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The Good Times Roll On

U.S. stocks performed strongly in October 2025, led by the technology sector and a surge in Al-related stocks.
The S&P 500 rose approximately 2.3% to 2.6%; the Nasdaq jumped 4.7%, and the Dow Jones Industrial Average
gained 2.5%, marking multi-month winning streaks across all major indices. The rally occurred despite an ongoing
U.S. government shutdown, volatile Treasury yields, and persistent inflation concerns.

The S&P 500 extended its run to six consecutive positive months, its longest since 2018, while the Nasdaq
notched its seventh straight monthly gain and hit new year-to-date highs. Tech and Al-linked companies,
especially Amazon (which surged 9.6% after blockbuster earnings), were instrumental in these gains. Broader
average returns masked wide sector dispersion, however. Even with about 60% of stocks in the S&P indices
finishing the month lower, tech outperformance drove the indices higher.

All of this is especially notable given October’s longstanding reputation as the most volatile month for U.S.
equities, driven by a history of dramatic stock market swings and several prominent crashes. Statistical evidence
confirms this reputation: since 1950, October has had more trading days where the S&P 500 moved by 1% or
more than any other month, and its standard deviation of monthly returns is about 33% higher than the average
for other months (Investopedia).

Supported by the Fed’s dual announcement of a 25 basis points (bps) cut in the Fed Funds rate and the official
end of quantitative tightening on December 1st; investors appear to be encouraged by continued strength in
corporate earnings and optimism involving artificial intelligence. Indeed, investors seem undeterred by stretched
valuations, growing internal market weakness, and rising speculative activity.

One sign of speculative activity can be found in the use of leverage by investors. New York Stock Exchange
(NYSE) margin debt has surged more than 32% since the end of April. The acceleration in the use of leverage
exceeds what was seen during the major market run-ups in the late 1990s, the mid-2000s, and the post-COVID
period.

The actual level of speculative leverage in the market is likely far higher than margin debt figures alone would
suggest due to the embedded leverage within investments such as zero-day options (ODTE) and leveraged
exchange-traded funds (ETFs); both of which have gained in popularity. Historically, such dramatic increases in
the use of leverage have tended to mark poor entry points for equity investors, as they often preceded periods of
drawdown and heightened volatility.

While many market participants see higher prices as the path of least resistance, this complacency can raise the
prospects for a correction in the market.

Compounding the challenges for investors today comes from the government shutdown. With the exception of
a single inflation report, there has been no economic data from the federal government in over a month. Reports
from September, before the government shut down, appeared to be showing some cracks in the economy.
Employment data showed a decline, while manufacturing numbers were signaling contraction. Even the services
data fell to its second lowest level this year.



High levels of global liquidity, low interest rates, and a reasonable profits outlook push asset valuations higher

by reducing discount rates and encouraging risk-taking. As more investors participate, the market’s equilibrium
valuation level shifts upwards, so what was previously considered “expensive” may be perceived as a new normal
in a world with persistent liquidity growth. There’s been a lot of bubble talk recently, given the expansion and
concentration of the technology sector which is now at an all-time high of roughly 35% weighting in the S&P 500.
Coupled with rallies in momentum stocks and unprofitable companies, many have drawn comparisons between
this market environment and the dotcom boom of the late 1990s.

Using a basic valuation approach with the price-to-earnings ratio (P/E) for the S&P 500 on a trailing four-quarter
basis, we find that the index currently trades at a P/E of 28, very close to the 1990s dotcom peak around 30 and
well above the respective 10-, 20-, and 40-year averages of 21.1, 18.4, and 18.3 (LPL Financial).
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MNote: Series represents operating earnings excluding non-recurring and non-operating items.
Source: LPL Research, FactSet, 10/23/25
Disclosures: Indexes are unmanaged and cannot be invested in directly. Past performance is no guarantee of future results.

True bubbles and reversals tend to become obvious only in hindsight, as participants are lulled into a “this time
is different” mindset, sometimes rationalized by apparent structural changes in the economy or markets. In this
case, the Al boom currently dominates the market narrative. There is too much capital chasing the space for
the narrative to downshift near-term. However, the boom can't last forever, and it's anyone’s guess when
trillion-dollar capex spending, rapid increases in leverage, and massive changes to the energy system finally run
out of steam.

While many dangers lurk below exuberant markets, the bullish momentum in today’s market is likely to persist
until some exogenous event rattles investor confidence. Bull markets for stocks can last longer than many
people expect due to a combination of structural, technical, and behavioral factors that support continued price
increases and delay corrections.

So, for now the good times roll on.



Thank you for your continued confidence in our abilities to help you navigate the many challenges associated with
growing and protecting your wealth.

John E. Chapman
Chief Executive Officer
Chief Investment Strategist
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THIS COMMENTARY HAS BEEN PREPARED BY CLEARWATER CAPITAL PARTNERS. THE OPINIONS VOICED IN THIS MATERIAL ARE FOR
GENERAL INFORMATION ONLY AND ARE NOT INTENDED TO PROVIDE OR BE CONSTRUED AS PROVIDING LEGAL, ACCOUNTING, OR SPECIFIC
INVESTMENT ADVICE OR RECOMMENDATIONS FOR ANY INDIVIDUAL. ALL ECONOMIC DATA IS DERIVED FROM PUBLIC SOURCES BELIEVED
TO BE RELIABLE. TO DETERMINE WHICH INVESTMENTS MAY BE APPROPRIATE FOR YOU, PLEASE CONSULT WITH US PRIOR TO INVESTING.
INVESTING INVOLVES RISK WHICH MAY INCLUDE LOSS OF PRINCIPAL.

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to
buy or sell any securities, insurance products, or to adopt any investment strategy. The opinions expressed are as of the date of writing and may
change as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary and nonproprietary
sources deemed by Clearwater Capital Partners to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. Past
performance is no guarantee of future results. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this
material is at the sole discretion of the reader. Investment involves risks. International investing involves additional risks, including risks related
to foreign currency, limited liquidity, less government regulation and the possibility of substantial volatility due to adverse political, economic or
other developments. Index performance is shown for illustrative purposes only. You cannot invest directly in an index. S&P 500 is a registered
trademark of Standard & Poor’s Financial Services, a division of S&P Global (“S&P”) DOW JONES, DJ, DJIA and DOW JONES INDUSTRIAL
AVERAGE are registered trademarks of Dow Jones Trademark Holdings (“Dow Jones”). FTSE Russell® is a trading name of FTSE, Russell, FTSE
Canada, FTSE FI, FTSE FI Europe, WOFE, RBSL, RL, and BR. “FTSE®” “Russell®”, “FTSE Russell®”, “FTSE4Good®”, “ICB®”, “Refinitiv”, “Beyond
Ratings®”, “WMRTM”, “FRTM” and all other trademarks and service marks used herein are trademarks and/or service marks owned or licensed
by the applicable member of LSEG or their respective licensors and are owned, or used under license, by FTSE, Russell, FTSE Canada, FTSE Fl,
FTSE FI Europe, WOFE, RBSL, RL or BR. The two main risks related to fixed-income investing are interest rate risk and credit risk. Typically, when
interest rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond
will not be able to make principal and interest payments.

Investment Advice Offered Through Clearwater Capital Partners, A Registered Investment Advisor.
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