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Key Takeaways:

e Shelter costs remain stubborn.
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o Eggprices lower for second straight month, still ~42% higher from a year ago.

e |solated tariff-related price increases from CPI data.

» Not out of the woods yet on inflation; tariff-related price increase may come later.

e Fedtokeep rates unchanged but SEP data more important.

The Fed’s Other Mandate - Price Stability

In last week’s edition of our Weekly
Insights, we dove into the health of
the labor market given that maximum
employment is one of the Fed’s dual
mandates. In this Weekly Insights, we
wanted to examine the other side of
the Fed’s dual mandate: inflation. We
will evaluate the current state of
inflation, offer insight into whether we
are seeing tariffs show up in inflation
data, and examine what the current
inflation environment may mean for
the Fed’s meeting this week.

e Data may be hiding underlying
risks: In May, the headline
Consumer Price Index increased
slightly less than expected (+2.4%
year-over-year) and is approaching
the Fed’s 2.0% target. In addition,
the three-month rolling average of
headline inflation is sitting at its
lowest level since March 2021
(+2.37% YoY). When looking at core
prices (which excludes volatile
food and energy prices) they
increased 2.8% YoY. The three-
month rolling average of the core
reading is sitting at its lowest since
April 2021 (+2.78% YoY). Looking at
the underlying components there is
evidence that inflation is sticky
(e.g., housing, services).

I Peter McGratty | Director
pmcgratty@ria.plus

Past performance is not indicative of future returns.

e Inflation still a burden on
necessity items: In May, shelter
costs increased 3.9% YoY which is
~1.0% above the average annual
rise we witnessed in the 30 years
prior to the pandemic (+3.0% YoY).
Construction costs, specifically

higher prices for building materials,

have fueled the rise in shelter
costs. Food prices increased 2.9%
YoY, only marginally higher than
the 30YR average (2.8% YoY).
However, egg prices contributed
the most to upward pressure on
the index, increasing ~42% YoY,
substantially higher than the 30YR
average (~5.5% YoY).

® Services prices: Services prices
within the CPI Index are growing
3.7% YoY which is nearly double
what the average 30 years pre-
pandemic showed (2.2% YoY). The
U.S. is a service-based economy
and nearly 78% of GDP is
attributed to services. Average
hourly earnings, on an annualized
basis, have fallen in five of the last
six months to ~3.9% YoY (from
+4.15% YoY in November ’24).
Should services prices continue to
rise consumers may need to adjust
their spending patterns here.

e Tariff impact: There was isolated
evidence of tariff-related price
increases in the data. Prices for
major appliances, including
refrigerators, washers/dryers, etc.,
increased at the fastest monthly
pace since August 2020 (4.3%).
The monthly advance led to higher
year-over-year prices for this
category for the first time since
October 2022. Additionally, toy
prices increased at the fastest
monthly pace since February 2023
(1.3%), leading to a year-over-year
increase in prices for the first time
since June 2023.

The Bottom Line:

We anticipate the Fed will keep
interest rates unchanged at their
meeting on Wednesday, but future
meetings will be “live”, referring to
the possibility for rate changes in the
future. The geopolitical landscape
remains highly uncertain as well,
which could put upward pressure on
inflation in the coming months. We
will also be analyzing the SEP closely
for any changes to future
expectations, specifically as it relates
to inflation and growth projections.’
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Weekly Economic Recap -
Inflation Softens but Risks Still Remain

Small business owner optimism improved for
the first time in 2025 in May according to the
NFIB Small Business Index. Seven of the
survey's ten components improved in May, led
by better expectations for business
conditions. There was still some weakness,
however, as a net 31% of respondents said
they plan to raise prices in the next three
months, the most in over a year, amid tariff
concerns.

Consumer prices increased less than
expected in may (2.4% YoY vs. 2.5% YoY est.).
Continued weakness in energy prices helped
offset higher prices from food and shelter
components particularly. Core CPI, which
strips out volatile food and energy prices, was
unchanged from the prior two months,
increasing 2.8% YoY.

Producer prices remained muted in May as the
Producer Price Index increased only 0.1%
from the prior month. Goods prices excluding
food and energy increased 0.2% for the month
and contained signs of possible tariff-related
price increases, including the largest increase
in consumer durable goods since January
2028.

Continuing claims for unemployment benefits
increased to the highest since the end of
2021(1.96 million), suggesting it is taking
unemployed Americans longer to find a new
job. The data is seen as volatile as it includes
Memorial Day and the start of summer school
breaks in some states.

