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Smaller stocks in general fell out of favor during the third quarter after
investors turned their attention to a small cohort of large artificial intelligence
(AI)-related names.

Though the economic backdrop remained constructive, inflation pressures and rising bond yields served as a
headwind to smaller companies. The Russell 2000 Index declined 7.2% during the quarter, with performance
for Russell 2500 Index and Russell Midcap Index slightly better at -6.4% and -3.0%, respectively. In contrast,
the S&P 500 Index gained 2.3%. However, the smaller stocks continue to outpace their large cap counterparts
for the year-to-date period, with a 13.7% and a 14.9% return for the Russell 2000 and Russell 2500 Indexes,
respectively, compared to a 12.7% advance for the S&P 500. Value outperformed growth during the quarter
across capitalizations.?

A Strong Foundation for Growth

After limited growth in fourth quarter 2025, US real gross domestic product (GDP) growth has accelerated in
the first half of 2026, with the economy expanding at a rate of 2.5% and 2.2% in the first and second quarters,
respectively, driven by business investment and consumer spending.?2 Momentum is expected to pick up still
further, as the Atlanta Fed GDPNow estimate is calling for 3.6% growth in the third quarter.® Global economies
in general have adjusted to energy supply shocks caused by the war in Iran by sourcing crude oil from other
regions, drawing on strategic and commercial inventories, and some demand destruction and substitution.

While Gulf oil exports have picked up thanks to rerouting efforts and increasing dark transits, energy prices
remain elevated, which, combined with resilient growth, has pushed inflation above target in much of the world.
Inthe US, for example, consumer prices increased 3.4% for the latest 12-month period, driven by a 16.3%
increase in the energy component.*

1. Source: FactSet; data as of September 30, 2026.

2.Source: US Bureau of Economic Analysis; data as of September 30, 2026.
3. Source: Federal Reserve Bank of Atlanta; data as of October 8, 2026.

4. Source: Bureau of Economic Analysis; data as of September 30, 2026.




After months of anti-inflation rhetoric from Chair Warsh and others, the Federal Open Market Committee in
mid-September voted unanimously to increase the federal funds target rate by 25 basis points to a range of
3.75-4.00%. The dot plot of policymaker forecasts, meanwhile, suggests one more hike is likely before year end.
Treasury yields, which had marched steadily upward since the outbreak of the Iran war at the end of February,
legged still higher on the hawkish news.® The 10-year Treasury yield finished the quarter at around 5.3% while
the two-year traded at 4.9%; these levels have not been seen consistently since before the global financial crisis.®

It remains to be seen whether we have entered a

prolonged hiking cycle or if this hike represented a RiSiﬂg rates coincidental with
one-off that will be followed by more “data-dependent”

decisions moving forward. While we view additional a robust economic backdrop

rate hikes as possible, the deliberate lack of formal have not historically been
Fed guidance under the Warsh regime makes policy

trajectory difficult to assess. Further, today’s Fed lacks
the policy flexibility that many of its predecessors had company returns.

given today’s fiscal situation. The ability to increase

interest rates meaningfully in the face of inflationary

pressures is likely constrained by the government’s need to continually roll over its very large primary deficit at

an impediment for small

prevailing higher interest rates.

Smaller companies tend to be more reliant on short-term, floating-rate debt than large cap names, so the shift
toward tighter policy could have a material impact on the companies in this space. That said, rising rates coin-
cidental with a robust economic backdrop have not historically been an impediment for small company returns;
instead, strong economic activity has tended to support corporate fundamentals, to the benefit of these stocks.
With the earnings resurgence continuing—published forecasts reflect 86% earnings growth for the Russell 2000
in 2026 and 44% in 2027 compared to 35% and 15%, respectively, for the S&P 500—we would not be surprised to
see this dynamic play out once again, especially if there is a successful conclusion to the Iran war in the coming
months and energy prices and inflation ease.”

Recycling Capital as Opportunities Emerge

The very strong first half enabled us to rotate out of certain segments—such as technology and industrials—and
redeploy assets into sectors that we believe are more attractive—including healthcare and energy—as well as
more idiosyncratic opportunities. As always, we remain focused on ensuring that valuations are overall cheaper
than the market and well positioned for upside.

5. Source: Federal Reserve; data as of September 16, 2026.
6. Source: Federal Reserve Bank of St. Louis; data as of September 30, 2026.
7.Source: LSEGI/B/E/S; data as of September 4, 2026.
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The information contained in this material is provided by First Eagle Investment Management, LLC (“FEIM”") and its global subsidiaries (collectively, “First Eagle”). FEIM is an
investment adviser registered with the US Securities and Exchange Commission (SEC). Registration with the SEC does not imply a certain level of skill or training.

This material is for informational purposes only and reflects prevailing conditions and the judgment of the author(s) as of the date of publication, all of which are subject
to change. This material should not be relied upon as investment advice; it does not constitute a recommendation to buy or sell a security or other investment; and it is
not intended to predict or depict the performance of any investment. This material is not being provided in a fiduciary capacity and is not intended to recommend any
investment policy or investment strategy or consider the specific objectives or circumstances of any investor. We consider the information in this material to be accurate,
but we do not represent that it is complete or should be relied upon as the sole source of appropriateness for investment.

