Fiduciary Perspective Ei FIDUCIARY"

TRUST

Q2 Market Outlook:
Implications of Policy Changes @ Learn More:

For more information on

Fiduciary Trust visit:
Below is the market outlook article published online on April 1, in advance of auetany st vis!

the April 2 U.S. tariff announcements. Although there have been significant
market movements since this was published, we believe the article’s content
is still relevant.

We are increasing the frequency of our market insights communications during
this time of volatility. You may access them through our email newsletter or on

our website at www.fiduciary-trust.com. If you would like to be added to our email

www.FidTrustCo.com

or follow us on LinkedIn or X

distribution list, please send your request to perspective@fiduciary-trust.com. In this Issue
If you've been having a hard time keeping up with all the policy Market OUtIOOK v 1
announcements out of Washington recently, you're not alone. Since President

News & Notes.......ccoovvveiiiiiinns 8

Trump took office on Jan. 20, new policies, spending cuts, and funding
freezes have been pouring out at a frenetic pace. They include: on-again,
off-again tariffs against our three biggest trading partners;' the threat of
reciprocal tariffs on all trading partners set to begin early this month;?
sweeping layoffs in the federal workforce led by Elon Musk’s Department
of Government Efficiency (DOGE);?® and efforts to freeze federal grants to
universities and research centers.* The White House has also proposed
launching a U.S. sovereign wealth fund;® creating the first-ever U.S.
government cryptocurrency reserve;® and possibly purchasing Greenland’
while seeking to regain control of the Panama Canal.®


https://twitter.com/fidtrustco
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Whether many of these actions will actually be implemented has left investors
grappling with the implications of these announcements — clearly reflected

in recent U.S. equity market declines. In March, the S&P 500 briefly entered
correction territory (defined as a 10% drop in value from a recent peak) while
the Russell 2000 index of small cap stocks nearly slipped into a bear market
(representing a 20% decline from a recent peak).

The reaction of non-U.S. equity markets to the prospect of increased U.S. tariff rates
has been surprising. Given that the U.S. economy is less dependent on international
trade compared to many other countries — meaning imports and exports make up
a smaller percentage of GDP — conventional wisdom held that tariffs would have
Pat Donlon, CFA, CAIA, CFP a greater negative impact on non-U.S. economies. While that ultimately may prove
Head of Investments to be the case, non-U.S. equities have experienced strong gains so far this year.
Particularly noteworthy are Chinese equities which have been among the best-
performing markets despite China being the primary focus of U.S. tariffs.

Exhibit A: Total Returns by Asset Class, Q1 2025
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Source: Source: Bloomberg, Fiduciary Trust Company. Indices: Cash: Bloomberg Barclays 1-3M Treasury Note,
High-Yield: Bloomberg Barclays U.S. Corp HY, Corporate Debt: Bloomberg Barclays U.S. Corporate ,U.S. Large
and Mid Cap: Russell 1000, U.S. Small Cap: Russell 2000, Dev. Int'l: MSCI EAFE, Emerg. Mkts: MSCI EM,
Municipal Bonds: Bloomberg Quality Intermediate Muni; China: MSCI China Index; Canada: MSCI Canada Index;
Mexico: MSCI Mexico Index. Data as of March 31, 2025.

Interpreting Trump’s Economic Actions

The flurry of news out of Washington, D.C., has led many to wonder about the
underlying objectives of these proposals and whether there is a coherent economic
strategy guiding decisions that sometimes appear random or spontaneous. We,

like many, don’t know the ultimate plan, but a technical 41-page document titled “A
User’s Guide to Restructuring the Global Trading System” by economist Stephen
Miran offers insights. At the time of drafting, Miran was a senior strategist at Hudson
Bay Capital Management. Today, he is Chairman of the White House Council of
Economic Advisors, making him one of the President’s closest advisors on U.S.
economic and trade policy matters.
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Miran’s paper articulates where tariff policies might ultimately settle and sheds light
on how other recent proposals from the Trump administration, such as establishing
a sovereign wealth fund, may be interconnected. Our primary focus here is to

try to anticipate what economic policies may be proposed and then analyze their
implications for capital markets, rather than comment on the merits and drawbacks
of the tariff policy itself.

