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A What We're Watching:

A |nitial Jobless Claims for the week ended March 1 and
Continuing Jobless Claims for the week ended February
22 are released Thursday and are worth watching after
initial claims for unemployment insurance came in above
expectations the prior week. Given weak consumer
confidence readings of late, some signs of stabilization in the

labor market would be most welcome by equity bulls.

A The Institute for Supply Management (ISM) Services Index
for February is released Wednesday and is expected to fall
modestly to 52.7 from 52.8 in January. This release will likely
be closely watched after the initial release of the S&P Global
U.S. Services PMI fell into contraction territory in February. For
reference, a reading above 50 indicates growth/expansion
in the services sector of the U.S. economy, while a reading
below 50 indicates slowing or contraction.

A The February Nonfarm Payrolls Report is released Friday
with 160k jobs expected to have been created during the
month, while the unemployment rate is projected to be
unchanged month over month at 4.0%. This meftric, along
with initial and continuing claims earlier in the week, should
be closely watched amid a series of lackluster consumer
confidence readings in recent weeks which could see
additional downside if the labor market weakens materially.

A Key Observations:

A Headline risks and cautious U.S. consumers continued to
put downward pressure on U.S. stocks for the 2nd straight
week as sentiment and risk appetite remained fragile.

A US. stocks sold off mid-week as the U.S. announced it was
prepared to implement 25% tariffs on goods imported
from the European Union in early April, and that 25%
tariffs on imported goods from Canada and Mexico
would go into effect on March 4. Not to be forgotten,
the Trump administration also announced it would also
be levying an additional 10% tariff on Chinese imports, on
top of the 10% announced a few weeks back. Despite
this news, most euro area country indices outperformed
their U.S. counterparts on the week, while indices tied to
China and Mexico lagged, partially due to the U.S. dollar
strengthening.

A Broadly speaking, it was a good week for bonds with
core investment-grade fixed income faring best as the
downward move in Treasury vyields confinued. There
was modest widening of credit spreads for corporate
bonds over the balance of the week and investment-
grade corporates outperformed their riskier, higher

yielding counterparts as investors required higher yields to

compensate for taking credit risk amid a more uncertain

economic backdrop.

Price/Yield Total Return (%)

22872025 1 Week Age 1 Month Age Year to Date 1 Year 2 Y¥ears S'Years
5&P 500 5954.50 095 -1.28 1.44 18.41 13.14 1685
MNASDAG 1884728 -3.45 -3.93 -2.31 1793 12.57 1799
5&P Mid Cap 400 3095.15 019 -4.10 0.4 8.569 7.59 13.01
3&P Small Cap 600 13463.73 -1.04 -5.48 -2.97 627 3.64 1080
MSCI World ex US 343.01 -1.7¢9 185 5.47 .65 499 7.55
MSCIEM 1097.25 -4.31 0.59 228 10.07 0.32 426
Bloomberg U.S. Aggregate 4.58 126 219 274 581 -0.63 -0.52
Bloomberg Corporate 5.08 1.05 198 280 &.56 0.1% 0.0%
Bleomberg U.S High Yield 715 0.40 0.7& 205 10.09 4723 433
Bloomberg EM USD Aggregate &.41 050 1.73 270 FET 295 0.50
Bloomberg Global Aggregate 3.54 0.41 1.52 201 298 -3.01 -125
Bloomberg Municipal Bond 3.55 0.81 1.13 1.50 294 092 0.67

Price/Yield

2/28/2025 1 Weesk Age 1 Month Age  12/31/2024 1 Year Age 2 Years Age 5 Years Ago
SOFR (yield) 436 434 435 447 531 0.05 1.60
30 Year Mortgage (awverage rate) 594 713 727 7.28 7.31 4.30 3.62
2 Year Treasury (yield) 399 420 4.1% 424 4.64 1.43 091
10 Year Treasury (yield) 4721 443 4.53 457 424 1.83 1.15
30 Year Treasury (yield) 4.49 468 478 478 4.40 2,14 1.68
WTI Crude [closing price) &F T & 70.40 7377 F1.72 78.54 95.72 4478
Gold (NYM $/oz) 2848.50 2937 .60 2767 50 264100 204270 1900.70 1566.70

Source: Bloomberg (3- and 5-Year Annualized)
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What Happened Last Week:

4 Stocks: U.S. Markets Falter As Tariffs,
Cautious Consumers Weigh On Sentiment,
Risk Appetite; Eurozone, U.K. Indices Largely
Shrug Off Potential U.S. Tariffs, German
Elections To Turn Out Gains; China, Mexico
See Profit Taking As Tariffs Are Set To Go Into
Effect This Week.

