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Fourth Quarter 2025 Economic and Market Outlook

The global financial markets outperformed most consensus estimates over the past year, given
political transitions, trade uncertainty, and inflation concerns. The U.S. and global economies
have been resilient. The Al boom continues to be a major driver of returns, both in the U.S.
stock market and in the related infrastructure sector, while shifting trade flows and a weakening
U.S. dollar have benefited European, Japanese, and emerging markets.

Recession was avoided in 2025, despite the announced tariff rates in early April that had the
potential to drive inflation higher. While U.S. economic growth fell into negative territory for the
first quarter of 2025, real GDP recovered in the second and third quarters of 2025 as many
worst-case scenarios were avoided. Exceptions were given to certain companies and
negotiations drove some tariff rates lower. Still, uncertainty remains on this important issue
given the U.S. Supreme Court is expected to rule on the legality of the tariffs imposed under the
International Emergency Economic Powers Act in the coming weeks.

Exhibit 1: U.S. Economic Growth Rebounds from Tariff-Related Uncertainty
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Source: U.S. Bureau of Economic Analysis, Real Gross Domestic Product [GDPC1], retrieved from FRED, Federal Reserve Bank of
St. Louis; https://fred.stlouisfed.org/series/GDPC1, January 23, 2026.

As economic growth has recovered, so too has inflation, but the impact has been relatively
modest so far and in line with expectations. The most recent Consumer Price Index (CPI)
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reading came in at 2.7%, which is lower than recent peaks, but still above pre-pandemic levels
and the Fed'’s preferred target rate of 2.0%. At the same time, the Federal Reserve is navigating
a delicate balancing act—weighing potential inflation pressures from tariffs and new fiscal
spending tied to the latest tax and spending bill against signs of a cooling job market.

How these competing forces evolve will help shape future monetary policy, particularly as the
Fed approaches a transition in leadership in May 2026. Still, the consensus expectations are
that both fiscal policy and monetary policy will be accommodative in the coming quarters, and
that has supported stock market valuations and drove bond yields higher at the long end of the
curve.

Is Al a Bubble?

The major investing theme of 2025 is evolving in 2026. The question of whether the Al boom
continues at the same pace is key to how the financial markets will perform going forward.
Encouragingly, demand for Al-related hardware, expanded cloud storage, and related services
is now starting to translate into real revenue, which helps support continued investment in the
space. Importantly, the current wave of Al spending is being led by large, profitable, and
cash-rich leaders in cloud computing. That sponsorship meaningfully differentiates today’s rapid
infrastructure build-out from past investment cycles, which were often fueled by less durable
balance sheets.

However, Al-related capital expenditure and the profit growth for leading semiconductor
companies have been the main drivers of the U.S. stock market returns over the course of the
past several years. Technology sectors account for 36% of S&P 500 earnings and 56% of the
index’s capital spending growth over the last 12 months, according to JP Morgan Asset
Management. This level of concentration does leave the S&P 500 Index, a popular market
proxy, susceptible to a correction if expected technology adoption slows, or other risks emerge.

Given their strong performance over the past years, the enablers and monetizers (the large
hyperscalers) are well represented in market proxies, with the S&P 500 Index and the Nasdaq
100 and making up well over half of the index weight on a market capitalization basis. As the
industry matures and the capital expenditures on Al equipment begins to level off, we may see a
rotation from the enablers to the adopters over time.

International Markets and the U.S. Dollar

The changing policy landscape in the U.S. has led some investors to question whether the U.S.
and its currency can remain the global standard. The decline in the value of the U.S. Dollar in
2025 compared to the strength in gold and to a lesser extent Bitcoin, suggests some are
hedging their bets. While there are risks to a weaker U.S. Dollar, there are also benefits to U.S.
based investors. Portfolios that include allocations to international markets benefit from the
currency translation effect. In addition, U.S. based companies who sell abroad generate higher
earnings in dollar terms in the same way.
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Exhibit 2 illustrates the strong relationship between the relative performance of international
markets versus the U.S. market and the relative strength of the U.S. Dollar. History shows that
when the U.S. currency weakens relative to other foreign currencies, there have been long
periods of time when international markets have outpaced U.S. markets. Last year was the first
year in nearly 15 years where this was the case. Historically, the U.S. Dollar has tended to trade
based on momentum and these trends can persist for several years.

