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As we enter March 2025, investors face a landscape shaped by significant domestic and global policy risks, evolving
interest rate expectations, and shifting market dynamics. While the U.S. economy remains fundamentally strong, the
month ahead is filled with uncertainty surrounding government funding, trade negotiations, and the Federal Reserve's
policy path.

Domestic Policy Risk: Government Shutdown Looms

A critical deadline approaches as the federal government’s funding expires on March 14, 2025. If Congress fails to pass
new spending legislation or extend funding, a shutdown will occur, potentially disrupting economic growth. While past
shutdowns have had minimal long-term effects, this time could be different. Federal agencies have been instructed to
prepare for permanent staffing reductions, meaning furloughed employees may not return to work. House Republicans
are pushing for a stopgap resolution, but the Senate remains a negotiation hurdle.

Adding to the complexity, deep political divisions threaten to prolong the funding battle. The key issues include
reductions in federal programs, agency cutbacks, and the freezing of grants. The Department of Government Efficiency
(DOGE) has already implemented sweeping cost-cutting measures, claiming over $100 billion in savings, but many of
these actions are being contested in court. The House Budget Committee has proposed a $3.3 trillion increase in the
deficit over the next decade, driven by $4.5 trillion in tax cuts, partially offset by cuts to government departments such
as Energy, Commerce, Education, and Agriculture.

Global Policy Risk: Trade Tensions Rise

Trade policy continues to be a significant source of risk. President Trump has reinstated tariffs on Canada and Mexico
but later offered temporary exemptions for key sectors, such as autos, until April 2, 2025. More significantly, tariffs on
Chinese goods have been doubled from 10% to 20%, signaling a firm stance against Beijing with no exemptions granted.
European nations are also in Washington’s crosshairs, with additional tariffs expected in the coming weeks, posing risks
to industrial sectors.

The uncertainty surrounding trade policy is already influencing corporate decision-making. Honda has announced plans
to shift production of its next-generation Civic hybrid from Mexico to Indiana, though the change will not take effect
until 2028. Higher tariffs could lead to inflationary pressures, disrupt supply chains, and weigh on corporate earnings,
making this a key risk factor for investors.

Interest Rates: The Fed Holds Steady

The Federal Reserve remains in wait-and-see mode, with no immediate interest rate cuts expected in March. While
inflation has been moderating, uncertainty around tariffs and fiscal policy keeps the Fed cautious. However, market
expectations have shifted, pricing in 2-3 rate cuts in 2025, reflecting concerns over slowing growth.

Credit Markets: Strong Start to the Year

Credit markets performed well in January 2025, benefiting from price appreciation, spread tightening, and substantial

coupon income. High-yield bonds outperformed investment-grade credit, as favorable interest rate conditions and
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limited supply supported performance. Investors should watch for potential credit market volatility if economic growth
slows or policy uncertainty intensifies.

Equities: A Mixed Picture

After a solid start to the year, U.S. large-cap equities have faced headwinds, with the S&P 500 giving back early gains due
to tariff concerns and policy uncertainty. Developed international markets have shown mixed performance, with Europe
posting a strong 10.8% YTD gain while Japan has barely moved (+0.2%). One bright spot is improved market breadth
compared to the narrow leadership seen in 2023 and 2024, suggesting a healthier foundation for equities moving
forward.

On the earnings front, Q4 results have exceeded expectations, and outlooks for 2025 and 2026 remain positive. This
backdrop supports current U.S. equity valuations and an overweight stance on domestic stocks. However, developed
markets outside the U.S. continue to face sluggish growth and trade risks, leading to an underweight position.

Real Assets: Resilient Economic Conditions

Despite policy risks, the U.S. economy remains positioned for growth in 2025, supported by consumer resilience,
productivity gains, and easing financial conditions. However, inflationary pressures tied to tariffs and potential supply
constraints remain key concerns.

Outlook: Base Case and Risk Scenarios

Our base case remains a soft landing, with global growth stabilizing at trend levels, supported by a resilient U.S. labor
market and consumer spending. Inflation is expected to moderate further, but trade disruptions could lead to short-
term price spikes.