A Consumer Staples, Health Care, Real Estate Holding Up
As ‘Risk-Off’ Dominates. After closing at an all-time high
of 6,144 on February 19, the S&P 500 has now fallen by
2.6%, due in large part to broad-based weakness out of
high-flying ‘Magnificent 7' names in the communication
services (GOOGL, META), consumer discretionary (AMZN,
TSLA), and information technology (APPL, NVDA) sectors.
For comparison, the comm services, discretionary, and IT
sectors are lower by 2.3%, 4.1%, and 6.7%, respectively, over
the same time frame. Given the sizable downdrafts in these
three key areas, which together account for over 50% of the
S&P 500, it is encouraging that the headline indexisn’t off by
more than 2.6%. While the ‘Mag 7’ has struggled, some of the
classically defensive sectors that have lagged in the post-
COVID bullmarket have caught a bid of late, with consumer
staples rising 2.5%, real estate higher by 2.6%, and the
health care sector the biggest winner, up 2.9% since market
close on February 19, propping up the broader market.

A What's Next For The S&P 500? The S&P 500 ended last week
lower by just 0.9% but did close below its 50-day moving
average for the 2nd consecutive week. Encouragingly,
index managed to stage an impressive late-day
comeback on Friday and closed a couple of points above
its 100-day - a potentially noteworthy move should the bulls
wrestle control back from the bears in the coming week(s).
However, with the CBOE Volatility Index, or VIX, sfill below
20 last Friday, we question whether investors will feel they
are adequately hedged for the uncertainty that lies ahead,
and as a result we believe selling and de-risking of portfolios
could resume in short order. A spike info the high 20's or low
30’s would be more representative of a selling crescendo
and ‘peak-fear,’ not last week's half-hearted move into the
low-20's which is around the 30-year average level for the
VIX. In the lead-up to the November election, the S&P 500
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fraded between 5,700 and 5,715, or some 4% below Friday'’s
close, and is a potential downside target if sellers return and
remain in control.

Euro Area Country Indices Shrug Off U.S. Tariff Talk, German
Elections To End The Week Unchanged.The MSCI| EAFE
closed lower by 0.8% on the week as upside was capped
by a rebound in the U.S. dollar. Developed market indices
abroad fared relatively well despite President Trump's
proclamation that tariffs on Canada and Mexico would
go intfo effect this week, and that a 25% tariff on Eurozone
exporfs fo the U.S. could be coming in April. Peripheral
Eurozone countries including Spain and Italy that had
surged early in the new year maintained their leadership
with the pair gaining 2.7% and 0.1% last week, respectively.
Country indices for these two nations in particular tilt toward
domestic industries or sectors less impacted by tariffs such
as financials which account for roughly 30-40% of each
index, which keeps this duo out of the limelight on trade, for
now anyway. In Germany, conservatives prevailed against
the far-right wing opposition, easing political concerns and
providing a boost to the German DAX index that gained as
much as 2.2% midweek before settling for a 0.9% weekly gain
after tariff headwinds were priced in. The U.K. stock market
outperformed vs. the broader Eurozone, returning 1.5% due
fo the fact the U.S. runs a trade surplus Britain, which may
leave it above the tariff fray.

China, Mexico In The Trade Crosshairs, But Stimulus Efforts
Provide A Ballast. Trade headlines had a broad reach last
week, with Chinese exports catching an additional 10%
tariff as the relationship between the world’s two largest
economies remains tenuous at best. Trade rhetoric led
the MSCI China index lower by 3.9% over the course of the
week, even as capital injections for some of the country’'s
largest banks totaling $55B were set to begin in the coming
months. The act of recapitalizing the banks shows follow-
through from broader stimulus packages that were unveiled
late last year, but further stimulus could be required if U.S.
import dutfies move higher. Trade uncertainty is making for
a volatile backdrop for country indices tied to our largest
frading partners, including China, with no firm direction as
each week brings with it fits and starts on the tariff front.
Economic data out of China remains less than encouraging,
but corporate earnings appear to be firming up, broadly
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speaking. Confirmation that Canada and Mexico would
incur previously delayed ftariffs on March 4th sent a shiver
through the MSCI Mexico Index as the nation's equity
barometer fell by 3.1% for the week. Further escalation
would undoubtedly hurt Mexico's industrial- and material-
heavy equity market, but the U.S. is also the biggest exporter
to Mexico, with both countries likely to incur economic
damage from a full-on trade war.

Bonds: Flight To Quality/Safety Forces
Treasury Yields Lower For 6th Consecutive
Week; Credit Spreads Widen Modestly,
Approach Mid-January Levels As Investors
Require Higher Yields From Riskier Corporate
Bonds.

