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“ As that great Chicagoan Ferris Bueller once noted, ‘Life moves pretty fast.’ For the time being, we are well-
positioned to wait for greater clarity before considering any adjustments to our policy stance.”

~ Federal Reserve Chairman Jerome Powell
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Equities
1Q25 T?tf'l 2024 To.t:!l Index Characteristics
Return (%) Return (%)
Domestic NTM P/E P/B Div. Yld. (%)
S&P 500 -4.3 25.0 20.3 4.8 1.3
DIIA -0.9 15.0 19.1 5.1 1.7
NASDAQ -10.3 20.6 24.3 6.0 0.7
Russell 1000 Growth -10.0 334 252 11.7 0.6
Russell 1000 Value 2.1 14.4 16.4 2.7 2.0
Q Russell 2000 -9.5 11.5 22.5 1.9 1.4
m International*®
MSCI EAFE 7.0 4.3 13.9 2.0 2.
< MSCI Emerging Markets 3.0 8.1 12.1 1.9 2.2
O MSCI United Kingdom 9.7 7.5 12.0 2.0 3.3
MSCI France 10.3 -4.6 14.3 2.1 2.8
m MSCI Germany 15.6 11.0 14.3 1.9 2.2
m MSCI Japan 0.5 8.7 13.3 1.5 2.1
Global*
m MSCI All Country World -1.2 18.0 17.2 3.1 1.7
O Fixed Income Commodities
U Indices** 1Q25 Total 2024 Total Resource 1Q25 Total 2024 Total
0 ) ' Return (%)  Return (%) ' Return (%) Return (%)
Domestic Precious Metals
m U.S. Corp - Gov (1-3 Years) 1.6 4.5 Gold 18.8 2
H U.S. Corp - Gov (3-5 Years) 2.6 3.1 Silver 17.8 2
U.S. Corp - Gov (10+ Years) 3.8 -3.7 Industrial Metals
m U.S. Treasuries Master 3.0 0.5 Copper 25.9 2.7
M U.S. Corporates Master 24 2.8 Aluminum 54 7.7
U.S. Municipals Master -0.5 1.6 Energy
m U.S. High Yield Master 0.9 8.2 Brent Crude Ol 3.6 -4.0
International® WTI Crude Oil -0.8 0.8
< Developed Markets Sov Bond 2.9 -4.2 Natural Gas 13.4 44.5
E Key Rates
q Rates 3/31/2025 12/31/2024 3/31/2024 12/31/2023
U.S. Target Fed Funds Rate 4.50 4.50 5.50 5.50
< 2-Year U.S. Treasury 3.89 4.25 4.59 4.23
H 10-Year U.S. Treasury 4.23 4.58 4.20 3.88
[ 30-Year U.S. Treasury 4.59 4.78 4.34 4.03
m 10-Year German Bund 2.70 2.35 2.30 2.00
10-Year Japanese Bond 1.52 1.09 0.72 0.61
< 30-Year Fixed Mortgage 6.65 6.72 6.82 6.82
U Currencies
Indices/ Exchange Rates 3/31/2025 12/31/2024 3/31/2024 12/31/2023
ICE U.S. Dollar Index 104.21 108.49 104.55 101.33
USD per EUR 1.08 1.04 1.08 1.10
USD per GBP 1.29 1.25 1.26 1.27
JPY per USD 149.54 157.16 151.35 140.98
CAD per USD 1.44 1.44 1.35 1.32

*Returns denominated in U.S. dollars
**ICE Bank of America Merrill Lynch (BofA-ML) indices
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Investors in U.S. equities saw volatility rise
amid tariff-fueled recession concerns and
worries about inflation’s impact on consumers
in the first quarter. The Standard & Poor’s 500
(S&P 500) index walked higher to start the
year, then sold sharply off its February 19
peak to close the quarter down 4.3%
(calculated as price appreciation plus
dividends). The selloff cut roughly $5 trillion
out of S&P 500 market capitalization in just
16 trading sessions, marking the seventh-
fastest correction (defined as a decline of
10%) for the index on record. The volatility
caused investors to move $71 billion into
money market funds in February, their largest
monthly inflow in nearly a year.
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The move lower in equities was bifurcated. Growth stocks led both volatility and declines; the NASDAQ
Composite Index, composed primarily of technology and tech-adjacent growth stocks, fell 10.3%. The
Dow Jones Industrial Average (DJIA) nearly overcame its shallower selloff and closed the quarter down

0.9%.

