Capital Market Review

First Quarter 2025
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Key Takeaways from 1Q 2025

e On April 2nd, President Trump announced reciprocal tariffs, which exceeded
market expectations and triggered a sharp sell-off in equity markets. Although
portfolios have taken a hit, this marks the eighth time in the past twenty-five
years that the stock market has declined by 15% or more. While the reasons
for each decline may vary, we’ve experienced similar situations before and
expect our portfolios to eventually recover, as they did after the previous
seven occurrences.

e Before making any changes to your portfolios, it’s important to focus on your
long-term plan. Money is held in bonds to provide protection during turbulent
times like these; bonds will cover near-term spending needs while stocks work
to recover from their losses.

Market Returns as of 3/31/2025

Benchmark Index Returns (5£) 3 mo. & mo. 9 mo. 12 mo.
USTREAS THill 3-Month 1.08 232 3.32 5.21
BBg US Aggregate Bond 278 -0.37 4.81 4.88
S&P 500 -4.27 -197 3.80 825
Rusgsell 2000 9,43 -8,18 -0.75 -4,01
Global Stocks -1.32 -2.30 4.16 7.15
International Stocks 686 -1.81 5,32 4,88
Emerging Market Stocks 253 -2.31 2.94 808
Real Estate 1.17 -4.84 9.97 9,79
Bleomberg Commaodity 8.88 8.39 2,13 12.28

As we approached the end of the first quarter, | began to gather my thoughts for the
upcoming review. The main theme would be “The Return of Diversification.” Over the
past two-plus years, the Magnificent Seven stocks had been the dominant perform-
ers, but they became laggards this quarter. In contrast, international stocks gained
value, and bonds provided stability within portfolios. While the headlines focused

on poorly performing stocks, diversified portfolios generally held up well. Although
some portfolios posted slight losses, many recorded gains during this three-month
period, thanks to contributions from bonds and international stocks.

Director of Research

First Quarter Sector Returns as of 3/31/2025
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15%
R
£ 20N 10.2%
. 65%
T 5% " 49% :
u L 2.8% I I 3.5% I 36%
F 4 o il
N 0.5%
3
6.3%
105
154 o -12.7%
13.8%
o iy L & & o oy & & L
FFFIFSHFELSES
v ¥ & g F & o & v ¥
3 |;‘,§ + <F .f& &

On April 2nd, known as “Liberation Day,” markets took a significant hit, declining by
11% in just two days. The prevailing question of the year quickly shifted to “What
now?” During a 48-minute speech delivered from the Rose Garden of the White
House, global trade underwent a dramatic change, leading to a sharp drop in equity
markets. Let’s break this down into two parts: First, we need to analyze what is hap-
pening in the markets and the economy. Second, we should consider how to adjust
our portfolios in response.

What’s Happening?

Markets had anticipated tariffs, given President Trump’s longstanding support for
them, which he has expressed for decades. He implemented tariffs during his first
term and campaigned on this issue in the last three presidential elections. However,
the “Liberation Day” tariffs came as a surprise because they were significantly higher
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than expected. At the beginning of the year, the U.S. imposed an average tariff of
2.5% on all imported goods. If all the tariffs announced on April 2nd, along with those
introduced since the inauguration, are implemented, the average tariff on imports
will rise to between 22% and 25%, maybe higher depending on which retaliation
tariffs take hold. This would mark the highest average tariff rate since 1910.

At the beginning of the year, the average tariff rate that the U.S. faced on goods
exported to other countries was 4.6%. As discussions about reciprocal tariffs unfold-
ed, market analysts expected the proposed rates to be higher than this average, but
they were surprised by the actual announcement, which was significantly different.
What confused the markets the most was the Trump Administration’s approach of
considering the U.S. trade deficit with each country, rather than focusing solely on
the tariffs those countries imposed.

Average tariff rate on U.S. goods imports for consumption
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Source: JPMorgan Guide to the Markets, 2Q2025, Page 31.

As consumers, one of the first thoughts of this new environment is the impact on
prices. Tariffs are a tax on goods imported from other countries. Depending on each
product, it will either fall to companies along the supply chain, it will be paid for by
consumers, or, the most likely outcome, it will be a combination. The longer tariffs
continue at these rates, companies and consumers will be making the decision to
continue paying higher prices, finding a cheaper alternative, or hold off spending
until this dispute is settled. All these decisions will have various impacts on inflation,
deflation, and economic growth, but it is too early to get into any of those discus-
sions.

Instead of trying to predict possible economic and stock market scenarios, let’s
switch to our current portfolios. Remember, the best time to buy and the worst time
to sell is when the environment feels and sounds terrible.

What Now?

