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Tariff Tantrum or Soft Landing?

As we go to press, the first round of knock-off effects from President Trump’s tariff war are
starting to show up. So far, the U.S. economy and stock market have handled things very
well with the S&P 500 and NASDAQ hitting new all-time highs.

Despite the fact that the Conference Board’s Leading Index of Economic Indicators
continues to fall, the U.S. economy is holding up and appears that we may have already hit a
bottom in the first half of this year, as depicted by the Atlanta Fed GDPNow. Time will tell.
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Debt In the meantime, the Federal Reserve remains on hold and will likely stay there for several
S el months, despite the war of words between President Trump pushing for Fed Chairman

Jerome Powell’s removal, Trump’s push for interest rates to be reduced dramatically.

Remember that the Federal Reserve has a dual mandate. On the one hand, they are supposed
to keep inflation low, on the other hand, they are supposed to maximize employment.

This dual mandate is difficult to pull off given that they are somewhat contradictory. When
the economy is running hot and employment is maxed out, that tends to put upward pressure
on prices and subsequently inflation, and vice-versa when the economy weakens.

President Trump and the Fed are currently in a standoff. Best educated guess at this point is
that the Fed will probably lower interest rates but not as much and not until later this year.
We’re Out To WIT Probably fow Y Y Y Y

Change The Given that the “new tariff world” appears to be working its way out to be more inflationary
8 and not contractionary toward the global economy, interest rates may not fall much at all,
Way America especially if the markets and economy continue weathering this pressure.

Thinks About On the next page you see the latest graphic display from ITR economics, the Beaulieu
Investin g brothers. Remember that, while no one is perfect, they continue to have the most impressive
) economic track record I’ve seen over the last 20 years.
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They’ve modified this chart slightly since their last publication, as they should do, when the economy changes.
As you can see from the chart, right now they believe that the housing market is the only part of the economy
currently in recession, with nonresidential construction indecisive.

So far, the bulk of the economic sectors appear to have weathered the storm and appear to be experiencing a soft
landing and not a recession. This is great news. Note in the table above the chart they see some weak spots in
2026-27 but thus far no evidence that recession will take place. If this works out to be accurate this will have
significant ramifications on every asset class, stocks, bonds, real estate, gold, etc.

So, while history never repeats itself exactly, the current environment reminds me the most of 1994,

That year, Alan Greenspan and the Fed went on the warpath against inflation and raised interest rates seven
times. This created a lot of turbulence for both stocks and bonds, but the economy came through unscathed, and
then we experienced a massive stock market boom from 1995-2000.

There are currently a lot of similarities to that time period, obviously with some differences.

As most of you probably remember, that was before the advent of the internet. And despite the fact that most of
the economic improvements (due to the new technology) didn’t manifest zhat decade but afterwards, the
economy went into a gigantic boom with stocks going up, up and away, based on a promising future.
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Today we have the AI revolution. While it’s really difficult to comprehend all that will likely change, it’s clear
that Artificial Intelligence will significantly change the way we do business in the world.

So, in spite of tariffs likely being inflationary plus slowing economic growth, the bulk of the rest of President
Trump’s policies are very pro-business which should encourage businesses and the market.

So, it looks like we may make it through the “danger” zone without recession (keep your fingers crossed ©).

In the meantime, stocks are still historically very expensive and yet could go even higher (more on this in a
moment). But for now, it looks as if we’re experiencing a soft landing, not a recession, but we are still in a
period of time where inflation is likely to be a bigger problem than anything we’ve seen since the 1970’s.

And while most of President Trump’s policies will help America grow, we still do not have any solutions for the
accumulating Federal debt (now at $37 trillion and counting, source: usdebtclock.org).

With the 76 million baby boomers retiring en masse, they will soon be a much bigger expense for Medicare in
addition to the massive outflow to pay for Social Security. The government’s long-term financial picture is very
challenging to say the least. I still believe we will end up with a crisis at some point over the government’s debt
accumulation but not likely until sometime in the early 2030’s.