In his paper, Miran argues that many challenges facing the U.S. economy stem from
the overvaluation of the U.S. dollar relative to other currencies. He posits that the
strong dollar has been driven not only by the special role the greenback plays in
interhationgl ﬁnance as the world’s reserve currency, but also by America’s unique Miran argues that
role in providing a “security umbrella” to its allies. A strong dollar makes U.S. exports

less competitive, meaning it is cheaper for the U.S. to import goods rather than many Cha"enges
manufacture them domestically. Miran argues that persistent trade deficits have facing the U.S.
contracted the U.S. manufacturing base, jeopardizing the U.S." ability to meet our economy stem from
security commitments to our allies (e.g., manufacture defense systems). To address

this, Miran suggests that tariffs could be used for multiple purposes: negotiating the overvaluation

leverage, raising revenue, or helping protect critical domestic manufacturing. While of the U.S. dollar
Miran’s perspectives are in contrast to other established economists, given he is relative to other
currently in the Trump administration, investors can use his framework to try to currencies

understand and potentially differentiate between tariff announcements that are likely
to become permanent policies and those serving as negotiating tactics intended to

secure concessions from other countries. For example, tariffs on products identified
as critical for national security, such as steel, are more likely to be permanent.

Miran’s paper covers much more than tariffs. Notably, Miran articulated a scenario
in his November paper that closely resembles recent Trump administration
developments: “Suppose the U.S. levels tariffs on NATO partners and threatens to
weaken its NATO joint defense obligations if it is hit with retaliatory tariffs. If Europe
retaliates but dramatically boosts its own defense expenditures and capabilities,
alleviating the United States’ burden for global security and threatening less
overextension of our capabilities, it will have accomplished several goals. Europe
taking a greater role in its own defense allows the U.S. to concentrate more on
China, which is a far greater economic and national security threat to America than
Russia is, while generating revenues.”

We have already seen this play out, with Germany and other European nations
vowing to accelerate defense expenditures amid President Trump’s current stance
toward NATO. Miran’s paper suggests that Europe paying for its own defense will
reduce U.S. defense spending, leading to a lower deficit, reduced U.S. Treasury bond
issuance, and therefore lower interest rates in the U.S. and a weaker dollar. In fact,
the market reaction to Germany’s announcement on defense spending is helping
fuel upward revisions to forecasts for European growth and productivity, as well
as higher interest rates in Germany.® And that, in turn, has helped strengthen the
euro against the U.S. dollar in recent weeks. While this narrow economic analysis
aligns with Miran’s thesis in the near term, the larger issues of global security

and cooperation with allies have been challenging and will likely have longer-term
implications on global markets.
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Exhibit B: U.S. minus Germany Real 10-Year Gov’t Bond Yields vs. USD/EUR
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Source: Bloomberg, U.S. Bureau of Labor Statistics (BLS), European Central Bank (ECB), Fiduciary Trust Company.
Real yields are calculated using Germany’s Harmonized Index of Consumer Pricing (HICP) year-over-year data and
the U.S. Consumer Price Index (CPI). Data as of March 31, 2025.

Assessing the Impact of Tariffs

Like with many things, it's important to develop a base case scenario for the
economic impact of future events, like tariffs, which can then be adjusted if actual
policies differ from expectations. Conveniently, Miran’s paper is quite clear on what
he thinks—and possibly the Trump administration thinks—the optimal level of
tariffs should be. Miran suggests the optimal average tariff rate for the U.S. is about
20%. That assumes no retaliatory tariffs, so the optimal rate would decrease if
other countries respond with retaliatory tariffs. If one assumes that other countries
respond 1-for-1 then the optimal tariff rate would be about 10%. For context, the
current effective U.S. tariff rate today stands at approximately 2.4%.

