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Market Conditions & Fed Expectations

An Economy of Contradictions
o GDP grew 4.4% in Q3, while job growth collapsed to weakest in 5 years
o 22 states in recession, while some states like Texas and Florida still expanding
o Healthcare & technology expanding, housing & manufacturing contracting
o Rich doing great on asset inflation, middle class struggling on necessity inflation

Employment
o There has been a marked slowdown in both the supply of and demand for labor .«
o 2025 job gains revised down by 1mm, average just 15k/mo taz2 2022 a2 4oz a2 2028 3w 4023 fo24 2024 aG2é 424 1025 225 aa2s
o +130k non-farm payroll jobs in Jan, 3mo Avg = 73k, Source:BEA FactSa.J. organ Asstanagamart.
o Unemployment Rate fell to 4.3% in Jan g Tfk D el
o Average Hourly Earnings 3.7% YOY vs 3.0% pre-pandemic

o Labor Force Participation = 62.5% vs 63.4% pre-pandemic

Inflation
o Headline CPI = 2.4%, Core CPI = 2.5%
o NY Fed 1-Year Inflation Expectation: 3.1%

1 = 0
o 10yr Breakeven Inflation = 2.33% 3mo Avg Nonfarm PayroIIs 00
Federal Reserve Monetary Policy 400
o The Fed is divided between those that see employment as the greatest risk and r300
those that see inflation as the greatest risk so the Fed will most likely pause
rate cuts and assess the incoming data. [200
The Fed cut rates 25bp Dec 10 to 3.5-3.75% taco
Dec Dot Plot shows 25bp rate cut in 2026 “I“ I.“l. I

= Del BN 7Y
Market is now pricing in 50bp of rate cuts in 2026 with first in June/July o
Fed has begun purchasing Treasuries again to maintain “ample” reserves
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Is The Economy Good? Depends On Who Your Are, What You Do & Where You Live

These 22 states are now in recession

. The us economy is not homogenous, it is érsttra;:émg-ﬁzttilook at which local economies are growing, shrinking

bifurcated. ] M Expansion MRecession| |Treading water

* The rich are doing well because of asset
inflation, while the middle class is struggling
because of necessity inflation.

* According to Moody’s, 1/3 of states could be

in recession, while states like Texas and Florida
are still expanding.

* Good producing sectors like agriculture,
manu acturin% and construction are in
recession, while healthcare and technology
are still expanding.

Source: Moody's Analytics

* |Is the economy good? The answer may lie in
\évho you are, where you live and what you
o.




Q4 GDP Tracking at 3.6% on Better Net Exports, Spending & Inventories
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Shrinking Labor Force Faces A “Low Hire, Low Fire” Labor Market

JOLTS hires
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Labor force growth, native and immigrant contribution
Year-over-year change as of January, aged 16+, millions
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Labor force participation
% of civilian noninstitutional population, seasonally adjusted (SA)

65% 8%

< Totallabor force

64% 7%

63% 76%

62% 75%

61% 74%

Aged18-64 P>
60% : 73%

59% F
15

T T T T T 2%
"7 19 21 23 '25

Source: FactSet, J.P. Morgan Asset Management; (Left) BLS; (Right) NFIB.
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Job Openings vs Unemployed Persons
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The number of unemployed persons is higher than the number of job openings
for the first tine since 2017, excluding the pandemic.

rs Is More Balanced, Reducing Wage Gr

Civilian unemployment rate and annual wage growth
Private production and non-supenisory workers, seasonally adjusted, %
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Rising unemployment and a plunge in job openings has cooled off wage growth,

reducing inflationary pressures.




Industries Adopting Al The Fastest Have Seen The Greatest Drop in Job Openings

Businesses using Alin any business function . .

- 9 y. " White Collar Job-Openings Rates Plunge

% ok all fimws reposting use of Al agplications The number of unemployed overall now exceeds openings, as the ratios in some
M Jan2026 % Next6 months sectors that typically hire white-collar workers fall to historic lows
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Source: J.P. Morgan Asset Management; (Left) Census Business Trends and Outiook Survey; |

Number of Federal Employees Shrinking At Record Pace
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The number of Federal employees is down 327k (11%) to the lowest level since  Federal employees as a percentage of total nonfarm payrolls fell to 1.7%, the
1966. lowest level on record.




Inflation Not At Target But Continues To Normalize

Contributors to headline CPI inflation
Contribution to year-over-year % change in CPI, non-seasonally adjusted
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Inflation Expectations Have Fallen As “Tariff Inflation Armageddon” Never Happened

1-Year Inflation Expectations Univ of Mich 1-Year Inflation Expectations by Political Party
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NY Fed 1-Year Inflation Expectations are 3.1% and remain steady. Univ of Most of the surge in Univ of Michigan inflation expectations were driven by
Michigan 1-Year inflation expectations surged to 6.6% following the tariff democrats who expected nearly 10% inflation by now. On the other side,
announcement, but have since fallen to 3.5% as the expected tariff induced Republican have expected 0-1% inflation.
inflation surge never happened.