S&P 500 sector performance echoed
broader indices. Concentrated growth
stocks in sectors such as Consumer
Discretionary (-13.8%) and Information
Technology (-12.7%) pulled the broader
index into negative territory, although 7 of
11 sectors were positive for the quarter.
The “Magnificent Seven” (Mag 7), which
includes Alphabet (Google), Amazon,
Apple, Meta (Facebook), Microsoft,
Nvidia, and Tesla, comprised more than
30% of the S&P 500 to begin the year. The
group lost more than $750 billion in
collective market capitalization in just one
day (March 10). On January 27, Nvidia
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plummeted 17.0%, or nearly $600 billion. The largest single-day market value decline ever by a U.S.
company was headlined by the news DeepSeek was able to replicate Al models with less computing
power. The volatility spike has underscored the fact that market leaders are not immune to either shifting

sentiment or policy risk.

In the first quarter, investors rotated

U.S. markets lower.

Australasia, and Far East (EAFE)

into
international equities, which do not share the
same mega-cap tech concentrations that drove
This historic shift was
confirmed by Bank of America's latest fund
manager survey, which reported the largest
allocation move away from U.S. stocks on record.
In turn, international markets outperformed U.S.
stocks. As measured by the MSCI Europe,
Index,
developed markets gained 7.0% on the back of
stronger economic data and favorable currency |-
moves, while the MSCI Emerging Markets Index
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rose 3.0% when measured in U.S. dollars (USD). Since late December, Germany’s DAX has outpaced the
Mag 7 by nearly 40%, driven by optimism around a multi-year fiscal spending package. Meanwhile,
China’s incremental stimulus has sparked interest in mainland equities, despite the drag from heightened
U.S. tariffs.

The S&P 500 forward price-to-earnings (P/E) ratio [S&P 500 Forward P/E

fell from 22.5x next 12 months’ earnings on — S&F 500-FE-NTM
February 19 to 20.0x in mid-March before retracing I
some of the contraction into the quarter’s close.
S&P 500 valuations are still well above historical A

7 I
. " iy A

norms. However, this may reflect a “new normal, ' WMWNI W \A
A L 20)

as so much of the index is now composed of high- i ﬂ

margin, growth-oriented technology companies. ’ LA mf{\‘\. ff |
Compared to value stocks, growth stocks \\ ;\ﬂ ¥

historically show a stronger correlation between W ¥ 6

profit margins and higher P/E ratios. While high
margins alone do not guarantee sustainable| - e — —— — s
valuations, the concentration of profit-rich growth |sweressssemeseen a
companies helps explain the S&P 500's persistently

elevated valuations despite traditional mean reversion concerns.

Analysts have cut S&P 500 earnings estimates by 4.6% since December, with 10 of 11 sectors seeing
downward revisions. Still, 7.1% earnings growth is expected in the first quarter, driven by Health Care
and Technology Sector companies. Energy (-12.5%) and Materials (-10.8%) expect the steepest declines.
While full-year earnings growth expectations were still 11.2% at the end of the quarter, the outlook is
clouded by macro risk with trade tensions escalating rapidly to begin the second quarter.

Private equity-backed company bankruptcies climbed to a record 110 filings in 2024. The 15.8% year-
over-year increase was led by pressure in the Consumer Discretionary and Health Care Sectors. Sticky
inflation, tighter credit conditions, and shifting consumer behavior were key drivers of distress. Still, deal
terminations fell to just 12 in 2024, down from 28 the prior year, suggesting some resilience in deal-
making appetite. While many of the headwinds persist, experts note private equity-related bankruptcies
may fall in 2025. However, they also note this may be driven in part by a changing funding environment:
private credit has become an aggressive player alongside traditional (bank) financing in recent years.
More often than banks, private credit has more actively pursued out-of-court restructuring versus
traditional bankruptcy.