Recent developments indicate that countries targeted by the Trump administration’s
tariffs will indeed impose retaliatory measures. Therefore, a potential base case

for investors to consider would be a 10% average tariff rate on U.S. imports along
with reciprocal tariffs on U.S. exports. Prominent economic research organizations,
including the Yale Budget Lab and the Peterson Institute, have modeled scenarios
involving a 10% universal tariff on U.S. imports, both with and without retaliation.' '
Not surprisingly, their forecasts indicate potential reductions in U.S. real GDP ranging
from -0.4% to -0.9% over the next year. While these estimates are concerning,

the U.S. would nevertheless still be forecasted to deliver positive real GDP growth
despite the tariffs.

Projecting the impact of tariffs on corporate earnings is perhaps even more
challenging. In addition to the level of tariffs, investors need to consider currency
movements, competitive dynamics and pricing power, and the extent of companies’
international operations and supplier networks. Strategas Research has conducted
significant analysis on this topic and estimates that depending on the extent of
tariffs implemented, S&P 500 earnings growth this year could range between 3.9%
and 8.5%. This represents a deceleration from the current consensus of roughly
10% year-over-year growth. Additionally, it is likely that equity prices have already
begun to reflect some of these anticipated impacts as reflected in the decline in U.S.
equities since the inauguration.
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An Upward Revision in Uncertainty

Even if one has a reasonable estimate of the ultimate level of tariffs, significant
uncertainty remains about when these tariffs will be finalized. Investors have

noted April 2nd as the date when President Trump is expected to announce

any reciprocal, sector-specific, or global tariffs. However, it's possible that the
administration decides to delay or modify these tariff decisions, as has happened
multiple times already. The longer the tariff decisions remain uncertain, the longer
consumers and businesses will be in a holding pattern, unwilling to commit to
significant new purchases, investments, or hires.'? This could amplify the economic
impacts beyond the direct effects of the tariffs themselves.

As one transportation equipment maker reported in the February 2025
Manufacturing ISM Report on Business, “Customers are pausing on new orders

as a result of uncertainty regarding tariffs. There is no clear direction from the
administration on how they will be implemented, so it's harder to project how they
will affect business.”'® A respondent to the Dallas Fed quarterly energy survey put
it more bluntly, saying “I have never felt more uncertainty about our business in my
entire 40-plus-year career.”

These statements mark a reversal from the more optimistic tone amongst some
businesses and consumers after the election in November. The National Federation
of Independent Business (NFIB) Survey from November showed a surge in the
number of small businesses planning to increase capital spending in the near
term. The latest survey data from February shows capital spending plans have
plummeted, with just 19% of small businesses expecting to increase capital
spending in the next six months. We've seen a similar pattern play out on the
consumer side. The Conference Board's Consumer Confidence — Expectations
Index is now lower than it was prior to the election. The Index is constructed from
survey data based on consumers’ assessment of the outlook for income, business,
and labor market conditions.

Exhibit C: Small Business Capital Expenditure Plans vs. Consumer Expectations
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As prognosticators try to predict what is to come, there’s even an index dedicated
to quantifying the level of economic uncertainty — the U.S. Economic Policy
Uncertainty Index (Uncertainty Index). This index attempts to measure the

degree of uncertainty in the economy by tracking how frequently terms related to
economic uncertainty appear in leading newspapers, monitoring temporary federal
tax code provisions, and analyzing the degree of disagreement among economic
forecasters. Unsurprisingly, this index is near all-time highs today. However, this
does not necessarily indicate trouble for equity markets. In fact, periods of elevated
uncertainty have often been followed by strong equity market performance.

