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Calm Above, Currents Below

Strong earnings season and resilient economy gives way to weak July employment report.

Rob Lowry, CFA, Principal, Associate Research Director
July 2025

Key Observations

e Markets were mixed in July as equities delivered modest positive returns amidst a favorable
earnings backdrop and resilient economic data.

e Clarity around trade policy ahead of the August 1 deadline helped give investors a better grasp of
what’s to come with key trade deals being made with the EU, U.K. and Japan.

e Earnings season began with solid fundamentals, but markets remain fragile as misses on
expectations were punished and high valuations persist.

e A disappointing July employment report heightened investor uncertainty and future path of

interest rate decisions by the Fed.

Market Recap

July brought a mix of resilience and recalibration across global markets. Investors navigated a landscape shaped
by ever fluent trade policy, ongoing geopolitical tensions and a resilient macro backdrop. Equity markets, for the
most part, moved higher, buoyed by a strong start to earnings season and better than expected economic data.
Additional clarity on trade policy helped as well, as deals were made with key partners such as the U.K., European

Union and Japan before the August 1 deadline.

U.S. GDP grew at 3.0 percent in the second quarter,! driven primarily by consumer spending and a reduction in
imports, and the labor market had continued to be resilient until the last week of the month (more on that below).
The S&P 500 Index reached new highs, rising 2.2 percent to start the second half of the year. Technology and

energy sectors were standouts, with the former gaining over 5.0 percent as Al-driven optimism persisted and the

" Bureau of Economic Analysis. Advance estimate for Q2 2025 GDP. As of July 30, 2025.
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Financial Market Performance latter benefiting from rising oil prices amidst
Index July YTD continued tensions in the Middle East. Small cap
S&P 500 2.2% 8.6% equities (Russell 2000 Index) modestly lagged their
Russell 2000 1.7% -0.1% .. .
MSCI E 1.4% 17.8% large-cap counterparts, gaining 1.7 percent in the

EAI =1. (o) . (o)
MSCI EM 1.9% 17.5% | month.
Bloomberg U.S. Agg Bond -0.3% 3.7%
Bloomberg U.S. HY Corp Bond 0.5% 5.0% Abroad, developed markets, as measured by the

: 119 0,

FISE NAREIT All Eq.ulty REITS 1.1% 0.7% MSCI EAFE Index, slipped 1.4 percent. Weakness
Bloomberg Commodity -0.5% 5.0%

Source: Morningstar Direct. As of July 31, 2025. in European markets, particularly Germany and
Switzerland, offset modest gains in the UK and
Italy. Currency effects weighed on returns, as the U.S. dollar strengthened modestly against major peers. Despite
the modest pullback, international equities remain well ahead of domestic year to date. Emerging markets rose 1.9
percent in July. China was the standout, gaining almost 5 percent, driven by policy support and improving
sentiment around regulation. Broader EM strength was also supported by gains in Korea, though India declined

amid ongoing trade uncertainty and an increase in threatened tariffs.

Fixed income markets were mixed as the Bloomberg U.S. Aggregate Bond Index slipped 0.3 percent in July as
investors digested mixed signals from the Federal Reserve. The FOMC held rates steady in July amid persistent
inflation and uneven market data. It was not a unanimous decision as there were two dissenting votes, the first
time since 1993. Rates moved higher over the course of the month, driven by lingering inflation concerns, deficit
expansion and the markets reduced outlook for recession in the near term. High yield bonds fared better, buoyed
by a strong earnings season, a favorable economic backdrop and continued investor appetite for yield. The asset

class has now returned approximately 5 percent year-to-date.

REITs struggled in July. Positive sentiment on the economy was not enough to offset weakness in self-storage,
residential and office. Rising rates and a reduced outlook for Fed cuts was a headwind for the asset class.
Commodities were mixed but ultimately ended the month lower. Concerns about trade policy negatively impacted
industrial metals, with copper prices plummeting 25 percent in the last week of the month. Energy prices were

modestly firmer amidst geopolitical tensions around the world.

