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From Liberation to Limbo

Trade policy shockwaves are just beginning to reverberate
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Key Observations

e Tariff Escalation Raises Recession Risk — U.S. tariffs, despite a temporary pause, have
intensified global trade tensions. Without policy offsets, the economic drag increases the
likelihood of recession. Markets briefly rallied on tariff delays but remain vulnerable to policy
uncertainty.

e Economic Placebo: The Bump then Fade — Tariffs could spark a short-term boost as
consumers front-load purchases with the expectation of higher future prices. However, as
higher costs hit profits and confidence, businesses and consumers may pull back.

e Core Market Drivers Still Matter Most — Tariffs have dominated headlines, but they do
not dictate the full story. Fundamentals like earnings growth, valuations and bond yields
remain key drivers of long-term returns. Should growth falter, the Fed may pivot. And if tariff
revenue is redirected into a “big, beautiful bill,” fiscal policy could become more supportive.

Tariffs and the shifts in U.S. policy are clearly relevant, but they are not all-encompassing.

Market Recap

Liberation, Escalation, Respite, Limbo... The Current State of Things

April opened with a bang, marked by an assertive shift in U.S. trade policy. Even with a 9o-day reciprocal tariff
pause in place, the U.S. has implemented a 10% universal tariff, renegotiated trade agreements with Canada and
Mexico, implemented auto tariffs, and engaged in a trade war with China, the world’s largest export economy. We
could debate the merits or intent of these policies, but the reality is simple: they are here. And without meaningful
resolution, monetary or fiscal offsets, their presence increases the probability that the U.S. economy slides into

recession.

With many investors glued to ticker movements in recent weeks, we will keep this market recap concise and focus

more deeply on the policy shifts driving the bigger picture.
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In April, growth equities outpaced value across Financial Market Performance

market capitalizations, as value-heavy sectors like Bl April YTD
energy, materials and financials lagged behind S&P 500 -0.7% -4.9%
- 9 - [0
growth-oriented sectors such as technology and Russell 2000 2.3% 11.6%
ional . ded MSCI EAFE 4.6% 11.8%
consumer sectors. International equities extende MSCI EM 1.3% 4.3%
their lead, supported by a weaker U.S. dollar and Bloomberg U.S. Agg Bond 0.4% 3.2%
relatively stronger local market performance. Bloomberg U.S. HY Corp Bond 0.0% 1.0%
Mexico stood out, rising 13%, as tariff attention FTSE NAREIT All Equity REITS -2.0% 0.7%
Bloomberg Commodity -4.8% 3.6%

shifted from North America to other regions.
Source: Morningstar Direct. As of April 30, 2025.

While headline fixed income returns looked muted on the month, they were anything but beneath the surface.
Yields on the long end of the curve spiked mid-month, pressuring bond prices down. Speculation swirled from
rising inflation expectations and weak Treasury auction demand, to foreign central bank selling, questions over
the U.S. dollar’s reserve status, or even a hedge fund unwinding a position. But by month-end, cooler heads

prevailed and the 30-year yield closed almost where it began: 4.66%.

Tariff Ripple Effects

We are reminded of Newton’s third law: for every action, there is an equal and opposite reaction. The global
economy is contending with a powerful new force: tariffs. While the headline rates are easier to measure, the equal
and opposite ripple effects are far more complex. A computer, for example, is built from thousands of components
sourced from dozens of countries. Many of these parts cross borders multiple times before reaching the end
consumer. That complexity does not cleanly translate to a new sticker price. Even if that complexity were fully
transparent, it still would not be simple arithmetic. It is also a behavioral equation: how much cost companies will
eat, how much they pass along, and how consumers respond. The reality is more tangled than any headlines may let
on. In uncertain times, we must distill noise to primary signals and in this case we do so through pragmatic human

behavior.

