2,518,814.19
TotallAverage 2,441,881.32 24,302.68 0.00 24,302.68 2,478,715.23




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

Begin Date: 9/30/2025, End Date: 12/31/2025
Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 9/30/2025 9/30/2025 12/31/2025 12/31/2025

Vantage | Checking 4,224,595.57 100.00 4,527,472.77 100.00
Total / Average 4,224,595.57 100.00 4,527,472.77 100.00

Portfolio Holdings as of 9/30/2025 Portfolio Holdings as of 12/31/2025

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

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/Loss-BV Income-BY Ending Book Value
/302025 2,948 534.48 18,727.80 0.00 18,727.80 4224 59557
1003172025 4,224 58557 7,064.45 0.00 7,064 .45 3,238,720.73
11/30:2025 3,238, 720.73 4,5950.44 0.00 4,5960.44 2,259, 976 .61
12131712025 2,259, 576.61 977947 0.00 9,779.47 4 527 AT277
TotallAverage 3,168,206.85 41,332.16 0.00 41,332.16 3,562,941.42




El Paso County TX
Distribution by Issuer - Market Value
Report Group | Internal Service

Begin Date: 9/30/2025, End Date: 12/31/2025

Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 9/30/2025 9/30/2025 12/31/2025 12/31/2025

TexPool Prime 25,682,588.99 95.89 24,448,871.93 97.78
Vantage | Checking 1,102,113.59 4.1 553,889.85 2.22
Total / Average 26,784,702.58 100.00 25,002,761.78 100.00

Portfolio Holdings as of 9/30/2025 Portfolio Holdings as of 12/31/2025

@ 27.78% -TerPoal Prire
2.22%-VYantage | Chec..

@ 95.829% -TerPool Prime
4,11%-%Yantage | Chec.

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BY Gain/Loss-BY Income-BY Ending Book Value
9/30:2025 26,135,269.87 95,549.81 0.00 95,549.81 26,784,702.58
13142025 26,784,702.58 96,791.93 0.00 96,791.93 28,041,376.62
113042025 28,041,376.62 50, 240.20 0.00 80,240.20 26,139,361.42
12/31/2025 26,135,361 .42 84,813.52 0.00 B84,813.52 25,002,761.78
TotallAverage 26,775,177.62 367,395.46 0.00 J67,395.46 26,492,050.60




El Paso County TX
Distribution by Issuer - Market Value
Report Group | Debt Service

Begin Date: 9/30/2025, End Date: 12/31/2025
Issuer Allocation

Market Value % of Portfolio Market Value % of Portfolio

Issuer 9/30/2025 9/30/2025 12/31/2025 12/31/2025

TexPool Prime 1,015,131.24 34.15 21,928,792.72 91.15
Vantage | Consolidated 1,957,261.90 65.85 2,129,774.65 8.85
Total / Average 2,972,393.14 100.00 24,058,567.37 100.00

Portfolio Holdings as of 9/30/2025 Portfolio Holdings as of 12/31/2025

® 34.15%-TexPool Prime
£5.85%-Vantage | Con..

® 21.15%-TexPool Prime
8.85%-Yantage | Cons..,

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/Loss-BV Income-BV Ending Book Value
8/30/2025 1,405,217.48 4327434 0.00 4327434 287238314
10/31/2025 257239314 3,904.31 0.00 3,504.31 315434723
11/30/2025 3,154 34723 6,93522 0.00 693522 4 473 858 65
123142025 4 473 B93.65 25,667.10 0.00 25,667.10 24 058 587.37
TotallAverage 2,988,964.13 40,780.97 0.00 40,780.97 8,662,301.60




Report Group | Capital Projects

Market Value

El Paso County TX
Distribution by Issuer - Market Value

Issuer Allocation

% of Portfolio

Begin Date: 9/30/2025, End Date: 12/31/2025

Market Value

% of Portfolio

Issuer 9/30/2025 9/30/2025 12/31/2025 12/31/2025

TexPool Prime 156,622,987.80 93.45 152,841,257.60 93.19
Vantage | Consolidated 10,972,720.06 6.55 11,175,880.16 6.81
Total / Average 167,595,707.86 100.00 164,017,137.76 100.00