Treasury Yields Fall Further On Growth Concerns; 10-Yr.
Yield Has Its Lowest Weekly Close Since Mid-December.
Treasury yields continued to drop last week with fears of
slower U.S. economic growth the most often cited reason
behind the move, while some also atfributed the cost-
cutting efforts out of the Department of Government
Efficiency (DOGE) as a secondary contributor to the
rally in prices of U.S. Treasury bonds. Weaker consumer
confidence data, along with tfrade/tariff uncertainty, has
stoked fears of an economic slowdown in the past month,
and last Friday’s release out of the Bureau of Economic
Analysis (BEA) on Personal Income and Spending for
January did little to alter the narrative that the U.S.
consumer was growing increasingly nervous. Personal
Income rose a robust 0.9% month over month in January,
well above the 0.4% estimate, but Personal Spending fell
0.2% month over month, well below the expectation of a
0.2% rise. The savings rate embedded in the release rose to
4.6% from 3.5% the prior month, providing further evidence
that consumers appear to be battening down the hatches
in preparation for leaner times. On balance, recent data
points toward downside risks for U.S. economic growth in
the coming quarters, while inflation data, evidenced by
the release of Personal Consumption Expenditure (PCE)
from January, which came in as expected but pointed
tfoward inflationary pressures remaining sticky with progress
stalling out, which has led to fears of stagflation. Fixed
income investors appear to be taking their cue from the
‘stag’ portion of the word while ignoring the ‘inflation’ part,
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possibly due to expectations that year over year inflation
comparisons get easier in the coming months. We believe
uncertainty surrounding tariffs have forced businesses to
halt investment until some clarity is found, which could
lead to a soft patch for economic growth and put
downward pressure on Treasury yields over the near-term.
Despite confinued weak readings on the U.S. economy
last week, it's worth noting that the U.S. Dollar Index (DXY)
actually rose last week, a divergence worth watching
that could signal the demise of the U.S. economy may be
greatly exaggerated at present. After the drop in yields,
long-dated U.S. Treasuries are now less atfractive and
total return potential limited, with the 10-year Treasury,
specifically, now trading rich to our fair value estimate of
around 4.50%.

Small Cracks Forming In Credit Worth Watching. Valuations
on high yield bonds cheapened again last week with the
credit spread over the Treasury curve for the Bloomberg
U.S. Corporate High Yield Index widened by 10-basis points
last week, taking its two-week fotal to 22-basis points as
skittish investors reduced exposure to riskier assets on the
heels of recent downside surprises on the economic data
front. Despite some spread widening, the Bloomberg High
Yield Corporate index still returned 0.4% last week, but the
headline return for the Index masks some underlying cracks
that may be forming in the credit marketfs. The longer
duration profile of investment-grade corporate bonds has
been a tailwind as rates have fallen, and IG corporates
generated a 1.0% return on the week, but this segment
wasn’t completely immune as investment grade names
also saw spreads widen by around 7-basis points on the
week. Given a more uncertain economic landscape and
the lack of yield-based compensation for taking credit
risk at present, we suspect investors will continue to favor
Treasuries relative to corporates in the near-term.

Another ‘Soft’ Survey Points Toward A Nervous U.S.
Consumer. The Conference Board released its February
Consumer Confidence survey last Tuesday, and the
reading of 98.3 fell short of the 102.5 estimate as well as
the 104.1 reading from January. The Present Situation
component of the survey improved month over month,
while the Expectations piece deteriorated materially from
the January release. While we hesitate to put foo much
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stock in ‘soft’ survey data, the Conference Board’s survey
aligned with the University of Michigan release earlier in
the month which pointed toward a sharp rise in the outlook
for inflation over the coming year, which weighed on the
Expectations component of the survey. With the U.S. economy
being two-thirds consumption-based, consumer confidence
readings are well worth watching, but basing one’s economic
view and outlook solely on these surveys can lead to missteps,
i.e. getting too defensive, and positioning shakeouts. At
present, the flight to safety and rally in U.S. Treasuries over the
past month due to fears of an economic downtfurn appears
overdone to us, and yields may reverse higher in the coming
months as investors get more comfortable that the economy
isn't on the brink of recession.

Softer Consumer Confidence Readings Raise Odds Of A June
Rate Cut. The Conference Board's Consumer Confidence
survey was just another in a recent string of less than
encouraging readings on the state of the U.S. consumer, and
market participants have repriced the odds of further policy
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of further policy easing in the coming year because of
these datapoints. In mid-January, in the wake of the
FOMC's monthly meeting, Fed Funds futures were pricing
in around 40-basis points of rate cuts this calendar year,
with the June/July timeframe viewed as the most likely
spot in the calendar for a quarter-point cut this year.
However, in the past six weeks, amid some softer consumer
confidence readings, the futures market has shifted and
now projects 58-basis points of cuts over the balance of
this year, with June the odds-on favorite for the first cut
with an 84% probability. We have expected the FOMC
to cut the funds rate by a total of 50-basis points in '25
and have not altered that view despite some signs of a
shakier U.S. consumer. As stated above, these surveys
have contributed to fears of an economic slowdown
and forced Treasury yields lower, but we believe the
move to be overdone and see the rally in Treasuries as an
opportune time to revisit and potentially reposition fixed
income portfolios with the expectation the rally/move
lower in yields will reverse o some degree in the coming
months.
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