ITR (the Beaulieu brothers) have been saying since at least 2008 that America would enter another great
depression sometime in the 2030’s, caused by the runaway freight train of government spending and debt
accumulation. And while no one will know the exact timing that still looks on target to me. We’ll discuss this in
more detail in a moment.

So, the bottom line is, enjoy this burst of prosperity while it lasts and let’s hope and pray that the Republicans do
not lose the House and Senate next year but rather, we can have an unhindered period of economic growth
through the end of President Trump’s term.

Tariffs

While a big part of President Trump’s agenda is to “level Bn$ Monthly Customs Duty Receipts Bn$

the playing field” versus other countries, tariff duties in the

short-run will generate significant amounts to help reduce i 12

the U.S. budget deficits. 2L _Taff'ff receipts could reach 120
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will be generated from the tariffs, it will be significant, but 1 1"

not near enough to turn around the federal debt. Remember 110

tariff receipts coming in to the Treasury will be numbered

in the billions, maybe $300 hundred billion in the first year 5 s

alone. Thus, this helps reduce our current budget deficit but W 6 e Macro 029

remember that the long term accumulation of these deficits

. . e 2014 2016 2018 2020 2022 2024 2026
is approximately $37 trillion.

Source: U.S. Department of Treasury

Any additions to the U.S. Treasury to reduce budget deficits are welcome, but it is nowhere near enough to turn
around the governments debt problem. Despite tariff income, the Congressional Budget Office is still projecting
7-8% of GDP for budget deficits in the foreseeable future, this is roughly double previous deficits as a
percentage of the economy, an enormous shortfall especially when we’re not in a recession.

So while I’m all in favor of squaring up the gross inequities of the current tariff situation, where many other
countries have taken advantage of the U.S., plus we need the revenue, it doesn’t fix the long-term debt problem.
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Stocks: Climbing a Wall of Worry
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By any historical comparison,
price to book value, price to earnings, etc. stocks are on the extreme edge of overvaluation compared to anytime
in U.S. history.

This begs the question, “are very expensive stock prices the new normal?”

In other words, if you judge how expensive the stock market is by previous history, you can only come to the
conclusion that stocks are very expensive and/or significantly overvalued.

However, with all due respect to investment luminary Sir John Templeton’s (he was knighted by the queen of
England and revolutionized international investing) statement that, “this time is different are the four most ex-
pensive words in the English language.” This time could actually be different!

What Templeton was saying, was that making up new rules to justify how expensive stocks are is normally a
catastrophic idea. This illustration played out exactly as Templeton forecast during the 2000-02 bear market,
where the darlings of that stock market era, the dot com stocks, experienced massive wipeouts, frequently drop-
ping 85-90% from the top, with scores of stocks previously valued in the 10’s of millions going out of business
entirely.

In addition, we’ve seen a number of other instances of manias such as the 1972-74 Nifty Fifty market, gold and
oil in the 1970’s, 2006-08 California and Florida real estate, and so on. There are many such instances where
emotions carried various markets to extremes only to blow up later.

Yet there may also be a different case to be made here. If you compare the U.S. economy today versus, let’s say,
1980 or as recently as the year 2000, the makeup of the economy has changed significantly.

The U.S. economy previously had more manufacturing, plus much more of our economy was highly cyclical,
meaning downturns or recessions tended to crush corporate earnings to a much larger degree than what we’ve
seen in recent years, especially since 2008.




Page 5 Tariff Tantrum or Soft Landing?

U.S. Labor Productivity : E 14000 | U.S. Real* Corporate Profits 4 14000

| i P i Per Employed Person
| | 1 | |

110 | | | i - 110
| | N : 12000 4 12000
) | Lo |
i i i E ! Average

100 1 ! B growth | 449
! | Average| | L =197% 10000 410000
1 1 growth | | B Fidhs
} 1=1.82% H
! ' 2004 ! ! Average !

