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Macro & Sector Themes

Throughout 2025 there were many concerns and potential threats to the continued strength in economic growth
and risk assets—labor market deterioration, tariffs, persistent inflation, geopolitical shifts, Al bubble fears, and
noteworthy credit defaults. Ultimately, the overall economy remained remarkably resilient to close out the year.
Across asset classes, equities, bonds, and credit all performed in 2025 with continued strength in growth, ongoing Al
capex spending, and further central bank cuts. Though economic data was significantly clouded in the fourth quarter
with the government shutdown, the data we did get, appended with private measures, showed that meaningful
labor market stress has simply yet to show up—while the unemployment rate increased, participation rates did too,
suggesting higher unemployment since July is due to higher supply rather than lower demand. This is consistent with
the overall health of the consumer with sustained spending and inline credit metrics for most cohorts.
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The election cycle with the upcoming midterms in 2026 adds evermore incentive to add fuel to the fire. Significantly,
upcoming income tax refunds are expected to be 20% higher relative to the prior year largely due to the OBBBA,
which would bring refunds to $350bn by the end of May, with an average check size around $3,500.1 Consumers
typically report paying off debt as a main use of refunds, which contributes to consumer credit seasonality and the
delinquency improvement we expect to see in the first few months of the new year.
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The transformative impact of Al has started making its
mark on another segment of corporate credit—the
leveraged loan market—as software business models
become existentially threatened. This is a continuation of a
trend that developed through 2025 where the bifurcation
in the loan market became increasingly amplified, as
mentioned last quarter. Typically, as credit problems in the
loan market pick up, prepayment speeds slow down, but
the better-performing segment of the market has
continued to prepay quickly. These two forces combined
create a challenging environment for CLO equity, which
outperforms when both defaults and prepayments are low.
Further tailwinds from 2025 have now become headwinds,
with net supply in the loan and CLO markets turning from
negative to positive. For the most part, however, our
comment last quarter that unlike recent cycles, we may
continue to see credit problems materialize without
broader systemic financial stress, has thus far rung true.

Mortgage rates declining through year-end
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Another force that had been a positive tailwind for demand of floating rate loans and CLOs—higher interest rates—
also began to abate in 2025. The FOMC cut rates twice more in the fourth quarter, for a total of 75bp for the year.
Perhaps more significantly for the broader economy, U.S. 10-year Treasury yields saw their first annual decline since
2020, decreasing 40bp. In the fourth quarter specifically, the long-end basically ended where it started, but
remained lower throughout the quarter, even dipping below 4% in October. While still well above post-financial-
crisis averages, mortgage rates ending the year just a touch above 6% provided some relief for the housing market.
On the national level, signs of stabilization that we noted last quarter continued into year-end. While dispersion
persists across geographies, the latest Case-Shiller print shows national home prices up 1.4% year-over-year with a
40bp seasonally adjusted increase month-over-month, marking the fourth consecutive month with a sequential
increase following five consecutive months of sequential decline. Forecasts for 2026 generally expect more of the
same, with annual growth projected around 0-2% as the current supply-demand dynamics are expected to persist.
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While these rate and housing market supply-demand dynamics have eased some of the extreme tightness in the
housing market, they in no way organically support the mortgage volumes experienced in 2021 when mortgage rates
were sub-3%, both from a purchase and refinance standpoint. Non-agency RMBS gross issuance in 2025 nonetheless
reached 2021 levels—net issuance was around $75bn, by far the highest the sector has experienced since before the
financial crisis. This trend is likely to continue, with 2026 expected to surpass these record volumes at over $80bn of
net issuance as the non-QM and closed-end second sectors continue to expand meaningfully. As with all meaningful
market growth, there have been and we expect there to continue to be some growing pains in the market as both
the buyer base and the capital markets functions evolve to absorb the heavier volumes. The RMBS asset class
remains highly attractive given the stability in the housing market and borrower credit metrics—improvements in
lending standards have continued to broadly filter through to improving delinquencies by vintage.