Portfolio Holdings as of 9/30/2025 Portfolio Holdings as of 12/31/2025

® 93.19%-TexPool Prime
6.81%-Yantage | Cons..,

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

Beginning BV + Accrued Interest Earned Realized Investment
Month Interest During Period-BV Gain/Loss-BV Income-BV Ending Book Value
9/30/2025 167,963,402.07 5809,359.30 0.00 58035939 167,595,707 86
1003112025 167,595 707.86 587,215.00 0.00 587,215.09 166,953,357 .54
1113002025 166,953,357 .54 542 757 .28 0.00 542 7H7.28 166,222,984.95
1213112025 166,222 954.95 533,304,489 0.00 533,394 49 164,017 13776
TotallAverage 167,183,863.11 2,252,726.25 0.00 2,252 726.25 166,197,297.03




HilltopSecu ritieswm

Economic Summary — Q4 2025

The federal government was shuttered for nearly half of the fourth quarter, delaying
traditional economic data releases and forcing analysts to rely on less familiar private
sector growth and employment measures. Within these measures, Fed officials focused
on deteriorating labor conditions, voting to lower the overnight funds rate in both
October and December. This, despite the economy accelerating in the second half of the
year while consumer inflation remained frustratingly above the Fed target.

Advances in artificial intelligence and favorable tax treatment should fuel business
growth in 2026, while potentially reducing labor demands. The new year brings a
change in Fed leadership, along with likely challenges to central bank independence. We
expect the FOMC, influenced by the president and a new chairman, will cut rates more
aggressively than the December “dot plot”had indicated.

Overview

Investment in A.l. infrastructure was a primary engine of GDP growth in the first six
months of 2025, while personal consumption posted its weakest back-to back quarters
since late 2022. Consumer spending seemed to improve by late summer/early fall, but
confirmation of this apparent rebound was delayed.

On the first day of the last quarter of 2025, all non-essential operations of the federal
government were abruptly closed as the nation’s increasingly-polarized political parties
failed to reach an agreement to fund the new fiscal year. As the days stretched into
weeks, economists speculated over the degree of impact on Q4 GDP growth. Near the
end of October, the Congressional Budget Office (CBO) reported the shutdown would
reduce annualized fourth quarter growth by 1.0 to 2.0 percentage points. Surprisingly,
the pain associated with what would become the longest government closure in history
never really materialized.

The majority of Americans felt little inconvenience. The hardships were concentrated

in isolated pockets. The millions of unpaid federal workers included essential air traffic
controllers and TSA agents, contributing to thousands of flight delays and cancelations
across the nation, but Americans adjusted. At the same time, SNAP funding expired

in November. This was a bigger concern. The idea of low income Americans suddenly
having little means to feed themselves probably expedited the uneasy truce that ended
the record 43-day shutdown.

The overall effect on the economy was considerably less negative than the dire
predictions had suggested. Remarkably, while much of the federal government was
shuttered, the equity markets reached fresh record highs as major U.S. tech companies
continued to announce Al infrastructure plans. The recession drumbeat that accelerated
with the “Liberation Day” tariff announcement in April continued to fade, and the near
term outlook drew cautiously upbeat.

DlpAc oo AicrlAct Artin,s v Anp O
Please see disclosure starting on page 9
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The pain associated with what would
become the longest government
closure in history never really
materialized.

While much of the federal
government was shuttered, the equity
markets reached fresh record highs as
major U.S. tech companies continued
to announce A.l. infrastructure plans.
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The temporary closure of the Bureau of Labor Statistics (BLS) and Bureau of Economic
Analysis (BEA), among others, made it challenging to gauge current conditions by
traditional measures. The advance estimate of third quarter GDP, originally scheduled
for release on October 30, was canceled. The preliminary estimate of Q3 2025 GDP was
finally released on December 23 with a surprisingly strong +4.3% reading.
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Although business investment slowed from the breakneck speed of the first half,
improved consumer spending and a surge in net exports picked up the slack. For
perspective, the Bloomberg economist survey taken in mid-April, had shown an average
Q3 GDP forecast of just 4+0.7%.

The 82 economists polled in April clearly overestimated the negative tariff effect, while
underestimating the ongoing resilience of American consumers as well as company
fears of missing out on the rapidly-evolving A.l. technology gambit.