20 w 1 2008) | 1 Srowth . 490 8000 - 8000
} | || =0.78% .
! Average : L 2011 |
I growth l Lo 2017) !
| =3.25% i | i

80 i (1997- i - i lgo 6000 4 6000
' 2003) /! Lo !
| i b !
| I | 1 H

70 | ' . ! 170 4000 - 4000
| 1 ] I :
/o

L L) N l@AllpinelMacro 2025 2000 | ) | ©Alpine Macro 2025 1 5500
L 1 1 1
1995 2000 2005 2010 2015 2020 2025 1950 1975 2000 2025

Note: Shading denotes U.S. recessions *Deflated by GDP deflator

The two charts above show the stunning rise of both labor productivity and earnings per American worker over
the last few decades. As you can see, U.S. inflation adjusted corporate profits (right chart) per person fluctuated
up and down from 1950 until 2002 and then has been on a massive upswing since then. Just as recently as 2002
corporate profits per person was as low as $3,000 and now is hitting about $13,000 per person on its never-
ending relentless climb.

Thus, one could easily make the case that this boom in productivity and earnings per worker justify higher stock
prices than we’ve seen in the past. Technology has radically improved productivity over the past 30 years since
the advent of the internet, plus much of our economy has morphed into service businesses as opposed to more
cyclical parts of the economy (such as housing and manufacturing).

Perhaps stocks can actually justify much higher valuations due to changes in the makeup of the dynamics of the
U.S economy. I think this makes sense and to me does not smack of “new era” thinking. Although, I would not
put it past the market to create another mania by the end of the decade. 1 just don’t think we’re there yet.

The economy is much more driven by service businesses and technology than any other time. Thus, at least for
now, the market doesn’t seem to be having the more radical fluctuations and bears as we’ve seen in the past.

So, looks to me that this decade will be marked by higher interest rates and higher inflation than we’ve seen
since the 1970’s. After we’ve become accustomed to falling interest rates and falling inflation, this changes in-
vesting dynamics quite significantly. We plan on continuing this discussion in subsequent newsletters. In other
words, how do you invest in a stagflationary economy?
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S&P 500 Shiller Cyclically Adjusted P/E Another example of extreme valuations for stocks comes from

5 the chart to the left. Robert Shiller, PhD and Nobel-prize-
winning economist and best-selling author from Yale, has creat-

40 | 1 49 ed his own version of the price/earnings ratio (P/E).
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Shiller uses a 10 year average of earnings to smooth out some
of the fluctuations but it gives you a very vivid picture that

30 | 30 stocks are currently very expensive. However, remember that
market valuations are not good timing indicators but rather

1 25 good risk indicators.
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1 20 So, if the historical norms continue, the market is very expen-

sive and thus potentially dangerous.

<415 . . . .
However, if the morphing of our economy into more service

1 10 and technology, plus the literal boom in profits per worker say
anything, it is that we might be experiencing a permanent
=5 change in the way stock valuations work. So, in other words,
© Alpine Macro 2025 stocks are very expensive on a historical basis, but given the
19‘00 19|25 19‘50 19‘75 20|00 20‘25 improvement on technology and workers we may be about to
establish a new higher norm for levels of valuations. Technolo-
gy has changed things significantly and could continue to change it in the future (horse and buggy).

The second chart on this page shows projected for-
ward earnings for U.S. growth stocks. As you can
see, while forward earnings are currently expensive,
they are nowhere near as overvalued as we saw in
2000.

U.S. Growth Stocks 12-Month Forward P/E***
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So, if the U.S. economy can “muddle through” with-

out a recession in the short-run and the pro market
changes that the administration will likely make con-
tinue we may be in for another bull market run simi-
lar to the late 1990’s.

The chart on the next page shows, just how much
we’re spending as a percentage of the GDP on tech-

nology. The more effective and efficient technology ‘ | | | ©Alpine Macro 2025
becomes, the more profits companies are likely to 1995 2000 2005 2010 2015 2020 2025
generate, thus justifying higher stock prices. “*MSCI Large, Mid & Small Cap

A good example comes from Nobel prize winning economist, and in my opinion the most important economist
of the past 100 years, Milton Friedman. Prior to China’s massive economic overhaul and growth which started
in the late 1970’s after Mao died and Deng Xiaoping took over, Deng Xiaoping said, “we can either export pov-
erty or we can export prosperity.” Deng’s father had been a prosperous land owner prior to the communist revo-
lution and after the horrific suffering of the Mao revolution, he had a different view of the future and he invited
Milton Friedman to China to find out if it was possible to put free market economics into a communist con-
trolled economy.

