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2026 Q3 Review and Market Update

Higher rates, midterm crosscurrents, and a richly valued equity market heading into 2027

TREY WILLERSON, CFA - President & Chief Investment Officer October 2026

Dear Clients and Friends,

he S&P 500 climbed 2.5% in the third quarter, joined by the Nasdaq Composite with a
gain of 3.3%, but trailed by the Dow Jones Industrials, which fell by 2.3%. Small- and
mid-capitalization indices struggled, with losses of 6.9% from the Russell 2000 Small-
Cap index and 2.8% from the Russell Midcap index. Major international indices were weaker,
with the MSCI ACWI Ex US Index down 0.29% and MSCI Emerging Markets down 2.96%. The
benchmark 10-year Treasury yield finished the third quarter yielding 5.3%, significantly
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above the 4.2% yield level at which it began the year.

KEY TAKEAWAYS

¢ Large caps led. Large caps gained while small, mid-cap ¢ Ratesreset higher. The 2-year Treasury moved from
and international indices declined. 3.47% to 4.8% as expected Fed cuts gave way to rate

hikes.

4 Midterm history is constructive. Stocks have typically ¢ Valuation is demanding. At 22.7x 2026 earnings, the S&P

firmed after Election Day. 500 needs continued strong earnings growth.
EXHIBIT 1 FINANCIAL MARKETS As of 9/30/2026
INDEX LEVEL MTD QTD YTD 1 YEAR 3 YEAR 5 YEAR

U.S. EQUITY MARKETS

S&P 500 7,651.54 0.36% 2.52% 12.75% 15.74% 22.89% 13.79%
Dow Jones Industrial Average 50,906.05 -3.44% -2.32% 7.19% 11.50% 17.01% 10.58%
Nasdaq Composite 26,861.06 2.98% 3.29% 16.09% 19.25% 27.52% 14.03%
Russell 1000 Growth 3,334.92 3.43% 1.98% 6.30% 7.50% 24.26% 13.66%
Russell 1000 Value 1,505.75 -2.78% 2.07% 19.27% 23.81% 20.07% 11.92%
Russell 2000 2,796.86 -4.09% -6.87% 13.71% 16.20% 17.72% 6.34%
Russell Midcap 10,912.99 -3.15% -2.84% 11.84% 12.02% 17.20% 8.04%
S&P MidCap 400 3,595.97 -3.21% -5.56% 9.88% 11.69% 14.54% 8.03%

INTERNATIONAL EQUITY MARKETS

MSCI ACWI Ex USA 651.54 -1.18% -0.29% 16.09% 23.10% 20.13% 11.97%
MSCI EAFE 1,953.43 -1.42% 0.99% 12.88% 19.86% 17.13% 11.67%
MSCI Emerging Markets 1,704.87 -0.70% -2.96% 23.42% 30.43% 25.10% 11.45%

Source: Texas Regional Bank, FactSet. Past performance is not a guarantee of future results.
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2026 Q3 REVIEW - AND MARKET UPDATE

I. FIXED INCOME

Yields at Decade Highs

Expected Fed cuts gave way to rate hikes, reshaping the opportunity for bond investors.

3.47% - 4.8%

2-year Treasury yield, start of 2026 to end of
Q3 of Q3

The change in fixed income dynamics over the course of
2026 has been substantial—a year that began with 2-year
Treasuries yielding 3.47% and expectations for 50 basis
points (bps) of Federal Reserve cuts transitioned to the
Fed raising rates in October, with at least another 25 bps
of further hikes expected and a 2-year yield of 4.8% at the
end of the third quarter. Graphically, the yield curve went
from inverted and unhealthy to steep and projecting
growth at such a rate that the Fed was compelled to
provide monetary restraint during an election season; the
year’s change creating an entirely different opportunity
for fixed income investors and a difficult reality for
mortgage and variable-rate borrowers.

The visual of the year’s evolution in yield

expectations is extreme enough to speak
for itself.

EXHIBIT 2 U.S. TREASURY YIELD CURVE, JANUARY VS. OCTOBER 2026

4.20/0 — 5.30/0

10-year Treasury yield, start of 2026 to end

+25 bps

Minimum further Fed hikes expected after
October’s increase

In this environment, investors in conservative bond
ladders open monthly statements and see portfolios with
small losses as the trading prices of the underlying bonds
adjust to higher interest rates. In most cases, the laddered
portfolio is generating the yield level that was expected at
the time of investment, alongside ‘paper’ losses that will
be eliminated if the investor is patient enough to allow the
bonds to mature at par value.

Laddered bond portfolios are designed to reset into an
increasing yield environment, with shorter-term bonds in
the ladder maturing regularly, which allows those dollars
to be reinvested at higher yields. If you have a well-
constructed, intermediate or shorter-duration investment-
grade bond ladder where the yield is in line with original
expectations, recognize that while market prices of the
bonds adjust, the interim price changes will typically be
eliminated when the bond matures. There is no reason to
turn the paper loss into a realized one.

Yield (%) by maturity

Source: Texas Regional Bank, Bloomberg. Upper panel: current curve (green) vs. 1/2/2026 (gold). Lower panel: change in basis points.
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I1. POLITICS & MARKETS

The Midterms

2026 Q3 REVIEW - AND MARKET UPDATE

Election-season noise has had a consistent, and historically temporary, effect on equity markets.

