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Summary

The government shutdown left markets and the Federal Reserve navigating an
incomplete economic picture. Although the government has reopened, many reports
remain delayed, and some will likely never be released.

Missing economic data contributed to diverging opinions about future interest rate cuts
among Federal Open Market Committee members, which fueled market volatility.
Al-related spending is expected to contribute to over 40% of GDP growth in 2025,
making it both a major source of growth as well as market concentration.

Mega-cap technology companies remained key drivers of strong third-quarter earnings
growth for U.S. large-cap stocks, a trend which is expected to continue well into 2026.
With a clearer economic picture post government shutdown, stocks and bonds rallied,
and the Fed’s near-term monetary policy strategy came into focus.

Overview

Given our complex, dynamic world, we can never really have a complete picture of the
economy. That said, the government shutdown left investors with unusually incomplete
information, and the past few weeks have felt like a “paint-by-numbers” exercise. Each
new economic report, Federal Reserve comment, and corporate earnings call added
another stroke to an ill-defined picture. U.S. large-cap stocks, as measured by the S&P
500 index, ended November essentially flat, up 0.2%. The Russell 2000 index of U.S.
small-cap stocks gained 1.0% over the month. U.S. intermediate-term bonds, as proxied
by the Bloomberg U.S. Aggregate Bond Index, ended November up 0.6%.

Paint-by-Numbers

The U.S. government shutdown, triggered by unresolved budget disputes, began on
October 1 and ended on November 12, marking the longest government shutdown in U.S.
history." During that period, key economic data from agencies such as the Bureau of
Labor Statistics, the Bureau of Economic Analysis, and the Department of the Treasury
were delayed or disrupted, leaving markets, investors, and the Federal Reserve with an
incomplete view. For six weeks, private-sector indicators (including the Johnson Redbook
Index, Challenger, Gray & Christmas jobs report, state-level initial jobless claims, and the
University of Michigan consumer survey), alongside third-quarter earnings results,
provided the only strokes of color.

Since the government reopened, economic reports have slowly trickled in, with no set
schedule for those delayed due to the government shutdown. Even Bloomberg has given
up on pinpointing the exact timing of economic data prints, offering only a date range
(between December 2 and December 10, 12, 19, and 31) on their official economic
release calendar.

Retail sales in September (released on November 25) missed estimates, rising only 0.4%
month-over-month.? Importantly, the “control group,” which is a direct input to the third-
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quarter GDP estimate, declined by 0.1%, recording a negative reading for the first time
in five months.? Consumer sentiment in October fell to 51, the second-lowest reading in
50 years, and the Conference Board’s survey showed the share of consumers reporting
jobs as “hard to get’ near its highest level since 2021.3* Black Friday spending was
muted, rising 3% year over year.® Adobe Analytics reported a notable 9% increase in
buy-now-pay-later spending relative to 2024.5 Al-driven ecommerce traffic surged 758%
year over year, generating more purchases than traditional channels such as social
media, email, or organic search.® With no third-quarter GDP print available yet, the
Atlanta Fed’'s GDPNowcast provides the best estimate, projecting third-quarter growth of
3.9%.7

It seems that two critical pieces of the picture will remain missing forever: the Bureau of
Labor Statistics will not release an October inflation report, as data could not be collected
retroactively, and the Employment Situation report (which includes the unemployment
rate) for October will also never exist, though the Establishment Survey (which measures
nonfarm payrolls) portion will be released.®® The Congressional Budget Office estimates
the government shutdown will detract 1.5% from fourth-quarter GDP growth and result in

$11 billion in inflation-adjusted GDP permanently lost."

