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While the unveiling of hefty reciprocal tariffs at the
beginning of the month sent U.S. equities close to bear
market territory, a series of tariff reversals by the
Trump administration allowed the S&P 500 to rebound
and end April virtually unchanged, albeit still trailing
overseas equities.

In any event, the message sent by financial markets to
Washington could not be clearer: the U.S. tariff
strategy is misguided, and the policy reversal must
continue.

In March, betting markets estimated the risk of
recession at around one in three. Today, it is two in
three. For now, the economic damage remains mainly
confined to sentiment surveys (consumers,
businesses, investors), but more tangible signs of a
slowdown are likely to multiply in the coming months.

Fortunately, the Federal Reserve has room to support
the economy should employment deteriorate further.
The downside, however, is that the unpredictability of
the U.S. administration is likely to force the Fed to be
reactive rather than proactive.

In the short term, a pivot away from disruptive tariffs—
which must happen quickly with China—and toward
more growth-friendly policies by the US government
could continue to fuel hope in the stock markets.
However, given current valuations, the downside risk
remains non-negligible.
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Bottom line: Against this backdrop, we
reduced our allocation to U.S. equities
relative to developed overseas markets in
early April, seeing in market movements a
signal that this rotation had room to run with
the Greenback under pressure. Besides,
our equity/bond allocation remains neutral,
as we await more attractive risk/return
prospects in equities.



Market review
Fixed income

)

The Canadian fixed-income universe posted
losses in April, especially in the long-term
segments of the curve.

Equities

)

April was a very volatile month for equities.
The White House's big announcement of
reciprocal tariffs resulted in severe stock
market declines at the start of the month, but
the U.S. administration’s softening tone over
the following weeks erased most of the losses.

Geographically, EAFE equities continued to
outperform significantly, thanks in part to the
strong appreciation of the euro and the yen
against the USD. Within the S&P 500, the
energy sector stood out for its severe monthly
losses caused by falling oil prices.

FX & Commodities

>

Gold continued to benefit from the highly
uncertain environment created by the White
House, with gains of over 5% in April. At the
other end of the spectrum, oil prices
plummeted amid prospects of a tariff-induced
global slowdown.

In currencies, April was marked by a
significant depreciation of the U.S. dollar, in a
context where atrade war between the United
States and the rest of the world would be a
losing proposition for the U.S. economy.
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Market Total Returns

Asset Classes April YTD 12M
Cash (S&P Canada T-bill) 0.2% ) 4.3%

Bonds (ICE Canada Universe)

Short Term 0.0% 1.7% 7.5%
Mid Term -0.3% 2.3% 10.3%
Long Term -2.3% -0.6% 9.4%
Federal Government -0.5% 1.6% 8.1%
Corporate -0.6% 1.2% 9.6%
U.S. Treasuries (US$) 0.6% 3.6% 7.6%
U.S. Corporate (US$) 0.0% 2.3% 7.8%
U.S. High Yield (US$) 0.0% 0.9% 8.7%
Communication Senices -2.5% -0.3%  -12.5%
Consumer Discretionary 1.8% 1.6% 9.7%
Consumer Staples 5.6% 5.0% 21.1%
Energy -6.3% -3.8% 4.3%
Financials 1.6% 0.4% 27.3%
Health Care -6.8%  -15.1% -18.1%
Industrials -1.0% -3.0% 2.0%
Information Technology 0.8% -6.7% 30.4%
Materials 1.7% 22.4% 32.6%
Real Estate -0.9% -2.5% 8.5%
Utilities 2.6% 7.6% 28.1%
S&P/TSX Small Caps -1.8% -1.0% 8.9%
Communication Senices 0.7% -5.5% 16.8%
Consumer Discretionary -0.3%  -14.1% 11.3%
Consumer Staples 1.2% 6.5% 14.8%
Energy -13.6%  -4.8%  -10.8%
Financials -2.1% 1.4% 22.8%
Health Care -3.7% 2.6% 1.9%
Industrials 0.2% 0.0% 9.8%
Information Technology 1.6% -11.2%  13.8%
Materials -2.2% 0.6% -3.3%
Real Estate -1.2% 2.3% 18.3%
Utilities 0.1% 5.0% 22.0%
Russell 2000 (US$) -23% -11.6%  0.9%
MSCI EAFE (US$) 4.7% 12.0%  13.1%
MSCI Emerging Markets (US$) 1.3% 4.4% 9.6%
WTI Oil (US$/barrel) -17.1%  -17.8%  -28.7%
Gold (US$/0z) 5.9% 26.0% 44.1%
Copper (US$/tonne) -5.6% 5.4% -7.8%
USD per EUR 5.2% 9.8% 6.3%
CAD per USD -4.1% -4.1% 0.1%

CIO Ofiice (data via Refinitiv, as of 2025-04-30)



One step forward, two steps back almost all of the ground lost at the beginning of the
month (Chart 2).