The 82 economists polled in April
clearly overestimated the negative
tariff effect, while underestimating

Although Open Al released ChatGPT three years ago, A.l. chatbots only recently
exploded onto the public consciousness. ChatGPT, now one of many, tripled its weekly

active users to 900 million in 2025 (Demand Sage, Dec. 2025). The early, and hopeful, the ongoing resilience of American
expectation was that A.l. technology would be a net positive for the labor market; consumers as well as company
however, one of the troubling economic themes for the third and fourth quarters was fears of missing out on the rapidly-

. Iving A.l. technol bit.
rising unemployment. evolving A.1. technology gamol

A 60% drop in net immigration (San Francisco Fed, Nov. 2025) has reportedly pushed the
breakeven job growth required to maintain the current unemployment rate down from
approximately +155k per month to 32k-82k, depending on the immigration scenario

(St Louis Fed, Aug. 2025). The fact that 1.6 million fewer immigrants seeking work didn't
push unemployment lower, and +4.3% GDP growth failed to boost company payrolls
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suggests technology is reducing labor demand. The GDP/jobs disconnect also indicates
that recent growth is concentrated in capital-intensive sectors of the economy capable
of increasing output with fewer workers.

Employment

The BLS released the August employment report on September 5, while the September
report was ultimately delayed until November 20. During those 76 days, investors
sought other sources. With few exceptions, this alternate jobs data signaled mounting
labor market weakness. ADP reported private-sector payrolls fell by -32k in November,
matching September with the largest monthly decline in payrolls since early 2023.
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Details within the report indicated small businesses with fewer than 50 employees shed
-120k jobs in November, the steepest single-month drop since May 2020.

Announced job cuts in the October Challenger, Gray & Christmas report showed more
than 153k planned layoffs, a 175% year-over-year increase and the highest for any
October in 20 years. The most commonly cited reasons given for the layoffs were cost-
cutting (32.9%) ...and artificial intelligence (20.3%). The November report wasn't as
dramatic, but another 71k planned job cuts brought the 2025 total to 1.17 million, a
54% year-over-year increase and the highest since 2020.

Revelio Labs, considered to be well-correlated with the BLS, reported back-to-back
payroll losses for October and November and a total of -50k fewer jobs for the seven-

ADP reported private-sector payrolls
fell by -32k in November, matching
September with the largest monthly
decline in payrolls since early 2023.

Announced job cuts in the October
Challenger, Gray & Christmas report
showed more than 153k planned
layoffs, a 175% year-over-year
increase and the highest for any
October in 20 years.
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month period ending in November, a sharp decline from the +240k jobs added during
the first four months of the year.

By the time the BLS was operational and the (admittedly stale) September employment
report was finally released on November 20, the markets were fully braced for bad
news. The good news was that the headline numbers were better than expected. The
underlying numbers .. .not so much.

According to the Bureau of Labor Statistics, U.S. companies added +119k payroll jobs in

September, more than doubling the median forecast. Prior month revisions subtracted
-33k, with the previously-reported +22k August gain turning into a -4k loss.

Non-Farm Payrolls Total Change (in thousands)
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The result was a big month-over-month increase, which suggested improvement.
However, joblessness worsened, as +470k Americans entered the labor force in
September while just +251k found work, nudging the unemployment rate up from 4.3%
to 4.4%. One quarter of these unemployed workers, representing 1.9 million Americans,
were college graduates, the highest percentage since BLS tracking began in 1992.

The combined October—November jobs report was finally released on December 19.
A largely-anticipated decline in federal workers was responsible for a -105k drop in
October payrolls, but the November job count climbed by a better-than-expected +64k.

At the same time, the headline unemployment rate rose from 4.4% to 4.6% in
November, partly reflecting the absence of an October household survey, but also
signaling a wide-spread cooling in labor demand.

November unemployment was the highest in over four years, but this common measure
only considers people who have actively sought work in the past 30 days. The broader
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By the time the BLS was operational
and the (admittedly stale) September
employment report was finally
released on November 20, the
markets were fully braced for bad
news. The good news was that the
headline numbers were better than
expected. The underlying numbers ...
not so much.

