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FROM FUR TO AUTOS TO OIL, SHIPPING IS CRITICALLY IMPORTANT

From the fur trade to the booming auto industry, shipping infrastructure across the Great Lakes region has been
a critical cog in American industry. In his informative and entertaining book The Gales of November, John
Bacon reports that 37 of the companies on the Fortune 100 list supported the auto industry and were located
in the states surrounding the Great Lakes. A convergence of factors enabled the massive growth of industrial
dominance in the Great Lakes region. Raw materials, labor, geographic proximity, and the ability to quickly
and reliably transport large quantities of goods created an economic powerhouse. This is similar to the Strait
of Hormuz in terms of global oil and commodity transportation. Mr. Bacon tells the story of the S.S. Edmund
Fitzgerald, outlining in great detail the limits pushed and the risks taken. These culminated in the ship’s sinking
in 1975. In many ways, there was no substitute, given the importance of the cargo and the massive boost in
efficiency of moving goods by ship rather than truck or rail.

Today, shipping efficiency, the concentration of resources in this region, and the geography of the Strait of Hormuz
make it a critical chokepoint for global energy markets. Approximately 20% of the world’s oil flows through this
route, highlighting its central role in trade. While alternative routes exist, none fully replace the Strait’s function.

FIG. 1: STRAIT OF HORMUZ COMMERCIAL VESSEL TRAFFIC BY DAY
ROLLING 24-HOUR VESSEL COUNT
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One partial workaround is the Saudi East-West pipeline, which brings oil to the Red Sea and could offset up to one
quarter of the stalled capacity. The use of strategic reserves provides another partial (albeit temporary) cushion.
Changes in sanctions offer minimal temporary relief. One-off trial transit by vessels making arrangements with
[ran is another minimal relief valve. Increased production in the rest of the world is a solution that would require
long lead times and would only be initiated if transit is expected to remain closed indefinitely, with sustained
high prices to justify new activity.

Taken together, this analysis suggests an “endgame” of two possible outcomes. Either the world will continue to
face a reduced supply of oil and other commodities, or transit will be mostly restored.

Though the war with Iran has major geopolitical effects, the economic and market impact is clearer. When the
volume of oil or other commodities shipped through the Strait declines, prices rise, extending the Fed’s holding
period and slowing growth. We therefore map scenarios using key market metrics: cargo ship traffic through the
Strait of Hormuz and oil prices.

As a result, while the probability of various outcomes shifts daily, our base case assumes shipping traffic remains
disrupted for weeks, but is mostly normal (>50%) by summer.

A partial reopening would not be a geopolitical victory; however, such a development would likely allow markets
to turn to other issues as the disruption to oil flows and oil prices becomes clearer and more manageable.

Commercial traffic in the Strait remains low as of March 31, 2026. Increased dialogue between the U.S. and
[ran, and support from Gulf States for reopening, raise the chances of a partial or full reopening.

Outcomes range from total permanent closure to immediate reopening, with three stages between.

SCENARIO TIMELINE FOR REOPENING DISRUPTION EFFECT

WORST Indefinite Full Modest bout of global stagflation until other solutions
emerge / substitutions occur

WORSE Late 2026 Large Weaken&ng economy and rising inflation through the
year-en

BASE Summer Modest Drag on growth and boost to inflation; resolves by 3QQ

BETTER Weeks Minimal gppply.comes online, and markets look through the

isruption
BEST Immediate Positive effect Regional renaissance, increased supply, boost to

growth, and reduction in inflation

The range of outcomes will vary globally, and the U.S. will experience less disruption-related pain
than many other countries.



