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Key Takeaways:

Shelter costs remain stubborn.

W VERDENCE

Egg prices lower for second straight month, still ~42% higher from a year ago.

Isolated tariff-related price increases from CPI data.

Not out of the woods yet on inflation; tariff-related price increase may come later.

Fed to keep rates unchanged but SEP data more important.

The Fed’s Other Mandate - Price Stability

In last week’s edition of our Weekly
Insights, we dove into the health of
the labor market given that maximum
employment is one of the Fed’s dual
mandates. In this Weekly Insights, we
wanted to examine the other side of
the Fed’s dual mandate: inflation. We
will evaluate the current state of
inflation, offer insight into whether we
are seeing tariffs show up in inflation
data, and examine what the current
inflation environment may mean for
the Fed’s meeting this week.

e Data may be hiding underlying
risks: In May, the headline
Consumer Price Index increased
slightly less than expected (+2.4%
year-over-year) and is approaching

the Fed’s 2.0% target. In addition,
the three-month rolling average of
headline inflation is sitting at its
lowest level since March 2021
(+2.37% YoY). When looking at core
prices (which excludes volatile
food and energy prices) they
increased 2.8% YoY. The three-
month rolling average of the core
reading is sitting at its lowest since
April 2021 (+2.78% YoY). Looking at
the underlying components there is
evidence that inflation is sticky
(e.g., housing, services).
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e |nflation still a burden on

necessity items: In May, shelter
costs increased 3.9% YoY which is
~1.0% above the average annual
rise we witnessed in the 30 years
prior to the pandemic (+3.0% YoY).
Construction costs, specifically
higher prices for building materials,
have fueled the rise in shelter
costs. Food prices increased 2.9%
YoY, only marginally higher than
the 30YR average (2.8% YoY).
However, egg prices contributed
the most to upward pressure on
the index, increasing ~42% YoY,
substantially higher than the 30YR
average (~5.5% YoY).

Services prices: Services prices
within the CPI Index are growing
3.7% YoY which is nearly double
what the average 30 years pre-
pandemic showed (2.2% YoY). The
U.S. is a service-based economy
and nearly 78% of GDP is
attributed to services. Average
hourly earnings, on an annualized
basis, have fallen in five of the last
six months to ~3.9% YoY (from
+4.15% YoY in November ’24).
Should services prices continue to
rise consumers may need to adjust
their spending patterns here.

e Tariff impact: There was isolated

evidence of tariff-related price
increases in the data. Prices for
major appliances, including
refrigerators, washers/dryers, etc.,
increased at the fastest monthly
pace since August 2020 (4.3%).
The monthly advance led to higher
year-over-year prices for this
category for the first time since
October 2022. Additionally, toy
prices increased at the fastest
monthly pace since February 2023
(1.3%), leading to a year-over-year
increase in prices for the first time
since June 2023.

The Bottom Line:

We anticipate the Fed will keep
interest rates unchanged at their
meeting on Wednesday, but future
meetings will be “live”, referring to
the possibility for rate changes in the
future. The geopolitical landscape
remains highly uncertain as well,
which could put upward pressure on
inflation in the coming months. We
will also be analyzing the SEP closely
for any changes to future
expectations, specifically as it relates
to inflation and growth projections.’
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Weekly Economic Recap -

Small business owner optimism improved for
the first time in 2025 in May according to the
NFIB Small Business Index. Seven of the
survey's ten components improved in May, led
by better expectations for business
conditions. There was still some weakness,
however, as a net 31% of respondents said
they plan to raise prices in the next three
months, the most in over a year, amid tariff
concerns.

Consumer prices increased less than
expected in may (2.4% YoY vs. 2.5% YoY est.).
Continued weakness in energy prices helped
offset higher prices from food and shelter
components particularly. Core CPI, which
strips out volatile food and energy prices, was
unchanged from the prior two months,
increasing 2.8% YoY.

Producer prices remained muted in May as the
Producer Price Index increased only 0.1%
from the prior month. Goods prices excluding
food and energy increased 0.2% for the month
and contained signs of possible tariff-related
price increases, including the largest increase
in consumer durable goods since January
2028.

Continuing claims for unemployment benefits
increased to the highest since the end of
2021(1.96 million), suggesting it is taking
unemployed Americans longer to find a new
job. The data is seen as volatile as it includes
Memorial Day and the start of summer school
breaks in some states.

Consumer sentiment improved for the first
time in six months according to the University
of Michigan sentiment index. An increase in
both short and long-term expected business
conditions led to the broad rally. Year-ahead
inflation expectations plummeted from 6.6%
last month, to 5.1%.
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Key Takeaways:

Small business optimism improves for first time this year.
Inflationary pressures ease further.