U.S. Private Equity/Venture Capital Portfolio Company and Total
Bankruptcy Filings
Number of filings

mNon-PENVG  w PE/VC portfolio company
828

37

694

520 518
47

791 554 442 W 408 | 577 541 541 336

2010 20m 2012 2013 2004 2015 2016 207 2018 2010 2020 2021 2022 2023

Source: S&P Global Market Intelligence
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o First-quarter returns in U.S. bond markets were solid as rates across the yield curve moved lower.
Treasuries outperformed both investment grade and high-yield corporate bonds. Because longer-duration
bonds are more impacted by changes in yields, longer-term bonds outperformed their shorter-term
counterparts. The ICE BofA U.S. Corporate & Government 10+ Year Index returned 3.8% on the quarter
compared to the 3-5 year and 1-3 year indices, returning 2.6% and 1.6%, respectively.

e Municipal bonds had a negative return, Fixed I Ret
finishing the quarter down 0.5%. The 3_510/§e neorme Returns
underperformance  stemmed from the
heightened uncertainty of government policy
changes. In January, the House Budget
Committee released a document containing | 20% -
198 ways the government could offset| 15% -
potential revenue lost by extending the Tax | 1% |
Cuts and Jobs Act of 2017. One proposal | s, .
suggested eliminating the “exclusion of
interest on state and local bonds,” which the
committee estimates would produce $250
billion in 10-year savings. Implementing this |-1-9%
proposal would likely force municipal bond
yields to rise and prices to fall dramatically.
It could also have a severe negative impact on municipal debt servicing and access to capital.

3.0% -

2.5% -

0.0% -

-0.5%

U.S. Treasuries U.S. Corporates U.S. Municipals ~ U.S. High Yield
Source: FactSet Research Systems

e In contrast to U.S. debt, yields in Japan rose to their [Global Yields

highest levels in over a decade. Japan’s 10-year | — formBecmaiBond 10ves VM | - U8 Senchmaik Bond 10 Year YT .
bond yield climbed from 1.09% to 1.52% over the :
quarter, as the Bank of Japan (BoJ) raised interest '
rates in January. Although the Bol noted evolving
trade dynamics in its March policy statement,
Governor Kazuo Ueda also mentioned real interest
rates remained very low, and the central bank could |7 =N B
pursue more hikes. German yields also rose E2o
significantly on optimism of future economic e s T
growth. The same fiscal package that drove German |—= ——— P - 10%
stocks higher caused the largest single day increase |« || R i e L
in 10-year bond yields since the country approached [suwerssmmmessm: 0w
reunification following the fall of the Berlin Wall.

FIXED INCOME

e Spreads in high-yield bonds (commonly referred to [IG & HY Credit Spreads
as junk bonds)’ the yield differential between —— ICE BofA US High Yield - OAS (TSY) —— ICE BofA US Corporate - OAS [TSY)i
corporate and government debt, reached a decade oo
low of 2.59% in January before increasing sharply
with capital market volatility. Spreads increased to ).1
3.55% to end the quarter. High-yield spreads are L)L‘u
seen as an important indicator of corporate and J('J' ! -
economic health, as wider spreads reflect more h\q‘\ ) ,JL M- M»M A o
potential bankruptcy risk for lower credit-quality et T A W m‘\«J\J g
companies. Spreads remained well below the 3.93% A 200
level seen in August 2024 and the 5.99% level seen [ | R P N e N
in July 2022. Of note, junk bonds weakened less | i i i e e e
than would be expected historically, given the [sewss aserserchssm:
concurrent equity market volatility.
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FIXED INCOME

The Federal Reserve Bank of New York’s measure for estimating the Treasury term premium reached its
highest level since 2015. The bank defines term premium as the compensation that investors require for
bearing the risk that interest rates may change over the life of the bond. Following their definition, Treasury
market investors have not been this uncertain about changes in levels of interest rates for over a decade.

