MEKETA

Reality Check: How 2025 Compared
to Our Expectations

Introduction

At the start of the year, Meketa's “What We Are Watching in 2025" highlighted
four key themes: Trump Administration Policies, Federal Reserve Policy
Dynamics, China's Economic Struggles, and concentration risks in US Equities.
As we look back, this scorecard assesses how those expectations matched
reality, where our views aligned with unfolding events, where outcomes
diverged, and how these dynamics ultimately shaped market performance
across 2025. Below, we graded our expectations on a scale from 1to 5, with 1
representing the least accurate and 5 representing the most accurate.

Trump administration policies

We anticipated that the Trump administration, backed by Republican control
of Congress, would implement tariffs, tax cuts, and stricter immigration
policies. These measures were forecast to drive inflationary pressures, alter
trade dynamics, and reshape the labor market.
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Our policy outlook largely played out as expected. We anticipated aggressive
trade measures, and the administration delivered. Broad tariffs were imposed
on imports from nearly all countries including key trading partners, China,
Mexico, and the European Union. Rates reached historic levels—10% on most
goods and up to 125% on Chinese products—pushing the average U.S. tariff
to 18.6% by August! Tensions cooled between the US and China as the year
progressed with President Trump and President Xi agreeing to a suspension
of trade wars for one year. Despite this agreement the US average tariff
rate on all Chinese imports is 47.5%, while China has a 31.9% import tariff on
all US exports.?2 The increased trade tensions in 2025 led to forced supply
chain adjustments and questions about whether or not companies would
pass along higher prices to consumers. We also predicted tax cuts, and
they arrived under the “One, Big, Beautiful Bill Act.” However, they added to
concerns about rising debt-to-GDP levels and higher Treasury vyields. Fiscal
stress intensified after Moody's downgraded US credit in May, briefly sending
30-year Treasury yields above 5%.2 Immigration restrictions tightened as
expected, worsening labor shortages and keeping wage inflation high despite
a slowdown in hiring. Overall, most policy actions aligned with our forecasts,
though inflationary effects were somewhat muted by global supply chain
shifts and many companies largely absorbing the higher costs. Labor market
disruptions were also not as significant as expected.

GradeMMMM

Federal Reserve policy dynamics

We anticipated the Fed would face persistent inflation above target, with
fewer rate cuts than initially expected. The challenge then was to navigate
higher inflation levels and uncertainty related to the Trump administration’s
pro-growth agenda. We also noted the chance of a steeper yield curve as
the Fed would likely cut rates and strong growth, sticky inflation, and fiscal
concerns would all keep longer dated rates elevated.

Our forecast for sticky inflation and limited rate cuts proved accurate, and
the market volatility surrounding these moves aligned with our expectations.
Our inflation and interest rate outlooks were largely on point. We expected
inflation to remain above the Fed's 2% target, and it did given persistent
housing and services costs and some pressure from tariffs. In response,
the Fed moved cautiously, holding rates steady through midyear before
delivering two 0.25% cuts given signs of labor market weakness: one on
September 17 (to 4.00-4.25%) and another on October 29 (to 3.75-4.00%), a
third cut recently happened. As we anticipated, persistent inflation reduced
expectations for further easing, and the yield curve steepened slightly while
government debt service costs
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! Source: Yale University Budget Lab,
November 2025.

2 Source: Peterson Institute of
International Economics, C. Brown,
“US-China Trade War Tariff: An Up-To-
Date Chart," December 5, 2025.

3 Source: Reuters, "Moody's Downgrade
Ripples Through Bond Market, Causes
Worries for Stocks,” May 20, 2025.
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hit record highs* As we projected, Fed communication fluctuated between
hawkish and neutral tones, reflecting uncertainty.

GradeMMMMM

China’'s economic struggles

Our January outlook painted a cautious picture of China's economy, citing
persistent post-pandemic struggles. We noted that China faced multiple
headwinds such as deflationary pressures, a troubled real estate sector
with mounting local government debt, and external geopolitical tensions
(particularly with the US).