Prospective investors should inform themselves and consult with an investment, tax or legal professional as to any applicable legal requirements, taxation and exchange
control regulations in the countries of their citizenship, residence or domicile that may be relevant prior to investing.

This material does not constitute an offer or solicitation in any jurisdiction where or to any person to whom it would be unauthorized or unlawful to
do so.

All investments involve the risk of loss of principal.

The value and liquidity of portfolio holdings may fluctuate in response to events specific to the companies or markets, as well as economic, political or social events in the
United States or abroad. During periods of market volatility, the value of individual securities and other investments at times may decline significantly and rapidly. The
securities of small and micro-size companies can be more volatile in price than those of larger companies and may be more difficult or expensive to trade.

Strategies whose investments are concentrated in a specific industry or sector may be subject to a higher degree of risk than funds whose investments are diversified
and may not be suitable for all investors.

Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go down
as well as up. A loss of principal may occur.

Atlanta Fed Wage Growth Tracker is a measure of the nominal wage growth of individuals.

Federal funds rate is the interest rate at which depository institutions (banks and credit unions) lend reserve balances to other depository institutions overnight on an
uncollateralized basis.

A floating interest rate adjusts periodically based on movements in an underlying reference rate.
Gross domestic product (GDP) measures the total value of all economic output in goods and services for an economy.

GDPNow is a running estimate of real GDP growth based on available economic data maintained by the Federal Reserve Bank of Atlanta. It is not an official forecast of the
Atlanta Fed.

Russell 2000® Index (Gross/Total) measures the performance of the small-cap segment of the US equity universe. It includes approximately 2,000 of the smallest securi-
ties based on a combination of their market cap and current index membership. A total-return index tracks price changes and reinvestment of distribution income.

Russell 2500™ Index (Gross/Total) measures the performance of the small to midcap segment of the US equity universe, commonly referred to as “smid” cap. It includes
approximately 2,500 of the smallest securities in the Russell 3000® based on a combination of their market cap and current index membership. A total-return index
tracks price changes and reinvestment of distribution income.

Russell Midcap® Index (Gross/Total) measures the performance of the midcap segment of the US equity universe. It includes approximately 800 of the smallest securities
in the Russell 1000® based on a combination of their market cap and current index membership. A total-return index tracks price changes and reinvestment of distribu-
tion income.

S&P 500 Index (Gross/Total) measures the performance of 500 of the top companies in the leading industries of the US economy and is widely recognized as a proxy for
the US market as a whole. A total-return index tracks price changes and reinvestment of distribution income.

Indexes are unmanaged and do not incur management fees or other operating expenses. One cannot invest directly in an index.

The information presented does not reflect the performance of any fund, strategy or account managed or serviced by First Eagle, and there is no guarantee that investors
will experience the type of performance reflected. There is no guarantee that any market forecast set forth in this material will be realized. There is no guarantee that any
historical trend referenced herein will be repeated in the future, and there is no way to predict precisely when such a trend will begin. The mention of specific securities is
not a recommendation or solicitation to buy, sell or hold any particular security and should not be relied upon as investment advice.

Availability of the products or services described may be restricted by law in certain jurisdictions. This material may not be distributed, published or used by any person
or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

United Kingdom: Napier Park Global Capital Ltd. is authorized and regulated by the Financial Conduct Authority (FRN: 641427).

Middle East: This material is for information purposes only and has not been, and will not be, registered with or reviewed or approved by any regulator located in the
Middle East. It does not constitute or form part of any marketing initiative, any offer to issue or sell, or any solicitation of any offer to subscribe to or purchase, any
products, strategies or other services, nor shall it, or the fact of its distribution, form the basis of, or be relied on in connection with, any contract resulting therefrom.
In the event that the recipient of this material wishes to receive further information regarding any products, strategies or other services, it shall specifically request the
same in writing from an authorized financial adviser.

Canada: Pursuant to the international adviser registration exemption in National Instrument 31-103, First Eagle Investment Management, LLC. is informing you that:

() First Eagle Investment Management, LLC. is not registered in Canada and is advising you in reliance upon an exemption from the adviser registration under National
Instrument 31-103; (ii) First Eagle Investment Management, LLC's jurisdiction of residence is New York, USA,; (iii) there may be difficulty enforcing legal rights against First
Eagle Investment Management, LLC. because it is a resident outside of Canada and all or substantially all of its assets may be situated outside of Canada.

FEF Distributors, LLC (“FEFD") (SIPC), a limited purpose broker-dealer, distributes certain First Eagle products. FEFD does not provide services to any investor but rather
provides services to its First Eagle affiliates. As such, when FEFD presents a fund, strategy or other product to a prospective investor, FEFD and its representatives do not
determine whether an investment in the fund, strategy or other product is in the best interests of, or is otherwise beneficial or suitable for, the investor. No statement by
FEFD should be construed as a recommendation. Investors should exercise their own judgment and/or consult with a financial professional to determine whether it is
advisable for the investor to invest in any First Eagle fund, strategy or product.

First Eagle Investments is the brand name for First Eagle Investment Management, LLC and its subsidiary investment advisers.

©2026 First Eagle Investment Management, LLC. All rights reserved.
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