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Key Takeaways:

Trump tariffs are here.

What we know now as situation is fluid.

Global equity volatility picks up

Downward risks to global growth pick up.

Volatility to remain heightened as details emerge.

Tariffs go into Effect

President Trump, on Saturday (Feb 1),
announced he imposed tariffs on
goods imported from Mexico, Canada
and China. The tariffs are in
retaliation for the immigration crisis
and the flow of fentanyl across U.S.
borders. The tariffs should not be a
surprise as this was a campaign
promise from the Trump
administration. However, volatility
has increased across global equity
markets. While this is still a fluid
situation, in this weekly insights, we
outline what we know at this time and
what it may mean for equity markets
and the global economy.

o What we know now. President
Trump imposed tariffs of 25% on
goods from Mexico and Canada
with Canadian energy receiving a
smaller tariff (i.e. 10%). In addition,
he imposed a 10% tariff on imports
from China. These are on top of any
tariffs already in place. Canada has
responded with a 25% tariff
imposed on goods from the U.S.
Mexico has vowed to hold
retaliatory tariffs for a month and
increase border protection. China
filed a complaint with the World
Trade Organization and said they
will take “corresponding
countermeasures.””
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e What products may be
impacted? The biggest U.S.
imports from Canada and Mexico
include machinery/transportation,
energy and manufactured products
(e.g., autos, auto parts,
electronics, furniture) and food.
Energy may have a lesser impact as
the tariff is 10% (vs. 25%).

e What equity sectors may be
impacted? Some equity sectors
that could be directly impacted are
industrials (e.g. autos), technology
(e.g. chips) and consumer
discretionary (e.g., furniture, toys)
and select consumer staples (e.g.
food prices could rise and pressure
grocery margins).

e What does it mean for the global
economy? The estimates we have
seen for the impact on global GDP
have been extremely wide. We
agree that tariffs put downward
pressure on GDP. However, tariffs
can affect economies differently
and those that rely on exporting
products will be impacted more
than those that don’t rely on trade.
We believe it is too early to be able
to realistically forecast what the
tariffs will do as the situation
remains highly fluid.
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The Bottom Line:

It is important to understand the
impact of tariffs is highly uncertain.
For example, we are already seeing
the tariffs on Mexico delayed. The
ultimate impact on growth and
inflation depend on the retaliatory
measures, if it is a one time tariff, if it
is permanent and how much
companies pass on to consumers?
We know we cannot use Trump’s first
term as a comparison. From an
economic perspective, U.S. GDP has
little room for error especially in the
consumer sector. We are in a highly
different inflation climate than in
2017/2018. Therefore, the Fed can
not be as flexible to aid in a downturn.
However, in our portfolios we have
already been positioned to withstand
volatility as we are well diversified in
equities (regionally and globally) and
defensive in fixed income. The
volatility only highlights the risk that
sector valuations that price in
perfection (e.g. high PE sectors) have
for investors. We have extra cash
ready to deploy if the sell off worsens
and valuations look compelling. We
will continue to weigh valuations with
the forecast for growth and earnings.
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Weekly Economic Recap -

Building permits, a leading indicator for
housing construction, fell for the third time in
the past four months. The weakness was
driven by the West.

In contrast to building permits, new home
sales jumped in December. On a year over
year basis, new home sales are growing at the
strongest pace since January 2024.

The preliminary read on December durable
goods orders showed orders declined for the
second consecutive month. The decline was
driven by a sharp decline in non defense
aircraft. If you exclude transportation, orders
rose in December.

Consumer confidence declined in January in
both confidence categories, the present
situation and expectations for the future. The
weakness was led by uncertainty surrounding
inflation due to potential tariffs.

The Fed met and, as expected, kept interest
rates unchanged at 4.25-4.50%. They noted
that they “don’t need to be in hurry to adjust
policy stance,” and inflation “has eased, but
remains elevated compared to their goal.”

The first reading on 4Q24 U.S. GDP showed
that the economy grew 2.3%, slightly less than
expected. Growth was driven by the consumer
which was much stronger than had been
expected (+4.2% vs. 3.2%) while the weakness
was led by spending on equipment due to the
Boeing strike.

Inflation as measured by PCE Core, came in
as expected, showing inflation grew 0.2%
(MoM) and is growing 2.8% on an annual
basis.
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Weekly Investment Insights

Key Takeaways:

Consumer confidence fades on inflation fears.

Fed keeps rates unchanged as expected.

Inflation comes in as expected.

U.S. equities underperform international counterparts.
No inflation surprise was good for bonds.
Commodities weighing Trump tariffs.

Weekly Market Recap -

Equities: The MSCI AC World Index declined for the third time in the first
five weeks of the year. However, the decline was primarily concentrated in
the U.S. In fact, the MSCI EAFE Index outperformed the S&P 500 by nearly
2% and the MSCI Emerging Markets Index outperformed by 1.3%. U.S.
equities were negatively impacted by tariff concerns and uncertainty
around the Fed’s ability to cut interest rates. Within the U.S., the worst
area of the equity market was large cap growth.

Fixed Income: The Bloomberg Aggregate Index rose last week as bond
investors cheered the data that showed inflation came in as expected and
volatility in equities drove investors to bonds. Municipal bonds led the
gains for fixed income followed by emerging market bonds and Treasury
inflation protected securities.

Commodities/FX: The Bloomberg Commodity Index declined for the
second consecutive week led by a drop in energy and industrial metals.
However, volatility in commodities and the dollar was high as investors
tried to gauge the impact of Trump’s tariffs.

Progress on Inflation Potentially Stalling
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Footnotes: Data is as of December 2024.
Data Source: FactSet Research Systems, Verdence Capital Advisors.
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Global Equities Fall Led by the U.S.
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Footnotes: Data is as of January 31, 2025.
Data Source: Bloomberg Finance LP, Verdence Capital Advisors.

1‘hl‘i‘ps://www.politico. eu/article/china-vows-retaliation-after-donald-trump-likely-trade-war-tariffs-chinese-imports/
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© 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. Commodity-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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