In 1904, Vladimir Lenin — the founding father of

. . . . “ 2| ... equities down...
Soviet Russia — published a book entitled “One 2P 500 drw
o ] 0% awaown 0%
Step Forward, Two Steps Back: The Crisis in Our o »
Party,” in which he outlined the deep divisions 10% L 10%
between moderate and revolutionary factions within -15% - - -15%
the Russian Social Democratic Party. sz 1 i zz:
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Navarro, senior advisor for trade and 5% 1 [ -45%
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manufacturing) and those favouring a more 1987 1992 1997 2002 2007 2012 2017 2022 2027

CIO Office (data via Refinitiv)

nuanced approach (led by Scott Bessent, Secretary
of the Treasury) that seems to be dividing the
Republican Party. The result is constantly changing
U.S. tariffs, which currently stand at levels
comparable to those seen at the beginning of the
20th century (Chart 1).

However, it was movements in U.S. government
bonds that caused particular concern in April, with
10-year yields rising by 46 basis points in just one
week, prompting the U.S. president to refer to the
market reaction as “yippy” ! (Chart 3).

1| Tariffs up...

United States: Effective Tariff Rate since 1825
(Customs duties as % of total goods imports)

3| ... bonds on edge
U.S. Equities and Treasury yields
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CIO Office (data via Refinitiv)

On the equity market front, while the reaction to
monster tariffs announced on “liberation day” was
severe — the S&P 500 edging close to the -20%
mark from its recent peak — a series of reversals,
including the announcement of a 90-day pause on
reciprocal tariffs, allowed U.S. equities to recover

With hindsight, it seems that this phenomenon can
mainly be explained by a forced deleveraging of
large hedge funds in a context of extreme volatility?
as was observed for several days during the equity
downturn of March 2020. At the time, the Fed's
massive intervention had calmed the markets. This

" Trump Says He Did Tariff Pause Because of ‘Yippy' Reaction, Wall Street Journal, April 9, 2025.
2 How the Treasury market got hooked on hedge fund leverage, Financial Times, April 25, 2025.
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https://www.wsj.com/livecoverage/stock-market-trump-tariffs-trade-war-04-09-25/card/trump-says-he-did-tariff-pause-because-yippee-reaction-4Y6So9Q4WhgS0vWY8li1
https://www.ft.com/content/0bf5bcc2-6ff1-4309-afbf-f470250a4721

time, it took an announcement by the Treasury
Secretary of a partial tariff truce.

In any event, the messages sent by financial
markets are clear. First, a trade war pitting the U.S.
against the rest of the world is not in the country’s
interest, which explains, at least in part, why the
S&P 500 has underperformed since the start of the
year. Second, for now, investors seem to be giving
the U.S. administration the benefit of the doubt,
even though it risks triggering a global recession if
nothing changes. At least, that is what the relative
resilience of stock markets would suggest, with
overseas equities still showing gains in 2025
(Chart 4).

4| U.S. markets coming in last

Total return across asset classes

MSCI EAFE (US$) [ 12.0%

MSCI Emerging Markets (US$) — /.4%
Canadian dollar (CADUSD) — 4.1%
S&P/TSX m 1.4%

Canadian Bonds (BofA) . 1.2%

U.S. High Yield Bonds (BofA) m 0.9%
Balanced (in CAD, 60/40)* 1 i91%.
S&P 500 Equal Weight 2.9%  m—
S&P 500 !
m— gl
Nasdag 100 -6.6% | mYTD 2025
Russell 2000 -11.6% | —— April 2025
-15% -5% 5% 15%

CIO Office (data via Refinitiv). * 21% S&PITSX, 21% S&P 500, 12% MSCI EAFE, 6% MSCI EM, 40% ICE BofA Canada Universe, all in CAD.
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But why?

To justify the use of import tariffs, the argument
about bringing back jobs and factories to the U.S.
manufacturing sector is regularly invoked.

While the proportion of Americans working in
manufacturing has indeed fallen from a peak of
39% in 1945 to 8% in 2025, it should be
remembered that this decline has largely benefitted
the service sector, where conditions are often
better. Furthermore, by paralyzing trade with China,
whose imports are currently taxed at 145%, and
alienating many potential tourists, other sectors are
likely to feel the repercussions sooner rather than
later. To put things in perspective, together, the
tourism, transportation and warehousing, and retail
trade sectors account for about three times as many
workers as the manufacturing sector (Chart 5).

