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A What We're Watching:

A The Institute for Supply Management’s (ISM) Services Index
for April is released Monday with a modest decline to 50.2
from 50.8 in March expected. A reading above 50 indicates
expansion, while a reading below 50 indicates contractionin
the services sector of the U.S. economy.

A The Federal Open Market Committee (FOMC) meets
Wednesday and is expected to leave the Fed funds rate
unchanged with a midpoint between the upper and lower
bound of 4.375%.

A nitial jobless claims for the week ended May 3 and
contfinuing claims for the week ended April 26 are released
Thursday. These data points are worth watching to see if
layoffs are accelerating affer both measures came in above
the consensus estimate the prior week. For reference, initial
jobless claims were 241k for the week ended April 26, and
continuing claims were 1,916k for the week ended April 19.
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A Key Observations:

A More rumors of progress being made on the tariff/trade
front, along with better than feared earnings out of four of
the ‘Magnificent 7' names pulled U.S. equity indices higher
over the balance of the week. Early in the week, stocks
ralied on news that the U.S. was preparing fo announce a
frade deal, with India or South Korea viewed as the most
likely counterparty, and the rally rolled on mid-week as
Meta Platforms and Microsoft posted quarterly earnings
that pointed toward confinued tailwinds for the artificial
intelligence (Al) theme.

A Some notable divergences were evident last week that
are worthy of attention. Specifically, while U.S. equity
indices rallied and Treasury yields rose on the heels of
Friday’s better than expected payrolls data, the U.S. Dollar
index (DXY) weakened, perhaps providing some evidence
of skepticism on the part of investors that U.S. economic
resiliency can/will contfinue in the coming months.

A Therelease of the March Job Openings and Labor Turnover
Survey (JOLTS), along with initial and continuing claims for
unemployment insurance, pointed foward continued
cooling of the U.S. labor market. But concerns that the jobs
market was on the brink of collapse were eased by the
April nonfarm payrolls report on Friday which surprised to
the upside and pointed toward continued resiliency of the
labor market and the broader U.S. economy. April payrolls
growth surprising to the upside led fo a sharp move higher
for U.S. Treasury yields as cuts to the Fed funds rate were
pushed out from June to July.
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Price/Yield Total Return (%)
Sf2f2025 1 Week Age 1 Month Ago Year to Date 1 Year 3 Years 5 Years
S&F 300 5686.67 254 0.36 221 13.82 12.57 16.75
MASDACH 1797773 3.43 217 -6.72 14.30 13.59 1677
S&F Mid Cap 400 2932.01 3.56 -1.60 -5.62 2.63 6.65 1476
S&F Small Cap 800 1257 83 321 -3.12 -10.21 -0.92 243 1238
MSCI World ex US 35731 315 415 10.72 13.26 882 10.71
MECI EM 1133.27 3.37 2.22 &.22 10.2% 4.71 6.93
Bloomberg U.5. Aggregate 4.67 -0.30 -0.40 237 £.36 1.83 -0.80
Blcomberg Corporate 528 -0.43 -1.01 1.57 &.07 2.94 0.40
Bloomberg U.S.High Yield 77é 0.27 0.05 1.38 8.45 &.51 &.47
Blocomberg EM USD Aggregate &85 -0.14 -0.63 1.94 8.47 5.18 252
Bloomberg Global Aggregaie 3.54 0.00 2.08 514 7.863 1.18 -1.28
Blcomberg Municipal Bond 4.04 076 -0.95 -0.88 1.58 2.34 1.13
Price/Yield
Sf2f2025 1 Week Ago 1 Month Ago 123172024 1 Year Ago 3 Years Ago 5 Years Ago

SOFR {yield) 4.3% 4.33 4.37 4.4% 531 0.30 0.03
30 Year Mortgage (average rate) 6.80 6.90 6.76 728 .44 541 3.52
2 Year Treasury (yield) 3.82 375 3.86 4.24 487 273 0.1%
10 Year Treasury (yield) 4.31 4.24 413 4.57 4.58 2.8 0.61
30 Year Treasury (yield) 477 470 4.50 478 473 3.03 1.25
WTI Crude [closing price) 5879 &3.02 71.71 7172 7895 10517 1978
Gold [NYM $fcz) 324330 3282.40 313990 2641.00 2309 .80 1843.80 170090