Since 1985, whenever the Uncertainty Index has climbed to a level of 180 or

Businesses higher, the S&P 500 has returned 21.5%, on average, over the subsequent
and the overall 12 months. By comparison, U.S. stocks have gained 9% per year when the
economy tend to Uncertainty Index fell to 150 or lower, according to Strategas Research. To put this

be more resilient in context, the Uncertainty Index stood at 483 on March 21.

than often This is not to say we expect such lofty gains for U.S. stocks over the coming

K year, or that tariffs will have no negative impacts on businesses and consumers.
perce“’ed However, businesses and the overall economy tend to be more resilient than often
perceived. Once tariff policies are finalized, businesses will be better positioned to
make capital spending plans and offer clearer guidance to investors. Also, a major
contributor to the elevated Uncertainty Index shown above is tax policy uncertainty
related to the approaching expiration of the 2017 Tax Cuts and Jobs Act. Finalizing
tariffs one way or the other will facilitate the revenue projections that will be a
factor in ongoing tax legislation.

The Economy & Markets
@ Learn More: While tariffs and uncertainty will likely weigh on economic growth in the near-term,

a recession still appears unlikely this year. Household balance sheets in aggregate
are in good shape, the labor market is cooling, but still strong by historical
standards, and government spending is still likely to be strong. Most economists,
including those at the Federal Reserve, agree that the U.S. will avoid recession.

At its March meeting, the Fed released a new series of economic projections,

and while it lowered its forecast for U.S. GDP growth this year, it projects that the
economy will grow 1.7% in 2025 and 1.8% in 2026."*

Speaking of the Fed, it's important to remember that should GDP growth or the
labor market begin to slow meaningfully, monetary policy remains a potential
backstop. The Fed has room to cut heading into the next slowdown, with the
Federal Funds Rate upper bound currently set at 4.5%. The central bank’s so-
called “dot plot,” which plots where each member of the Federal Open Market
Committee anticipates the Federal Funds rate will be headed going forward, shows
expectations for two rate cuts this year and two more in 2026."°

Access our full library
of insights at
fidtrustco.com/insights

The opinions expressed in this

publication are as of the date issued Disclosure related to Bloomberg indices:

and subject to change at any time. Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P.
Nothing contained herein is intended and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg'’s licensors own all proprietary rights in

to constitute legal, tax or accounting the Bloomberg Indices. Bloomberg does not approve or endorse this material or guarantee the accuracy or

advice and clients should discuss any completeness of any information herein, nor does Bloomberg make any warranty, express or implied, as to the
proposed arrangement or transaction results to be obtained therefrom, and, to the maximum extent allowed by law, Bloomberg shall not have any liability

with their legal or tax advisors. or responsibility for injury or damages arising in connection therewith.
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Exhibit D: Fiduciary Trust Asset Class Perspectives

Attractiveness

Asset Class Key Thoughts
Less Neutral More

e U.S. Large & Mid Cap stocks entered correction territory in March, driven by uncertainty from new
tariff announcements and policy volatility
U.S. Large o e 2025 earnings growth expectations remain in the high single-digit range despite policy uncertainty
& Mid Cap e Banks should benefit from steeper yield curve and deregulation; minimal direct tariff exposure
* Longer-term, Al is likely to drive productivity gains and be a powerful deflationary force; Most of
the perceived near-term beneficiaries reside in the large cap space

* Small cap stocks nearly entered bear market territory in March, declining close to 20%
from their November peak

* The possibility of rates staying higher for longer may weigh on small caps which tend to
be more heavily indebted than large cap companies

 If tariff uncertainty dissipates later in the year and the administration is successful in
passing tax cuts for domestic manufacturing, small caps may be beneficiaries

U.S. Small Cap

Equities

* Developed International equities have performed surprisingly well year-to-date, benefitting from
Eurozone fiscal stimulus and currency tailwinds
Developed ¢ Valuations remain relatively attractive compared to the U.S.

