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HIGHLIGHTS

Market's Al Exuberance: The S&P 500 is near all-time highs, recently led by the
Magpnificent Seven, as optimism around Al productivity and spending drove markets higher.

Economic Data Bumpy: While the Q2 GDP print showed a rebound from the negative
print in Q1, overall growth has slowed in 2025 and is likely to remain sluggish.

The Fed Doesn’t Control Long Rates: There has been a significant amount of political
pressure to lower Fed Funds, but what does that mean for longer rates? We analyze this

dynamicin this month’s Spotlight below.
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New Record Highs as Growth Stocks Regain the Lead

Stocks extended their gains in July, with the S&P 500 rising
2.2% for the month and bringing its year-to-date return to
8.6%. Resilient economic activity, a flurry of trade agreements,
a limited inflationary response to tariff policies, and earnings
that reinforced confidence in the Al supercycle all supported
market sentiment. Mega-cap tech and the “Magnificent
Seven” led performance, driving growth’s outperformance over
value and U.S. equities’ outperformance versus international
peers. The U.S. dollar rose 3% on the month, trimming year-
to-date losses, while interest rates remained relatively stable.

The Federal Reserve (Fed) held rates steady again in July,
although two governors dissented in favor of a 25-basis-point
cut. Despite the dissents, Chair Jerome Powell struck a somewhat
hawkish tone in his press conference, citing uncertainty around
inflation stemming from trade policy. While market expectations
for rate cuts later this year moderated, investors took the
news in stride, focusing on solid economic fundamentals. This
resilience supports the notion that rate cuts aren't essential to
sustaining the soft-landing narrative. We explore the implications
of Fed policy for longer-term rates in this month’s Spotlight.

As the August 1 trade deadline (postponed from early July)
approached, several deals were announced with key partners.
U.S.-aligned nations such as Japan, South Korea, and the EU
will face tariffs of 15%, while negotiations continue with others—
China, India, Mexico, and Canada—who currently face higher
rates. Thus far, tariff-driven inflation has been less severe than
many economists anticipated. While some effects may still
be forthcoming, the negotiated levels suggest inflationary
and growth impacts will remain modest in the near term. We
are closely watching the pending appeal of a court ruling
that challenged the Administration’s use of the International
Emergency Economic Powers Act (IEEPA)—the legal basis for
the recent trade deals. If the lower court decision is upheld
and ultimately reaches the Supreme Court, congressional
intervention may be required to preserve these agreements.
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Corporate fundamentals remain solid. With two-thirds of
companies having reported Q2 results, both revenue and
earnings have broadly exceeded expectations. Big Tech
delivered strong results, with signs that Al-related capital
expenditures will remain elevated. Consumer strength remains
intact, with financial firms reporting steady debit and credit
spending, alongside improving consumer credit metrics. While
some sectors—notably autos—cited margin pressure from
tariffs, the overall impact on S&P 500 earnings appears limited.

Despite healthy corporate earnings and consumer resilience,
a slowing labor market (the August 1 report highlighted
additional weakness) and uncertainty around trade-driven
inflation have led us to maintain a largely neutral risk stance.

Economic and Trade Policy Uncertainty

Although uncertainty has eased in recent weeks, it remains
elevated.
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Source: Fort Washington, Mattero lacoviello, Bloomberg, and Macrobond.
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WHAT TO WATCH

Tariffs and broader trade policy uncertainty continue to hang over the U.S. consumer and business outlook. As a result,
investors will focus on indicators that provide insight into the state of the U.S. consumer and corporate investment. In addition,
new inflation data and its implications for Federal Open Market Committee (FOMC) decisions will be closely watched.

The next Consumer Price Index (CPI) report will be released on August 12, and Personal Consumption Expenditures (PCE)—the
Fed's preferred inflation gauge—will be available on August 29. Investors will monitor underlying data for insight into tariff impacts.
Given a slowdown in consumer spending this year, investors will watch retail spending and consumer sentiment. Retail sales
are released on August 15, while University of Michigan and Conference Board sentiment data are released August 15 and 26,
respectively.

MONTHLY SPOTLIGHT

The Fed Doesn't Control Long Rates

There has been increasing political pressure for lower interest rates from both members
of Congress and the White House, with the president calling for a significant 3% cut in
the fed funds rate. While it's tempting to expect long-term yields to fall in response, the
relationship between the fed funds rate and the 10-year Treasury yield is far more intricate.

The fed funds rate is an overnight lending rate between banks and therefore directly
DANIEL CARTER, CFA . . e
influences the very short end of the yield curve. In contrast, the 10-year yield is influenced
by a number of market forces. While it does reflect the current fed funds rate, it also factors
in market expectations for the future path of monetary policy, as well as economic growth
and inflation over the next decade. Even if we view the 10-year yield as a rolling projection of short-term rates
over ten years, investors constantly reassess their outlook as new information about growth, inflation, and policy
emerges. As a result, the current fed funds rate has only a limited impact on where investors value the 10-year yield.
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As a result of longer yields being impacted by expectations, it's important to keep in mind that investors already anticipate
multiple rate cuts through 2026 (roughly 100 basis points). However, if the FOMC were to slash rates by three times
that amount at their next meeting, it would cause a significant recalibration of growth and inflation expectations. Easier
financial conditions, due to cheaper borrowing rates for consumers and corporations, would spur stronger economic
activity and likely raise inflation expectations. Since the 10-year yield incorporates expected real growth and inflation,
these increases would drive the longer part of the yield curve higher—not lower—despite short rates declining.