The Economic Shot Clock: A Bump, Then a Fade

Holding all else equal, meaning tariffs remain in place, our expectation is a temporary bump in economic activity
and inflation followed by a fade in both. Why the bump? Consumers may front-load purchases they believe will

become more expensive, temporarily boosting retail sales and corporate earnings.

When this economic placebo fades and businesses and consumers face higher costs and growing uncertainty, they
begin to pull back. This translates to something like “plan for the worst and hope for the best.” For businesses,
planning for the worst rarely includes hiring. Additionally, as profits compress, costs come under the microscope.

Falling corporate profits are among the most reliable leading indicators of rising unemployment. That is why we
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believe the economic shot clock is running. Sentiment clearly has shifted as shown below and without an offset or

de-escalation, current policies are likely to exert greater downward pressure on the economy.

University of Michigan Survey of Consumers:
Expected Change in Business Conditions in One Year = Worse
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Sources: FactSet, University of Michigan. As of March 31, 2025. Grey bars indicate U.S. recession.

CEO Confidence Index: Business Conditions One Year from Now
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Source: FactSet, Chief Executive Group. As of March 31, 2025.
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The Path(s) Forward

Any attempt at a prescriptive version of the future is fraught with error. We also know that reality rarely colors

inside the lines we draw for it. That said, we can envision a number of likely paths in which this could unfold.

Door #1: A Tweet Will Set You Free
There is a non-zero chance the current economic course we have set abruptly shifts. The same stroke of the pen
that imposed tariffs could just as swiftly undo them. If so, while real economic damage has been done, markets

may peer through their newly applied black eye and regain optimism.

Door #2: It Takes Time, But Is Resolved In Time

The U.S. is currently navigating what we call an "event-led correction.” As a self-inflicted event, it also means the
remedy is within reach. Over time, trade concessions are negotiated and the market could slowly recalibrate. The
key factor here is that it will take time and in the interim, prices may continue to drift lower with uncertainty. In
such an instance a classic rebalance may be required, simply selling what has done well to buy what has done
poorly. Yet, the dislocation may not be large enough to fundamentally alter our 10-year forward view and we

choose to rebalance back to the targeted allocations with which we began the year.

Duration of US Free Trade Agreement Negotiations
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Source: World Economic Forum, Apollo Chief Economist. As of April 2025.

Door #3: Oops

Should the situation deteriorate further, the U.S. could shift from an event-led correction into a recession-led bear
market. In that case, asset prices would likely decline sharply and forward-looking assumptions would need to be
reset. Still, such a scenario may also present opportunity. For example, in such an environment, wider credit
spreads may offer more attractive entry points, potentially shifting our current positioning from a multi-year low

to something more substantial.
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While committing the cardinal sin of prediction, our base case is Door #2. Doors #1 and #3 are a toss-up. While
current rhetoric suggests a willingness to walk through Door #3, the pragmatism of facing a short-sighted U.S.
electorate means that as the potential for recession draws nearer, Door #1 becomes all that much more

compelling.

Outlook

Tariffs have commanded much of our mental bandwidth recently, but several other forces remain equally, if not

more, critical to market outcomes.

Market Conditions — Current valuations, the trajectory of earnings and current fixed income yields matter
greatly to future outcomes. These factors have a far stronger connection to forward returns than trade policy in

isolation.

Monetary Policy — The Federal Reserve thus far has shown restraint, keeping policy in a relatively restrictive
territory. However, we believe the Fed will act in good faith if clear signs of economic weakness emerge. While
timing and magnitude remain uncertain, history suggests the Fed is more likely to support than to stand still if
growth falters.

Fiscal Policy — It stands to reason that the receipts collected from tariffs will be used in the political budgetary
machine to create equally stimulative fiscal policies such as corporate and personal tax cuts, incentives for
domestic manufacturing or infrastructure. While no such details have emerged, if it is indeed “big” or “beautiful”

the markets may react favorably.