The headline unemployment rate
rose from 4.4% to 4.6% in November,
partly reflecting the absence of an
October household survey, but also
signaling a wide-spread cooling in
labor demand.
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“underemployment rate," which includes Americans working part-time because full-time
work wasn't available, as well as those who'd like a job but are not currently searching,
jumped from 8.0% to 8.7%.

Inflation

The optics of a sharp rise in unemployment, even as the overall economy accelerates, is

seen as a problem for the Trump Administration. Unfortunately, Fed officials are reluctant

to reduce rates further when inflation remains elevated. The lack of government

data didn't preclude Fed officials from a precautionary cut in late October, and the The optics of a sharp rise in
November CPI report, released on the morning of the December FOMC meeting, was unemployment, even as the

. . overall economy accelerates, is
accommodative enough to allow another reduction.
seen as a problem for the Trump

Administration. Unfortunately, Fed

Because the Bureau of Labor Statistics (BLS) was shuttered during the entire month of officials are reluctant to reduce
October, price data was never collected. As a result, the November report only included rates further when inflation remains
year-over-year changes. The annual pace of headline CPI, expected to rise slightly, elevated.

unexpectedly fell from +3.0% in September to +2.7% in November, matching a five-
month low, while core CPI dropped from +3.0% to +2.6%, the lowest since March 2021.

Consumer Price Index (Year-over-Year Percent Change)

10%
Services

Goods
. Food 8%
I Energy

e CPI-All Items 6%

e CP|-Core

4%

2%

i [

Source: Bureau of Labor Statistics

The lowest forecast of core CPl'in a Bloomberg survey of 62 economists was +2.8%,

0.2 percentage points above the actual number. The primary reason for the apparent have been falling steadily since
cooling of consumer prices was shelter costs. Housing, representing about 35% of the April 2023, analysts determined the
overall CPl and roughly 45% of the core, climbed a puzzling +0.18% from September. missing October price data resulted in
It was the lowest two-month change since the pandemic shutdown in April-May underreporting of prices in November.
2020 and an abrupt decline from the +0.64% two-month change in the prior report.

Although annualized shelter costs have been falling steadily since April 2023, analysts

determined the missing October price data resulted in underreporting of prices in

November.

Although annualized shelter costs
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December CPI will likely adjust to reflect slightly higher prices, but the inflation rate will
still be much tamer than expected six months ago. This is obviously a positive, unless
you expected prices to fall, and many Americans did. Affordability (or the lack thereof)
has become an issue, and a majority of consumers are unhappy.

The Consumer

In the December Harris poll, conducted for The Guardian, 45% of Americans believe their
financial security is getting worse compared to just 20% who believe it's getting better.
The same poll reveals 57% of Americans believe the US economy is currently in recession,

up 119% from a similar poll conducted back in February. This is particularly hard to In the December Harris pol,

conducted for The Guardian, 45%

reconcile with the recently reported +4.3% third quarter GDP growth, but it’s consistent of Americans believe their financial

with other gloomy consumer polling. security is getting worse compared
to just 20% who believe it’s getting
better.

A December CBS News poll showed 7 of 10 Americans are struggling to pay for food,
housing and health care, validating the claim that affordability is a widespread issue and
reiterating the notion of a k-shaped recovery.

The University of Michigan's monthly survey of U.S. consumers was abysmal in

November and improved only slightly in December, with the Index of Consumer
Sentiment hovering near the lowest in survey history.

University of Michigan's Survey of Consumers
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The current conditions sub-index did reach an all-time low in November and continued A
. - , Overall confidence may be waning,
to a fresh low in December. On a similar note, the Conference Board's consumer
) ) ) but the top 10% of U.S. earners feel
confidence measure fell for the fifth straight month, with the 89.1 December reading fine, continuing to drive nearly half of
well below the 109.5 mark from a year earlier. national spending.

Overall confidence may be waning, but the top 10% of U.S. earners feel fine, continuing

to drive nearly half of national spending.
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October retail sales, delayed a month, appeared tepid, coming in just below the median
forecast at +0.1%, but eight of 13 categories posted increases. A huge -1.6% drop in
vehicle sales, reflecting the September expiration of the federal EV tax credit, extracted
0.3 percentage points from the headline. The other major category weighing to the
downside was gasoline station sales as lower pump prices reduced receipts.