EXHIBIT 3 S&P 500 AROUND MIDTERM ELECTIONS, 1982-2022

Indexed to 100 at election month
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Source: Texas Regional Bank, Bloomberg. Gray lines show individual midterm cycles; orange line shows the 11-cycle average.

Election season clamor affects markets, with the modern
midterm cycle bringing a gut punch of late summer and
early fall television advertising aimed at each candidate’s
most glaring vulnerabilities, particularly in states that
have Senate seats in play. Texans have seen our fill of
Talarico and Paxton attack ads—typically read in ominous
undertones as the television screen cycles through shades
of disaster-toned gray. These spots don’t leave viewers
feeling good about anything, no matter their political
persuasion, and the ultimate electoral result favors
whichever party has had the least to do with where things
stand for the country between presidential election years.

The noise has a consistent impact on market performance
around midterm elections. The exhibit above shows S&P
500 performance through each midterm election cycle
since 1982—from six months prior to Election Day to six
months after—as well as the average of those 11 election
cycles (orange). It is typical for U.S. equity markets to see
weakness in the months leading up to the midterms, with
market improvement as the end nears, followed by
upward follow-through after the last vote is counted and
the country moves on from billions worth of grayscale
half-truths.

It’s typical for U.S. equity markets to see weakness in the months leading up to the
midterms, followed by improvement after the last vote is counted.
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I1l. EQUITY VALUATION

Market Valuation & Estimates

EXHIBIT 4 S&P 500 SCENARIO ANALYSIS — SCENARIO 1 2026E = projected
ACTUAL ESTIMATE
S&P 500 INDEX 2022 2023 2024 2025 2026E
Index Value 3,839.5 4,769.83 5,881.63 6,846 7,949.9
Price/Earnings Multiple 17.1x 21.5x 24.6x 25.4x 25.4x
Earnings Growth 12.96% -1.06% 7.69% 25.8% 16.3%
Annual Return -19.4% 24.2% 23.3% 16.4% 16.1%

Source: Texas Regional Bank. Estimates are hypothetical and not a guarantee of future results.

The S&P 500 gained 12.8% year-to-date through the end the full year, which is, with over two-thirds of the year
of September, following annual growth of +20% in 2023 accounted for, slightly lower than the current trajectory.

and 2024, and 16% in 2025—an extraordinary period for
U.S. large-cap stocks. It has been an extraordinary run for
earnings growth as well, with expectations for S&P 500
EPS growth of 24% in 2026 after 26% annual earnings
growth in 2025. We discussed four potential market

In that scenario, we projected forward the 25.4x year-end
S&P 500 earnings multiple for an end of 2026 potential
S&P 500 value of 7,950, two percent above the S&P 500
level today. We will revisit this scenario analysis as we
move into 2027, but for now will simply point out that the
S&P 500 remains very expensive, trading at 22.7x the 2026
earnings estimate. The market will require continued high
earnings growth to support that level and valuation.

scenarios at the beginning of 2026, ranging from strong
growth to more challenged conditions. The most
aggressive scenario we evaluated was 16% EPS growth for

SUMMARY & OUTLOOK

A strong finish is possible; 2027 will be a test

The narrative in the third quarter focused on interest rates, inflation, and the Federal Reserve, while military conflict
with Iran directly impacted all three topics through the daily movement in oil prices. The Trump administration has
tried to press the pause button on hostilities to help the Republican chances of holding the U.S. Senate in the
midterms, and there are numerous potential scenarios that could play out after the election. The war is a wild-card
factor, but the trend in markets following midterms, as well as the possibility of a FOMO (fear-of-missing-out)
performance chase through the end of the year, both increase the likelihood of a strong equity market finish to 2026,
despite high valuations. As we move ahead into 2027, however, the same factors investors have been concerned about
—interest rates, inflation, oil prices, and military conflict in an economically impactful region—stand to put the last
three years of performance history and the current valuation of domestic equities to a difficult test.

Thank you for your continued trust.

Trey Willerson, CFA

PRESIDENT & CHIEF INVESTMENT OFFICER

Form CRS | Form ADV | Advisor Info | Investment & Insurance products: NOT FDIC INSURED | MAY LOSE VALUE | NO BANK GUARANTEE

Investing involves risk, including the loss of principal. Past performance is not a guarantee of future results. There is always the potential of losing money you invest in securities. Asset
allocation, diversification, and rebalancing do not ensure a profit or protect against loss in declining markets. TRB Wealth Management, LLC was organized as a Limited Liability Company
pursuant to the laws of Texas. TRB Wealth Management, LLC is a wholly-owned subsidiary of Texas Regional Bank. TRB Wealth Management, LLC is registered with the United States Securities
Exchange Commission (“SEC”) and is a notice filer with the various state jurisdictions in which it conducts business as a Registered Investment Advisor (“RIA”) under the Investment Advisers Act
of 1940, as amended. TRB Wealth Management, LLC does business under the d/b/a “TRB Trust and Wealth Management.” Any views or opinions expressed in this message are those of TRB Trust
& Wealth Management LLC and not necessarily those of Texas Regional Bank, shareholders, or directors.
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