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Key Takeaways:

o Federal Reserve set to cut rates this week.
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» Signs that some of the tariff impact is being absorbed by companies.

e Inflation improving but many warning signs within consumer prices.

e Rate cuts are priced into S&P 500, near term downside risks rising.

e Fed must not get complacent on inflation.

Is the Inflation Worry Over?

Last week the Federal Reserve
received the final reports on inflation
before they meet Tuesday and
Wednesday to decide the path of
interest rate policy. The data
suggested that tariffs have not (yet)
had a meaningful impact on prices
and companies are bearing some of
the burden. In addition, the Bureau of
Labor Statistics reported that the
labor market was weaker than
originally reported during the period
of April 2024-March 2025. As a result,
the Fed funds futures market is
pricing in ~100% chance of a 25 bps
rate cut and a ~10% chance of a 50
bps cut. The recent data suggests an
interest rate cutis necessary.
However, the Fed’s stance on the
pace and magnitude of future cuts
will be closely monitored, and likely
market moving, when they release
their quarterly dot plots. This is
especially important since inflation
remains above the Fed’s target and
by several metrics has been trending
higher in recent months.

In this weekly insights, we summarize
the impact thus far of tariffs on
inflation, outline the inflation risks
that the Fed should not ignore and
what we see for equities as a result of
the Fed’s likely rate cut.
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® Are tariffs showing up in
inflation? According to last week’s
producer price data, intermediate
costs (the costs of producing
goods) are rising faster than final
demand prices (the prices paid by
the actual buyer). That difference
was the widest in four months in
August telling us businesses are
absorbing some of the cost
increases and margins are
narrowing. This was most evident
in the services and trade sectors of
the economy.

® Fed can notignore underlying
inflation risks: The annualrise in
core consumer prices (ex food and
energy) has slowed from 5.7% (Feb
’22) to 2.9% in August. However, if
you look at an even more core level
of inflation (ex food, energy and
shelter), prices are rising at the
fastest annual pace since June
2023 (2.7% YoY). In addition,
consumer prices for services are
rising 3.6% annually and have been
growing at a 3.6% annual rate for
the past five consecutive months.
This is above the average seen in
the 25 years prior to the pandemic
(2.9% YoY). Lastly, consumer food
prices rose the most since 2022 in
August (+0.6% MoM).

e Equities can be disappointed: The
S&P 500 has made more than 50
record high this year and the
forward PE multiple has increased
6% in 3Q and is trading at a ~40%
premium to its average since 1990.
Itis fair to say a 25 bps rate cut is
fully priced in at these levels. As a
result, we see more downside risk
in the near term as there is limited
catalyst for another leg higher.

The Bottom Line:

We agree that the recent labor market
and inflation data warrant a rate cut
this week. However, beyond the
headline data, inflation is still
problematic. Our expectation is the
Fed will deliver a 25-bps rate cut this
week (not 50). Our hope is that they
deliver a balanced statement where
they acknowledge the weakness in
the labor market but emphasize that
we are not out of the woods with
inflation. No matter what comes out
of the meeting, the rally in equities is
pricing in rate cuts at each meeting
through year end (at a minimum). This
leaves little upside at these levels. In
fact, any deviation from the markets
expectation for consecutive rate cuts
could push equities lower.
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Weekly Economic Recap -
Inflationary Pressures Remain Stubborn

Consumer borrowing increased in July by the
most in three months as revolving debt (i.e.,
credit cards) posted its largest gain in
balances for the year. Revolving debt
increased a total $10.5 billion for the month
driven by sales at online retailers specifically.
The share of U.S. consumer debt in "serious
delinquency" increased in 2Q25 to the highest
level since early 2020 driven by the restarting
of payments for student loans.

The U.S. economy added far fewer jobs than
originally reported over the last year through
March 2025. The Bureau of Labor Statistics
published their prelimary annual revisions to
nonfarm payrolls data which estimates 911K
fewer jobs were created. This was the largest
downward revision on record.

Producer prices unexpectedly fell for the first
time in four months in August (-0.1%).
However, excluding food and energy, prices
increased 0.3% for the month. Services prices
registered a 0.2% drop in August driven by a
1.7% slide in trade services.

Inflation as tracked by the Consumer Price
Index rose in August by the most since
January, while the annualized rate climbed
2.9%. Higher shelter costs accounted for the
majority of the headline advance. Consumer
prices excluding food, energy and shelter rose
2.7% YoY, the most since June 2023.

Accordning to the University of Michigan,
consumer sentiment fell in September to the
lowest level since May. Concerns about the
labor market and inflation weighed on the
index. Long-run inflation expectations (5-
10YR) rose for the second straight month and
are well above the 20 year average seen in the
years leading up to the pandemic (3.9% vs.
average of 2.8% prior to pandemic).
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Weekly Investment Insights

Key Takeaways:

° Consumers continue spending, driven by credit card usage.
° The U.S. added far fewer jobs than originally believed.

° Consumer inflation increased by the most since January.

° Investors rotate into mega-cap tech trade.

° Bond yields fall as demand for Treasuries remains strong.

° Weather concerns drive softs and grains higher.

Weekly Market Recap -
Large-Cap Growth Rallies as Data Solidifies Fed Rate Cuts

Equities: The MSCI AC World Index was higher for the second consecutive
week as economic data solidified expectations for the Federal Reserve to
cut rates at their meeting this week. All major U.S. equity averages were
higher led by large cap growth. Growth and tech outperformed after Oracle
announced increased guidance and new Al deals. Small-caps, as tracked
by the Russell 2000, were higher for the sixth straight week, the longest
streak since mid-April.

Fixed Income: The Bloomberg Aggregate Index was higher for the fourth
consecutive week led by municipal bonds. Municipals posted their best
week since April as supply slowed and broad fixed income yields fell
(prices up). Treasuries rallied on anticipation of rate cuts and strong
demand at auctions.

Commodities/FX: The Bloomberg Commodity Index was higher for the third
time in four weeks. Soft commodities and grains were higher, both driven
by weather concerns particularly. Gold prices climbed to a fresh record
high on weak jobs data in the U.S. and geopolitical concerns as Trump
continues to lobby for more sanctions on Russia.
Largest Downward Revision to Jobs Data in History
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Footnotes: Data is as of September 2025.
Data Source: FactSet Research Systems, Verdence Capital Advisors.
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Fed Rate Cut Optimism Fuels Broad Rally
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Footnotes: Data is as of September 12, 2025.
Source: Bloomberg Finance LP, Verdence Capital Advisors.
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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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