Source: Bloomberg (3- and 5-Year Annualized)

What Happened Last Week:

A Stocks: U.S. Indices Build On Gains From

The Prior Week As ‘Magnificent 7' Earnings
Provide A Tailwind, Lift Investor Spirits; The
U.S. Dollar Finds Support, But Is Close To
Running Into Resistance; International
Markets Keep Pace With U.S. Stocks Even As
‘Growthier’ Areas Catch A Bid.

Tailwinds From Trade Rumors, Mega-Cap Tech Earnings
Evoke Confidence. Top names in the technology sector
pushed higher last week after select ‘Magnificent 7’
earnings came through with mixed results as Microsoft,
Meta Platforms (Facebook), Apple and Amazon outpaced
estimates though shares in the lafter two fraded flat o
negative as guidance reflected trade headwinds. Microsoft
and Meta were pack leaders, notching high single digit
gains on the week that put the tech-heavy NASDAQ index
ahead of the S&P 500 with the pair returning 2.9% and 3.4%
respectively. Broader domestic equities also benefited from
rumors that the U.S. was potentially closing in on finalizing
frade deals with one or more countries in the Asia-Pacific
region, chatter that drowned out tariff induced decisions
from General Motors and Harley-Davidson to cut or pull
forward guidance altogether. The positive tone in markets
led to the second consecutive weekly gain for S&P 500 that
brought the index price to 5,628, above its 50-day moving
average of 5,582 for the first time since mid-February, but
the 200-day of 5,746 is likely to pose staunch resistance in
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the coming weeks. Another encouraging sign last week
was modest appreciation out of the U.S. dollar for the 2nd
consecutive week, but we're looking for the index to break
above and hold the 100.50 level to signal the domestic
outlook is improving rather than degrading near-term.

SMid Shaping Up For A Snapback Reversal At Some Point.
Small cap equities narrowly outperformed domestic large
caps last week, but it was the S&P 400 Midcap index that led
the charge. Mid-caps, specifically, may continue to garner
investor interest as the index boasted a 5.4% free cash flow
yield at the end of April, the cheapest valuation by that
metric since late 2010. Valuation on its own makes mid-caps
interesting, but as most value-oriented investors can attest,
waiting for the market to adopt your viewpoint can be a
lengthy and grueling process. Part of the valuation discount
is a product of the market's prejudice toward the sub-asset
class, with the S&P Midcap 400 index still down 13.5% off its
November high. That valuation discount, alongside solid
fundamentals rivaling large caps atf present could make this
an appealing place to look for long ideas in the coming
months, assuming trade fensions deescalate. Earnings
season is off to a slow start for small and midcap companies
with only half the names in the SMid index having reported
thus far, but sales growth has impressed while earnings
growth is roughly flat/negative through the end of last week.

U.S. Dollar Finds Support, Approaches Key Resistance. The
U.S. Dollar Index, or DXY, has bounced 2% after bottoming
on April 21 as the greenback has rallied versus the euro
and Japanese yen. The DXY ran up fo just below 100.50
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last Thursday, a potential resistance level worth watching
as this area provided support last August/September and
could now turn into resistance and limit the dollar’s ascent.
Curiously, despite the upside surprise to the April nonfarm
payrolls report on Friday, DXY fell on the day, the opposite
of what we would have anficipated on the heels of such
a release. This reversal on better data has our attention
and should the dollar’s promising advance stall and the
currency reverse course, U.S. stocks could see profit taking
and move lower in the coming week(s), while international
stocks would likely benefit on a relative basis from such a
move.

