CAVANAL HILL

Equity Markets
Overview

Keys to watch:
« U.S. labor market data

« Impact of tariffs and trade policy
« Federal Reserve monetary policy

After strong growth in the second and third quarters

of 2025, the U.S. economy showed modest signs

of weakening in the fourth quarter, with key labor
market data indicating a downward shift. Although no
data were released in October because of the U.S.
government shutdown, the unemployment rate was
4.5% in November and 4.4% in December, the highest
level in years. Monthly nonfarm payroll numbers were
their weakest in years as well, with a loss of 173,000
jobs in October and gains of only 57,000 and 50,000 in
November and December, respectively.

Meanwhile, inflation appeared fairly steady at an
annual rate of 2.7% in November and December, still
stubbornly above the Federal Reserve’s target 2.0%
but not showing adverse effects from the widespread
imposition of tariffs on goods produced abroad. The
U.S. Federal Reserve responded to signs of economic
weakness by cutting the federal funds rate by 0.25%
at both its November and December meetings to

a range of 3.50 to 3.75%, with expectations of two
further quarter-point cuts in 2026.

International stocks led markets as U.S.
stocks gained modestly

International stocks continued their 2025 market
dominance by leading U.S. stocks in the fourth
quarter while major bond indexes rose as well.
Among U.S. equities, value stocks outperformed

growth while there wasn’t much separation between
large-cap and small-cap stock performance.

The Russell 1000 Index (a proxy for large-cap
stocks) returned 2.41% in the fourth quarter, edging
the small-cap Russell 2000 Index, which gained
2.19% for the period. Outperforming both was the
technology-heavy NASDAQ Composite Index’s
2.72% advance in a quarter featuring across-the-
board modest stock performance.
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The S&P 500 Index returned 2.66% for the quarter, inflationary risks. Labor market weakness and

led by health care and communication services inflationary risks continue to be worth monitoring.
stocks. Also posting slight gains for the quarter were
financials, energy, information technology, materials,
industrials, and consumer discretionary stocks.
Consumer staples had flat performance while the
utilities and real estate sectors were in the red.

As always, we advise using caution and taking a
prudent, diversified approach to your investing.

International stocks featured near-identical gains

by developed and emerging market equities as

the MSCI EAFE Index’s return of 4.91% edged the
MSCI Emerging Market Index’s 4.78% quarterly
return. For the full calendar year, the MSCI Emerging
Market Index gained 34.36% while the MSCI EAFE
Index returned 31.89%, roughly double the S&P

500 Index’s 17.88% return for 2025 as investors
decreased their exposure to U.S. stocks in the face
of policy uncertainty.

Modest optimism continues

While unpredictable U.S. government policy has
led to ongoing uncertainty over the past year,
capital markets have remained buoyant, reflecting
the surprisingly resilient U.S. economy, strength
in overseas economies and markets, and positive
expectations for the overall economic impact of
artificial intelligence.

Going forward, corporations have maintained
healthy profit margins along with positive earnings
expectations. While Al-related stocks have

helped to carry capital-weighted indexes higher
for the past couple of years, signs of broadening
participation across almost all sectors, investment
styles, capitalization sizes, and geographies bode
well for 2026.

However, the potential for geopolitical risks exists and
has risen as 2026 began. Uncertainty regarding the
ongoing independence of the Federal Reserve from
political interference is a heightened concern as well.

Following the Fed’s quarter-point rate cuts in
November and December, the market has priced
in two more rate cuts for 2026. While the economy
remains resilient, weakness in employment has
outweighed some ongoing concerns regarding
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Disclosures

Cavanal Hill Investment Management, Inc. (“Cavanal Hill”) is an SEC registered investment adviser and a wholly-owned
subsidiary of BOKF, NA, a wholly-owned subsidiary of BOK Financial Corporation, a financial holding company (“BOKF”).
SEC registration does not imply a certain level of skill or training. Information contained herein has been obtained from
sources believed to be reliable, but not guaranteed. The opinions expressed herein reflect the judgment of the author at this
date and are subject to change without notice and are not a complete analysis of any sector, industry or security. Cavanal
Hill Distributors, Inc., member FINRA, is the distributor for Cavanal Hill Mutual Funds. Cavanal Hill Distributors, Inc. is also a
wholly-owned subsidiary of BOKF, NA and an affiliate of Cavanal Hill Investment Management, Inc.

This report is not to be considered a recommendation of Cavanal Hill’s investment management services, any particular security,
strategy or investment product, nor is it intended to provide personal investment advice. It does not take into account any specific
investment objectives, financial situations, or particular needs of any specific person who may receive this report. Investors should
seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies discussed
in this report and should understand that statements regarding future prospects may not be realized.

The information provided in this presentation is for informational purposes only and is not an offer to sell or a solicitation of an

offer to buy any securities in any jurisdiction. Cavanal Hill’s investment management services may only be offered by Cavanal Hill
representatives in states where registered or exempt from registration. The purpose of this report is to provide the public with general
information on Cavanal Hill’s services and philosophy. Any communications with prospective clients residing in jurisdictions where
Cavanal Hill and its investment adviser representatives are not registered or licensed shall be limited as to not trigger registration or
licensing requirements.

Investors should note that income from such securities or other investments, if any, may fluctuate and that price or value of such
securities and investments may rise or fall. Investments are not insured by the FDIC and are not guaranteed by Cavanal Hill or any
bank, including any banking affiliates of Cavanal Hill. Investments are subject to risks, including the possible loss of the principal
amount invested. Past performance does not guarantee future results. This communication is not to be construed as legal advice.

This document contains forward-looking statements that are based on management’s beliefs, assumptions, current expectations,
estimates, and projections, of the securities and credit markets and the economy in general. Words such as “anticipates,” “believes,”
“estimates,” “expects,” “forecasts,” “plans,” “projects,” variations of such words and similar expressions are intended to identify such
forward-looking statements. Management judgments relating to and discussion of the value and potential future value or performance
of any security, group of securities, type of security or market segment involve judgments as to expected events and are inherently
forward-looking statements.

These statements are not guarantees of future performance and involve certain risks, uncertainties and assumptions that are difficult
to predict with regard to timing, extent, likelihood and degree of occurrence. Therefore, actual results and outcomes may materially
differ from what is expressed, implied, or forecasted in such forward-looking statements. The potential realization of these forward-
looking statements is subject to a number of limitations and risks. Cavanal Hill does not undertake any obligation to update, amend,
or clarify forward-looking statements, whether as a result of new information, future events or otherwise. This report may not be
reproduced, redistributed, retransmitted or disclosed, or referred to in any publication, in whole or in part, or in any form or manner,
without the express written consent of Cavanal Hill. Any unauthorized use or disclosure is prohibited. Receipt and review of this
research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or
information contained in this report. This material was authored by a Portfolio Manager for Cavanal Hill Investment Management, Inc.
For questions about this report, please contact Matt Stephani at 918-588-6192.
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