Consumer sentiment improved for the first
time in six months according to the University
of Michigan sentiment index. An increase in
both short and long-term expected business
conditions led to the broad rally. Year-ahead
inflation expectations plummeted from 6.6%
last month, to 5.1%.
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Weekly Investment Insights

Key Takeaways:

° Small business optimism improves for first time this year.
° Inflationary pressures ease further.

° Consumer sentiment improves for first time in six months.
° Global equities fall as geopolitical tensions rise.

° Yields fall as investors digest economic data.

° Crude oil prices surge as Israel launches attack on Iran.

Weekly Market Recap -

Global Equities Fall as Geopolitical Tensions Increase

Equities: The MSCI AC World Index was lower for the first time in three
weeks amid increased geopolitical tensions. Major U.S. averages were
mostly higher through Thursday’s trading, but sentiment quickly
deteriorated on Friday after reports of Israel launching airstrikes in Iran.
Small-cap averages underperformed on a relative basis. The Dow Jones
Industrial Average fell back into negative territory for the year.

Fixed Income: The Bloomberg Aggregate Index was higher last week as
yields broadly declined after last week’s economic data (bond prices
higher). The US 10-year note auction showed strong demand last week as
well, increasing sentiment around the market despite fiscal policy
concerns. All sectors of fixed income were higher as yields fell.

Commodities/FX: The Bloomberg Commodity Index was higher for the
second straight week. Crude oil prices posted their best return since
October 2022 as geopolitical tensions between Israel and Iran caused
investors to grow concernd about potential supply disruptions. Gold
prices rallied as investors flocked to the safe-haven amid the escalation in
tensions.
Consumer Sentiment Improves for First Time in 2025
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Footnotes: Data is as of June 2025.
Data Source: FactSet Research Systems, Verdence Capital Advisors.
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Equities Fall Amid Increased Geopolitical Tensions
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Footnotes: Data is as of June 11, 2025.
Source: Bloomberg Finance LP, Verdence Capital Advisors.

1: The Fed’s Summary of Economic Projections (SEP) is a quarterly report published by the Federal Reserve that provides an overview of board members and presidents economic
projections.
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Disclaimer:

© 2025 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC. Reproduction without permission is not permitted. The indexes presented are
unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses nor can it be invested in directly. An investment’s portfolio may differ significantly from
the securities in the index.

Verdence relies heavily on unaudited third-party data. Data sources include public data, such as mutual fund data, and non-public data, such as information provided by other
investment advisors and managers of limited partnership pooled accounts. Data and/or statistics included on this Portal, including references to performance, opinions, ratings,
rankings, manager statistics and demographic information, product or strategy descriptions, either quantitative or qualitative, are based upon information reasonably available to us as
of the applicable date(s) then-published. Information has been obtained from sources that we believe to be reliable, but these sources cannot be guaranteed as to their accuracy or
completeness. All data and information produced by a third party has the potential to be incorrect, incomplete or otherwise misleading. No implication shall be created that the
information contained on the Site is correct, including as of any time subsequent to the publish date, and Verdence does not undertake an obligation to update such information at any
time after such date. Verdence makes not warranty or representation of the veracity of the data and information and its use of the information should not be implied as an endorsement
of any material or statements made. Data, particularly non-public data, is subject to error and where the information is not audited, the potential for error is greater. Where shown,
performance information presented is that which has been calculated and presented by an unaffiliated third-party manager. We have no insight into the performance of the
advisor/product/account or fund shown and do not attempt to determine whether the performance presented is accurate. Therefore, the performance could be incorrect, overstated
or not reflective of actual trading of client funds. There is the potential that the performance shown is a back test and not the result of real investment advice and trading. As such, it
could not be relied upon as indicative of future returns of a particular strategy. Where performance shown is that of a pooled account, limited partnership or private equity fund, you
should be aware that there is a significant lack of transparency into the operations and investment process and investment vehicles invested in. As a result pricing and valuation of the
underlying holdings which produced the stated performance could be incorrect, stale, or overstated and therefore the performance figures presented cannot be relied upon. Before
investing, we encourage you to request additional information, particularly performance information, of any product that you are considering for your client. You should read, as
applicable, the Prospectus, SAl, Composite Disclosure and/or performance disclosure associated with any product that you are considering for investment for your or your client’s.
Certain products shown may have account minimums or minimum investment sizes that are unattainable for your clients and therefore they may not be eligible to invest in these
products. Reference to registration with the Securities and Exchange Commission (“SEC”) does not imply that the SEC has endorsed or approved the qualifications of Verdence or its
respective representatives to provide any advisory services described on the Site.
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