The Rich Feel Better, The Poor Feel Worse and The Divide Grows

Share of spending, by income group
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» Consumer spending and confidence is up amongst wealthier households, while low earners suffer
» Higher home prices and increased stock portfolio values likely fueling high income spending

* If either market falters these households could cut back spending dragging the economy down

Consumers Are Falling Behind on Auto, Credit Card and Student Loans

Percent of Balance 90+ Days Delinquent Transition into Delinquency (30+) by Loan Type
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Bank Delinquency Rates Remain Historically Low Outside Consumer
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Housing: Weak Sales, Rising Supply & Near Record Prices (except New Home Prices)
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A Fed Divided: Which Part of Their “Dual Mandate” Is Greatest Risk?

Unemployment Rate Personal Consumption Expenditure (PCE) Price Index

USURTOT  4.3% Jan 06 Mar 07:30 = PCE DEFY 2.8% Nov 20 Feb 07:30 =
U-3 US Unemployme T Labor Statistics US Personal Consumption Expenditures Ch... Bureau of Economic Analys

221: PCE vs Core PCE |

Local CCY [-] <]
tax [Monthly w J| ]| Table | [pdd Data T T edit chart[e2]

10 Table Related Dat [Add Data ] 1 edivcharr] " J10] 30
st Price 43
High on 04/30/20 148 Monthly 10/31/2003 - 11/30/2025
Average 2 Last Price
L Low on 04/30/23 34 r14.0 M US Personal Consumption Expenditures Chain Type Price Index YoY SA 217
I US Personal Consumption Expenditure Core Price Index Yo SA 6.00
9 Dalln 7ol Trinmed Meon Ous yeor FCE Inflaton fanuol Rot - 0 9/30/25 368 e
F12.0
F4.00
F10.0
8.0 2.00
F6.0
F0.00
o
F-2.00]
2006-2009 2010-2014 2015-2019 2020-2024 2005-2009 | 2010-2014 | 2015 2019 2020-2024
miralia, 3.2 9776608 Spash S5 2385 5000 Eurcee 4430 73 73 barwany 43,59 3804 110 b e E32 267 £020 Ruriralio 81 3 977 o0 breal] 2501 £33 1000 ronw 20,7438 420 Garway 48,69 9204 1240 Yooy Yo 432 2577 g0
SRR I N i B Tkt Rl £ 285 870 S0 copign shee B Firmen L
S BT BTe 00 el 30175 | 2-Feb-2008 1210513 VRS EST PU-uB LOSTSI7 2hmtan2026 03/38/04

Powell at the December FOMC press conference: “Interestingly, everyone around the table at the FOMC agrees that
inflation is too high and we want it to come down, and agrees that the labor market has softened and that there is further
risk. Everyone agrees on that. Where the difference is, is how do you weight those risks and what does your forecast look
like...We’re well positioned to wait and see” where the economy evolves from here.

December Dot Plot vs Current Fed Funds Futures Expected Path
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* Dot Plot suggests one rate cut in 2026 and one in 2027 * Fed Funds Futures show the next rate cut in June or July (first meeting
*  FOMC participants are the most divided they’ve ever been for 2026-2028 without Powell?)
* How will the new Fed Chairman impact policy in 2026? He will be just 1 “dot” * Second rate cut priced in by October
out of 19 * Terminal rate around 3%




Fed Funds Rate Expectations & December FOMC Forecasts

Federal funds rate expectations
FOMC and market expectations for the federal funds rate
8%
FOMC December 2025 fore casts
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Bonds Yields Have Fallen To Lower End of 3-Year Trading Range As Curve Has Steepened
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25 Year Lookback: Yields Still Near 18-Year Highs...For Now
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Economic Overview & Fed Policy Outlook Summary

* An Economy of Contradictions: Strong GDP growth with the weakest job growth in 5 years; the rich
doing great and the middle class struggling; some states and industries booming, others in recession.