Markets Abroad Keep Pace With U.S. Large-Caps Even
As ‘Growthier’ Areas Outperform. Foreign markets rose
alongside U.S. indices last week and modestly outperformed
U.S. large-cap indices despite the S&P 500 carrying a larger
allocation to information technology stocks, which fared
well as investors dove back into ‘growth.” Exposure to the
arfificial inteligence (Al) theme was in demand again last
week as earnings releases out of Meta Platforms (Facebook)
and Microsoft gave investors reasons for optimism and
cause to revisit positioning in beneficiaries of this theme.
This fact that the MSCI EAFE developed markets index and
the MSCI Emerging Markets index outperformed the S&P
500 on the week is impressive given that the S&P 500 has
an outsized exposure to the information technology sector
relatfive to the EAFE and EM indices. Except for Spain, most
Eurozone country indices turned out gains of between 2%
and 3% on the week, while the FTSE 100 in the U.K ended
the week higher by 1.8%. The MSCI Japan closed higher
by 2% in U.S. dollar terms as the Japanese yen confinued
fo slide versus the greenback as the Bank of Japan (BoJ)
talked down the prospect of rate hikes. Investors viewed
this as a powerful signal that the BoJ would like for the yen
to weaken further, likely increasing demand for Japanese
exports as it does so. Within the MSCI Emerging Markefts
index, Taiwan was a standout performer, rising 9.9% as
Taiwan Semiconductor, which accounts for over 21% of the
MSCI Taiwan index, rallied 8.5% on the week in sympathy
with U.S. semiconductor stocks. The MSCI India index rose
2% as rumors of a U.S./India frade deal being struck and
announced in the coming week(s) boosted interest in the
country’s equity market, but escalating tensions between
India and Pakistan famped down sentiment.
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* Bonds:Treasury Yields Close Modestly Higher

After A Busy Week On The Economic Data
Front; Consumer Confidence Continues To
Wane, But Betting Against The Willingness
Of The U.S. Consumer To Spend Remains A
Fool's Errand; Unpacking Mixed Messages
After A Big Week For Labor Market Data.

Preliminary Report On 1st Quarter GDP More Than Meets
The Eye. Perhaps the most closely watched data release
last week was the preliminary read on 1st quarter GDP.
The consensus estimate called for GDP to contract 0.2%
quarter over quarter on an annualized basis but by
that metric alone the U.S. economy slowed more than
expected, shrinking by 0.3%. The negative preliminary GDP
reading was driven in large part by a sizable net import
drag as companies pulled forward demand in advance
of potential tariffs being levied in April. The headline
reading was less than encouraging, but beneath the
surface private domestic demand (combined household
and business spending) was solid, and the personal
consumption component of the release was better than
anticipated, rising 1.8% quarter over quarter, above the
1.2% estimate. For those with stagflation as their base-case
for the U.S. economy, the release did little to alter that
view as the Core PCE Price Index rose 3.5% quarter over
quarter, above the 3.1% estimate and well north of the
2.3% reading from the 4th quarter. Interestingly, Treasury
yields ended the day litfle changed as investors appeared
more concerned about slowing economic growth and
were willing to either ignore or dismiss the ‘hotfter’ than
expected price increases.

Energy Sector Seeing Wider Spreads As Recession Calls
Grow Louder. Credit markets weathered closed out a
volatile week relatively unchanged at the index level, with
the Bloomberg U.S. High Yield Corporate index inching
forward to a 0.3% total refurn. That landing point doesn’t
capture the midweek spread widening that occurred in
the energy sector with valuations going from 391-basis
points above Treasuries at the onset to as high as 447-
bps on Wednesday as the first read on Q1 GDP led to
calls of a U.S. recession being the base case. The energy
sector was hampered by the steep decline in West Texas
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Infermediate (WTI) crude last week which closed the week
at $58 a barrel, notching the lowest closing price since early
2021. Energy related companies make up roughly 11% of the
broader high yield index, so its noteworthy that risk-sentiment
in the remaining sectors were able to pick up the slack and
offset losses in the segment. Valuations on the broader index
were only marginally higher by a handful of basis points but
the lowest quality CCC-rated paper saw more meaningful
movement with the spread widening by 11-bps, suggesting
appetite is sfill tilted toward names that would appear in
the fallen angel category or rising star category of BB-rated
bonds.

