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. . ENERGY COSTS ARE DRIVING OVERALL
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continues to evolve, with markets reacting to each
new set of headlines. A ceasefire announcement W INGSVIEW
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reminding investors that the geopolitical situation
can change quickly. While the situation remains
unstable, the most important question for long-
term investors is how they affect the broader
economy, businesses, and consumers.
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The reality is that geopolitical conflicts tend to
affect financial markets through energy prices, S laonics B oo Sastcs

which directly impact fuel costs and can then R

ripple through the economy. How much this

affects prices depends on how long energy costs stay high. Understanding these transmission mechanisms
can help investors maintain perspective. In particular, inflation, the job market, and corporate earnings, can
provide useful insights in today’s market environment.

The most direct way the Iran conflict is affecting consumers is through higher energy prices. The latest
Consumer Price Index report for March showed that energy costs jumped 12.5% year-over-year, with
gasoline prices surging 18.9% and fuel oil rising 44.2%. These increases pushed headline CPI to 3.3%, a sharp
acceleration that has understandably raised concerns about a return to the inflation environment of 2022. Of
course, much of this increase was expected since the conflict in Iran began at the end of February.

What the CPI report also shows is that higher energy costs have not yet spread to otherimportant consumer
categories. Core CPI, which excludes food and energy costs, rose only 2.6% year-over-year, which was below
consensus expectations and only slightly above the prior month’s 2.5%. An even narrower measure that also
removes housing costs, sometimes referred to as “supercore” inflation, rose only 2.3%.

These figures suggest that while energy costs are making their way to consumer wallets, with gasoline hitting
$4.12 per gallon on average, and much higher in many parts of the country, these pressures have not yet
spread broadly across the economy. This distinction matters because the primary economic concern is that
if oil prices remain elevated for an extended period, higher energy, transportation, and manufacturing costs
could feed into the prices of goods and services more broadly.
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Without downplaying the impact higher gasoline prices can have on households, economists tend to view
these types of supply-side shocks as temporary. The fact that core inflation has remained relatively stable
supports the hope that once the Middle East situation calms, inflation may return to pre-conflict levels. The
fact that oil prices fell after the initial ceasefire announcement adds to these hopes as well. However, how
quickly that occurs depends on the conflict itself, which remains difficult to predict.

THE JOB MARKET HAS WEAKENED, BUT

DEMOGRAPHICS COMPLICATE THE PICTURE CORPORATE EARNINGS GROWTH REMAIN STRONG
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Beyond inflation, the health of the labor market is another important factor for investors to monitor. The
latest employment report showed a positive surprise with 178,000 new jobs added in March, a rebound
that exceeded expectations of just 65,000. However, the prior month was revised sharply lower to a loss of
133,000 jobs, a reminder that these figures can be noisy and subject to significant revision.

Stepping back, the broader trend has been one of slowing job creation. Since the beginning of 2025, the
economy has averaged only about 21,000 new jobs per month, a significant deceleration from the 122,000
monthly average in 2024. What’s interesting is that the unemployment rate has not risen significantly. In fact,
the unemployment rate edged down only slightly to 4.3% in March, but this reflects a shrinking labor force
rather than strong hiring.

One important way to understand this is via the labor force participation rate, which measures how

many Americans that are of working age are actively working or looking for work. As the accompanying

chart shows, this rate has declined to just 61.9%, its lowest level since the pandemic. This is not a

new phenomenon since labor force participation has been steadily declining since the early 2000s for
demographic reasons, particularly an aging population. For example, over 11,000 baby boomers are reaching
retirement age every single day.

These demographic trends, along with less immigration, mean that fewer working-age Americans are in the
labor force, skewing what economists would have traditionally viewed as a healthy labor market. When fewer
people are participating in the job market, the economy requires fewer new jobs each month to maintain low
unemployment, which can make the headline figures more difficult to analyze.
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Within the details of the monthly jobs report, the picture is also uneven. Much of the recent job growth

has been concentrated in the “Education and Health Services” sector, while the “Information” sector has
experienced job losses, as seen in layoff announcements by large technology companies. Wage growth has
also slowed to 3.4% year-over-year, but this pace is still faster than the overall inflation rate for many workers,
providing some support for consumer spending.

What does all of this mean for investors? Consumers are facing higher costs at a time when the job market is
weakening. However, the unemployment rate remains stable, suggesting that those who would like to work
are finding jobs. It’s simply the case that there is a smaller fraction of the population actively working today
thanin the past.

Amid the uncertainty around geopolitics, inflation, and employment, one positive area for investors has
been the strength of corporate earnings. Despite the challenges described above, what’s interesting is that
consumers have continued to spend, and profit margins have remained high for many companies. Current
Wall Street estimates suggest that S&P 500 earnings-per-share have grown approximately 16% over the past
twelve months, with expectations for an additional 18% growth over the coming year. These are historically
strong numbers, well above the long-term average growth rate of 7.7%.

Of course, earnings estimates should always be taken with a grain of salt, as they are based on analyst
projections that can change as economic conditions evolve. Tariff policies, higher energy costs, and a slowing
job market could all weigh on profitability in the quarters ahead. However, the current trajectory of earnings
growth is one reason stock market valuations have improved recently, in addition to the market pullback.

This is a reminder that periods of uncertainty, while they can feel unpleasant, are also when opportunities are
the most attractive for long-term investors. When markets experience volatility driven by geopolitical events,
it’s often the case that earnings expectations don’t change as much as stock prices do. While this doesn’t
mean markets will rebound quickly, it does suggest that investors who maintain a long-term perspective and
hold properly diversified portfolios are often rewarded for their patience.

The bottom line? Higher energy prices are affecting the economy, just as consumers face other challenges.
However, strong earnings growth and more attractive valuations have created opportunities for investors
as well. Maintaining a balanced portfolio and staying focused on long-term financial goals remains the best
approach to navigating this environment.
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