Friedman went throughout the country observing before he came up with prescriptions for the premier.

He observed a large group of workers building a road using shovels. He asked the supervisor, “why are you us-
__________________________________________________________________________________________________________________________________________________________|]
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ing shovels to build a road instead of equipment like bulldozers?” The supervisor responded, “our objective is to
create jobs, we will create more jobs and hire more people to build the road using shovels.”

% % : s . 113 ”
U.S. Private Fixed Investmentin Computers & Friedman’s response was classic. “Then why not use teaspoons.

Peripheral Equipment as % of Real GDP This just illustrates the pure stupidity of communist doctrine.

Eventually, a large number of Friedman’s proposed ideas were
translated into actual changes in the Chinese economy and system.
And starting around 2001 when China first joined the World Trade
Union it has become an economic behemoth, and despite their cur-
rent working off of their housing bubble issues they are now the #2
economy in the world.

The lesson here is that creating more efficiencies through technolo-
gy not only changes the world we live in, it also changes much of
our economy and the stock market.

So, while I cringe at “new era” thinking, it may well be that the
enhancements in productivity which has resulted in the technology
boom since the internet, may have created at least for now, a more
stable growing economy and a stock market that actually justifies
being much more expensive.

© Alpine Macro 2025
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Without huge economic fluctuations, as in recessions, and with a much higher percentage of the economy in
recession resistant businesses such as healthcare, technology and service industries, the U.S. stock market may
have morphed into a newer more modern market, supported by higher earnings and productivity, thus we may
not have a stock market mania at the present but it appears that at least for the time being the bull marches on.
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Above you see the money supply, which serves as fuel for the economy and market. As you can see, the money
supply boomed during Covid and then contracted significantly, putting both the market and the economy in dan-
ger. Now that the money supply is growing again we should be moving back into growth mode.

The chart to the right shows the market’s normal behavior after a prolonged period of keeping rates high. Cer-
tainly looks like a positive resolution here.
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Is the Government’s Long-Term Debt Sustainable?

Federal Debt 1965 - 2024

I’ve been harping on this issue for decades, that
X . . Gross Federal Debt
eventually this debt would affect us in a big (Billions of Dollars)
way. | view this to be a ticking timebomb and E——————.
there will ultimately be a day of reckoning. 2024 actual $35.5 Trillion Il

To the right you see the alarming accumulation
of Federal debt for the U.S. government.

As I mentioned earlier in the newsletter, the
Beaulieu’s ITR (www.itreconomics.com) has
forecast since at least 2011 when I started fol-
lowing them that America would experience
another great depression in the 2030’s caused by
the unsustainable growth of the national debt.
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While President Trump’s tariffs will certainly
brlng ln some money and reduce the deﬁ01ts 1n Source: https:/ffiscaldata.treasury.gov/datasets/historical-debt-outstanding/historical-debt-outstanding
the short-run, tariff collections are likely to be
valued in the billions, probably in the 100’s of
billions per year, but the national debt is valued

The usdebtclock.org estimates current accumulated over-

spending or the deficit at 337 trillion. The chart above re-
flects the official data from the government and will not be
at trillions and worse still is that one of the larg- |}, 7ated until this fall. So $35.5 trillion was the official num-

est generations in the history of our country ber of the national debt at the end of the last fiscal year.
numbered around 76 million people, born be-

tween 1946-1964, are still relatively young and a drain on Social Security but not yet a big drain yet on Medi-
care. That likely happens next decade.

So, the vast majority of the Boomers are starting to tap in to Social Security or have already started. But, an
analysis of spending for Medicare shows that the vast majority of Medicare spending (some 25%) occurs during
the last nine months of a fatal illness.

So, while Baby Boomers are a drain on the government’s finances as they retire and pay out Social Security
benefits, the vast majority of the Boomers are not old enough to trigger what is likely to be the biggest expense
to the government in American history. As the Boomers age, Medicare costs will absolutely skyrocket and have
a deleterious effect on the national debt whichis al- o 5pp

%GDP

ready like a runaway freight train. Us.