Several key risk scenarios could challenge this outlook:

1. Reflation: Stimulative U.S. policies drive above-trend growth but keep inflation persistently high, forcing the Fed
to delay rate cuts.

2. Central Bank Easing: Lower inflation allows for rate cuts, but uncertainty over tariffs disrupts the timing and
pace of monetary easing.

3. Supply Restraints: Immigration restrictions and trade barriers create supply shortages, halting disinflation and
increasing the risk of recession.
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Final Thoughts

March presents a high-stakes environment for investors as government funding battles, tariff escalations, and monetary
policy shifts collide. While the U.S. economy remains on solid footing, political and trade uncertainties could create
significant market volatility.

Investors should focus on high-quality credit, maintain core equity exposure, and hedge against policy shocks. A soft
landing remains the base case, but risks have increased, requiring a disciplined and diversified investment approach.

Horizon Private Wealth will continue to monitor these developments and adjust our strategies accordingly. We
encourage our clients to stay informed and aligned with their long-term financial goals.

For further insights and portfolio strategies, please get in touch with your Horizon Private Wealth advisor.

BASE CASE EXPECTATIONS

Soft Landing Central Bank Easing

Global growth will settle around trend, supported by ongoing U.S. economic strength Lower inflation has allowed major central banks to start cutting policy rates. We expect
and labor market/consumer resilience. Inflation will continue to ease toward 2%. central bank easing to continue, though the timing and trajectory may vary depending on

regional economic conditions.

RISK CASE SCENARIOS

Sy e

Policies of the incoming U.S. Administration have a net stimulative effect, leading to Supply-side disruptions from immigration restrictions and higher tariffs weigh on
above-trend growth, persistent inflation and a pause in the Fed rate-cutting cycle. economic activity and halt the disinflationary process until a recession takes shape.

Paul Fleming, CFA, CAIA
VP, TRUST INVESTMENT DIRECTOR
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Unless otherwise noted, this information reflects insights from Northern Trust, Goldman Sachs, and Strategas research.

The information in this document is not for any person in any jurisdiction where it would be unauthorized under local law or
regulation to distribute or use such information. There can be no assurance that the information obtained from what are thought to
be reliable sources will prove accurate or complete and may change without notice. It does not constitute a recommendation
regarding any investment strategy, is not intended as investment advice, and does not consider any investor's specific objectives,
financial situation, and needs. This report is for general informational purposes only and should not be regarded as an offer to sell or
a solicitation of an offer to buy any securities. This report is free because it does not constitute legal, tax, or investment advice or
consider all a client’s particular circumstances. References to individual securities herein are for illustrative purposes only and do not
constitute recommendations to buy or sell these securities. Indices are unmanaged, and one cannot invest directly in them. All
samples used here represent the intellectual property of their respective owners and are subject to proprietary rights.

All types of securities investments involve risk, including loss of invested capital. Every portfolio has its risks: market risk, strategic
risk, adviser risk, and other risks related to investing in different investment vehicles within which these funds have been put. There
can be no guarantee that any financial instrument so targeted will achieve its objective, generate profits, or avoid substantial losses.
No security selection method or technique can eliminate all risks or ensure superior performance in every prevailing market
condition. Risk controls and parameters do not imply guaranteed return levels or limit downside exposure arrangements below-
defined thresholds. HPWM employs different techniques and approaches for risk management, although it may still incur risks
associated with trading activities.

Past performance is no indication of future results. In addition, some of the performance returns may be based on historical data
and do not reflect the reinvestment of dividends or income taxes on an individual investor’s performance, including only the net
changes in market value, and do not include any cash received by an investor as a result of their reinvestment of dividends or capital
gains distributions. Also, “net” means fees have been deducted. The net effect is that past performance is no guarantee of future
results. Forward-looking statements and assumptions are HPWM'’s current views or expectations of future events or results based
on proprietary and 3« party research. They should not be construed as an estimate or promise of results that a portfolio may
achieve. Actual results could differ materially from the results indicated by this information.
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