It is hard not to notice the disconnect between record-low consumer sentiment and strong
GDP growth. What has been released shows a divergence in momentum: while some
sectors and households are seeing gains, others are clearly falling behind. News stories
and searches for “K-shaped” economic recoveries reflect this dynamic. Google search
interest rose to 85 in early November, the highest since 2004 (100 indicates peak
popularity for a search term)." This dynamic was captured by the Federal Reserve Bank
of San Francisco in the most recent Fed beige book, released on November 26:
“Consumers at the lower end of the income distribution continued to reduce their
discretionary spending, including on full-service restaurant dining, elective health
care, entertainment, and beauty and personal services... Demand from
consumers at the higher end of the income distribution was resilient.”'?
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Without more official data to guide expectations, Federal Reserve members began to
diverge on whether to cut interest rates by 0.25% at the December FOMC meeting. While
Fed Chair Jerome Powell has remained publicly silent since the October 29 FOMC
meeting, other committee members have been vocal, and betting markets now predict an
87% chance that at least two members will vote against an interest rate cut at the
December meeting."®Fed Governor Christopher Waller discussed Fed members’ differing
opinions on November 17:

“On the group-think thing, people who are accusing us of this, get ready. You

might see the least group-think you've seen from the FOMC in a long time.”"*
Boston Fed President Susan Collins similarly noted on November 22:

“We’re in a complex period. | think having a range of views is important... If we all

thought exactly the same thing, | think that would be problematic.”'®

From the stock market’s perspective, not cutting rates would be a mistake. The S&P 500
declined by 5% between November 12 and November 20 while the Russell 2000 declined
by 6% over the same period. Comments from Fed officials favoring a rate cut helped
reverse some losses: between November 20 and November 26, the S&P 500 rose 4%
while the Russell 2000 rallied 8%. On November 17, the probability of a rate cut had
dropped to 42%, but spiked to 74% on Monday, November 24, after New York Fed
President John Williams said:'®
“I still see room for a further adjustment in the near term to the target range for
the Federal funds rate to move the stance of policy closer to the range of
neutral.”""
San Francisco Fed President Mary Daly shared a similar sentiment, citing concerns about
a deterioration in the labor market, noting: “/ don’t feel as confident we can get ahead of
it."'® On the risk of rate cuts, Daly said:
“For me, | put the risks of moving [rates down] a little bit lower than the others,
and | put the risk of not moving a little bit higher than the others."®

December Rate Cut Expectations Fluctuated; 2026 Expectations Remain Steady
Implied Federal Funds Rate, %
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Notably, 2026 rate-cut expectations remained relatively stable. Markets are pricing in the
equivalent of two quarter-point reductions next year—one of which is expected before
Powell's term ends in May."® At the December 9 FOMC meeting, the Fed will release
projections for year-end 2026 rates.
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Despite the incomplete economic data, the third-quarter earnings season added some
color to an otherwise blank canvas. As of the end of November, 95% of S&P 500
companies had reported results, and 83% of companies exceeded expectations.'
Earnings growth expectations for the third quarter notably improved through November,
rising from 8% at the end of September to 13% by month end. Information technology
(+28%) and utilities (+24%) remained key drivers of overall earnings growth.' Looking
ahead, full-year 2025 S&P 500 earnings growth expectations continue to edge higher,
rising from 11% at the end of September to 12% by November’s end, and full-year 2026
expectations at 14%.'"° Revenue growth for the S&P 500 is expected to rise by 8% in the
third quarter, marking the highest revenue growth rate for the index since the third quarter
of 2022 (when revenue grew by 11%).2° The third quarter also marked the highest net
profit margin for the S&P 500 since at least 2009, at 13.1.2° The previous high for net
profit margins was 13.0%, recorded in the second quarter of 2021. Earnings for the
Magnificent Seven (Apple, Meta, Microsoft, Amazon, Alphabet, Tesla and Nvidia) rose
18% (versus 12% for the rest of the 493 S&P 500 companies).'®

Magnificent 7 Earnings Growth is Expected to Remain Strong
S&P 500 Earnings Growth, Year-Over-Year %
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Source: FactSet. As of 11/21/2025. The Magnificent 7 comprises AAPL, AMZN, GOOG, META, MSFT, NVDA, and TSLA; the
S&P 493 comprises the S&P 500 minus the Magnificent 7 companies.