Control group sales, which exclude sales at auto dealerships and gas stations, as well as
food service establishments and building materials stores, and are used in calculating
GDP rose +0.8%, well above the +0.4% forecast. Thus, the weak headline masked a quite
respectable core sales gain which suggests third quarter momentum carried forward
into the fourth quarter.

The Fed

On October 30, with limited economic information, the FOMC cut a precautionary
quarter point. Then on December 17, the committee voted to lower the overnight target
rate (for the third straight meeting) ...by another quarter point to a new range of 3.50%
to 3.75%; now down 175 basis points from just 15 months earlier.

The December move was fully expected by the morning of the meeting. It was
surprising that just two committee members voted to hold steady, although the
updated dot plot indicated four of the seven non-voting regional Fed presidents also
favored no change. A third dissent was for a larger 50 bp reduction.

Fed Chairman Jerome Powell’s term expires in May and speculation on who will replace
him has continued to evolve. When the quarter began, it looked as though White House
National Economic Council Director Kevin Hassett would fill the vacancy, but that trial
ballon has since deflated, opening the door for former Fed governor Kevin Warsh and
more recently, current Fed Governor Chris Waller.

Trump's decision on a new Chairman, subject to congressional approval, is now
expected to be announced in January. In early December, the Fed Board of Governors
voted unanimously to reappoint all of its remaining regional bank presidents for another
five-year term. The somewhat unexpected announcement came about 11 weeks before
the February 28, 2026 term expiration date and appears to be a referendum on the Fed’s
intent to maintain its independence despite pressure from White House officials.

The new Fed Chairman and composition of the FOMC is expected to have a
considerable market impact in 2026.

The Financial Markets
The yield curve steepened dramatically during the quarter as rate cuts dragged
short yields lower, while longer yields moved higher as investors weighed inflation

expectations, the implications of soaring national debt and future Fed integrity.

All three major indexes advanced for the third straight quarter, finishing the year near

On October 30, with limited eco-
nomic information, the FOMC cut a
precautionary quarter-point. Then on
December 17, the committee voted
to lower the overnight target rate (for
the third straight meeting) ... by an-
other quarter point to a new range of
3.50% to 3.75%; now down 175 basis
points from just 15 months earlier.

The yield curve steepened dramati-
cally during the quarter as rate cuts
dragged short yields lower, while lon-
ger yields moved higher as investors
weighed inflation expectations, the
implications of soaring national debt
and future Fed integrity.
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record highs. For all of 2025, the Dow was up +12.7%, the Nasdaqg +19.8%, and the S&P
500 +16%. Remarkably, all of the gains occurred after the April tariff announcement.

Q4 Interest Rates

Fed Funds

Last 9/30/2025 4.00-425%  395%  3.63%  361%  3.74% 4.15%
High 396%  3.71%  363%  3.79%  4.19%
Low 356%  347%  342%  355% @ 3.95%

End 12/31/2025 3.50-3.75%  3.64%  348%  348%  373% 417%

Source: Federal Reserve, U.S. Department of the Treasury . 4 I tarifé
rump’s reciprocal tariffs were

widely-expected to slow growth

Economic and Interest Rate Outlook and spark inflation. Neither really
happened.

Trump’s reciprocal tariffs were widely-expected to slow growth and spark inflation.

Neither really happened. The main reason why inflation forecasts fell short and growth

forecasts far exceeded is that the import duties actually implemented were well below

those threatened in the April announcement. The Administration had boasted tariff rev-

enue would top a trillion for the year. Although the exact amount collected is debatable,

and final numbers have yet to be tabulated for all of 2025, Politico estimates the full year

at just over $260 billion, an annual increase of $170 billion.

With the tariff campaign having achieved marginal success, the Administration is
unlikely to abandon bragging rights associated with the revenue stream in 2026. If the
Supreme Court were to declare the reciprocal tariffs unconstitutional in January, other
measures would be aggressively pursued by the Trump administration. The tariff story
isn'tover.