4 | Federal Government Budget Balance 1a
Barring an absolute miracle, which I am not holding
my breath for, I see no easy way out on the national 0 /\ 0
debt. Our government is structured and incentivized
due to elections every two years to spend more and 4 14
more money. Politicians are incentivized to give away i 18
benefits to constituents in order to get reelected. In
spite of the Republicans’ best efforts to rein in this -2 - -4 -12
runaway freight train the best we’ve been able to do is 16l 116
nibble away at the edges. In fact, as you can see in the
next chart the budget deficits continue to be quite high
based upon the CBO projections and will likely be © Alpine Mgero 2025 ! w " !

even if we have a boom in the stock market. 2000 2005 2010 2015 2020 2025




Page 9

In all, I think we should enjoy the next few years because
we could have unmitigated disaster in the 2030°s. Heaven
forbid that we end up having World War III with China and
Russia or whomever that decade, which would blow the top
off the debt even further. For a further understanding of this
as we work our way through history, I strongly recommend
you read a book called The Fourth Turning, which is vir-
tually prophetic in what it said would be happening now,
written in 1997!

There is a sequel called The Fourth Turning is Here by
Neil Howe, I think the original book is better and you can
see with the benefit of hindsight just how accurate it has
turned out to be.

So, in all, I believe we could have another four years of
prosperity, maybe longer but I believe that we are truly sit-
ting on a ticking timebomb based on the government’s debt
in the long-run and this will likely come home to roost in
the early 2030’s.

Social Security & Medicare
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Jamie Dimon Warns
of Coming Debt Crisis

JPMorgan Chase Chief Executive Jamie
Dimon delivered a dire warning for the mar-
kets, predicting a crisis unless the U.S. takes

steps to address its spiraling national debt.

“You are going to see a crack in the bond
market, OK?” Dimon said during an inter-
view at the Reagan National Economic Fo-
rum in California. “It is going to happen.”

Bond markets have been rattled by the pro-
spect that the already wobbly fiscal situation
in the U.S. will worsen, should tax legisla-
tion backed by President Trump become law.
A House-passed measure increases project-
ed budget deficits by some $2.7 trillion over
a decade, adding to a national debt that al-
ready stands at more than $36 trillion...

Without substantial changes, the U.S. is
headed for a reckoning, Dimon said. “And I
tell this to my regulators...it’s going to hap-
pen, and you re going to panic,” he said. “I
Jjust don’t know if it’s going to be a crisis in

six months or six years.”

- Hamilton Lane 2025

(ED Note: This statement was made prior to
the BBB becoming law)

Long term projections of the cumulative debt from Social Security and Medicare alone are almost like opening
up the Grand Canyon. I see no realistic way that these numbers will work. Remember that both the Social Secu-
rity and Medicare trust funds are just bookkeeping entries. Congress has borrowed the funds from both of the

“trust” funds and previously spent them.

Talk about unsustainable! Every cycle the budget deficits get larger and the accumulated debt gets larger. Now
that it appears that we have entered a new phase of the economy similar to the 70’s, where interest rates are like-
ly to be permanently higher. The cost to fund the government’s debts could become unsustainable sometime in
the next decade or so. Current projections for the budget deficits are enormous and do NOT include expenses
for either a war or another recession, which we will eventually have. The numbers are gargantuan and likely to
be very destructive to the U.S. economy not too far down the road.
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Conclusion

So in all, my best educated guess at this point is that the economy avoids a recession, the stock market continues
it’s relentless march up, albeit with corrections, and things continue to improve for a while, possibly for several
more years.

I would not be surprised to see the market continue putting in new highs until sometime toward the end of the
decade. If this happens, we may experience another stock market mania similar to the late 90’s only this time
with actual corporate profits backing up stocks, not vapor like the dot com era.

Despite the best revenue projections for the government’s budget and the positive impact of government reve-
nue, the national debt will almost certainly continue to balloon higher and could eventually get so out of control
that it destabilizes our whole system.

