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KEY TAKEAWAYS:

1. The economy remains resilient, supported by a historic
data center investment cycle, strong productivity
growth, and a healthy labor market.

While the S&P 500 closed the quarter near record
highs, valuations are reasonable given robust corporate
earnings growth.

Downside risks include higher bond yields, which can
raise financing costs throughout the economy, and
rising energy costs.

The long-term outlook for economic growth is
constructive and a diversified investment approach
may benefit from the ongoing capital investment cycle.

Effective slogans, such as “it’s the economy, stupid” from

Bill Clinton’s 1992 campaign, endure because they capture
complex ideas in simple language. While not as pithy, Federal
Reserve Chairman Kevin Warsh provided an effective and
succinct assessment of today's economy. Notably, expanding
economic activity characterized by strong productivity
growth and a healthy labor market, partially offset by elevated
uncertainty owing, in part, to geopolitical developments.

Rarely do Fed chairs speak with such clarity. Warsh'’s
comments followed the Fed's announcement that they
planned to raise short term interest rates by % point, the first

increase since 2023. By removing “a dose of accommodation,”

the Fed hopes to lessen inflationary pressures without
negatively impacting the expansion.

The economy’s foundation is solid and unlikely to be derailed
by the Fed's actions. Our economy continues to benefit

from a massive data center infrastructure investment cycle.
Average annual investment is estimated to be almost 4%

of GDP for the next several years, totaling over $10 trillion.
This would be the largest capex cycle in our nation’s history,
exceeding the major infrastructure investment cycles in the
last century combined.

The labor market also remains healthy, though much

of the recent job growth has occurred in lower-paying
service industries. As a result, wage gains remain moderate,
helping contain inflationary pressures while still supporting
household income growth. Rising equity and home prices
continue to support household net worth, particularly
among higher-income consumers, helping sustain aggregate
spending.

These forces are evident in robust corporate earnings.
Quarterly earnings for the S&P 500 are up 75% over the past
eight quarters, with estimates of almost 30% growth in the
third quarter of this year.
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The S&P 500 ended the quarter near record highs, yet
valuation is not unreasonable given the strong earnings
growth. The index's forward price-to-earnings ratio is 21x,
which roughly aligns with its long-term historical average of
closer to 18x.

S&P 500 Price v. Forward PE Ratio
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Yet some caution is warranted. The increase in bond yields
accelerated over the last quarter, resulting in the highest
longer-term yields in decades.
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Higher interest rates can ripple through the economy,
removing some luster. Positively, this reflects a strengthening
economy and corporate demand for capital. Record
investment grade debt issuance raised to fund the data
center and re-shoring initiatives requires issuers (debtors)

to compete for capital, enhancing yield prospects for bond
investors.

However, the increased yields also reflect potential negative
developments. Global bond yields are elevated as countries
use deficit financing to fund routine needs. Outstanding US
debt now totals almost $40 trillion, exceeding 100% of GDP,
and is expected to hit 120% in the next decade. The interest
burden on this debt has largely been ignored since the Great
Financial Crisis ushered in an unusual period of low interest
rates. Now, with no change in our taxing or spending policies,
and longer-term rates over 5%, the interest burden is more
onerous. Federal outlays on interest in 2025 were $1 trillion,
almost triple the outlays in 2021, and are projected to top $2
trillion by 2036.

Federal Debt and Interest Costs: Actual & Projected
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Higher government borrowing can place upward pressure
on long-term interest rates by increasing competition for
capital. This dynamic can raise financing costs throughout
the economy, particularly for interest-sensitive sectors such
as housing, commercial real estate, and capital-intensive
industries.

Past performance is not indicative of future results. There is no guarantee the observations and trends described herein will continue.

Energy prices remain an important risk, as higher energy
prices can impact spending choices far more quickly. While
core inflation measures have generally trended in the right
direction for the past few years, gasoline is up over 50% since
the beginning of the year and diesel at its highest level on
record, increasing both household expenses and business
transportation costs.

Diesel & Gas Prices per Gallon
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Historically, such increases act as a tax on economic activity,
reducing discretionary spending and compressing corporate
margins. Higher energy costs could also drive inflation
broadly higher.

Today’s challenges are serious but not grave. Often
unacknowledged, our economy is the envy of the world. With
the unemployment rate close to 4%, growth will not collapse
because of rising interest rates or energy prices. To quote
Chairman Warsh: “The American economy appears to be
strengthening. New hiring, private-sector earnings, business
capital investment - each of these markers has improved

in recent months and is pointing in a good direction. Credit
flows have been robust, particularly for businesses.”

Long term investors have more choice now than a few years
ago. The capital investment cycle should benefit a broad

set of companies, not just the large technology companies.
In addition, bond yields offer the most attractive return
prospects in years.

Investment Oversight Committee
Daniel A. Lagan, CFA° | Chief Investment Officer
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Important Disclosure

Not an Offer, Recommendation or Professional Advice: This document does not constitute advice or a recommendation or offer to sell or a solicitation to deal in any security or financial product. It is provided for information purposes
only and on the understanding that the recipient has sufficient knowledge and experience to be able to understand and make their own evaluation of the proposals and services described herein, any risks associated therewith and
any related legal, tax, accounting or other material considerations. To the extent that the reader has any questions regarding the applicability of any specificissue discussed above to their specific portfolio or situation, prospective
investors are encouraged to contact Congress Asset Management or consult with the professional advisor of their choosing.

Use of Third-Party Information: Certain information contained herein has been obtained from third party sources and such information has not been independently verified by Congress Asset Management. No representation,
warranty, or undertaking, expressed or implied, is given to the accuracy or completeness of such information by Congress Asset Management or any other person. While such sources are believed to be reliable, Congress Asset
Management does not assume any responsibility for the accuracy or completeness of such information. Congress Asset Management does not undertake any obligation to update the information contained herein as of any future
date.

Currentness: Except where otherwise indicated, the information contained in this presentation is based on matters as they exist as of the date of preparation of such material and not as of the date of distribution or any future date.
Recipients should not rely on this material in making any future investment decision

Benchmarks: Any indices and other financial benchmarks shown are provided for illustrative purposes only, are unmanaged, reflect reinvestment of income and dividends and do not reflect the impact of advisory fees. Investors
cannot invest directly in an index. Comparisons to indexes have limitations because indexes have volatility and other material characteristics that may differ from a particular fund or strategy. For example, a hedge fund may typically
hold substantially fewer securities than are contained in an index.

Forward-Looking Statements: Certain information contained herein constitutes “forward-looking statements,” which can be identified by the use of forward-looking terminology such as “may,”“will,"“should,”“expect,”“anticipate,”

“project,”“estimate,”“intend,"“continue,” or “believe,” or the negatives thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties, actual events, results or actual performance may differ
materially from those reflected or contemplated in such forward-looking statements. Nothing contained herein may be relied upon as a guarantee, promise, assurance or a representation as to the future.
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