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HIGHLIGHTS

Stock Correction: The S&P 500 entered correction territory during March as investors

navigated volatility amid changes to trade policy.

Tariffs: Tariffs have caused inflation forecasts to increase; however, investors currently
expect the impact to be short-lived. Given the April 2nd tariff announcements, it appears

the impact will be larger than previously expected.

The Economics of Sentiment: Consumer sentiment around the U.S. economic outlook
has weakened in recent weeks - but will it impact economic activity? We learn more in this

month's Spotlight below.

MACRO INSIGHTS

Tariffs Cloud Economic Skies

Stocks extended declines in March as renewed economic
uncertainty took hold, driven by the threats and implementation
of tariffs on imported goods. Growth stocks—particularly the
“Magnificent 7”"—suffered outsized losses, with the S&P 500
falling 5.6% and the tech-heavy Nasdaq dropping 8.1%. From
the market high in mid-February to the low in mid-March,
the S&P 500 fell 10.1%, putting it into correction territory
before gaining back 1.6% into month-end. Investor sentiment
weakened further on concerns that tariffs will dampen demand
and weigh on future growth. To date, the softer economic
signals have come primarily from soft data—such as sentiment
surveys—rather than hard data like employment or consumption
figures. However, the balance could shift quickly, and this
month’s Spotlight (below) explores the issue in greater depth.

The implications of the Trump administration’s tariff policies
remain uncertain in scale but clear in direction. Tariffs are
likely to act as a drag on economic momentum, disrupting
supply chains and curbing consumption where businesses
pass through higher input costs to consumers. Country-
based reciprocal tariffs announced April 2nd exceeded most
forecasts and additional product-specific tariffs are still to come
(semiconductors, pharmaceuticals, and potentially more). As a
result of these new and anticipated developments, we expect
elevated market volatility and persistent pressure on consumer
and business confidence as policy clarity remains elusive.

Bond markets were relatively stable in contrast. Although credit
spreads widened modestly, they remain near historically tight
levels. Separately, long-term interest rates held steady, while
2-year Treasury yields declined modestly following remarks
by Federal Reserve (Fed) Chair Jerome Powell. His comments
were interpreted as leaning more dovish, suggesting the Fed is
more concerned about slowing growth than persistent inflation.
Despite this shift in tone, market expectations for rate cuts were
little changed, with futures pricing in multiple cuts by year-end.

FW-10035 2504

MONTHLY SPOTLIGHT:

Soft vs. Hard Economic Data

Author: Daniel Carter, CFA
See page 2

Tariffs continue to dominate investor focus, but concerns about the
durability of Al-related demand are also front and center. While near-
term enthusiasm remains high, markets are becoming somewhat
skeptical about the long-term trajectory of Al infrastructure
investment. On trade, the Administration appears committed to
along-term rebalancing of the U.S. role in global commerce. That
path is unlikely to be quick or orderly. Volatility is likely to remain a
feature of this evolving environment. Fortunately, the economy is
entering this period from a position of relative strength, with many
consumer spending indicators still showing resilience. As always,
we will be closely monitoring incoming data—especially around
consumption and business activity—as outlined in our Spotlight.

Investor Sentiment
Bullish sentiment toward equities has softened in recent weeks.
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WHAT TO WATCH

Sentiment has weakened across consumers and businesses. As a result, investors will monitor incoming sentiment data and
indications for potential impacts on economic activity. Inflation data continues to dictate the Fed's flexibility, and markets
will monitor impacts from tariffs.

The next Consumer Price Index (CPI) report will be available on April 10th, and Personal Consumption Expenditures (PCE), the
Fed's preferred inflation gauge, will be available on April 30th. Investors will focus on the details and watch for tariff impacts.
The University of Michigan’s Consumer Sentiment'’s preliminary release is on April 11th, and the Conference Board Cosumer
Confidence Index will be available on April 29th. Consumer outlook has deteriorated and will be watched in these reports.
From a consumer strength perspective, retail sales data is released on April 16th. For indications on business outlook, the
NFIB’s next report on small businesses is on April 8th.

MONTHLY SPOTLIGHT

Soft vs. Hard Economic Data

[ Much of the U.S. economic momentum in recent years has been driven by consumer
spending, particularly higher income earners. However, sentiment has shifted as
Americans have become increasingly concerned about inflation, tariffs, and geopolitical
> ¢ tension. The key question for investors now is whether this shift in how consumers

feel (reflected in soft economic data like surveys and sentiment trackers) dictates

DANIEL CARTER, CFA  the path of actual economic data or will the economy continue to remain resilient.

Managing Director,

Senior Portfolio Manager Recent economic releases in the United States have exhibited a bifurcation. On the soft

data side, indicators, such as consumer sentiment and business surveys, have weakened.
Small business optimism, tracked by the NFIB index, pulled back from the recent post-election jump due to declining
confidence in the economic outlook. Consumer sentiment declined across the two most closely watched surveys,
Conference Board and University of Michigan (U of M). In addition to a souring outlook, the U of M’s latest survey also
exhibited a material increase in inflation expectations.