Ten-Year Treasury Term Premium and Yield Fit

Percent GEWyled = ACMiermpremium  — ACM fited yield

2012 2014 2016 2018 2020 2022 2024

Sources: Federal Reserve Bank of New York; Federal Reserve Board

The Treasury yield curve continues to digest|United States Treasury Yield Curve
term premiums and the dynamics between
growth and inflation, finishing the first quarter
with a very unusual shape. The big picture view 45%
reveals an upsloping curve, but there is a kink in [
the short-term. The curve bottoms out at the 3- i
year level, ending the quarter yielding 3.88% 4%
compared to the 13-week Treasury yielding ’/\ // [
4.29%. The curve is upward sloping for = [
maturities longer than three years, with the 10%
longest offered 30-year maturity yielding 4.58% i
at the end of the quarter. MACMALMIY ¥ Y Sy v 0y 207 307

Source: FactSei Research Systems

— 12/31/2024 - Yield 03312005 Yield|

4.6%

The kinked yield curve reflects a common Implied Fed Rate and Number of Rate Cuts
theme: uncertainty. Uncertainty has swirled 4

- 0
around how many rate cuts to expect from the I

Federal Reserve (Fed) in 2025 and 2026. At the -
end of the quarter, futures markets were pricing :

s

.
b

IS
=)
s

# of Cuts Priced In

in three rate cuts for 2025, with expectations for
them to occur by the Fed’s July, September, and
December meetings. 2026 expectations from

futures markets suggest a fourth cut would come | _, 4

o

Implied Rate (%)
w w
S o

by the July meeting. The Fed’s dot plots,
however, showed less dispersion and fewer| ** . . . . . . . o o *
expectations of rate cuts for 2025 compared to ﬂj\q,\'??h@«??ﬁ@”%@a\\ %“G@TPGF\\QW“\\gTP_A\%@&,g?Sa&“
their prior release in December: in December, e sy e s es
three members were projecting three cuts in

2025, with another two projecting four and five

cuts, respectively; now, most members see two cuts in 2025, with only two members seeing three cuts this
year.

m— #Cuts Implied Rate

Source: Bloomberg

According to Chair Jerome Powell, the Fed’s base case is that inflation driven by tariffs will be
“transitory.” His choice of word caused investors’ ears to perk up, as many remembered the mistake of
“transitory inflation” following COVID-19. Powell explained his use of the word referred to the transitory
nature of President Trump’s tariffs from his first term. The Chair did hedge his transitory base case in the
Q&A, using the word “uncertain” 16 times. His comments were intended to drive home the message the
Fed does not know the course of how things will play out, as well as reiterating they will move in the
direction the hard and soft (survey) data point them.
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U.S. real Gross Domestic Product (GDP)
growth slowed to 2.3% in the fourth
quarter of 2024, down from 3.1% in the

145™ EDITION

Evolution of Atlanta Fed GDPNow real GDP estimate for 2025: Q1
Quarterly percent change (SAAR)

4

third. A surge in consumer spending
drove the lion’s share of GDP growth but

Blue Chip consensus

-

Range of top 10

was offset by reductions in business
inventories and investment. Consumer
spending accounts for roughly two-thirds
of GDP growth, and the consumer is | o
showing signs of weariness. Additionally,
a gyrating tariff agenda and government
layoffs have created economic uncertainty |
in the near-term. As a result, as of April
1, the Atlanta Fed’s GDPNow model
estimates economic contraction of 3.7% |+
(gold import adjusted -1.4% growth) in
the first quarter.
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Retail sales represent roughly one-third of
consumer spending (versus services at two-
thirds) but are a key indicator of overall
economic health. Retail sales declined 1.2% in
January, and their February increase of 0.2%
was well below expectations of 0.6%.
Consumer expectations, which are a leading
indicator for future spending, declined 15%,
and the University of Michigan Consumer
Sentiment Index declined to its lowest level
since 2022’s inflation spike. Credit card
spending has increased 57% in the last four
years, and although it grew more slowly in
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2024 (7.3%), it drove household credit card debt to a record $1.21 trillion in the fourth quarter. Sticky
inflation is still straining consumer budgets, because they are affected more by recent dollar increases on

price tags than ongoing percentage hikes.

The Consumer Price Index (CPI) rose 2.8% in February, and the Fed’s preferred metric — the Personal
Consumption Expenditures Price Index (PCEPI) — rose 2.6%. Core PCEPI, which excludes food and

energy prices, rose 2.5% in January

Inflation Expectations

6.0%

and February. Persistent inflation is

States

—— University of Michigan Survey of Consumers, Expected Changein Prices During the Next Year, Median - United