* How well you are doing really depends on who you are, what you do and where you live
* A “Low Hire, Low Fire” labor market and shrinking labor force present challenges for the Fed

* Al adoption is already impacting white collar jobs and that impact is only expected to accelerate, but
the increase in productivity should help lower inflation

* Inflation continues to normalize, while the risk of a tariff-induced spike has passed, helping reduce
inflation expectations

* Consumer delinquencies continue to rise, particularly in autos, credit cards and student loans, while
bank loan delinquencies remain low outside of consumer

* The Fed is divided between those that see employment as the greatest risk and those that see
inflation as the greatest risk — the incoming data will determine who is right

* The Fed has signaled they are on hold for now but remain in easing mode, while markets expect 50-
75bp of rate cuts this year starting in June/July

* Bond yields have fallen to the lower end of the 3-year trading range and threaten to break lower
with further rate cuts, but remain near 18-year highs

14



Community Bank
Balance Sheet Trends

Asset Mix
Averages for US Banks < $10B
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Return on Average Assets (%)

Averages for US Banks < $10B

——ROAA (%) Effective Fed Funds
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What do you expect will happen to
your margin in 2026?

The Slido app must be installed on every computer you’re presenting
igelny

slido
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Net Interest Margins

Averages for US Banks < $10B

——Net Interest Margin (FTE) (%) Effective Fed Funds (%)
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Yield on Earning Assets vs. Cost of Funds
Averages for US Banks < $10B

—Yield on Earning Assets (%) — Interest Expense/ Avg Assets (%) Effective Fed Funds
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Earning Asset Yield Trends
Averages for US Banks < $10B
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What percentage of your COVID era loans
(issued 2020-21) are still scheduled to
mature/reprice?

The Slido app must be installed on every computer you’re presenting
igelny

slido
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Loan Repricing Trends

Totals for US Banks < $10B
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Use A Written Investment Strategy To Hedge Your IRR

Q1 2026 Investment Strategy

bonds and make adjustments to the portfolio is closing.

* Our strategy for Q1 2026 is threefold:

The labor market deteriorated sharply in 2025 and the Fed cut rates 75bp in Q4 2025 after a 9 month “pause”. The Fed
wants to cut rates to 3% in the long term — the market thinks they will cut 50-75bp more this year. For the last 2+ years,
our strategy has been focused on buying bonds near 18-year high yields and preparing for lower rates with longer
durations and good call/prepay protection. With the Fed still in easing mode, our strategy remains largely unchanged,
but there is a growing sense of urgency to execute our strategy as the window of opportunity to buy higher yield

* Prepare the portfolio for an extended period of lower rates
* Find ways and make opportunities to buy bonds near 18- year highs before that is no longer possible.
e Lock in those yields by ensuring the bonds we are buying will still be in the portfolio beyond the near-term.

Focus on structures with longer durations that provide adequate call and prepayment protection.

Continue shifting the strategy focus from “protecting value” to “protecting yield” in order to retain as much of the
recent yield increase as possible if rates fall.

Review your current sector allocation to determine if it is optimal given your goals, risk tolerances and rate outlook.
What worked in the past may not be best for the future. Generally speaking, focus on reducing Treasuries and
Callable Agencies in favor of prepay-protected MBS/CMO and longer-term Municipals.

Consider a portfolio restructuring to “reset” the portfolio yield higher and increase portfolio income in 2026 and
beyond. Remember: bonds at unrealized losses mean you are already taking a loss of income every day versus 38
current market rates even if you don’t sell.
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Liability Mix

Averages for US Banks < $10B
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Asset Quality — Net Chargeoffs / Avg. Loans
Averages for US Banks < $10B
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Trends Summary

* Lower cost of funds in Q4 helped push margins to highest level since
2012 — how much more can we cut deposit rates?

* Bond yields still increasing while loan and cash yields fell — how many
more COVID era loan resets are left?

* Loans are becoming more rate sensitive even as the Fed remains in
easing mode and cash liquidity levels increase — are you prepared for
lower rates?

* Assess your IRR and use your bond portfolio to lock-in today’s higher
yields and hedge the risk of lower rates with a written investment
strategy focused on longer durations and prepay/call protection

* Capital levels remain very strong.

* Charge-offs hit the highest level in more than a decade and asset
quality ratios are trending higher.

Questions?

Ryan Hayhurst
President
405-415-7278
ryan@gobaker.com

The Member: FINRA and SIPC
k ( www.GoBaker.com | 800.937.2257
a er ro u p Oklahoma City, OK | Austin, TX | Long Island, NY | Salt Lake City, UT | Springfield, IL

21



Disclaimer

INTENDED FOR USE BY INSTITUTIONAL INVESTORS ONLY. Any data
provided herein is for informational purposes only and is intended
solely for the private use of the reader. Although information
contained herein is believed to be from reliable sources, The Baker
Group LP does not guarantee its completeness or accuracy.

Opinions constitute our judgment and are subject to change
without notice. The instruments and strategies discussed here my
fluctuate in price or value and may not be suitable for all investors;
any doubt should be discussed with a Baker representative. Past
performance is not indicative of future results. Changes in rates
may have an adverse effect on the value of investments. This
material is not intended as an offer or solicitation for the purchase
or sale of any financial instruments.

GmaekerGroup
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