While this survey has gotten a lot of media attention, Consumer Confidence

it's important to put the data in context. These reports 140 -
have been more volatile given a recent change in 430 -
methodology (survey responses are now online 120 -
versus phone responses), and other inflation surveys 110
don't show the same level of inflation concern. 100 -
On the other hand, the hard data appears to suggest 90 -
the economy is still on solid footing, at least for now. 80 -
The labor market is a prime example: although it 70 -
has loosened relative to its tightest levels, jobless 60
claims continue to print near historical lows while 50 -
job openings and the number of workers quitting 40 -

their jobs remain stable, suggesting a balanced
employment picture. Layoff announcements have
increased in some sectors, notably government,
but haven't translated into broad-based job losses.
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This divergence in data raises questions about the economy’s underlying trajectory. Soft data, such as sentiment
surveys, tends to reflect forward-looking attitudes. If households and businesses become more cautious, the drop in
confidence could foreshadow a pullback in hiring, capital expenditures, and consumer spending. However, history shows
it is not unprecedented for sentiment to weaken without immediately or materially denting actual economic output.

For now, markets are weighing the possibility that soft data is signaling an actual slowdown, which argues for maintaining
discipline in portfolio positioning. While we expect the Fed to remain patient until weakness shows up in the hard data,
if sentiment is indeed a leading indicator of a broader economic pullback, we believe fixed income will outperform.
The historical inverse relationship between stocks and bonds appeared to break down in recent years; however,
it resurfaced during the latest equity sell-off, as yields moved lower alongside falling stock prices. We expect that
correlation to hold in a further risk-off environment, particularly because growth concerns will outweigh inflation fears.

Source: Fort Washington, University of Michigan, and Conference Board.
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Commentary

Uncertainty remains elevated due to shifting trade policy and geopolitical tension.

U.S. economic data remains relatively solid but is expected to slow as sentiment
indicators are forecasting a softening in consumer spending and business investment.

Tariffs present downside risks to both U.S. and global growth.

Market forecasts for inflation have increased due to tariffs. While the impacts are
expected to be short-lived, as investors do not expect the effects to be persistent,
the impact could be more substantial than previously anticipated. Longer-run
inflation estimates remain largely grounded.

While service inflation should remain stable over the coming months, tariffs create
elevated uncertainty around goods inflation.

Further upside risks remain from retaliatory tariffs leading to broader trade wars.

The Fed cut rates by 100-basis points in 2024 but paused at their last two
meetings. Investors are pricing a low probability of a cut at the May meeting
but expect a cut by June. Economic growth and tariff concerns have resulted in
volatile expectations for rate cuts in 2025.

FOMC members have articulated needing further progress on inflation to resume
lowering rates.

Flexibility within fiscal policy continues to diminish as federal debt levels swell
and higher interest costs consume a larger portion of government outlays.
Deficits are expected to remain elevated under the Trump administration amid
current policy proposals.

Both Chambers of Congress agree on passing a budget for the reconciliation
process in April. Moving forward the focus will be around the extent of spending
cuts and if a debt limit increase will be included.

Yields were largely unchanged over the month despite volatility in rates and inflation
expectations.

We anticipate the magnitude of expected rate cuts will continue shifting with new
economic data and developments around executive branch policies, presenting
opportunities for tactical adjustments.

Long rates are within our expected fair value range.

Despite a modest amount of widening in credit spreads, levels are still tight relative
to history.

We believe current fixed income valuations are still generally expensive, and
credit spreads represent limited upside.

Investment grade spreads (10yr BBB Industrials) ended the quarter at their 23rd
percentile and high yield (single B corporates) at their 24th percentile, since the 1990s.

The S&P 500 entered correction territory in March but ended the quarter
modestly above the lows.

Uncertainty over market leadership (Magnificent 7) has increased this year as value
stocks have outperformed growth.

Valuations for equities have improved with recent price declines but remain
comfortably above long-term averages.

The market is likely to remain on edge, as the economic implications of trade policy
are debated and better understood.



MARKET DATA & PERFORMANCE | AS OF 03/31/2025

U.S. Snapshot Current 6 Months Prior 1 Year Prior
Core Inflation (YoY%) 2.8 2.7 3.0
Unemployment Rate 4.1 4.1 3.9
Real GDP (YoY%) 2.5 2.7 2.9
Retail Sales (YoY%) 3.1 2.0 3.6
30-Year Mortgage Rate 6.7 6.1 6.8
10-Year Treasury 4.2 3.8 4.2
US Corporate IG Yield 52 4.7 53
US Corporate HY Yield 7.7 7.0 7.7

TOTAL RETURNS

Asset Class MTD QTD YTD 1 Year 3 Years* 5 Years*
Russell 3000 Index -5.8% -4.7% -4.7% 7.2% 8.2% 18.2%
S&P 500 Index -5.6% -4.3% -4.3% 8.3% 9.1% 18.6%
S&P Midcap 400 Index -5.5% -6.1% -6.1% -2.7% 4.4% 16.9%
Russell 2000 Index -6.8% -9.5% -9.5% -4.0% 0.5% 13.3%
MSCI World Index -4.4% -1.7% -1.7% 7.5% 8.1% 16.7%
MSCI World Excluding US -0.5% 6.3% 6.3% 5.9% 6.3% 12.7%
Bloomberg US Aggregate 0.0% 2.8% 2.8% 4.9% 0.5% -0.4%
US Corporate Investment Grade -0.2% 2.4% 2.4% 4.9% 1.1% 1.3%
US Corporate High Yield -1.0% 1.0% 1.0% 7.7% 5.0% 7.3%
Emerging Market Debt -0.8% 2.1% 2.1% 7.4% 3.5% 3.1%
US Treasury (7-10 year) 0.3% 3.6% 3.6% 3.9% -1.2% -2.4%
Cash 0.3% 1.0% 1.0% 5.0% 4.3% 2.6%

Source: Fort Washington and Bloomberg. *Returns longer than 1 year are annualized. Past performance is not indicative of future results.
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