starting to impact future expectations.
The University of Michigan survey

shows consumer inflation expectations
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affect spending habits and other ! K g
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The U.S. labor market has cooled in recent years but remains solid, with 228,000 jobs added in March
and an average of 152,000 over the last three months. The unemployment rate rose to 4.2% in March,
and, despite slowing to 3.8%, wage growth still outpaced inflation. The impacts of the newly established
Department of Government Efficiency Jobs Added
(DOGE) and tariffs on labor markets, |10
consumer spending, and the broader economy ]
remain uncertain. The federal government
employs approximately 2.4 million civilian
workers, excluding the U.S. Postal Service.
Goals of spending reductions via elimination
of redundant roles and nonessential payments
may ultimately generate efficiencies and
alleviate the mounting U.S. debt burden. In the
short-term, though, targeted layoffs resulting
in 300,000 — 500,000 federal workers moving
to the private sector over the next year may 2 . 23 2
hamper employment, wage growth, and, “SessfEsssssai

subsequently, consumer spending.

§ Non-Fam Employment, SA, Thous Persons - United States|

The ICE U.S. Dollar Index surged on the presidential election results in November but has declined over
4% to begin 2025. The strength of the dollar is partly driven by the spreads between interest rates in the
U.S. and other developed countries. Spreads have [pollar Index

narrowed with both President Trump’s announcing ¥ TCE 05 Dotlar JFeer
of U.S. tariff strategies and sovereign debt interest .
rate changes. Many economists have criticized m
Germany for being overly conservative in its fiscal MT h o NA :
policy at the expense of capital markets and i Wf“ W‘%“ o
economic growth. The shift in German policy from N | lﬂ w F oo
constrained spending under their “debt brake” m\,\ NJW g
imposed in 2009 to a willingness to pursue a .
defense and infrastructure package mostly financed w o0
by debt issuance may very well lead to secular | . | . | :
tailwinds for the country. It could also positively | = = = z &
impact the rest of the European Union’s economic T

growth.

12

Optimism surrounding Germany’s policy shift has caused a divergence in expectations for the U.S. and
Europe. A net 60% of investors expect stronger European growth, betting on the peak of “American
exceptionalism” and a resurgence abroad — a contrast to previous sentiment. The latest Bank of America
Fund Manager Survey indicated 39% of fund managers are now overweight European equities versus
just 12% in February. However, this contrasts with economic growth forecasts for the regions. The
Fed’s forecast for 2025 U.S. GDP growth was revised down to 1.7% from 2.1% in March. Recent
forecasts from the Organization for Economic Co-operation and Development (OECD) predict U.S.
GDP growth of 2.2% in 2025 and 1.6% in 2026, and Eurozone GDP growth of 1.0% and 1.2% in the
same periods.

The information contained herein has been compiled from sources Wallington Asset Management, LLC believes to be reliable but no
warranty, expressed or implied, is being made that the information is complete or accurate. Wallington Asset Management, LLC and
its affiliates, employees and/or directors may have investments in positions associated with securities required to implement and
maintain a particular investment strategy. Information presented is not an offer to buy or sell, or a solicitation of any offer to buy or
sell any securities which may be mentioned herein. All securities are subject to price and yield change and subject to availability.
Any recommendations or opinions expressed herein may be subject to change without notice. Past performance is not to be con-
strued as a guarantee of future results. Wallington Asset Management, LLC does not render tax or legal advice. All rights reserved.
Any unauthorized use or any reproduction, modification or distribution of the materials is strictly prohibited.
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Unsettled U.S. Tariff Policy: Impacts and Implications

Less than two weeks after his inauguration, President Trump announced the first tariff of his
administration: a 25% tax on Canadian and Mexican imports plus an additional 10% levy on China.
Considering tariffs were a significant part of his campaign platform, this was not a surprise. Many people
have become more aware of tariffs than ever before, but there still seems to be a need for further clarity
on how tariffs are implemented and intended to work, why they matter, and their impact on everything
from the products on store shelves to the strengths and vulnerabilities of the domestic and global
economy.

Understanding Tariffs In their simplest form, tariffs are taxes imposed by a government on imported
goods or services for one or more purposes: revenue, restrictions, or reciprocity. They can be used to
regulate trade, entice local citizens to buy domestically produced goods, raise revenue for a government,
serve as a punitive measure against a foreign country, protect domestic industries, or curtail an unwanted
condition (such as the entry of fentanyl into the country). Tariffs are commonly levied based upon the
value of an imported item (typically at some percentage) or the type of item being imported. Their
application is designed to increase the price of the imported item in an effort to make it less attractive to
domestic consumers.

