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Key Takeaways:

Five years since COVID sent stocks into bear market.

Global economy starting to pay the price.

U.S. labor market nearing equilibrium.

Deficits are out of control.

Challenges unlikely gone for good.

Five Years Since COVID Bear Market

Five years ago this week, the S&P 500
started to stumble into a short but
painful bear market as the COVID
crisis worsened. Fast forward to
2025, the global economy is still
dealing with some of the negative
ramifications of the actions that
governments took in response to
COVID. While economists will study
the long term effects for decades, we
want to take a look at the economic
impact five years later.

e U.S. labor market finally near
equilibrium: The pandemic
damaged the U.S. labor market for
years. Early retirements, health
fears and government stimulus
kept Americans out of the
workforce. This occurred at a time
when the world began to reopen,
and the pent-up consumer
demand was met with a tight labor
force. At the peak, there were 12
million job openings for the six
million unemployed Americans. As
of January 2025, that imbalance
was nearly normalized with 6.9
million unemployed and 7.6 million
job openings. The labor force
participation rate has improved
from the lowest level since 1973
during the pandemic but remains
below the historical average.
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e Inflation has been a residual
challenge: Central bank error and
excessive spending pushed
inflation to multi-decade highs. In
the U.S., the Fed started (albeit
late) an aggressive tightening cycle
and brought inflation lower (CPI
peaked at9.1% and is currently
3.0%) but their progress has stalled
in recent months. In addition, the
Fed has little control over some of
the sticky areas of inflation (e.g.,
housing). Not even the Fed expects
the U.S. to see their target inflation
rate (2.0%) until 2027.

® The bill continues to grow:
Governments around the world
paid a hefty price tag to keep their
economies from collapsing during
COVID. Global government debt
has surged to $102 trillion from
$60 trillion 10 years ago (~100% of
global GDP)." However, global GDP
only grew $40 trillion over the past
10years.? Inthe U.S., a burgeoning
deficit and higher interest rates
have worsened the government’s
balance sheet. Net interest costs
have almost tripled since 2020,
and the U.S. is paying more for
interest on their debt than
Medicare or defense.?
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e Consumers still hurting: The net
worth of American households has
increased by $565 trillion since
1Q20. This has been primarily led
by the surge in asset prices (e.g.
stocks, housing). Americans have
faced continued challenges since
the pandemic (especially those
that do not own a home or
investments). Inflation on items
like food, energy and insurance are
surging more than wages.
Homeowner affordability is
hovering near a record low. Credit
card debtis at arecord high.
Confidence has deteriorated. The
COVID stimulus has been long
gone and savings are depleted.

The Bottom Line:

Itis hard to believe it has been five
years since the COVID pandemic
began. While economic growth has
been resilient due to government
support and a euphoric consumer,
the negative ramifications are
unlikely to disappear anytime soon.
There has been a structural change in
interest rates and inflation that needs
to be absorbed by companies and
consumers. Unfortunately, this will
likely come at the expense of growth.
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Weekly Economic Recap -

Small business optimism decreased for the
first time in five months in January. Capital
spending plans fell at the steepest monthly
pace since 1995. The uncertainty indicator
increased by the most since 1986 (14 pts.),
matching the third-highest level on record.

Inflation as tracked by the Consumer Price
Index increased more than expected in
January (3.0% vs. 2.9% est. year over year).
Shelter costs continued to be a problem as
the gauge increased 0.4% for the month and
accounted for ~30% of the headline increase.
Egg prices increased by the most since June
2015 driven by the avian bird flu outbreak.
Core inflation, which excludes volatile food
and energy prices, increased more than
expected driven by higher prices for car
insurance and airfares. Prescription drug

prices increased at the fastest pace on record.

Wholesale prices as tracked by the Producer
Price Index increased slightly more than
expected in January (0.4% vs. 0.3% est. month
over month) driven by higher food and energy
costs. Diesel fuel costs surged 10.4% in
January and egg prices climbed 44% on a
monthly basis, and more than 185% on an
annualized basis.