We experienced this dynamic just last year. In September, Fed Funds & 10-Year Yield
the Fed surprised markets with a 50-basis-point cut—
_ Percent Percent
more than expected—and the 10-year yield actually 55 48
rose by about 100 basis points in the following weeks. ’ L
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So, what might actually lead to a lower 10-year yield?

First, a continued cooling in inflation. Inflation has 54 44
come down significantly over the past few years and -4.2
is now only marginally above the Fed's target. While 4.9 40
goods inflation is likely to remain bumpy given tariffs, 4 5 -
service inflation—namely housing—continuing to trend ’ 38
lower would be welcomed by Fed officials looking fora 4.5 -36
reason to cut. In addition, evidence of slower economic Sép N<'>v Jalln M.ar M:aly J;“

growth and consumer demand, which many economists 2024 2025

are expecting, would give the Fed more room to ease

policy without stoking fears of overheating the economy. Federal Funds Target Rats, LHS == 10-Year Treasury, RHS

Outside of a recession or significant shock to growth, our view is that the best path to sustainably lower long-term rates is
a steady, data-driven approach that the Fed is currently utilizing. Any meaningful disruptions—such as removing Jerome
Powell as chairman (which we view as a low probability)—would likely not be taken well by the market. If the current
disinflation trend continues and growth slows modestly, we see a path for the 10-year yield to drift toward 4% by year-end.

Source: Fort Washington, Federal Reserve, and U.S. Department of Treasury.
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Commentary

Uncertainty remains elevated amid shifting trade policy and geopolitical tensions,
though some progress on deals has provided some relief.

U.S. economic growth has slowed and is expected to remain below recent trends, as
tariffs present a near-term headwind for consumer spending and business investment.

While economic data has been relatively stable, recent labor market weakness
indicates that risks are skewed to the downside.

Market forecasts for inflation have increased due to tariffs, though the impacts are
expected to be short term, as investors do not anticipate they will be persistent.
Longer-run inflation estimates remain largely grounded.

Higher prices became visible in inflation data this past month. While the impact has
been minimal so far, many economists expect it to increase.

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

The Fed has kept rates unchanged so far this year. Shifting growth estimates, tariff
concerns, and Fed signals have resulted in volatile expectations for rate cuts in 2025.

FOMC members have articulated patience and a “wait-and-see” approach, as
they remain data dependent and view the labor market as balanced.

Investors anticipate two rate cuts in 2025, with current pricing implying a
terminal rate around 3.1%.

The Big, Beautiful Bill (BBB) was signed into law in early July. In the short term,
the BBB supports growth through individual tax cuts and encourages capital
expenditures (CAPEX) through accelerated depreciation.

Flexibility within fiscal policy remains low, as federal debt levels continue to rise
and higher interest costs consume a larger portion of government outlays.

The Treasury anticipates steady auctions over the next several quarters, as noted
in its July Quarterly Refunding Announcement (QRA).

Yields increased modestly during the month as markets digested new trade deals
and economic data.

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

Long rates are within our expected fair value range, but we believe the curve is
biased lower.

Credit spreads tightened during July, pushing already expensive levels even
tighter relative to historical averages.

We believe the risk/reward is skewed to the downside, although strong corporate
fundamentals should support current spreads.

Investment-grade spreads (10-year BBB industrials) ended July at their 9th
percentile, and high yield (single-B corporates) at their 2nd percentile, based on
data since the 1990s.

The S&P 500 marched higher in July, up 5.1%, ending the quarter at all-time highs
and up 25% from the April lows.

Valuations for equities are now back to levels comfortably above long-term
averages.

With trade policy becoming better understood, investor attention is likely to shift
to the labor market and economic and corporate fundamentals.



MARKET DATA & PERFORMANCE | AS OF 07/31/2025

U.S. Snapshot Current 6 Months Prior 1 Year Prior
Core Inflation (YoY%) 2.8 2.7 2.7
Unemployment Rate 4.1 4.0 4.2
Real GDP (YoY%) 2.0 2.5 3.0
Retail Sales (YoY%) 3.9 4.6 3.0
30-Year Mortgage Rate 6.7 7.0 6.8
10-Year Treasury 4.4 4.5 4.0
US Corporate IG Yield 5.1 53 5.1
US Corporate HY Yield 7.1 7.2 7.6

TOTAL RETURNS

Asset Class MTD QTD YTD 1 Year 3 Years* 5 Years*
Russell 3000 Index 2.2% 2.2% 8.1% 15.7% 16.4% 15.2%
S&P 500 Index 2.2% 2.2% 8.6% 16.3% 17.1% 15.9%
S&P Midcap 400 Index 1.6% 1.6% 1.8% 3.3% 9.6% 12.8%
Russell 2000 Index 1.7% 1.7% -0.1% -0.6% 7.0% 9.8%
MSCI World Index 1.3% 1.3% 11.2% 16.2% 16.4% 14.3%
MSCI World Excluding US -1.2% -1.2% 18.0% 14.3% 14.0% 11.2%
Bloomberg US Aggregate -0.3% -0.3% 3.7% 3.4% 1.6% -1.1%
US Corporate Investment Grade 0.1% 0.1% 4.3% 4.4% 3.2% -0.5%
US Corporate High Yield 0.5% 0.5% 5.0% 8.7% 8.0% 5.1%
Emerging Market Debt 0.9% 0.9% 6.4% 9.6% 8.2% 1.1%
US Treasury (7-10 Year) -0.6% -0.6% 4.5% 2.4% -0.2% -2.6%
Cash 0.4% 0.4% 2.5% 4.7% 4.8% 2.9%

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