Our China outlook proved highly accurate, as nearly all the significant risks
we flagged materialized. As we anticipated, Beijing was forced to intervene
as the economy slipped into deflation for much of the year and the real
estate debt crisis escalated. By late 2025, China began implementing a
major local debt restructuring program—estimated at up to $2 trillion—to
relieve provinces and cities of hidden liabilities. The plan included a proposed
$14 trillion of deals with state-owned banks, in a sweeping effort to shore
up financial stability and prevent widespread defaults® Year-over-year GDP
slowed from 5.4% at the end of last year to 4.8% at the end of the third quarter
of this year, broadly in line with our mid-4% forecast® Trade tensions with the
US persisted, with new tariffs pressuring manufacturing and driving exports
down sharply—growth fell to 2.3%, and shipments to the US dropped by
$115 billion.” Foreign direct investment plunged, despite later becoming less
severe moving from -27% to -15.2% following policy measures® The yuan
depreciated which increased exports but raised capital outflow risks, while
forecasts for China's economy continued to be revised lower. Overall, the
slowdown driven by large amounts of debt unfolded as expected, but the
depth of the property crisis and the collapse in foreign investment were even
more severe than we anticipated.

While we accurately assessed China’'s economic challenges, we did not
discuss the outlook for Chinese stocks. Despite the economic headwinds in
China the considerable indirect and direct state support, Al optimism, and a
cooling of tariff tensions all led to a significant rally in Chinese stocks. At the
end of November, the MSCI China index was up close to 33% year-to-date,
almost double the returns of the broad US stock market?

GradeMMM M
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US equities

We highlighted concentration risk and elevated valuations, noting that the
“Magnificent 7" stocks® drove most market gains. We cautioned that any
weakness in these stocks could have outsized effects but also saw potential
for a broader post-election rally.

Early in 2025 we did see some of our concerns play out with the
“Magnificent 7" dropping over 25% through the start of April during peak tariff
concerns compared to a approximately 13% decline for the S&P 500 equal
weighted index. After though, these Al related names rallied given strong
earnings, significant plans for additional CAPEX, and the announcement of 11
major infrastructure deals totaling over $500 billion. This propelled giants like
NVIDIA, Microsoft, and Amazon to record highs." Elevated valuations remained
in focus, yet strong earnings, overall Al optimism, a resilient economy, and
later in the year expectations for Fed rate cuts all sustained the bull run.
While our concerns about concentration and valuations were valid, the feared
correction never materialized, and the market had another very strong year.

Grade:MM A

Looking ahead

The story of 2025 was shaped by Al optimism, monetary policy uncertainty,
persistent inflation, and shifting global trade dynamics. Our forecasts for the
year's key themes largely held true, with notable accuracy in predicting the
challenges facing the Fed and China. Like many others we were off, or maybe
just early, with our concerns over the rapid rise and high valuations of many
Al related stocks. This is a theme we will definitely continue to monitor though.

As the year ends, we have started to gather our thoughts on the key themes
that we think will drive markets in 2026. It will likely include the Fed's dilemma
of balancing its dual mandate, thoughts on the path of Al from here, and
guestions about the sustainability of the strong equity returns outside the US,
among other things. Stay tuned for this and our capital market assumptions
sometime in January 2026.
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10 Magnificent Seven stocks include:
Alphabet (Google), Microsoft, Meta
(Facebook), Nvidia, Amazon, Tesla,
and Apple.

" Source: CNBC, M. Petrova, “A Guide
to the St trillion-worth of Al Deals
Between Open Al, Nvidia, and Others,"
October 15, 2025.
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Important Information
THIS REPORT (THE “REPORT") HAS BEEN PREPARED FOR THE SOLE BENEFIT OF THE
INTENDED RECIPIENT (THE “RECIPIENT").