Strong Earnings, High Expectations

The second quarter earnings season continues to deliver upside surprises, with broad-based growth and strong beat
rates. However, stretched valuations, shifting economic data, and a disproportionate penalty for companies that
have missed estimates may suggest we are entering into a more discerning phase. As of August 1, 66 percent of S&P

500 companies have reported results for the second quarter. Despite the mixed macro backdrop, 82 percent of have
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reported a positive earnings surprise and the blended

EPS Surprise and Price Change
year-over-year growth rate is currently 10.3 percent.2
0.9% 1.0%

Information technology, communications and

consumer discretionary continue to be a standout
among sectors, driven by some of the some of the
. ; . m Current
“Magnificent 7” names, while energy was a laggard on u5-Yr Avg -2.4%
the back of falling year-over-year oil prices. Market
reaction has been sharp. Companies beating EPS -5.6%
estimates are seeing an average price increase of 0.9 Positive Negative
Surprise Surprise
percent in the two days around the announcement, Source: FactSet Earnings Insight. As of August 1, 2025. Price move

is two days before the earnings release through two days after the

roughly in-line with the 5-year average. Misses have earnings release.

been punished more severely, with an average decline

of 5.6 percent, worse than recent past, and a prime example of the fragility that persists in markets today.

Tariff related concerns and the potential impact on higher cost of goods and inflation have investors wondering
about the impact on company fundamentals. While it is still early to feel the full impact of trade policy, there may be
room for companies to absorb some of the added cost pressures. Margins remain healthy. The net profit margin for
the S&P 500 is 12.3 percent, slightly down versus the prior quarter but above the 5-year average3. Margin expansion
is evident in sectors such as communication services, information technology and financials, while energy and real

estate margins have contracted.
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Source: FactSet Earnings Insight. As of July 25, 2025. Estimates for June 2025, September 2025 and December 2025.

2 FactSet Earnings Insight. As of August 1, 2025.
3 FactSet Earnings Insight. As of July 25, 2025.



Average Forward 12 Month
Return by P/E Tranche

Earnings Per Share

20-yr Peak
23.6

Current
22.2

10-yr Avg
19.9

Forward P/E

20-yr Avg
16.3

Avg
Recession
13.4

Recession

Avg

(-28%)

-23%

-28%

-35%

-47%

-56%

Current

7%

0%

-10%

-26%

-39%

Consensus
(+5.8%)

13%

6%

-5%

-22%

-36%

Avg 10-yr
EPS Growth
(+8.5%)

16%

9%

-2%

-20%

-34%

Sources: Fiducient Mid-Year Outlook, FactSet as of
June 30, 2025. Recession average is 20-year average

EPS decline peak to through decline. Consensus growth
based on Strategas as of June 30, 2025. 10-yr Avg EPS
growth is annual earnings growth from June 30, 2025 to
June 30, 2015.
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Fundamentals remain favorable yet valuations remain
elevated. The forward 12-month P/E ratio for the S&P 500
hovers near 22 times earnings, well above long-term averages.
This premium reflects optimism but raises the bar for earnings
to continue delivering. So far, the second quarter earnings
results are broadly encouraging. Companies are managing
costs well and delivering solid earnings growth. However,
investors appear more selective, with clear sector divergences
and heightened sensitivity to misses. With valuations rich and
expectations high, upcoming quarters will require consistent

delivery to sustain current market levels. As we highlighted in

our Mid-Year Outlook, markets remain fragile and should
investor confidence or earnings weaken, the path forward for

U.S. equities becomes more uncertain.

July Employment Report Creates More Uncertainty

There was no shortage of economic data released during the month but perhaps the most significant was the July

employment report, which technically did not have market implications for the month of July as the report was

released on August 1. That said, it is worth highlighting nonetheless as there was a considerable shift in the data

from a month earlier. The labor market, for the most part, had been on relatively stable footing for much of the last

12 months, hovering between 4.0-4.2 percent unemployment with steady monthly gains. However, July brought a
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Sources: BLS, FactSet. As of August 1, 2025. June BLS report released in July, July BLS report released in August.
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different perspective with only 73,000 new jobs added in the month, well below the consensus estimate of 115,0004.
While the miss is concerning, the largest takeaway from the report was the significant revision for May and June,

reducing the combined number of jobs by 258,000(!) from what was originally released.