By some accounts, the first recorded tariff dates to Ancient Greece in the 5™ century. In the U.S., the
Customs Duty Act of 1789 created one of the earliest known domestic tariffs. Its purpose was to tax
imported goods to raise revenue for the newly formed government and help protect domestic industries.
Tariffs have been relatively common in the U.S.: 33 out of 47 presidents (and all since William McKinley
in 1897) have utilized tariffs for various economic, political, and strategic reasons. Perhaps most notable
was the Smoot-Hawley Tariff Act under President Herbert Hoover during the Great Depression. This
tariff was imposed on over 20,000 imported items to help protect American farmers and manufacturers.
Other countries responded by imposing retaliatory tariffs on the U.S. The result was a worsening in global
economic conditions — to the point that many economists believe Smoot-Hawley, while not being a cause
itself, deepened and extended the Great Depression.

How Tariffs Function In much of the recent dialogue about tariffs, the implication has been that foreign
countries pay the tariffs. However, when the U.S. government implements a tariff on an imported good or
service, a domestically based company is forced to pay the tariff when importing it. Payments for tariffs
are made to the Customs and Border Protection (CBP) at one of the 328 ports of entry (international
airports, major seaports, and border crossings) across the country. For example, a 25% tariff on a ton of
hot-rolled coil steel, selling for about $800 per ton, would be $200. Considering a general cargo freighter
can carry up to 40,000 tons of steel, one fully loaded steel cargo ship could generate $8 million of tariff
revenue. After tariff payments have been collected by the CBP, they are deposited into the U.S.
Treasury’s General Fund and used to finance various government expenditures.

The General Impact of Tariffs Since a domestic company [Us. consumer price index

is forced to pay a tariff on imported goods or services, that |/ e eereen hnse an 20 2028
company may choose to pass the higher cost on to their
customers. Not doing so would have a negative impact on
profit margins. From a manufacturing perspective, firms
may raise the prices of their products as an offset to the
additional cost of imported materials. Considering 45% of
U.S. imports are inputs that go into domestic manufacturing
production, economists note consumers will likely bear at
least some of the cost of the tariffs. This is one of the main
reasons inflationary fears have increased in the U.S.| 2= 2022 2025 2024 2025
recently. While tariffs are often thought of as a one-time hit o vassoaymoume "
to inflation, Fed Chair Jerome Powell and other economists lussesm ozee
are concerned that inflation expectations could become unanchored, thereby causing price increases to
begin percolating through the price of goods and services in the economy.
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For domestic companies, tariffs can provide an incentive to manufacture goods in their country of
domicile as they may find it more advantageous to keep operations within a country’s borders. Such
onshoring production can enhance the resilience of supply chains and create more domestic jobs while
also supporting national security. For example, America’s reliance on foreign countries to manufacture
medicines, especially in China, has been cause for alarm for years now on both sides of the political aisle
due to the vulnerability it creates with U.S. national security. While onshoring production can create
jobs relatively quickly, as construction labor to build factories is needed almost immediately, those
factories can take years to build and require significant monetary resources to facilitate that production.
Further, from a long-term production cost standpoint, once a factory is up and running, moving
manufacturing to the U.S. would cause the labor component to rise dramatically: the average U.S. wage
is around $27 per hour, compared with $6.50 and $4.50 per hour for China and Mexico, respectively.

The revenue generated by countries imposing tariffs can be used to promote economic growth, reduce
taxes, or pay down debt. According to the Penn Wharton Budget Model, the revenue impact of President
Trump’s tariff plan as of April 8 is expected to be an additional $4.5 - $5.2 trillion over the next 10
years. They project the economic impact, though, will be a long-term reduction in U.S. Gross Domestic
Product (GDP) by about 6% due to reduced consumption and business investment. Businesses are
projected to have less money to invest, and consumers are likely to spend less due to lower disposable
income. Prior to World War I, tariffs and excise taxes were the main sources of government revenues.
Even though tariffs still play a role in the U.S. economy today, in and of themselves, they are not
currently a significant source of revenue. In 2024, tariffs totaled $77 billion, making up only 1.6% of
total federal revenue, which was down after tariffs more than doubled during the 2017-2022 period. As
an example, when President Trump first imposed tariffs to rebalance the trade deficit, the result was an
increase in levies collected from $41.6 billion in 2018 to $71.9 billion in 2019.