Exhibit 2: International Markets and the U.S. Dollar
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Source: JP Morgan Guide to the Markets, FactSet, MSCI, J.P. Morgan Asset Management. MSCI EAFE Index: A benchmark
tracking large- and mid-cap stocks in developed markets across Europe, Australasia and the Far East, excluding the U.S. and
Canada. Past performance is no guarantee of future results. Guide to the Markets — U.S. Data are as of December 31, 2025.

Like the U.S. stock market, the U.S. Dollar was among the best performing currencies in the
world for over 15 years. This upward trend in the U.S. Dollar Index began to shift when new
trade policies were announced last year. Trade flows are beginning to shift as a result. Imports
have started to decline following a first quarter pre-tariff spike. Questions related to future U.S.
policy, and renewed investor interest in Europe and Japan, have stemmed the demand for the
U.S. currency. Gold, often seen as a hedge against rising economic uncertainty, has surged by
nearly 50% amid the latest policy shifts. Bitcoin, less proven than gold as a hedge, has seen
periods of positive returns, but the cryptocurrency has been much more volatile, dropping from
record highs.
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Past Performance is No Guarantee of Future Performance.

Reminder: The returns for your accounts are affected by the timing of new investments, cash flow patterns (deposits,
withdrawals, and transfers), client-specific asset allocation policies and retained individual securities. All of these
variables may cause dispersion among returns, as compared to our Models.

Wescott Disclosure Information

Wescott Financial Advisory Group, LLC (“Wescott or the “Firm”) is an SEC registered investment adviser with its
principal place of business in the Commonwealth of Pennsylvania. Registration does not imply a certain level of skill
or training. Wescott may only transact business in those states in which it is notice filed, or qualifies for an exemption
or exclusion from notice filing requirements.

Wescott has prepared this material for the purpose of providing general information regarding its investment advisory
services where providing such information is not prohibited by applicable law. The information contained herein should
not be construed as personalized investment advice, and should not be considered as a solicitation to buy or sell any
security or engage in a particular investment strategy. For information pertaining to the registration status of Wescott,
please contact Wescott or refer to the Investment Adviser Public Disclosure web site (www.adviserinfo.sec.gov). For
additional information about Wescott, including fees and services, send for our disclosure statement as set forth on
Form ADV from Wescott using the contact information herein.

*These returns do not represent a composite of actual client accounts; they are based upon actual model allocations
and manager returns of the contemporaneously approved models and managers by the Wescoft Investment
Committee. Model performance results have certain limitations, including the fact that they do not reflect actual
trading nor the performance of an actual client account and, accordingly, the performance results may differ
significantly from the performance of actual client accounts. Portfolio returns for individual Wescott clients are
influenced by, among other things, their individual investment objectives, variations in asset allocation preferences,
cash flow patterns, the timing of transactions, and other securities held by clients.

Wescott returns are calculated assuming annual rebalancing each January and reinvestment of all dividends and
capital gains. The model returns assume that the portfolio remained invested for the entire period, with manager
changes reflected, but with no deposits or withdrawals. Clients’ individual portfolio returns are influenced by cash
flow patterns, the timing of transactions, “client-held” securities or managers and client specific asset allocation
policies. Investor returns vary due to cash flow patterns and portfolio customizations.

Benchmark returns used in this analysis are net of the underlying managers’ fees and trading costs. Wescott returns
are also net of the underlying managers’ fees and trading costs, but gross of Wescott's management fee. Clients'

returns will be reduced by such fees, which are described in the Firm’s ADV Part 2A Disclosure Brochure.

Past performance is no guarantee of future results. Investing involves risk, including the possibility of loss.
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