SIGNIFICANT EVENTS MAY OCCUR (OR HAVE OCCURRED) AFTER THE DATE OF
THIS REPORT, AND IT IS NOT OUR FUNCTION OR RESPONSIBILITY TO UPDATE THIS
REPORT. THE INFORMATION CONTAINED HEREIN, INCLUDING ANY OPINIONS OR
RECOMMENDATIONS, REPRESENTS OUR GOOD FAITH VIEWS AS OF THE DATE OF THIS
REPORT AND IS SUBJECT TO CHANGE AT ANY TIME. ALL INVESTMENTS INVOLVE RISK,
AND THERE CAN BE NO GUARANTEE THAT THE STRATEGIES, TACTICS, AND METHODS
DISCUSSED HERE WILL BE SUCCESSFUL.

THE INFORMATION USED TO PREPARE THIS REPORT MAY HAVE BEEN OBTAINED FROM
INVESTMENT MANAGERS, CUSTODIANS, AND OTHER EXTERNAL SOURCES. SOME OF
THIS REPORT MAY HAVE BEEN PRODUCED WITH THE ASSISTANCE OF ARTIFICIAL
INTELLIGENCE (“Al") TECHNOLOGY. WHILE WE HAVE EXERCISED REASONABLE CARE
IN PREPARING THIS REPORT, WE CANNOT GUARANTEE THE ACCURACY, ADEQUACY,
VALIDITY, RELIABILITY, AVAILABILITY, OR COMPLETENESS OF ANY INFORMATION
CONTAINED HEREIN, WHETHER OBTAINED EXTERNALLY OR PRODUCED BY THE Al.

THE RECIPIENT SHOULD BE AWARE THAT THIS REPORT MAY INCLUDE AI-GENERATED
CONTENT THAT MAY NOT HAVE CONSIDERED ALL RISK FACTORS. THE RECIPIENT IS
ADVISED TO CONSULT WITH THEIR MEKETA ADVISOR OR ANOTHER PROFESSIONAL
ADVISOR BEFORE MAKING ANY FINANCIAL DECISIONS OR TAKING ANY ACTION
BASED ON THE CONTENT OF THIS REPORT. WE BELIEVE THE INFORMATION TO BE
FACTUAL AND UP TO DATE BUT DO NOT ASSUME ANY RESPONSIBILITY FOR ERRORS
OR OMISSIONS IN THE CONTENT PRODUCED. UNDER NO CIRCUMSTANCES SHALL WE
BE LIABLE FOR ANY SPECIAL, DIRECT, INDIRECT, CONSEQUENTIAL, OR INCIDENTAL
DAMAGES OR ANY DAMAGES WHATSOEVER, WHETHER IN AN ACTION OF CONTRACT,
NEGLIGENCE, OR OTHER TORT, ARISING OUT OF OR IN CONNECTION WITH THE USE OF
THIS CONTENT. IT IS IMPORTANT FOR THE RECIPIENT TO CRITICALLY EVALUATE THE
INFORMATION PROVIDED.

CERTAIN INFORMATION CONTAINED IN THIS REPORT MAY CONSTITUTE “FORWARD-
LOOKING STATEMENTS,” WHICH CAN BE IDENTIFIED BY THE USE OF TERMINOLOGY
SUCH AS “MAY," “WILL," "SHOULD,” “EXPECT," “AIM," "ANTICIPATE,” “TARGET,” “PROJECT,"
“ESTIMATE," “INTEND,” “CONTINUE,” OR “BELIEVE,” OR THE NEGATIVES THEREOF OR
OTHER VARIATIONS THEREON OR COMPARABLE TERMINOLOGY. ANY FORWARD-
LOOKING STATEMENTS, FORECASTS, PROJECTIONS, VALUATIONS, OR RESULTS
IN THIS REPORT ARE BASED UPON CURRENT ASSUMPTIONS. CHANGES TO ANY
ASSUMPTIONS MAY HAVE A MATERIAL IMPACT ON FORWARD-LOOKING STATEMENTS,
FORECASTS, PROJECTIONS, VALUATIONS, OR RESULTS. ACTUAL RESULTS MAY
THEREFORE BE MATERIALLY DIFFERENT FROM ANY FORECASTS, PROJECTIONS,
VALUATIONS, OR RESULTS IN THIS REPORT.

PERFORMANCE DATA CONTAINED HEREIN REPRESENT PAST PERFORMANCE. PAST
PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.
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