Consumer sentiment improves for first time in six months.
Global equities fall as geopolitical tensions rise.

Yields fall as investors digest economic data.

Crude oil prices surge as Israel launches attack on Iran.

Weekly Market Recap -

Equities: The MSCI AC World Index was lower for the first time in three
weeks amid increased geopolitical tensions. Major U.S. averages were
mostly higher through Thursday’s trading, but sentiment quickly
deteriorated on Friday after reports of Israel launching airstrikes in Iran.
Small-cap averages underperformed on a relative basis. The Dow Jones
Industrial Average fell back into negative territory for the year.

Fixed Income: The Bloomberg Aggregate Index was higher last week as
yields broadly declined after last week’s economic data (bond prices
higher). The US 10-year note auction showed strong demand last week as
well, increasing sentiment around the market despite fiscal policy
concerns. All sectors of fixed income were higher as yields fell.

Commodities/FX: The Bloomberg Commodity Index was higher for the
second straight week. Crude oil prices posted their best return since
October 2022 as geopolitical tensions between Israel and Iran caused
investors to grow concernd about potential supply disruptions. Gold
prices rallied as investors flocked to the safe-haven amid the escalation in
tensions.
Consumer Sentiment Improves for First Time in 2025
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Footnotes: Data is as of June 2025.
Data Source: FactSet Research Systems, Verdence Capital Advisors.
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Equities Fall Amid Increased Geopolitical Tensions

current | 1wK | 1MO | 3mO YR | YTD Current | 1WK ye) 3Mo 1YR YTD
Dow Jones MSCI AC
Industrial 42198 -13%  04% = 38% = 111%  0.0% # 890 02%  23%  89%  129%  6.6%
Average World (USD)
S&P 500 5977  04%  17% = 8.6%  115%  2.2% MS((EJ'S%?FE 2,614 06% = 55%  92%  143%  18.9%
” MSCI
R“fssrf)"mir?oo 4080  -05% 22%  12.8% = 126% @ 12% 2 Europe ex 2,965 06%  55%  91%  13.8% = 24.3%
3 B UK (USD)
g i
= i
g R“‘“‘\iz:'uzooo 1,863 05% 07%  44% @ 11.0%  3.1% g Msgs“’gfa“ 4,199 0.0% 1.6% 54%  104% = 7.9%
@ o
=] =
Russell 2500 = 3721  -1.6% -0.7%  69%  58%  -3.2% g M(SU%'DL)’K 1,425 05%  57%  93%  19.2%  19.4%
Russell 2000 = 2,101  -1.5%  0.1%  58%  4.4%  -52% M(SUCS'[')E)M 1,190 07%  33%  86%  134%  12.0%
MSCI Asia
Nasdagq 19407  -0.6%  22% = 124% = 106%  0.8% ex Japan 777 09%  41%  89%  144%  11.5%
(USD)

C$irer:-:‘cliwt Current
u.s, Bloomberg
Ao 4.7% 07%  0.9%  04%  40%  2.7% Commodity 259 20%  24%  14%  73%  8.7%
99reg Index
us. . o o o S Crude Oil o . o £ o 5
o 4.6% 06%  0.9%  04%  39%  26% (USDIboY $73.0 13.0%  93%  64% 56%  13%
(%]
U'Tsr‘eg;l](r‘;a’ 4.4% 08%  09%  00% = 28%  3.4% g Gold ($loz) ~ $3,4323  3.7%  02%  14.8% = 49.0%  30.8%
:
[=]
g U.S. TIPS £
£ 4.2% 04%  04%  11%  59%  3.9% : Copper $4815  -0.7%  28%  -1.7%  74%  19.6%
= (1-10YR) 8
%
i U.S. High
T 7.4% 01%  0.6%  23%  88%  3.2% Wheat $5503  -17%  5.2%  -6.0%  -187%  -3.7%
E’\("UBS‘B")"S 6.5% 05%  12%  13%  7.7%  3.7% U.S. Dollar 98 10%  28%  54%  -6.7%  -9.5%
MunICIpal 0, 0, 0 { 0, 0, 0, 0 0 0/
o 4.0% 02%  01%  -09%  0.6%  -0.8% VIX Index 208 242%  143%  -15.6%  74.4%  20.0%

Footnotes: Data is as of June 11, 2025.
Source: Bloomberg Finance LP, Verdence Capital Advisors.

1: The Fed’s Summary of Economic Projections (SEP) is a quarterly report published by the Federal Reserve that provides an overview of board members and presidents economic
projections.
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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’s 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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