When markets drop by 11% in just two days and the headlines push extreme narra-
tives, it’s natural for investors to feel anxious and question their portfolio strategies.
The straightforward answer is to stay the course. If you feel the urge to take action,
remember that you’ve already prepared for this volatility. We have built a diversi-
fied portfolio specifically designed to achieve your goals. Although equities may not
be performing well at the moment, bonds are fulfilling their role as stabilizers. For
clients who need cash in the near future, we will sell bonds while we wait for equities
to recover. While U.S. stocks have seen a sharp decline recently, international stocks
have performed better this year. Diversification gives us choices; not all stocks be-
have the same way, so it’s important to have exposure to various sectors to minimize
risk and create opportunities.

Unfortunately, none of us have a crystal ball to predict when the volatility will end.
However, we have faced challenging times before. While we may not have expe-
rienced a situation with such a rapid increase in tariffs, we have endured a global
pandemic that caused markets to drop by 35% in just a few weeks. We also faced a
financial crisis that led to a significant decline in the housing market and equity mar-
kets, which dropped by over 50%. In all these situations, as well as many others, our
portfolios have recovered because we remained committed to our strategy.

Although it may seem like there is no end in sight, markets will recover. Since 2000,
the stock market has experienced a decline of 15% or more seven times, which
averages to about once every three and a half years. Portfolios have faced similar
situations before, and each time, we wonder how severe it will be and whether the
market will ever bounce back. Every downturn presents a new opportunity. While we
cannot predict how long it will take to overcome this latest period of volatility, we are
confident that markets will navigate this challenge in the short term and continue to
grow in the long term.

A Allegheny Financial Group

INVEST IN YOUR PEACE OF MIND™



After Declines, Recoveries Have Followed

Significant Market Declines and Subsequent 5-Year Periods

12 Month Periods From Market Bottom
Positive Periods (45) Negative Periods (7)

100% M;:::::':F;m i1styear 2ndyear 3rdyear 4thyear 5thyear H;f:::::ti;ﬂ Annualized
Periods of Decline Event (%) Decline  Recovery 100% after low after low after low after low after low  $10,000 during total return for
Date Recovery the 5-yr period the S-yr period
12/30/1980 7/30/1982 Fed Rate Hikes -16.5% 10/29/1982 3 56.4% -1.7% 31.0% 35.8% 25.2% $34,214.92 27.9%
9/29/1987 11/30/1987 Black Monday Crash -29.6% 5/12/1989 17 12.0% 31.3% -4.5% 22.5% 18.1% $20,317.63 15.2%
7/16/1990  10/11/1990  Gulf War & Oil Price Collapse -18.8% 2/11/1991 4 31.1% 9.1% 17.6% 2.6% 29.2% $22,284.06 17.4%
7/19/1998 8/31/1998 Russian Debt Crisis -19.2% 11/23/1998 3 31.7% 14.8% -23.9% -17.7% 12.1% $10,613.63 1.2%
9/4/2000 10/9/2002 Dot-Com Crash & 9/11 Attack -47.4% 10/23/2006 48 31.8% 10.4% 8.5% 15.0% 17.2% $21,294.25 16.3%
10/9/2007 3/9/2009 Global Financial Crisis -55.3% 4/2/2012 37 70.3% 18.4% 5.6% 16.2% 23.6% $30,583.91 25.1%
4/25/2010 7/2/2010 Flash Crash -15.6% 11/4/2010 4 33.0% 3.9% 21.3% 24.8% 7.5% $22,478.19 17.6%
5/1/2011 9/30/2011 Eurozone Debt Crisis -18.6% 2/3/2012 4 27.0% 20.1% 19.3% -2.7% 16.7% $20,646.43 15.6%
9/20/2018  12/24/2018 Recession Fears -19.4% 4/12/2019 4 36.1% 16.6% 29.9% -17.3% 25.7% $21,431.24 16.5%
2/19/2020 3/23/2020 COVID-19 Pandemic -33.8% 8/10/2020 5 73.9% 16.1% -11.2% 35.1% 9.7% $26,570.91 21.6%
1/3/2022 10/12/2022 Inflation Driven Bear Market -24.5% 1/19/2024 15 24.0% 34.8% = = = - =
Average: 131 38.8% 15.8% 9.3% 11.4% 18.5% $23,043.52 17.4%

*Dates/ performance figures subject to change

Source: Morningstar Direct

Periods of decline are based on the value of the S&P 500 Total Return Index. Market Declines are all periods of at least a 15% decline in the index relative to each period’s respective market high, since 1980. The return displayed for

each of the "after low" time frames are 12-month periods beginning with the period’s market bottom and moving in one year steps for a total of five annual periods.
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The information included herein was obtained from sources which we believe reliable. This chart is for information purposes only, does not represent any specific investment, and is not intended to be an offer of
sale of any kind. Past performance is not a guarantee of future results.

Allegheny Financial Group is an SEC Registered Investment Advisor.
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