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2025: A Year in Review

This past year proved to be a revealing stress test for both U.S. fiscal and monetary policy, highlighting
how interconnected, and at times conflicting, these two levers have become. On the fiscal side, policy
continued to lean toward stimulus as large and persistent federal deficits continued to inject funds into
the system. This complicated the task of monetary policymakers who were attempting to guide inflation
lower without tipping the economy into recession. This choice between fiscal stimulus and monetary
restraint became one of the defining macro themes of the year.

Within that fiscal backdrop, the renewed turn toward protectionism stood out as a major policy shock.
Tariffs, in particular, functioned as an implicit tax on global trade, with effects that rippled far beyond their
stated objectives. While designed to protect domestic industries and re-shore supply chains, higher
tariffs raised input costs, distorted pricing signals, and introduced uncertainty into corporate planning.
For multi-national companies, this meant margin pressure on earnings and delayed capital spending
decisions; for global markets, it meant weaker trade volumes, disrupted supply chains, and heightened
volatility across currencies, commodities, and emerging-market assets. In practice, tariffs blurred the
line between fiscal and inflation policy, injecting cost pressures at precisely the moment Fed was seeking
disinflation.

Monetary policy in 2025 was therefore forced into a more nuanced and reactive stance. After an extended
period of restrictive rates aimed at restoring price stability, the Federal Reserve found itself navigating a
narrow path: inflation was cooling but not fully defeated, while labor market data was clearly softening.
Rate cuts were no longer about stimulating growth, but about preventing monetary policy from cutting off
economic growth (Chart 1). The presence of tariffs complicated this calculus, as any tariff-driven
increase in goods prices risked slowing the disinflation trend without delivering meaningful
improvements in underlying demand.
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Outside of policy developments, 2025 was a year heavily influenced by the continued rise of artificial
intelligence (Al). As with broader markets, progress in Al drove performance in a start-and-stop fashion,
with periods of strong enthusiasm followed by moments of reassessment (Chart 2). The key question now
is how this technology translates beyond the core innovators and into the broader corporate landscape.
While leading technology companies are likely to remain primary drivers of equity returns, the next phase
of Al’'s evolution will be marked by wider adoption—when its impact begins to show more clearly in
earnings growth across a broader range of industries.
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Source: Bloomberg, Standard and Poor’s

Ultimately, 2025 reinforced the importance of discipline in an increasingly complex and fast-moving
market environment. Both fiscal and monetary policy uncertainty led to frequent start-and-stop periods
across both stocks and bonds, while rapid advancements in artificial intelligence, particularly the surge
in data-center investment, contributed to heightened market swings, especially later in the year. Although
equities were tested and volatility challenged investor confidence at times, markets ultimately remained
resilient. By adhering to a consistent investment process and long-standing philosophy, portfolios were
well positioned to navigate these challenges, delivering strong results with double-digit returns across all
asset allocation strategies and solid mid- to high-single-digit returns for fixed-income-focused portfolios.

So where does that leave us heading into 20267?

The short answer is that the outlook looks broadly similar to last year, but with greater clarity. On the
fiscal side, elevated government spending and the size of the national debt are likely to keep longer-term
interest rates relatively high, as investors continue be concerned about the amount and cost of debt the
federal government is taking on. At the same time, the Federal Reserve is expected to continue a slow
and deliberate path toward lower policy rates, which should primarily benefit the shorter end of the yield
curve. Al is likely to remain a major focus in the headlines, but continued investment in its buildout and
broader integration should increasingly translate into meaningful efficiency gains over time.

When combined with continued strength in corporate earnings and generally healthy economic
fundamentals, this backdrop supports a constructive view for the year ahead. While periods of volatility
are always possible, we believe the environment remains favorable for disciplined, long-term investors
who stay focused on fundamentals rather than short-term market noise.

Asset Allocation Outlook

While U.S. stocks stand to benefit from a more accommodative Fed with lower rates, any strengtheningin
the dollar would further add to that positive outlook. A stronger U.S. dollar generally benefits U.S.-based
companies by lowering the cost of imported goods and materials, which can help support profit margins
and reduce inflationary pressures. It also makes the U.S. economy more attractive to global investors,
often providing an additional tailwind to domestic markets (Chart 3).
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At the same time, a stronger dollar can be more challenging for companies overseas (International and
Emerging Market stocks), as it makes their exports more expensive to U.S. consumers and can reduce the
value of foreign earnings when translated back into dollars. For international investments, this currency
effect can create a short-term headwind, even when underlying business fundamentals remain sound.