We believe our positioning coming into the year remains as relevant today as it did then. Fragility, Durability and

the Age of Alpha help frame our positioning to weather both uncertainty and elevated volatility.
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Disclosure

Advisory services offered through Veracity Capital, LLC, a registered investment advisor. Information presented is for educational purposes only
and does not intend to make an offer or solicitation for the sale or purchase of any specific securities, investments, or investment strategies.
Investments involve risk and, unless otherwise stated, are not guaranteed. Be sure to first consult with a qualified financial advisor and/or tax
professional before implementing any strategy discussed herein. Past performance is not indicative of future performance.

This performance report provides information regarding the accounts managed by Veracity Capital, LLC, in accordance with your investment
objectives. You should communicate any changes to your current investment objectives or financial condition to Veracity Capital, LLC.

Past performance is not indicative of future performance. Principal value and investment return will fluctuate. No guarantees or assurances that
the target returns will be achieved, or objectives will be met, are implied. Future returns may differ significantly from past returns due to many
different factors. Investments involve risk and the possibility of loss of principal. The values and performance numbers represented in this report
do not reflect management fees. The values used in this report were obtained from sources believed to be reliable. Veracity Capital, LLC,
calculated performance numbers using data provided. Please consult your custodial statements for an official record of value.

This information may be taken, in part, from external sources. We believe these external sources to be reliable, but no warranty is made as to
accuracy. This material is not financial advice or an offer to sell any product. There is no guarantee of the future performance of any Veracity
Capital, LLC, portfolio. The investment strategies discussed may not be suitable for all investors. Before investing, consider your investment
objectives and Veracity Capital, LLC, charges and expenses. All investment strategies have the potential for profit or loss.

Benchmarks: The index / indices used by Veracity Capital, LLC, have not been selected to represent an appropriate benchmark to compare an
investor’s performance, but rather are disclosed for informational purposes. Detailed information regarding the indices is available upon request.
The volatility of the indices may be materially different than that of the portfolio.

Veracity Capital, LLC, is a registered investment advisor. Registration does not imply a certain level of skill or training. More information about
Veracity Capital, LLC, including its advisory services and fee schedule, can be found in Form ADV Part 2 which is available upon request.

Comparisons to any indices referenced herein are for illustrative purposes only and are not meant to imply that actual returns or volatility will be
similar to the indices. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all distributions and do not
reflect our fees or expenses.

e The S&P 500 is a capitalization-weighted index designed to measure performance of the broad domestic economy through
changes in the aggregate market value of 500 stocks representing all major industries.

e  Russell 2000 consists of the 2,000 smallest U.S. companies in the Russell 3000 index.

e MSCI EAFE is an equity index which captures large and mid-cap representation across Developed Markets countries around
the world, excluding the U.S. and Canada. The index covers approximately 85% of the free float-adjusted market
capitalization in each country.

e MSCI Emerging Markets captures large and mid-cap representation across Emerging Markets countries. The index covers
approximately 85% of the free-float adjusted market capitalization in each country.

e  Bloomberg U.S. Aggregate Index covers the U.S. investment grade fixed rate bond market, with index components for
government and corporate securities, mortgage pass-through securities, and asset-backed securities.

e  Bloomberg U.S. Corporate High Yield Index covers the universe of fixed rate, non-investment grade debt. Eurobonds and
debt issues from countries designated as emerging markets (sovereign rating of Baal/BBB+/BBB+ and below using the
middle of Moody’s, S&P, and Fitch) are excluded, but Canadian and global bonds (SEC registered) of issuers in non-EMG
countries are included.

e FTSE NAREIT Equity REITs Index contains all Equity REITs not designed as Timber REITs or Infrastructure REITs.

e Bloomberg Commodity Index is calculated on an excess return basis and reflects commodity futures price movements. The
index rebalances annually weighted 2/3 by trading volume and 1/3 by world production and weight-caps are applied at the
commodity, sector and group level for diversification.
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