We’ve had almost two decades now of extremely low interest rates which have enabled us to finance the gov-
ernment’s burgeoning debt without wreaking havoc on the bond market and the rest economy. This has started
to change. Interest rates appear to have established a new higher plateau that will probably be permanent and
will likely go higher as the decade continues.

At this point, virtually everything from my perspective is pointing to another round of inflation, before the dec-
ade is over. Inflationary pressures from multiple angles appear almost certain, and as we stated, tariff revenues
will help in the short-run, and at this point any help is welcome. But the national debt, without radical budget
surgery, which is not likely, will relentlessly march higher throughout the decade.

So, in all, enjoy this season while it lasts. I think much bigger problems await us in the 2030’s.
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The Cornerstone Report is published by Cornerstone Financial Services, Inc.

The opinions and statements made within this newsletter should not be construed, directly or
indirectly, as an offer to buy or sell any securities mentioned herein. Due to volatility within the
markets mentioned, opinions are subject to change without notice. Statements and opinions are
based upon sources of information believed to be reliable; however, accuracy and completeness
cannot be guaranteed. No assurance can be made that recommendations contained herein will be
profitable or will be equal to past results. Past performance is no guarantee of future results.

This newsletter is designed to provide general economic and market information and
should not be construed to comprise individual or specific counsel concerning
investment, tax or legal considerations. Material discussed herewith is meant for
general illustration and/or informational purposes only, please note that individual
situations can vary. Therefore, the information should be relied upon when
coordinated with individual professional advice. Please consult your financial
advisor(s) for specific advice pertaining to any and all areas of financial planning.

Please remember: Different types of investments involve varying degrees of risk, and there can be
no assurance that the future performance of any specific investment, investment strategy, or
product made reference to directly or indirectly in this newsletter (including the investments and/
or investment strategies recommended or undertaken by Cornerstone Financial Services) will be
profitable, equal any corresponding indicated historical performance level(s), or be suitable for
your portfolio or individual situation or prove successful. Due to various factors, including
changing market conditions, the content may no longer be reflective of current opinions or
positions.

Moreover, you should not assume that any discussion or information contained in this newsletter
serves as the receipt of, or as a substitute for, personalized investment advice from Cornerstone
Financial Services, Inc. To the extent that a reader has any questions regarding the applicability of
any specific issue discussed above to his/her individual situation, he/she is encouraged to consult
with the professional advisor of his/her choosing. A copy of Cornerstone’s current written
disclosure statement discussing our advisory services and fees is available for review upon
request. A complete history of Cornerstone’s market calls is available at the Cornerstone office
upon request.

All technical analysis and resulting conclusions and observations are based upon historical chart
formations and patterns. Therefore, observations are a function of each analyst’s interpretation of
the charts—and also a function of mathematical probabilities. In effect, technical analysis is a
study in probabilities. What happened x number of times in the past per a particular chart pattern
does not mean it will always recur in the future. It logically follows that historical precedent does
not guarantee future results.

In general, bond market is volatile, bond prices rise when interest rates fall and vice versa. This
effect is usually pronounced for longer-term securities. Any fixed income security sold or redeemed
prior to maturity may be subject to a substantial gain or loss. Fixed income investments are
subject to various risks including changes in interest rates, credit quality, inflation risk, market
valuations, prepayments, corporate events, tax ramifications and other factors.




Page 12 Tariff Tantrum or Soft Landing?

Investing involves risk including the potential loss of principal. No investment process in the stock
market is free of risk; no strategy or risk management technique can guarantee returns or eliminate

all risks in any market environment. There is no guarantee that our investment processes will be
profitable.

There is no assurance that any strategy will achieve its objectives.

The market indexes discussed are unmanaged and generally considered representative of their
respective markets. Individuals cannot directly invest in unmanaged indexes.

For investment advice or portfolio review, call (800) 327-4285. There is no charge or
obligation for initial consultation. Securities and advisory services offered through
Independent Financial Group, LLC (IFG) a Registered Investment Adviser. Member

FINRA/SIPC.
Cornerstone Financial Services and IFG are unaffiliated entities.

Cornerstone Financial Services, Inc.

Jerry E. Tuma, MS, CFP®, David McCord, CMT,
4851 LBJ Freeway, Suite 1175
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