When the Federal Reserve cuts interest rates, the greatest impact is typically felt at the short end of the
yield curve. This means short-term interest rates are likely to decline, including the rates offered on
money market funds and high-yield savings accounts at banks. While falling rates generally lead to higher
bond prices, shorter-term investments come with an added consideration known as reinvestment risk.
As bonds mature, the proceeds may need to be reinvested at lower interest rates, which can reduce
future income.

With longer-term interest rates expected to remain elevated due to ongoing fiscal challenges, a
steepeningyield curve (difference in yield between the 2-year and 10-year yield) continues to create
attractive opportunities in intermediate maturities. This part of the yield curve helps reduce reinvestment
risk while offering a meaningful increase in yield without taking on excessive interest rate sensitivity.
Credit quality across most bond markets remains strong; however because of this, the additional yield
investors receive over U.S. Treasury bonds remains modest. When this yield advantage is limited, itis
often prudent to allocate more meaningfully toward Treasury securities, where income can be earned
with lower credit risk.

Lastly, while typically a smaller portion of our overall allocation, gold has continued its strong upward
trajectory. It remains largely uncorrelated with most traditional asset classes and is increasingly being
viewed as an alternative to long-dated government bonds as a store of value. While gold does have
drawbacks, including the fact that it does not produce income and can experience periods of heightened
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volatility due to its sensitivity to global risk events, we believe it plays a valuable role in portfolio
construction. As such, we will continue to hold a modest allocation within portfolios to provide
diversification, non-correlated return potential, and an additional layer of risk management.

2026 Positioning

Against this backdrop—an increasingly accommodative Federal Reserve, ongoing concerns around long-
term fiscal policy, a weaker but seemingly stabilized U.S. dollar, and a steepening yield curve—we enter
2026 with a modestly bullish outlook. While uncertainty remains, particularly around the pace of artificial
intelligence adoption and ongoing geopolitical risks, early returns from Al investment have been
encouraging and suggest meaningful long-term potential.

From an allocation perspective, an overweight to technology-heavy U.S. equity markets appears
warranted, especially given a cyclically low U.S. dollar that supports global competitiveness and earnings
growth. At the same time, we believe maintaining exposure to international and emerging markets
remains important for diversification, though at a somewhat reduced level compared to 2025. Within
portfolios, a continued allocation to gold should help dampen volatility and provide diversification
benefits. On the fixed income side, we remain cautious on spread-based products, as yield advantages
over Treasuries are currently limited, making a more Treasury-focused approach a prudent way to begin
the year.

We remain cautious in areas of the market that tend to be more sensitive to higher interest rates,
including Real Estate, Mortgage-Backed Securities (MBS), and Small Cap stocks. Elevated rates increase
borrowing costs, which can pressure smaller companies that rely more on short-term financing and real
estate owners that depend on refinancing to manage debt—costs that cannot always be passed on to
tenants. In the MBS market, higher rates for longer can also limit returns, as fewer homeowners refinance
and investors receive their principal back more slowly. When combined with relatively modest additional
yield compared to simpler options like U.S. Treasuries, this dynamic can make price appreciation more
limited in these areas.

Lastly, while high-yield bonds offer attractive income, the additional yield over higher-quality investment-
grade bonds is relatively modest by historical standards. With investment-grade yields already elevated,
we do not believe the incremental income from lower-quality bonds adequately compensates investors
for the additional risk at this time.

As always, we truly appreciate the trust you place in us and remain committed to managing your portfolio
with care, discipline, and a proactive approach. This past year delivered strong results, and we look
forward to building on that momentum as we continue to partner with you and your families in the new
year.
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Disclosure

The DT Investment Partners ° Commentary and Outlook discusses general developments, financial
events in the news and broad investment principles. It is provided for information purposes only. The
material represents an assessment of the market environment at a specific point in time and is not
intended to be a forecast of future events, or a guarantee of future results. Investments in various asset
classes entail different investment risks. For example, small cap stocks tend to be more volatile than
large or mid-cap stocks. International and emerging markets stocks have exposure to currency
fluctuations, foreign taxes, political instability and the possibility for illiquid markets. Fixed income
investments involve interest rate and credit risks among others. Real estate investing includes risks such
as declines in value of real estate, changing economic conditions, tax laws or property taxes.
Commodities ~ investing is highly volatile and subject to changing economic conditions and the vagaries
of speculators among other risks. One cannot invest directly in an index. Past performance does not
guarantee future results.
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