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Key Takeaways

> We believe tariffs remain the key risk to corporate profits in the second half of the year and are less
concerned about geopolitical events or the outlook for fiscal and monetary policy.

> Credit trends and market breadth support the thesis that the current advance is both healthy and
sustainable while inflation expectations remain well anchored, which should keep Treasury yields
rangebound.

» While more neutral on the near-term outlook for equities due to tariff uncertainty and valuations,
multiple catalysts could drive an earnings acceleration in 2026 as current risks are likely to dissipate.

U.S. Stocks Near Fair Value Amid Tariff Complacency

After two outsize positive performance years in 2023 and 2024, U.S. equity markets are digesting a mixed
bag of risks and opportunities in 2025. While the second quarter saw increased volatility from concerns
over the impact of tariffs on economic growth and inflation, markets quickly dismissed those concerns,
rallying back to all-time highs. In our opinion, the U.S. stock market currently stands near fair value, lacking
material upside in the short run and vulnerable to potential negative surprises in the second half of the
year. We are more focused on the outlook in 2026 when multiple catalysts could drive an acceleration in
corporate profits and many of the current risks are likely to dissipate.

We believe tariffs remain the key risk to corporate profits in the second half of the year and are less
concerned about geopolitical events or the outlook for fiscal and monetary policy. While the tariff deal
deadline has been extended, there has been slow progress beyond a few broad deal “frameworks”
announced. Tariffs on our biggest trading partners in the European Union and China are likely to stay high
and take longer to resolve, while tariffs on secondary trading partners will remain in place for extended
periods. To date, the impact on both growth and inflation has been muted by existing inventory and a fear
of backlash for raising prices. However, conversations with corporate management teams tell us that while
they are willing to absorb some cost, prices are likely to rise in the coming months as pre-tariff inventory is
absorbed. We estimate that the average effective tariff rate will ultimately settle in the 14%-15% range
from approximately 2.5% in the prior year (Exhibit 1).

While the overall economy can absorb that impact without recession, we believe that current profit
estimates are too high and likely to weaken. Earnings estimate revisions are likely to begin declining more
significantly starting in the fall. Housing, autos and investment spending excluding Al are all weakening
and should become more pronounced in the months ahead.

Fortunately, inflation expectations to date remain well anchored and, while higher tariffs are likely to lead
to higher goods inflation, lower oil prices and a slowing housing market should help to offset those
pressures, keeping 10-year Treasury yields rangebound. Longer term, Treasury yields remain a risk for
equity investors as concerns about higher deficits are real and worrisome. So far, the market has been
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willing to look past those concerns as rising deficits from the One Big Beautiful Bill (OBBB) won't be visible
to investors for some time.

Exhibit 1: Tariff Headwind
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Data as of 30 June 2025. Source: Yale Budget Lab.

Despite our near-term caution, we acknowledge that credit trends and market breadth support the bull
thesis that the current advance is both healthy and sustainable. Bond spreads, historically a good measure
of expectations for future financial distress, remain tight and supportive of growth. Current market
breadth, or the level of participation of stocks in the market advance, is sufficiently broad. Finally,
leadership in sectors like technology, industrials and financials are indicative of a strong and resilient
market outlook.

Exhibit 2: Low Credit Spreads Supportive of Growth
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Data as of 30 June 2025. Source: Bloomberg, ClearBridge.

While we are more neutral on the near-term outlook for equities based on tariff uncertainty and
valuations, we are more bullish on the outlook for 2026 when we believe that S&P 500 Index profits can
return to double-digit growth. Our expectations assume a broader resolution of most tariff negotiations
resulting in more of a one-time price adjustment than a lasting impact on both prices and profits. We
expect continued strong investment in all things related to Al, but also in other industries as deregulation
boosts investment and capital markets activity resumes amid declining corporate uncertainty. Finally, we
expect both monetary stimulus from lower Fed Funds rates in the next year, and fiscal stimulus from the
front-loaded impact of the OBBB to support profit growth.
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Important Information

While the information contained in this document has been prepared with all reasonable care, ClearBridge* accepts no responsibility or liability for any errors,
omissions or misstatements however caused. Any views expressed in this material are given as of the date of publication and such views are subject to change at any
time. This material has been prepared for wholesale clients only, including investment professionals, qualified investors and investment advisors. This material is not
suitable for retail investors and ClearBridge does not authorise the provision of this material to retail investors.

This information is not personal advice. It has been prepared without taking account of individual objectives, financial situations or needs. Where an investment product
is mentioned, potential investors should seek independent advice as to the suitability of the product to their investment needs. Reference to shares in a particular
company, is not a recommendation to buy, sell or hold that stock. Investors should be aware that past performance is not indicative of future performance.

This information may contain forecasts, including in regard to targets, expected returns, PE ratios and dividend yields. Any such statements are based upon research
undertaken by the ClearBridge* investment teams. This research incorporates ClearBridge's reasonable assumptions and beliefs concerning future developments and
their potential effect but are subject to risks and uncertainties that may be beyond our control. Returns can be volatile, reflecting rises and falls in the value of underlying
investments. Accordingly, ClearBridge does not provide any assurance or guarantee that future developments will be aligned with our expectations, and actual results
may differ materially from those expected or anticipated at the time of writing.

The distribution of this document may be restricted in your jurisdiction. This document does not constitute an offer or solicitation in any jurisdiction in which to make
such an offer or solicitation would be unlawful. It is your responsibility to ensure that any such product, security, service or investment outlined is available in your
jurisdiction.

Issued and approved in Australia by ClearBridge Investments Limited (“CIL"), registered office Level 13, 35 Clarence Street, Sydney, NSW 2000, Australia (ABN 84 119
339 052; AFSL 307727).

Issued and approved in Canada and the United States of America by CIL's subsidiary, ClearBridge Investments (North America) Pty Ltd (“CINA”"), registered office Level
13, 35 Clarence Street, Sydney, NSW 2000, Australia (ABN 11 138 069 191).

Neither CIL nor CINA are registered as a broker-dealer. CIL and CINA are neither issuing nor offering the securities of any investment fund in these materials. This
material has not been approved or verified by ASIC, the SEC, the 0SC or the Autorité des marchés financiers.

ClearBridge is wholly, indirectly owned by Franklin Resources, Inc.

*ClearBridge consists of ClearBridge Investments Limited, its subsidiary and ClearBridge Investments, LLC, a U.S. registered investment adviser, as well as part of
Franklin Templeton Investments Corp. in Canada, who have operationally integrated their businesses under the global brand, ClearBridge Investments.
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