Consumers Concerned About The Future But Continue
To Spend Anyway. The Conference Board’'s Consumer
Confidence survey for April released last Tuesday fell more
than expected to 86.0, below the 88.0 expected and the
92.9 reading in March. The Present Situation portion of
the survey held up well, coming in at 133.5 versus a 134.5
reading the prior month, but the Expectations component
of the survey fell sharply to just 54.4 from 65.2 the prior
month. The drop off in the Expectations reading aligns with
the jump in inflation expectations seen in ‘soft’ surveys such
as the University of Michigan's Consumer Sentiment index,
and with job openings falling more than expected in March
(more on that below), consumer confidence and senfiment
readings are likely fo remain under pressure in the near-term.
In this vein, Personal Income and Spending data from March
was released Wednesday, and while stale, showed a 0.7%
increase in spending during the month, above the 0.5%
rise in income, again providing evidence that there is sfill a
willingness to spend, despite the fact that the capacity or
ability to spend (income) may not be keeping up.

Mixed Messages Surrounding The Health Of The U.S. Labor
Market In A Big Week For Data. The Job Openings and Labor
Turnover Survey (JOLTS) for March, which is admittedly stale
at this point, was released Tuesday and showed that there
was just shy of 7.2 million jobs open at month-end, below
the 7.5 million estimate. However, more workers quit than
expected and fewer than expected were laid off, providing
evidence that workers remained confident they could find
other employment if they quit and that companies were
dragging their feet on firing workers as some resolution on
the tariff front could potentially force them to rehire them
in short order, and potentially at a higher wage. On the
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heels of the JOLTS report, we received initial jobless claims
for the week ended April 26 and contfinuing claims for
the week ended April 19 on Thursday. Both initial and
continuing claims rose more than expected, with inifial
claims rising 19k week over week to 241k and continuing
claims rising to 1.91 million from 1.84 million the prior week.
The April Nonfarm Payrolls Report was released Friday and
eased some of the concerns surrounding a slowing labor
market that appeared evident in the JOLTS report and
jobless claims data. Payrolls were expected to rise by 138k
johs during the month, but the labor market did better than
that, generating 177k jobs. The unemployment rate was
unchanged month over month at 4.2% as expected, and
barring material deterioration in the labor market in May,
we don't see the FOMC as having the necessary cover to
cut the Fed funds rate when it meets in mid-June.
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IMPORTANT DISCLOSURES: Receipt of this report is intended for institutional investors and/or their representatives; it is for
informational purposes only and is intended to report on various investment views held by Highland Associates. This report
may not be reprinted, sold or redistributed without the written consent of Highland Associates. The names and marks of other
companies or their services or products may be the trademarks of their owners and are used only to identify such companies or
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various sources and is believed to be reliable. Highland does not guarantee the accuracy or completeness of such information
provided by third parties. While Highland has tried to provide accurate and timely information, there may be inadvertent technical
or factual inaccuracies or typographical errors for which we apologize. This material is not intended to be investment advice nor
is this information intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. Any
opinions expressed herein are given in good faith, are subject to change without notice, and are only current as of the stated
date of their issue. References to indices or benchmarks are provided exclusively for comparison purposes only. Highland is a
wholly owned subsidiary of Regions Bank, which in turn is a wholly owned subsidiary of Regions Financial Corporation. Research
services are provided through Multi-Asset Solutions, a department of the Regions Asset Management business group within
Regions Bank. Investing involves a high degree of risk, and all investors should carefully consider their investment objective
and the suitability of any investments. Forward looking statement are based upon assumptions which may differ materially
from actual events. Past performance is not indicative of future results. Investments are subject to loss. Source: Bloomberg
Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively
“Bloomberg"). BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used
under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays
Indices. Neither Bloomberg nor Barclays approves or endorses this material or guarantees the accuracy or completeness of any
information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum
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