Al-related earnings growth continued to dominate market narratives. On November 18,
Alphabet announced the launch of Gemini 3, which outperformed OpenAl's ChatGPT in
all major Al benchmarks (including academic and visual reasoning, scientific knowledge,
coding, and mathematics, amongst others) and was trained without Nvidia chips.?'?223
Alphabet’s share price rose 14% in the week following the release of Gemini 3. In
contrast, despite reporting strong earnings on November 19, Nvidia’s share price
declined by 2% over the same period.

Gemini 3 highlights the intense competition that is coming to define the Al age,
particularly between tech giants like Alphabet and the OpenAl-Nvidia duo (OpenAl's
ChatGPT uses Nvidia chips). Anthropic uses a mix of chips from Google and Nvidia, and
Meta (which had up until recently been using Nvidia chips) announced on November 25
that it is in talks to use Google chips to diversify away from Nvidia.?*2®

According to the Center of Public Enterprise, Al will account for over 40% of GDP growth
in 2025.2% Yet the pace of Al companies’ spending remains a concern. Investors question
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OpenAl’'s commitment to spend over $1 trillion, despite having only $13 billion in revenue
and being five years away from profitability.?”?® Anthropic, the second-largest private Al
company after OpenAl, does not expect to be profitable until 2028.%" Intense
competition, a rise in vendor financing, and increased debt issuance (over $70 billion
since September) add to these concerns.? Oracle’s outstanding debt surpassed $100
billion in November as it continues to borrow heavily to fund Al infrastructure buildouts,
making it the most indebted investment-grade mega-cap tech company.?® By the end of
November, the cost of insuring Oracle’s debt against default climbed to its highest level
since March 2009, rising to 1.3% per year—more than triple the cost in June when it was
just 0.4%.% Oracle’s stock price declined by 21% in November. In addition to the sparse

economic data and divergent Fed views, these worries contributed to muted equity
performance in November.

Tech Company Bond Issuance Has Skyrocketed Since September
Select Mega-Cap Technology Company Bond Issuance, Monthly $Bn
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Markets

U.S. large-cap stocks ended November up 0.2% while international developed market
stocks ended the month up 0.6%. U.S. small-cap stocks gained 1.0% over the month
while developed market small-cap stocks ended November up 1.2%. Emerging market
stocks declined by 2.4%. At the individual country level, Brazil gained 8% in November
while China declined by 2.5% and Taiwan ended the month down 5%.

The 10-year Treasury yield remained steady throughout November. It dropped marginally
below 4% on November 27 before ticking up to end the month at 4.01%. High-yield credit
spreads widened to 3% on November 24 amid market uncertainty over the Fed’s path for
rate cuts and news of intensifying competition in the Al sector. However, spreads eased
to end November at 2.7% as the probability of a December rate cut strengthened. (A
recent low of 2.6% was recorded on September 19.) Despite the uptick, credit spreads
remained contained by historical standards: the 10-year average is 4.0%.

Gold, which has gained 59% over the year, ended the month up 4%, briefly dropping
below $4,000 per ounce in early November before rebounding. West Texas Intermediate
(WTI) crude oil prices spent the last 10 days of November trading below $60 per barrel,
ending the month at $59. WTI prices need to be at least $65 per barrel for a U.S. irm to
profitably drill a new well.®' National average gas prices dropped below $3 per gallon
for the first time since May 2021, ending November at $2.99 per gallon.?
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November 2025 Key Market Total Returns

U.S. Small Cap Stocks
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Source: Bloomberg. See disclosures for index definitions.