Up until recently, hard economic data had been resilient in the face of the Trump administration’s tariffs, but the
revised data certainly begs the question, are we starting to see the impact already? Further, the recent jobs report
fueled the volatility of market expectations for when the Federal Reserve would cut rates. Expectations had been
above 50 percent heading into the FOMC’s July meeting, but following Powell’s press conference, which markets
took to be “hawkish”, the probability dropped to below 40 percent. The roller coaster didn’t stop and following the
recent employment report, expectations for a 25 basis point cut in September jumped to over 80 percent. The Fed
has held steadfast in its “data dependent” approach and there is one additional employment report to digest before
the next Fed meeting in September, but the July employment release will be impossible to ignore as the Committee

balances its dual mandate of stable inflation and full employment.

Market Implied Probability of 25 bps cut at September FOMC 811/2025
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Source: CME FedWatch. As of August 1, 2025. Market implied probability that the Fed Funds target will be 4.0-4.25% at September
meeting. Current target is 4.25-4.50%.

Outlook

Looking ahead, the global economic outlook remains cautiously optimistic. The IMF revised its 2025 global growth
forecast slightly higher, citing improved financial conditions and fiscal expansion in key marketss. Still, risks
remain. Inflation in the U.S. continues to run above target, the recent July employment report is anything but rosy
and geopolitical tensions, from the Middle East to trade disputes, could quickly shift market dynamics. In this
environment, diversification and discipline remain essential. July’s performance underscored the importance of

balancing opportunity with risk, especially as markets evolve into a complex and uncertain investment landscape.

4 BLS, FactSet. As of August 1, 2025.
5 IMF World Economic Outlook July 2025
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Disclosures & Definitions
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. Market returns shown in text are as of the publish date and source from Morningstar or
FactSet unless otherwise listed.

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. compandies 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.

o 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 Baai/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.

Material Risks

e  Fixed Income securities are subject to interest rate risks, the risk of default and liquidity risk. U.S. investors exposed to non-U.S.
fixed income may also be subject to currency risk and fluctuations.

e Cash may be subject to the loss of principal and over longer periods of time may lose purchasing power due to inflation.

e Domestic Equity can be volatile. The rise or fall in prices take place for a number of reasons including, but not limited to changes
to underlying company conditions, sector or industry factors, or other macro events. These may happen quickly and unpredictably.

e International Equity can be volatile. The rise or fall in prices take place for a number of reasons including, but not limited to
changes to underlying company conditions, sector or industry impacts, or other macro events. These may happen quickly and
unpredictably. International equity allocations may also be impacted by currency and/or country specific risks which may result in
lower liquidity in some markets.

e Real Assets can be volatile and may include asset segments that may have greater volatility than investment in traditional equity
securities. Such volatility could be influenced by a myriad of factors including, but not limited to overall market volatility, changes in
interest rates, political and regulatory developments, or other exogenous events like weather or natural disaster.

e  Private Real Estate involves higher risk and is suitable only for sophisticated investors. Real estate assets can be volatile and may
include unique risks to the asset class like leverage and/or industry, sector or geographical concentration. Declines in real estate value
may take place for a number of reasons including, but are not limited to economic conditions, change in condition of the underlying
property or defaults by the borrower.

e Allinvesting involves risk including the potential loss of principal. Market volatility may significantly impact the value of your
investments. Recent tariff announcements may add to this volatility, creating additional economic uncertainty and potentially
affecting the value of certain investments. Tariffs can impact various sectors differently, leading to changes in market dynamics and
investment performance. You should consider these factors when making investment decisions. We recommend consulting with a
qualified financial adviser to understand how these risks may affect your portfolio and to develop a strategy that aligns with your
financial goals and risk tolerance