U.S. exceptionalism refers to the economic outperformance of the U.S. relative to other developed
countries, especially the European Union (E.U.). Our economic growth has been the envy of the
developed world. Implicit in U.S. exceptionalism is the thought that a trade war would have less
negative impact on the U.S. than the rest of the world. However, when considering the value of goods
traded as a percent of a country’s GDP, only Mexico, Canada, and Vietnam are higher than the U.S.
Further, the U.S. is nearly three times more exposed than the majority of its trading partners. Thus,
should global growth suffer as a result of the imposition of tariffs, many economists are expecting the
U.S. to be more heavily impacted than most foreign countries. Of note, other countries had already been
focusing on economic stimulus in order to close the gap in growth when compared to that of the U.S.
economy: Germany (a recent new coalition agreement and fiscal U-turn), Japan (the approval of a $250
billion economic stimulus package late last year), and the E.U. (Mario Draghi, the former Italian prime
minister and president of the European Central Bank, released a 400-page report offering numerous
recommendations).

So how are tariffs intended to impact exporting countries? Since tariffs cause products sold abroad to be
more expensive, they can have a negative effect on those foreign exporting countries. To remain
competitive, these countries may be forced to cut prices, leading to a decline in export revenue, higher
levels of unemployment, local recession, currency depreciation, and other factors, all of which can
trigger political and economic instability. When referencing the “Trump 1.0 Tariffs,” economist Yang
Zhou concluded tariffs on Chinese goods inflicted more than three times as much damage to the Chinese
economy as they did to the U.S. economy. In order of largest trading partners, the countries likely to be
most affected by President Trump’s currently proposed tariffs are Mexico (with a total trade value in
2023 of $790 billion), Canada (in 2023, an estimated $770 billion, or 75%, of its exports went to the
U.S.), and China ($575 billion in 2023). The E.U. would also be affected — particularly Germany, due to
its reliance on exports — as would Japan.

While tariffs are intended to have positive domestic impacts, their application can have unintended
consequences. One of the more dangerous is a tit-for-tat trade war, in which retaliatory tariffs are
implemented by a country in response to the imposition of tariffs against it. China recently retaliated
with 125% levies on U.S. goods entering their country. Another consequence can be higher prices and
inflation due to less competition. As tariffs are imposed, domestic companies are not forced to be as
efficient or innovative, the effect of which tends to be higher prices. Tariffs can also cause serious
tensions among trading partners, as seen recently with Canada.
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In March, Jim McKinnon of the Calgary Herald wrote, “Canada and Mexico have deepened their bilateral
trade relationship. With shared interests in maintaining open trade routes, the two nations have bypassed
U.S. influence by strengthening agreements under the Comprehensive and Progressive Agreement for
Trans-Pacific Partnership. This shift signifies a reduced dependency on the U.S. and an increasing
willingness to collaborate with China, a move that could have long-term geopolitical ramifications.”
Finally, a 2024 study by economists from international universities and the World Bank concluded that
retaliatory tariffs imposed on the U.S. during President Trump’s first term had a negative impact on
employment, particularly for farmers.

Current Policy Maneuvers The U.S. has had a trade deficit for decades, meaning we import more than
we export. In 2024, the trade deficit for goods and services was $918 billion; the trade deficit in goods
was $1.2 trillion, while the service sector had a surplus of $282 billion. While the services trade surplus
(software licenses, cloud computing, and data storage) seldom gets mentioned, the deficit in the goods
sector is why President Trump believes other countries are taking advantage of the U.S.
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As expected, his solution to fix the imbalance has been imposing both general and retaliatory tariffs. What
has not been expected, though, is the breadth of countries involved and the magnitude of the tariffs, paired
with an ever-evolving trade policy. The most draconian of these announcements came on April 2, a day
President Trump dubbed “Liberation Day.” In addition to a 10% across-the-board tariff on all imports,
“reciprocal” tariffs were also levied based on the goods trade deficit between the U.S. and about 90
foreign countries.