Looking Forward
On December 1, the Fed ended quantitative tightening (QT). When the Fed restarted a
technical quantitative easing (QE) cycle in September 2019, one justification was that
reserves had fallen below what was deemed to be “ample” levels (then, $2 ftrillion).
Reserves have again recently dropped below what is considered to be an “ample” level
(now, $3 trillion). This, combined with recent comments from Chair Powell and Governor
Waller, suggests the Fed may soon restart QE. At the October FOMC meeting, Powell
noted:
“... Reserves is the thing that we're managing that has to be ample. So, that'l
happen for a time, but not a tremendously long time. We don't know exactly how
long, but at a certain point, you'll want to start—you'll want to start reserves to
start gradually growing to keep up with the size of the banking system and the
size of the economy.”®

With a clearer economic picture post-government-shutdown, equity markets rallied, and
the Fed’s near-term monetary policy strategy came into focus. Despite elevated equity
valuations, historically tight credit spreads, continued earnings growth, and the prospect
of substantially easier policy (including the likely restarting of QE), should encourage
investors to patiently stay the course, albeit in diversified portfolios.
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Disclosures

The material shown is for informational purposes only. Any opinions expressed are current only as of the
time made and are subject to change without notice. This report may include estimates, projections or
other forward-looking statements; however, forward-looking statements are subject to numerous
assumptions, risks, and uncertainties, and actual results may differ materially from those anticipated in
forward-looking statements. As a practical matter, no entity is able to accurately and consistently predict
future market activities.

Additionally, please be aware that past performance is not a guide to the future performance of any
investment, and that the performance results and historical information provided displayed herein may
have been adversely or favorably impacted by events and economic conditions that will not prevail in the
future. Therefore, it should not be inferred that these results are indicative of the future performance of
any strategy, index, fund, manager or group of managers.

The graphs and tables making up this report have been based on unaudited, third-party data and
performance information provided to us by one or more commercial databases. While we believe this
information to be reliable, 103 Advisory Group LLC bears no responsibility whatsoever for any errors or
omissions. Index benchmarks contained in this report are provided so that performance can be
compared with the performance of well-known and widely recognized indices. Index results assume the re
-investment of all dividends and interest. Moreover, the information provided is not intended to be, and
should not be construed as, investment, legal or tax advice. Nothing contained herein should be
construed as a recommendation or advice to purchase or sell any security, investment, or portfolio
allocation. This presentation is not meant as a general guide to investing, or as a source of any specific
investment recommendations, and makes no implied or express recommendations concerning the
manner in which any client's accounts should or would be handled, as appropriate investment decisions
depend upon the client's specific investment objectives.

Performance Disclosures

All market pricing and performance data from Bloomberg, unless otherwise cited. Asset class and sector
performance are gross of fees unless otherwise indicated.

Asset Class Definitions

Asset class performance was measured using the following benchmarks: U.S. Large Cap Stocks: S&P
500 TR Index; U.S. Small & Micro Cap: Russell 2000 TR Index; Intl Dev Large Cap Stocks: MSCI EAFE
GR Index; Emerging & Frontier Market Stocks: MSCI Emerging Markets GR Index; U.S. Interm-Term Muni
Bonds: Bloomberg 1-10 (1-12 Yr) Muni Bond TR Index; U.S. Interm-Term Bonds: Bloomberg U.S.
Aggregate Bond TR Index; U.S. High Yield Bonds: Bloomberg U.S. Corporate High Yield TR Index; U.S.
Bank Loans: S&P/LSTA U.S. Leveraged Loan Index; Intl Developed Bonds: Bloomberg Global Aggregate
ex-U.S. Index; Emerging & Frontier Market Bonds: JPMorgan EMBI Global Diversiied TR Index; U.S.
REITs: MSCI U.S. REIT GR Index, Ex U.S. Real Estate Securities: S&P Global Ex-U.S. Property TR Index;
Commodity Futures: Bloomberg Commodity TR Index; Midstream Energy: Alerian MLP TR Index; Gold:
LBMA Gold Price, U.S. 60/40: 60% S&P 500 TR Index; 40% Bloomberg U.S. Aggregate Bond TR Index;
Global 60/40: 60% MSCI ACWI GR Index; 40% Bloomberg Global Aggregate Bond TR Index.
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