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For most of the past year, | have observed that economic “resiliency” in the U.S. may be more tenuous than many pundits have
believed. This is important because perceived resiliency supported the soft-landing narrative even as inflation and interest rates
remained elevated.

As we make our way through the first calendar quarter of the year, we are beginning to see softer data and a rising concern over
the economy's true growth trajectory. The question over this “growth scare” now is whether this is a full-blown slowdown or a
short-term anomaly. After rallying approximately 3% to 5% earlier in the year, U.S. Stocks have given up these gains and are
now roughly flat from where they began the year.

Uncertainties over the impact of various Trump Administration policies continue to weigh on business owners, consumers, and
investors alike. As was observed in our Outlook 2025 report, we believe this nervousness is likely to persist for much of the
year as the country transitions to a materially different governing philosophy from what had been in place during the previous
Biden Administration.

The recent economic weakness is now observable across a wide range of indicators. Notably, U.S. retail sales declined
significantly in January which saw its largest monthly drop since March 2023 and the first decline in five months. The decrease
was more severe than economists had anticipated. When adjusted for inflation, the volume of sales decreased by 1.3%,
considering the increase in consumer prices reported for January.

We have been closely monitoring consumer debt levels in the U.S. According to the most recent report by the Federal Reserve
Bank of New York, American household debt levels, including credit card debt, rose to new all-time highs in the fourth quarter of
2024. Credit card balances rose from the prior quarter to reach $1.21 trillion at the end of December, which is also a record high.

Not surprisingly, the Conference Board Consumer Confidence Index experienced a significant decline in February 2025. This
marked the sharpest one-month drop in confidence since August 2021 and the third consecutive monthly decline. Consumers
are becoming increasingly pessimistic about future business conditions, income, and employment prospects.

For its part, the University of Michigan Surveys of Consumers also dropped in February and now stands at its lowest reading
since November 2023.

As consumer spending and sentiment sours, shifting investor sentiment would not be far behind. The American Association of
Individual Investors (AAll) sentiment indicator claims that 60% of retail investors have become bearish. In fact, the percentage
of bears in its survey increased sharply from 40% at the prior reading on February 19.

Itis notable that the AAll retail investor survey is now the most bearish it has been since September 2022. Itis also only the sixth
time since 1987 that bearish sentiment has been above 60%, with the five-week change in the index marking its third-largest
drop in history. This reading is made all the more challenging in that similarly high levels of retail investor bearishness usually
happen only after the market has declined significantly.

Certain measures of "stock fragility” (the measure of a company’s daily share-price movement relative to its recent volatility) are
on track to reach its highest in more than 30 years among the largest 50 stocks in the S&P 500 Index (Yahoo Finance). Data such
as this indicates a potential warning signal for the broader market even as stock indexes hover near records.



For the moment, the economy appears to be on reasonably sound footing even as worrisome data is reported. And that is the
point — the data is becoming worrisome. In addition to the items cited above, housing starts are down, home sales are down,
manufacturing activity is sliding, and unemployment claims have been rising. Taken together, it is entirely possible that first
quarter GDP could show a negative print as reflected in the Atlanta Fed's GDP Now calculation which is currently indicating
-2.8% growth in the first quarter (First Trust).

Do any of the observations above foretell calamity for the economy or the markets? The short answer is “no”. Wall Street is
known for its ability to “climb the wall of worry"” as the country faces various challenges. However, the more nuanced answer
focuses on how a combination of negative self-reinforcing trends has the very real potential to bring about a recession or a
meaningful correction in the stock market - should a combination of such trends emerge.

It worries me that only a few weeks ago, there were consensus expectations for positive economic activity, earnings growth,
and further gains in equity prices. Stock valuations are already quite elevated, and as Bob Doll suggests, there is little room to
absorb bad news.

Things are happening very quickly in Washington and around the world. While a strong case can be made that the pro-business
policies of Trump's second term could eventually lead to an extended period of prosperity, the key word is eventually. One
must recognize that many of these initiatives will require legislative support and will take time. As the country transitions toward
this new world order, it is not unreasonable to see how volatility and certain dislocations could be triggered. We will continue to
monitor all developments.

As always, we never take for granted the trust and confidence you have placed in us. Should you have any current questions or
concerns, please reach out to us to discuss.

John E. Chapman
Chief Executive Officer
Chief Investment Strategist
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THIS COMMENTARY HAS BEEN PREPARED BY CLEARWATER CAPITAL PARTNERS. THE OPINIONS VOICED IN THIS MATERIAL ARE FOR
GENERAL INFORMATION ONLY AND ARE NOT INTENDED TO PROVIDE OR BE CONSTRUED AS PROVIDING LEGAL, ACCOUNTING, OR SPECIFIC
INVESTMENT ADVICE OR RECOMMENDATIONS FOR ANY INDIVIDUAL. ALL ECONOMIC DATA IS DERIVED FROM PUBLIC SOURCES BELIEVED
TO BE RELIABLE. TO DETERMINE WHICH INVESTMENTS MAY BE APPROPRIATE FOR YOU, PLEASE CONSULT WITH US PRIOR TO INVESTING.
INVESTING INVOLVES RISK WHICH MAY INCLUDE LOSS OF PRINCIPAL.

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to
buy or sell any securities, insurance products, or to adopt any investment strategy. The opinions expressed are as of the date of writing and may
change as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary and nonproprietary
sources deemed by Clearwater Capital Partners to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. Past
performance is no guarantee of future results. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this
material is at the sole discretion of the reader. Investment involves risks. International investing involves additional risks, including risks related
to foreign currency, limited liquidity, less government regulation and the possibility of substantial volatility due to adverse political, economic or
other developments. Index performance is shown for illustrative purposes only. You cannot invest directly in an index. S&P 500 is a registered
trademark of Standard & Poor's Financial Services, a division of S&P Global (“S&P") DOW JONES, DJ, DJIA and DOW JONES INDUSTRIAL
AVERAGE are registered trademarks of Dow Jones Trademark Holdings (“Dow Jones"). FTSE Russell® is a trading name of FTSE, Russell, FTSE
Canada, FTSE FI, FTSE FI Europe, WOFE, RBSL, RL, and BR. "FTSE®" "Russell®” "FTSE Russell®”, "FTSE4Good®", "ICB®", “Refinitiv", “Beyond
Ratings®”, "WMRTM", "FRTM" and all other trademarks and service marks used herein are trademarks and/or service marks owned or licensed
by the applicable member of LSEG or their respective licensors and are owned, or used under license, by FTSE, Russell, FTSE Canada, FTSE Fl,
FTSE FI Europe, WOFE, RBSL, RL or BR. The two main risks related to fixed-income investing are interest rate risk and credit risk. Typically, when
interest rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond will
not be able to make principal and interest payments.
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