5| It's not just the manufacturing sector...
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CIO Office (data via Refinitiv). Tourism-related = Leasure and hospitality

However, the worst part of all this is that by
disrupting global supply chains, the U.S.
administration is jeopardizing the financial health of
its very own manufacturing giants, as evidenced by
the sharper decline in their stock prices (Chart 6,
next page).

So, if the U.S. tariff strategy seems misguided,
could it be mainly a matter of money? After all, with
a deficit of 7.4% of GDP in 2024 — the worst of the



61 ...which isn't looking too enthusiastic 81| Yes, but no

Total return since the U.S. presidential election Outlook : US fiscal balance 2025
10% - Global equities C10% US$B (source: CBO, Bipartisan policy center) %GDP
excluding the U.S. $8,000 7 r 24%
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CIO Office (data via Refinitiv). CIO Office (data via CBO, Bipartisan policy center).
G7 countries (Chart 7) — any additional source of additional revenue.® All this in exchange for a
revenue would be welcome for a U.S. president significant risk of tipping the $30 trillion U.S.
who promised to balance the budget in his speech economy into recession.

to Congress on March 6.3

71 1s the US gov. seeking new sources of revenue?

Fiscal situation of G7 countries
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CIO Office (data via IMF).

Perhaps, but even in a highly optimistic scenario in
which the U.S. government raises an additional
$600 billion in 2025 through tariffs as claimed by the
Trump administration?, this would only represent a
roughly 12% increase in revenue (Chart 8).

In truth, more realistic estimates taking into account
the inevitable decline in trade volumes and
retaliatory measures are closer to $200 billion in

3 “And in the near future, | want to do what has not been done in 24 years: balance the federal budget. We're going to balance it.”, President Donald
Trump, March 6, 2025.

4 Bessent Says Tariff Revenue Could Reach $600 Bilion Annually, Wall Street Journal, April 4, 2025.

5> Trump Tariffs: The Economic Impact of the Trump Trade War, Tax Foundation, April 11, 2025.
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https://www.whitehouse.gov/remarks/2025/03/remarks-by-president-trump-in-joint-address-to-congress/
https://www.whitehouse.gov/remarks/2025/03/remarks-by-president-trump-in-joint-address-to-congress/
https://www.wsj.com/livecoverage/stock-market-tariffs-trade-war-04-04-2025/card/bessent-says-tariff-revenue-could-reach-600-billion-annually-QJfDGCPYDY1C72Ljg1pt
https://taxfoundation.org/research/all/federal/trump-tariffs-trade-war/

A risky game

Before U.S. tariff policy was announced, betting
markets estimated the risk of recession at around
one in three. Today, it is two in three (Chart 9).

9| The risk of recession has risen sharply

Betting markets probability of U.S. recession in 2025
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CIO Office (data via Polymarket).

For now, the economic damage is mainly reflected
in consumer sentiment surveys which continue to
weaken, unlike hard data on employment and even
inflation which remain fairly positive (Chart 10).
However, the gap between perception and reality is
likely to narrow in the coming months.

10| Sentiment seems worse than the reality, for now

U.S. Consumer Sentiment & Misery Index
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CIO Office (data via Refinitiv)

16%

On the inflation front, while pressure on goods
prices is inevitable given the added tariffs, the

situation could not be more different from the
inflation spike of 2021-2022 (Chart 11).

11| Inflation: this is not a 2022 redux...

Contributions to U.S. CPI Inflation (y/y)
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CIO Office (data via Refinitiv).

Back then, an economy thrown off balance by the
pandemic and supercharged by extreme fiscal and
monetary support measures had set the stage for a
perfect inflation storm. This time around, while the
economy is certainly disrupted by the reshaping of
global trade, it is mainly being weighed down by
tariffs that essentially function as taxes, on top of
interest rates that are still considered restrictive.
Case in point, the 15% drop in oil prices in April
alone sends a clear signal to this effect, while the
decline in global freight rates indicates that tariffs
are significantly denting demand for goods — the
opposite of what happened in 2022 (Chart 12, next

page).

In sum, this context is likely to lead to significant
volatility in the coming monthly inflation figures
which, according to the latest projections from our
economist colleagues®, should ultimately remain
slightly below 3% year-on-year for the overall index
and slightly above 3% for the index excluding food
and energy prices, in 2025.

6 Monthly economic monitor — U.S., April 2025. NBF Economics and Strategy.
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https://www.nbc.ca/content/dam/bnc/taux-analyses/analyse-eco/mensuel/monthly-economic-monitor-us.pdf

12| ... with global shipping rates heading south

Drewry World Container Index: Container freigh rates (USD / 40ft container)
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CIO Office (data via Bloomberg, WCI).

