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Global equity markets delivered strong results in the third quarter. The S&P

500 Index rose 8.11% for the quarter and is up 14.32% year-to-date. Small-
cap stocks outperformed, with the Russell 2000 Index gaining 12.39% over
the three-month period ending September 30th. While small caps have
trailed large caps over the full year, they still posted double-digit returns.

International equities also contributed meaningfully. The MSCI EAFE
Index climbed 4.45% in the third quarter and is up 25.62% year-to-date.
Meanwhile, the U.S. Dollar Index rose 1.02% during the quarter but
remains down 7.85% for the year. These results underscore the value of
global diversification.

Fixed income markets continued to perform well. The Bloomberg U.S.

Aggregate Bond Index gained 2.07% in the third quarter and is up over 6%

year-to-date. Municipal bonds also posted positive returns, with the

Bloomberg 3-Year Municipal Index rising 1.52% for the quarter and 3.63%

AU IV TLRESL I year-to-date—equivalent to a 5.76% tax-adjusted return for investors in the
SR el highest marginal tax bracket.
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With strong quarterly returns, stock valuations remain elevated. As of early

September, the S&P 500 Index traded at 3.26 times sales and 22.77 times
forward earnings, well above the long-term average of 16.8x since 2000—
levels only briefly exceeded during the “dot-com” bubble.

Market leadership remains highly concentrated, with the top 10 companies in the S&P 500 Index accounting
for roughly 40% of the index’s total value. Investor excitement around generative Al has been a key driver in
this concentration. For example, Oracle (ORCL) surged 36% in a single day on Al-related news, and the
Goldman Sachs Non-Profitable Technology Index jumped over 30% in the third quarter.
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Federal Reserve Policy and Interest Rates

In September, the Federal Reserve cut interest rates by 0.25%, the first reduction in nine months, bringing the
Federal Funds rate to 4.0%. Officials signaled the possibility of one or two more cuts by year-end, citing labor
market weakness. Conversely, inflation remains sticky. August’s Consumer Price Index (CPI) came in at 2.9%,
while both the Atlanta Fed and Cleveland Fed measures of “sticky prices” remained above 3%. This combination
of slowing employment and persistent inflation complicates the Fed’s policy path.

Following the rate cut, 10-year Treasury yields edged down from 4.20% to 4.15%. Corporate bond spreads
remain historically tight, offering limited compensation for credit risk. In contrast, tax-exempt municipal bonds
continue to offer attractive relative value, with spreads near five-year highs.

Labor Market

Labor market data weakened in the third quarter and job growth slowed. According to the Bureau of Labor
Statistics, 22,000 jobs were added in August, 79,000 in July and 13,000 were lost in June. Unemployment rose
steadily from 4.1% in June to 4.3% in August. However, younger workers (ages 20—-24) were hit harder, with
unemployment rising from 8.2% to 9.2% over the same period. Overall, job openings also declined, falling to 7.2
million, down from a peak of 12.1 million in March 2022. These trends suggest a cooling labor market and
potentially slower economic growth ahead.

Tariffs and Trade Policy

New tariffs introduced earlier in 2025 have yet to trigger the inflation spike many feared, though global supply
chains remain under pressure.



Recently, President Trump announced additional tariffs:
e October 1: Tariffs on kitchen cabinets, vanities, and upholstered goods

e October 14: 10% tariff on softwood timber and lumber, as well as a 25% tariff on certain upholstered
wood products

Canada, the largest U.S. supplier of wood products, is expected to be most affected, already facing combined
duties exceeding 35%.

Additional tariffs are expected on:
e Foreign films (up to 100%)

e Imported furniture

e Pharmaceuticals, including 100% duties on patented drugs not produced domestically or sourced from
trade partners

Current tariffs stand as follows with some of the nation’s top trading partners:
e Canada: 35%

e Mexico: 25% (paused)
e European Union: 15%
o Japan: 15%

e United Kingdom: 10%

The U.S.—China tariff agreement remains unchanged for now, with 30% tariffs on Chinese imports and 10% on
U.S. goods into China, effective through early November.

Closing Thoughts

In a market environment marked by elevated valuations and speculative gains, it is important to remain
disciplined. At Ironwood Investment Counsel, we continue to focus on high-quality, cash-generating businesses
and fixed income instruments, broad diversification, and prudent risk management.

Please remember that there can be no assurance that the future performance of any specific investment, investment strategy, or product (including the investments and/
or investment strategies recommended or undertaken by Ironwood Investment Counsel, LLC), or any non-investment related content, made reference to directly or
indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation,
or prove successful. Moreover, you should not assume that any discussion or information contained above serves as the receipt of, or as a substitute for,

personalized advice from Ironwood Investment Counsel, LLC. A copy of our current written disclosure statement discussing our advisory services and fees is

available upon request