International

* Emerging market equities, especially Chinese stocks, have delivered strong year-to-date returns
despite targeted U.S. tariffs

* U.S. trade policy and currency volatility represent heightened exogenous risks across EM even in
countries with improving fundamentals

Emerging Markets

* |G fixed income spreads remain tight, and we see better relative value in other fixed income sectors
Investment Grade ¢ We are maintaining a neutral position on duration as longer-term Treasury yields trade near our
estimate of fair value
Corpf)r:ate Debt/ o ¢ Municipal bonds offer attractive after-tax yields but have faced minor headwinds including
Municipal Debt historically high issuance and fears of the elimination of their tax-exempt status. We don’t believe
that will happen, but if it did it would not affect existing issues.

* We continue to find opportunities with structured credit, especially in residential mortgages
* Seasoned mortgage-backed securities with low duration, significant credit support, and low loan-to-
Structured Credit (o) values offer attractive yields compared to other securities with similar levels of credit risk
* Although there are signs of consumer weakness on the lower end, high-quality ABS continues to offer
attractive spread
* While high yield spreads have widened in the past month, we believe this appropriately

. . reflects increased credit risk
U.S. High Yield
g o * Option-adjusted spreads, an important valuation measure, remain historically low in part due

to lower-quality issues moving to private credit in recent years

Fixed Income

* A weak exit environment has slowed distributions to limited partners and forced many funds to
extend their terms
Private Assets * We favor less-trafficked areas like lower middle markets where less capital has been raised
* We are cautious on private credit as a robust fundraising environment has resulted in tighter spreads

vs. public alternatives

Alts

* Cash continues to offer solid real returns, however prospective returns will decline as the Fed
Cash continues its cutting cycle
e Cash remains an excellent diversifier to riskier investments like credit and equities

Cash

Note: These forward-looking statements are as of April 1, 2025 and based on judgements and assumptions that change over time.
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To be sure, if slowing growth is accompanied by rising inflation, that could
complicate the Fed'’s efforts to lower rates. However, another positive development
for rates is the Fed’s decision to slow the pace of quantitative tightening by
shrinking its balance sheet at a more gradual rate starting in April. Instead of
allowing $25 billion in Treasuries to mature without being reinvested, the Fed will
reduce that to just $5 billion.'®

Outlook and Portfolio Positioning

If tariff deliberations drag on longer than expected or the average tariff rates differ
from current forecasts, one will need to make portfolio changes accordingly. But,
while we await more clarity on the policy front, there are several things we continue
to feel confident about in 2025. Among them:

* Capital Expenditure spending on artificial intelligence should remain
robust and Al will likely boost long-term productivity. In the first quarter,
Alphabet, Amazon, Apple, Meta, and Microsoft all publicly reconfirmed their
commitments to boosting capital expenditures, each promising $65 billion
to $100 billion in new investments this year, largely going toward building
out their Al infrastructure or capabilities. Al continues to advance rapidly,
and intense competition in the sector is likely to lower costs for users while
boosting long-term productivity gains for the broader economy.

* Investors can earn attractive yields in fixed income. Investors seeking to
reduce exposure to equity market volatility can find yields in excess of 6% in
select segments of the fixed income market, which in our view, offer minimal
interest rate sensitivity and low credit risk.

* Banks are less directly impacted by tariffs and may benefit from this
administration. We think it's very likely that changes will be made to bank
capital ratio rules that will allow banks to expand lending and/or increase stock
buybacks, both of which should increase earnings. Additionally, as service-
based businesses, banks are relatively immune from tariffs.

* Diversification has worked. As noted earlier, while the S&P 500 and Russell
2000 Indexes are in negative territory year-to-date, Developed International and
Emerging Market equities have posted strong returns. All major fixed income
sectors including municipal bonds, U.S. Treasuries, and Investment Grade and
High Yield Corporate bonds have delivered positive returns.

While policy turmoil has understandably occupied investor attention, especially
given its immediate impact on markets, it's essential to remember that there
are many factors affecting the global economic landscape. As a result, trying to
anticipate some of these policies and actively monitoring near-, medium-, and
longer-term implications may provide a more stable path forward for investors.

If you have questions about investing your portfolio during these times of
uncertainty and beyond, please contact your Fiduciary Trust Investment Officer. m