With regard to employment, the situation could
become more challenging. For now, the labour
market is essentially balanced, with unemployment
just above 4% and roughly one job opening for
every unemployed person (Chart 13). This is
excellent but, by definition, also means that it would
not take much to tip the balance to the downside.
And this is what our economists foresee, to some
extent, with the unemployment rate ending 2025 at
4.8%.

13| The labour market is strong, but fragile

U.S. Labour market tightness: job openings and unemployment
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CIO Office (data via Refinitiv). *Job openings data before 2001 is based on the Help-Wanted index published by the Conference Board and the
methodology outlined in Barnichon (2010)

7 Monthly Fixed Income Monitor, NBF Economics and Strategy, April 2025.
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Fortunately, central banks — and especially the
U.S. Federal Reserve — still have room to support
the economy in the event of a more significant
deterioration in employment. Nevertheless, the
unpredictability of the U.S. administration is
compelling the Fed to wait and see the actual
damage before acting, at the risk of doing too little,
too late. Ultimately, the most likely scenario at this
point, again according to our colleagues from NBF
Economics and Strategy’, involves three rate cuts in
Canada and the U.S. in 2025 (Chart 14).

14| There is room to cut rates, if required
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CIO Office (data via Refinitiv, NBF Economics and Strategy).



https://www.nbc.ca/content/dam/bnc/taux-analyses/analyse-eco/mensuel/monthly-fixed-income-monitor.pdf

Signal chat

Reading markets that are trying to read the U.S.
president is not easy but, if we filter out the
background noise, a few signals and points of
reference emerge.

On April 8, our market sentiment indicator hit the
“extreme pessimism” threshold, a state from which
even the slightest bit of good news can trigger a
significant rebound in the short term. As such, when
it announced a 90-day pause in reciprocal tariffs the
next day, that's exactly what the U.S. administration
delivered (Chart 15).

15| After extreme pessimism, the rebound...
NBI Market Sentiment Indicator (MSI) vs. S&P 500
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CIO Office (data via Refinitiv, Bloomberg).

However, by signalling a certain pivot on tariffs, the
U.S. president has set expectations that de-
escalation will continue over the coming months.
And considering that the S&P 500 has already
jumped 12% since its low on April 8, the hope
seems to be that damage to the economy will be
limited.

In the event that at least one of these two
assumptions is tested, two important thresholds will
need to be monitored for the S&P 500.

First, the 200-week moving average if worth paying
attention to. With the exception of the financial crisis
and the tech bubble, hitting this support level has
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often marked a point where bad news was largely
priced in. Currently, this threshold is close to 4,700
or about 16% below current levels (Chart 16).

16/ ... but downside risks remain...

S&P 500 long-term trend
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CIO Office (data via Refinitiv).

Then, there is the forward price-to-earnings ratio to
watch. Since the early 2000s, several major
corrections have ended with valuations close to 15
times forward earnings. Compared to the current
multiple of 20 times, and without taking into account
earnings revisions, this would represent adecline of
around 25% (Chart 17).

171 ... especially from a valuation perspective
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CIO Office (data via Refinitiv).

In a pessimistic scenario, these two benchmarks
therefore suggest a potential total decline in the
S&P 500 fromits February 19 peak of between 24%
and 33%, a range not far from the median decline



observed during a bear market without a recession effectively continued to outperform in the ensuing

(27%) and during a recession (35%) (Chart 18). weeks.8
18| Perspective on past equity market declines With 40% of S&P 500 sales coming from abroad —
S&P 500 bear markets: Median drawdowns and more than half for several of its tech g|ant3
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CIO Office (data via Refinitiv, Bloomberg).

Meanwhile, as equities experienced significant

volatility in April, the U.S. dollar remained firmly 40% - [ 40%
anchored on its downward trend of recent months — jﬁﬁ | I jﬁj
a strong signal considering that the Greenback 10% 1 | [ 2%
typically strengthens when recession risks arise o SaP META AAPL NVDA GOOGL TSLA  MSFT AMZN -
(Chart 19). 5% of revene coming from he U5,

CIO Office (data via FactSet).