On April 9, likely due to a significant rise in 10-year U.S. Treasury (UST) yields and the decline in the
value of the U.S. dollar (USD), President Trump announced a 90-day pause on all reciprocal tariffs but
hiked levies on Chinese imports to 145%. Coupled with the 10% blanket tariffs that remained in effect,
applying these tariffs to U.S. imports last year would have still put the effective tariff rate on a trade-
weighted basis at 24%, the highest in more than a century.

Unsettled Trade Policy — Magnifying Uncertainty for Investors At the start of the year, consensus
expectations for the USD and U.S. economic activity were that both would remain strong. Reported
economic figures showed the economy, while organically cooling, remained in relatively good shape;
unemployment rates and inflation rates were close to normal levels, and Fed projections suggested a
cautious approach to cutting interest rates. Instead, after the tariff announcement on April 2, the USD
declined to a three-year low, the euro moved above $1.14 for the first time since early 2022, and the
interest rate on the 10-year UST moved from 4.2% to touching 4.59% on April 11. Such price action was
surprising since conventional wisdom argues the USD and UST should serve as safe havens in times of
uncertainty.
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James Lord, global head of foreign exchange and emerging market strategy at Morgan Stanley opined, “I
think what’s happening now is reflecting a loss of confidence in the outlook for the U.S. economy, reflecting
a huge amount of uncertainty about the outlook for U.S. policy. After a decade of significant inflows into
U.S. capital markets, people are looking elsewhere.”

The April 2 Liberation Day announcement also resulted in the S&P 500 experiencing its largest two-day
drop since 2008, with recessionary fears beginning to rise due to the uncertainty on how tariffs would impact
both the U.S. and global economies. When President Trump announced the 90-day pause on April 9, the
stock market rose nearly 9.5%, its third largest one-day gain since 1950. However, it declined nearly 3.5%
the following day. The reason behind this volatility is very clear: financial markets abhor uncertainty.
Tariffs, among other things, impact companies’ costs, margins, revenue, customer base, and future actions.
Uncertain tariffs equate to a more uncertain future and a less predictable company/stock value. Case in point:
on Saturday, April 12, President Trump announced he would exempt smartphones and computers from the
new tariffs, and Apple stock rose nearly 6% in the first hour of trading on Monday, April 14. Also, while
tariffs can protect our domestic industries, the uncertainty of how long they will remain in place makes it
difficult for corporations to determine if they should commit significant time and capital to expand
production domestically. Uncertain and shifting tariff policies, if they persist, will continue to create
challenges; however, both U.S. consumers and U.S. corporations have historically proven to be incredibly
resilient, learning to adapt to changing conditions. In his 2021 annual letter to shareholders, Warren Buffet
stated, “Despite some severe interruptions, our country’s economic progress has been breathtaking. Our
unwavering conclusion: Never bet against America.”

For investors, it is understandable that volatility and uncertainty are uncomfortable — and for some,
frightening — which is why time horizon is so important to keep at the forefront of our minds when placing
capital at risk in the financial markets. To date, this year has once again provided another example of the
detrimental impact that chasing performance can have on wealth, especially for investors who tossed
diversification out the window over the past few years in favor of focusing their portfolios heavily in a
concentrated stock market environment. At Wallington Asset Management, we continue to follow key
principles that have been beneficial in navigating the financial markets and managing wealth in our 36-year
history. Investment decisions continue to be made in the context of a realistic long-term and disciplined
focus, based on a steady resolve rather than impulse, and while keeping emotions in check. We believe this
philosophy is important at all times but particularly in these times of extremely high uncertainty.

The information contained herein has been compiled from sources Wallington Asset Management, LLC believes to be reliable but no
warranty, expressed or implied, is being made that the information is complete or accurate. Wallington Asset Management, LLC and
its affiliates, employees and/or directors may have investments in positions associated with securities required to implement and
maintain a particular investment strategy. Information presented is not an offer to buy or sell, or a solicitation of any offer to buy or
sell any securities which may be mentioned herein. All securities are subject to price and yield change and subject to availability.
Any recommendations or opinions expressed herein may be subject to change without notice. Past performance is not to be con-
strued as a guarantee of future results. Wallington Asset Management, LLC does not render tax or legal advice. All rights reserved.
Any unauthorized use or any reproduction, modification or distribution of the materials is strictly prohibited.
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