President Trump had expected a manufacturing boom would fuel growth in 2025 - that
hasn't been the case as manufacturing payrolls have declined every month since the
April announcement. Instead, it's been furious business investment in A.l. infrastructure Tech spending slowed in the second

and resilient consumer spending, driven in part by the continued stock market rise. hal, but the commitment to future
business investment is enormous, tax

incentives are highly favorable, and

Tech spending slowed in the second half, but the commitment to future business a weak dollar will help exports. As
investment is enormous, tax incentives are highly favorable, and a weak dollar will help a result, stock market forecasts are
exports. As a result, stock market forecasts are overwhelmingly positive. The average overwhelmingly positive.

expected gain in the S&P 500 next year, according to a year end Bloomberg survey, is
+9%. All 21 forecasters in the survey believe the stock market will continue its rally for a
fourth straight year.

If equity market health mirrored the nation as a whole, the 2026 outlook would be much
more positive, but it doesn’t. According to the Federal Reserve, the wealthiest 10% of U.S.
households own nearly 90% of all U.S. stocks, with the top 1% owning roughly half. The

A.l.boom suggests early rewards will accrue to those owning equity shares.
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According to the Federal Reserve, the bottom 50% of U.S. households - typically not
homeowners or stockholders - account for just 2%-3% of U.S. total wealth. These house-
holds represent individual consumers with increasingly limited resources. Their dwin-
dling capacity to spend will directly affect six of the “Magnificent Seven”as Amazon,
Alphabet, Apple, Meta, Tesla and Nvidia are all reliant on an eager and growing customer

Stock market vulnerability is likely to
base. / /

increase Trump Administration calls
for aggressive rate cuts in 2026.
Stock market vulnerability is likely to increase Trump Administration calls for aggressive

rate cuts in 2026. Having reduced the overnight target by a combined 175 basis points
over a 15-month period, Fed policy is now less restrictive and closer to neutral. Exactly
what constitutes neutral is the question.

The December “dot plot”shows a single 25 bp rate cut in 2026 and another in 2027,
while the futures market suggests less patience, with two 25 bp reductions during the
first three quarters of 2026.

Assuming Powell declines to continue as a Fed governor after his chairmanship ends Job foss creates headlines, and during
in May, four of the seven governors would presumably favor more aggressive cuts. A an election year, will demand a
seven-vote majority would still be required, but President Trump has an established response.

track record of getting what he wants. The idea that the FOMC members will hold their

ground amid unrelenting pressure may be farfetched.

If December core consumer inflation (as expected) creeps back toward +3.0%, still well
above target, and GDP (as expected) finishes the fourth quarter near +3.0%, the Fed
playbook would normally signal a pause. However, the committee’s main focus is on un-
employment, which just reached a four-year high. Labor market conditions could soften
further in the coming months as companies respond to the uncertain outlook. Job loss
creates headlines, and during an election year, will demand a response.

The President will appoint a new Fed Chairman in the coming weeks. The main selection

criteria is that this person will advocate strongly for lower interest rates. Once named, he As the new year begins, the range
will immediately be front/center and vocal in supporting the president’s wishes. of possible economic outcomes has
never been wider. Cautious optimism

. . . . is laced with asterisks.
As the new year begins, the range of possible economic outcomes has never been wider.

Cautious optimism is laced with asterisks. A rate cut in January is highly unlikely but
cut(s) should be back in play by the March meeting, whether warranted or not.

The paper/commentary was prepared by Hilltop Securities Asset Management (HSAM). It is intended for informational purposes only and
does not constitute legal or investment advice, nor is it an offer or a solicitation of an offer to buy or sell any investment or other specific
product. Information provided in this paper was obtained from sources that are believed to be reliable; however, it is not guaranteed to be
correct, complete, or current, and is not intended to imply or establish standards of care applicable to any attorney or advisor in any particular
circumstances. The statements within constitute the views of HTS and/or HSAM as of the date of the document and may differ from the views
of other divisions/departments of affiliates of Hilltop Securities Inc. In addition, the views are subject to change without notice. This paper
represents historical information only and is not an indication of future performance. Sources available upon request.

Hilltop Securities Asset Management is an SEC-registered investment advisor. Hilltop Securities Inc. is a registered broker-dealer, registered
investment adviser and municipal advisor firm that does not provide tax or legal advice. HTS and HSAM are wholly owned subsidiaries of Hilltop
Holdings, Inc. (NYSE: HTH) located at 717 N. Harwood St,, Suite 3400, Dallas, Texas 75201, (214) 859-1800, 833-4HILLTOP
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