19| The USD continues to decline

U.S. Dollar Index (trade-weighted) Trump 21| The S&P 500 still trades at a high premium
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CIO Office (data via Refinitiv). *Average of the 12m fwd PE ratio of MSCI EAFE, MSCI EM, and S&P/TSX

As discussed in our previous monthly report, the

direction of the U.S. dollar is a key factor in stock

market leadership across geographies. Seeing this Finally, with regard to bonds, as long as the Fed
trend persist, we reduced our U.S. equity allocation does not open the door to supporting the economy,

to underweight on April 7 (afirst since 2021), the asset class is likely to remain jittery.
favouring instead the EAFE region which has Nevertheless, we continue to believe that behind

8 Since April 7, the EAFE region (EFA) is up 16%, compared with 10% for the S&P 500, in US dollars.
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these concerns lies attractive return potential that
does not necessarily require a severe economic
slowdown to materialize.

For instance, according to our Fair Value Model, a
convergence of the Fed's medium-term rate
expectations toward what the institution now
considers to be the neutral rate® could see Treasury
yields fall to 3.4% (Chart 22). This would imply a
gain of almost 10% over a 12-month horizon.

22| Treasuries could provide decent returns
U.S. 10-year Fair Value Model*
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CIO Office (data via Refinitiv). *Based on (1) medium-term policy rate expectations and (2) long-term inflation expectations. **Function of
conservative assumptions about the evolution of the two inputs to the fair value model.

The bottom line
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A destructive tariff policy simply has no logical
justification, which likely explains why the Trump
administration has already started to backpedal and
must imperatively do so — at least partially — with
China.

In the near term, this “pivot” could continue to fuel
some hope for equity markets. However, given
current valuations, downside risk remains significant
as the coming months should begin to reveal the
extent of the damage inflicted on the economy.

Against this backdrop, we reduced our allocation to
U.S. equities relative to developed overseas
markets in early April, seeing in market movements
a signal that this rotation had room to run with the
Greenback under pressure. Besides, our
equity/bond allocation remains neutral, as we await
more attractive risk/return prospects in equities.


https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20250319.pdf
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General

The information and the data supplied in the present document, including those supplied by third parties, are considered accurate at the time of their printing and
were obtained from sources which we considered reliable. We reserve the right to modify them without advance notice. This information and data are supplied as
informative content only. No representation or guarantee, explicit orimplicit, is made as for the exactness, the quality and the complete character of this information
and these data. The opinions expressed are not to be construed as solicitation or offer to buy or sell shares mentioned herein and should not be considered as
recommendations.

Views expressed regarding a particular company, security, industry, market sector, future events (such as market and economic conditions), company or securty
performance, upcoming product offerings or other projections are the views of only the CIO Office, as of the time expressed and do not necessarily represent the
views of National Bank of Canada and its subsidiaries (the “Bank”). Any such views are subject to change at any time based upon markets and other conditions,
which could cause actual results to differ materially from what the C10 Office presently anticipate(s) or project(s). The Bank disclaims any responsibility to update
such views. These views are not a recommendation to buy or sell and may not be relied on as investment advice.

These index providers may be included in this document: BofA Merrill Lynch, Standard & Poor's, FTSE, Nasdag, Russell et MSCI. These companies are licensing
their indices “as is”, make no warranties regarding same, do not guarantee the suitability, quality, accuracy, timeliness and/or completeness of their indices or any
data included in, related to or derived therefrom, assume no liability in connection with their use and do not sponsor, endorse or recommend National Bank
Investments Inc. and any of their products and services. The above index providers do not guarantee the accuracy of any index or blended benchmark model created
by National Investment Bank using any of these indices. No responsibility or liability shall attach to any member of the Index Providers or their respective directors,
officers, employees, partners or licensors for any errors or losses arising from the use of this publication or any information or data contained herein. Inno event
shall the above Index Providers be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs,
legal or other expenses, or losses (including, without limitation, lost revenues or profits and opportunity costs) arising out of or in connection with the use of the
content, even if advised of the possibility of such damages.

The FTSE/TMX indices are trademarks of the LSE Group. S&P Indices are trademarks of S&P Dow Jones Indices LLC, a division of S&P Global. MSCl indices are
trademarks of MSCI Inc. BofA indices are trademarks of Merrill Lynch, Pierce Fenner & Smith incorporated (“BofAML”). Nasdagq index is a trademark of Nasdaq Inc.
Russell 2000 ® is a trademark of the Frank Russell Company.

© National Bank Investments Inc., 2025. All rights reserved. Any reproduction, in whole or in part, is strictly prohibited without the prior written consent of Nationa
Bank Investments Inc.

® NATIONAL BANK INVESTMENTS is a registered trademark of National Bank of Canada, used under licence by National Bank Investments Inc.

National Bank Investments is a signatory of the United Nations-supported Principles for Responsible Investment, a member of Canada’s Responsible Investment
Association, and a founding participant in the Climate Engagement Canada initiative.
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