Retail sales were sharply lower than expected
in January (-0.9% vs. -0.2% est. month over
month) and posted the largest monthly drop in
two years. Nine of the thirteen categories
indicated lower sales, with the largest decline
coming from motor vehicles. The control
group, which strips out volatile prices and
filters into the government’s calculation of
spending for GDP, decreased by the most
since March 2023 (-0.8%).

The U.S. federal budget gap widened to a
record $840 billion over the first third of the
fiscal year. Interest costs on federal debt
continued to be a key driver to the deficit, as
costs hit $392 billion in the period.
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Key Takeaways:

Small business optimism falls for first time in five months.
Headline CPl increases more than expected.

Consumers slow their pace of spending.

Tech leads global equity rally.

Yields relatively unchanged; Municipal bonds underperform.
Natural gas prices higher on frigid weather outlook.

Weekly Market Recap -

Equities: The MSCI AC World Index was higher for the second straight
week. Global equities rallied on hopes Trump’s reciprocal tariff plans may
not be as severe as believed. China equities led global market
performance last week as investors bought up Al names, leading the Hang
Seng Index to post its best return (in USD) since October 2024. Tech also
outperformed in the U.S. as the Nasdag Composite Index posted its best
return since December.

Fixed Income: The Bloomberg Aggregate Index was higher for the fifth
straight week. Treasury yields were volatile during the week as hotter-than-
expected CPI data spooked investors, but hopes of Trump’s reciprocal
tariff plans caused yields to finish the week relatively unchanged.
Municipal bonds were lower for the first time in five weeks as volatility in
longer-data yields put downward pressure on the market.

Commodities/FX: The Bloomberg Commodity Index was higher for the
second straight week. Copper prices were higher for the second straight
week as optimism around China stimulus continued. Fears of Trump
tariffs on copper also drove the price higher. Natural gas prices were
higher as frigid weather continues to drive demand higher for heating oil.

Inflation Remains a Sticky Situation
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Footnotes: Data is as of January 2025.
Data Source: FactSet Research Systems, Verdence Capital Advisors.
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Global Equities Rally Despite U.S. Inflation Heating Up
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Footnotes: Data is as of February 14, 2025.
Data Source: Bloomberg Finance LP, Verdence Capital Advisors.

1. https://www.visualcapitalist.com/102-trillion-of-global-debt-in-2024/
2. https://www.statista.com/statistics/268750/global-gross-domestic-product-gdp/
3. https://www.crfb.org/blogs/interest-costs-have-nearly-tripled-2020

I M H Chief Offi ‘
nomeman@vedsnce.com );.' VERDENCE

Past performance is not indicative of future returns. CAPITAL ADVISORS


https://www.visualcapitalist.com/102-trillion-of-global-debt-in-2024/
https://www.statista.com/statistics/268750/global-gross-domestic-product-gdp/

- 4 Weekly Investment Insights

© 2025 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC. Reproduction without permission is not permitted. The indexes presented are
unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses nor can it be invested in directly. An investment portfolio may differ significantly from the
securities in the index.

This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to
change without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal,
or tax advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future
performance of any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any
discussion or information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only
for sophisticated investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily
marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot
invest directly in an index. Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any recommendation, opinion or advice
regarding securities or markets contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such
material. Verdence Capital assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any
responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or hold a security based on this research will be
entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence Capital. It is understood that, without exception, any order based on such
research that is placed for execution is and will be treated as an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the
accuracy, completeness, or timeliness of any such research or for updating such research, which is subject to change without notice at any time. Verdence Capital does not provide
tax, or legal advice. Under no circumstance is the information contained within this research to be used or considered as an offer to sell or a solicitation of an offer to buy any particular
investment/security. Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed income investments are subject to various other risks
including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications and other factors. Lower rated securities are
subject to greater credit risk, default risk, and liquidity risk. Commaodity-related products, including futures, carry a high level of risk and are not suitable for all investors. Commodity-
related products may be extremely volatile, illiquid and can be significantly affected by underlying commodity prices, world events, import controls, worldwide competition,
government regulations, and economic conditions, regardless of the length of time shares are held. Data is provided for information purposes only and is not intended for trading
purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in reliance on any content.
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