On the consumer side, aggregate delinquencies in subprime auto continue to print markedly higher year-over-year.
That said, decomposing the index, some issuers have demonstrated notable performance improvement. The higher-
delinquency-shelves have increased in weight, however, worsening the overall credit quality composition of the
index, and again reflecting how critical underwriting is when examining consumer credit performance beyond
general consumer health. To that point, while the consumer has generally remained resilient, we are cognizant that
the credit pendulum is always swinging. Just as lenders tightened standards significantly when credit performance
was deteriorating, we are watching for any signs that standards are easing as performance stabilizes—at this point
there is only the slightest indication. According to the NY Fed Senior Loan Office Opinion Survey, lending standards
for credit cards are still tightening, but at a slower pace than they had been. Lending standards for auto loans began
to ease slightly over the past two quarters, while lending standards for consumer loans have been unchanged.
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Important Disclosure Information

This quarterly market commentary (“Market Commentary”) is being furnished to you on an educational basis to provide a
market summary of macro and sector themes.

This Market Commentary has been prepared by CCS from publicly available information. This Market Commentary is not
intended to, and does not, include all information necessary to make the statements herein not misleading. This Market
Commentary does not constitute an offer to sell or a solicitation of an offer to buy interests in funds managed by CCS. This
material is for information purposes only and does not constitute a financial promotion, investment advice or an inducement or
incitement to participate in any product, offering or investment. It does not constitute or form part of any offer to issue or sell,
or any solicitation of any offer to subscribe or purchase any investment nor shall it or the fact of its distribution form the basis
of, or be relied on in connection with, any.

CCS assumes no responsibility for verifying any such statements or estimates, nor makes any representations or warranties,
express or implied, as to their accuracy or completeness. Market data and other statistical information used in the Market
Commentary are based solely on information contained in independent industry publications, government publications, market
and financial information providers, reports by market research firms or other published sources, except where otherwise
noted. CCS has not independently verified, is not liable for, and does not guarantee the accuracy or completeness of any such
information. The contents of this Market Commentary should not be construed as investment, legal or tax advice. Each recipient
of this Market Commentary should make such investigations as it deems necessary to arrive at an independent evaluation, and
should consult its own legal counsel and financial, accounting, regulatory and tax advisors.

The market analysis, estimates and similar information, including all statements of opinion and/or belief contained in the
Market Commentary reflect significant assumptions and subjective judgments concerning anticipated results, and are subject to
inherent uncertainties and qualifications. These assumptions and judgments may or may not prove to be correct and there can
be no assurance that any projected results are attainable or will be realized.

Certain information contained herein has been obtained from published and non-published sources prepared by other parties,
which in certain cases has not been updated through the date hereof. While such information is believed to be reliable for the
purpose used herein, CCS does not assume any responsibility for the accuracy or completeness of such information, and such
information has not been independently verified by CCS.

With respect to any historical trends set forth in this Market Commentary, there can be no assurance that such trends will
continue. Such statements involve known and unknown risks, uncertainties and other factors. Forward-looking statements in
this Market Commentary (including those relating to current and future market conditions and trends in respect thereof) that
are not historical facts are based on current expectations, estimates, projections, opinions and beliefs of CCS. Such statements
are subject to known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon.
Moreover, this Market Commentary contain statements, estimates and projections (including financial projections) as well as
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certain “forward-looking statements,” (which can be identified by the use of forward-looking terminology such as “may”, “can”,
“will”, “should”, “would”, “forecast”, “expect”, “anticipate”, “project”, “estimate”, “seek”, “continue”, “intend”, “target”, “plan” or
“believe” or the negatives thereof or other variations thereon or comparable terminology) (together with any estimates and
projections, the “Projections”). The analyses, forecasts and targets contained in this Market Commentary are based on
assumptions believed to be reasonable in light of the information presently available. Such assumptions (and the resulting
Projections) may require modification as additional information becomes available and as economic and market developments
warrant. Any such modification could be favorable or detrimental. The Projections have been prepared and are set out for
illustrative purposes only and do not constitute a forecast. They have been prepared based on CCS’s current understanding of
the intended future operations of the Companies, CCS’s current view in relation to future events and financial performance of
the Companies and various estimations and assumptions made by CCS and by management of the Companies, including
estimations and assumptions about events that have not occurred, any of which may prove to be incorrect.
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