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Summary Equity markets Last Year-
Stocks rose last week (S&P 500 +1.17%). Equal weight was up for the (Index total return %) week to-date
first time in eight weeks even though the Russell 2000 was down for the DJIA 0.96 8.80
fifth straight week. Some signs of rate stabilization and improving breadth S&P 500 1.17 15.14
were encouraging. Best sectors were consumer staples (+3.99%), utilities NASDAQ 0.65 18.28
(+3.97%), and energy (+3.62%); two sectors were negative on the week:
industrials (-0.40%) and technology (-0.25%). Russell 1000 055 1407
Russell 1000 Growth 0.68 8.59
Key takeaways Russell 1000 Value 1.68 22.00
Russell 2000 -1.36 13.61
1. The U.S. economy is in solid shape; recent data indicate that U.S. economic
momentum is improving on the back of resilient consumer spending and
broadening gains in manufacturing activity and business investment. Solid S&P equity sectors Last Year-
c i i i i ich i (Index total return %) week to-date
Communication services 0.86 5.03
Consumer discretionary 3.13 -1.68
2. Consumer staples 3.99 10.17
Energy 3.62 48.45
Financials 2.38 1.23
Ls_stllLlLkethp_t_a_Le_cessm because 1) Credit condltlons Iook reasonably Health care o 179
benign, 2) consumer net worth is rising, 3) firing remains restrained, 4)
gig work is still available, 5) new business formation is up, and 6) trend Industrials -0.40 10.05
productivity growth is accelerating. Information technology -0.25 30.40
3. Materials 143 11.02
Real estate 1.83 6.97
Utilities 3.97 -0.94
4, 3 , . The only
tlmes |t was close to thls year's hlgh were perlods of recession or crisis.
5. Investor concerns about the fiscal and economic outlooks in France have mounted, along with rising bond yields. Erance_
. lint | . |
6. Bond bullis! . in the 5 il he last 10 .
7. The earnlngs yield usmg a 19x forward P/E i |s 5 26%, V|rtuaIIy |dent|cal to the yield of the 10-year Treasury. This makes bonds
8. , as companies lap tough year-over-
year comparisons, and the factors that have boosted corporate profits this year fade in strength
9.

dlfference this time i |searn|ngs IT accounts for 36. 3% of the index’s forward earnings, a gap of just 3. O percentage points. At
the 2000 peak, the gap was 17.5 points.




Sticky Inflation Will Eventually Cause More Problems for Markets International equity markets Last Year-
L. . . (Index total return %) week  to-date

It appears as though the rise in government bond yields has been driven
by the real component, reflecting an upgrading of economic expectations, MSCIACWI 0.03 13.58
as growth has been persistently better than was envisioned at the start of MSCIACWIEX U.S. -0.94 12.66
the year - both in the U.S. and globally. The consensus entering 2026 was MSCI EAFE 115 8.01
that developed-market central banks would need to lower policy rates this MSCI EM 058 2705
year. As recently as late February, 10-year Treasury yields were just 4% and ’ '
investors were forecasting a Fed funds rate of 3% in one year's time.

. . . Fixed income markets Last Year-
Global economic growth has been resilient in the face of yet another new (Index total return %) week  to-date
jolt this year (the Middle East war and related energy shock.) Moreover, Bloomberg U.S. 0.41 246

activity has recently improved further: PMI surveys show broad-based gains Aggregate Bond
with current readings consistent with solid growth. Consequently, bond

. . . . . Bloomberg U.S. 0.14 0.29
investors have reversed their economic expectations, pushing up bond Corp. High Yield
yields, and most central banks have lifted their policy rates, with markets
ting further rate hikes in the next 12 months Bloomberg U.S. 0.42 243
expecting . Gov/Credit
Bloomberg U.S. 0.04 2.84

However, investors have not yet bet that better growth will lead to higher
inflation, as inflation compensation measures have stayed calm. There has
been considerable complacency since inflation has stayed above central

T-Bill 1-3 Month

bank targets in most countries for five years. While prospects for a pause Alternatives Last Year-
in the relentless rise in bond yields could soon develop, the resilience of (Index total return %) week to-date
equity markets in the face of much higher yields and the new high in the Real estate 034 6.37
global stock/bond ratio warn that yields have not yet overshot. Some (FTSE NAREIT)

cracks haye appeared in S:redit ma-rkets, bu@ ar.e.not yet large ?nough to Commodities (DJ) 1.79 3501
signal an imminent peak in bond yields or significant setback in equity - - -

markets. However, government bond yields are now oversold, and most gggﬂgfiif private equity 020  -13.34

agree that the source of higher yields has been in the real component. This _

“calmness” reflects the deeply entrenched bias among many bond investors, Currencies (DB Currency 0.48 12.05
. . Future Harvest)

encouraged by complacent central banks, that even when an inflation

uptrend is underway, inflation will “always return to 2%” without the need

for a recession.

The structural backdrop for inflation started to shift in the second half of the 2010s and has tilted even higher in terms of
inflationary pressures this decade. Waiting for “gravity” to pull down inflation without weak economic growth is likely going
to continue being a losing bet.

With regard to government finances, there are three points worth noting: 1) that massive budget deficits have occurred

at a time of low unemployment rates and generally good growth is unprecedented, 2) that massive deficits have also
occurred from a starting point of very elevated debt levels in most of the DM world is also worrisome, and 3) that the rapid
deterioration in government finances is not generating massive political backlash is worrisome.

Conclusion

The upward pressure on global bond yields has intensified. However, bond markets are now oversold, implying good odds
that yields will soon consolidate before another upleg occurs. Our expectation has been that bond yields will eventually rise
to the point where something breaks; namely, risk-asset markets crack, followed by, at a minimum, an economic growth
scare. As mentioned above, some credit stresses have started to emerge.

Source: Bloomberg as of 10/09/26

Crossmark Global Investments Inc. (Crossmark) is an investment adviser registered with the Securities and Exchange Commission that provides
discretionary investment management services to mutual funds, institutions, and individual clients. Investment advice can be provided only after the
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All investments are subject to risks, including the possible loss of principal. Past performance does not guarantee future results.

Information and recommendations contained in market commentaries and writings are of a general nature and are not intended to be construed as
investment, tax, or legal advice. These materials reflect the opinion of Crossmark on the date of production and are subject to change at any time without
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