FED POLICY

Given the immediate increase in oil prices, the
probability of higher inflation has increased. This,
in turn, has led to a dramatic change in the outlook
for Fed Policy in the near term. So long as the Strait
remains closed, the reduced supply of oil and other
commodities will lead to upward pressure on inflation
metrics. This means the scenario of a “good” rate
cut, undertaken with strong employment and
easing price pressures, is off the table. Our base case
envisions a manageable uptick in pass-through of oil
prices, which is not so extreme that the Fed would
raise rates. In fact, a rate increase wouldn’t help oil
supply and would only reduce domestic demand.
Given the current stagnation in labor markets, we
think the bar is set very high for a potential rate
hike. Far more likely is that rates remain on a “hard
pause,” only moving in response to very clear data
on either side of the dual mandate. Later in the year,
if oil prices normalize, a rate cut could return to
the table, especially if the labor market shows any
weakness. For now, the situation is simple. Closed

Strait = Fed on Hold.

ECONOMY

Expectations for economic growth were rising,
fueled by policy stimulus via changes in both
individual and corporate taxes. This boost is being
offset for consumers by higher gas pump prices and,
for both consumers and corporates, by uncertainty
over the near-term outlook, given the disruption
in the oil market.

FIG. 2: U.S. EMPLOYEES ON NONFARM PAYROLLS

THOUSANDS, MONTH-OVER-MONTH % CHANGE, MONTHLY

150
100
50

RO v o S e B
N I S S
S A

OIL MATH

EXAMPLE 1
Typical model is $1/bbl = increase of 2-3 cents/gallon at

the pump. Here, we assume 2.5 cents/gallon.

e Since February 28, WTI increased from $67 to $101
Implication: +$0.85/gallon

National Daily Average Gas Price increased from

$2.98 to $4.02
Increase +$1.04/gallon

Implications:

1) Tax on consumer

2) Price action is mostly rational, with some

signs of stress at the pump

EXAMPLE 2

The United States is less sensitive to negative effects of
oil prices than it was in the past.

e GDP is less price sensitive on oil (energy efficiency,
changing of economic composition)

e Bloomberg Economics estimates oil intensity is down

40% since 2000

e Everything is relative. If other prices, and wages, are
up, “real” inflation adjusted oil is less important on a
relative basis

e Together, Bloomberg Economics estimates that oil at
$190/bbl is equivalent to $100/bbl 15 years ago

FIG. 3: U.S. INITIAL JOBLESS CLAIMS
THOUSANDS, WEEKLY
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The trend in growth expectations for the U.S. economy is about 2.0%, though it has been sliding amid concerns
about the “consumer tax” from higher oil prices. Labor markets have remained stable, with a continuation of the
no-hire, no-fire economy. Payroll gains have remained minimally positive over the past year, though the trend
is weakening. Weekly jobless claims remain remarkably stable. While both series are influenced somewhat by
declines in government payrolls and ongoing healthcare hiring, Al-enhanced productivity is likely also playing
a role. More companies are referring to attempts to minimize hiring while using Al to boost efficiency. In other
words, no hiring and no firing.

ECONOMIC OUTLOOK

Following our base-case outlook for oil, growth averaging +2.0% to +2.5% is anticipated, but would decline the
longer the Strait remains closed. Inflation is likely to tick higher in the near term, though normalization of oil
prices by summer would minimize the long-term damage. This will keep the Fed on hold at least until late into
the second half of the year. The labor market is expected to remain stagnant.

SCENARIO TIMELINE FOR REOPENING DISRUPTION EFFECT

WORST Indefinite Full Likely recession

WORSE Late 2026 Large Economic growth slows to a stall speed of
BASE Summer Modest Temporary drag on growth of around 0.5%
BETTER Weeks Minimal No change to economic forecast other than a few

tenths of “noise”

BEST Immediate Positive effect Increased economic growth potential

EARNINGS

Current consensus forecasts project mid-teens S&P 500 earnings growth this year and next. In previous cycles,
analysts underestimated profit margins; however, we caution that current forecasts may be overly optimistic.
Many projections assume pronounced economic and productivity gains over the next few years, but without
resolution in the Middle East, growth may instead stagnate.

SCENARIO TIMELINE FOR REOPENING DISRUPTION EFFECT

WORST Indefinite Full Flat to negative earnings

WORSE Late 2026 Large Etci)er;gn;cq fjta?rltlesrpeed means single-digit earnings for
BASE Summer Modest Minimal change to earnings forecasts

BETTER Weeks Minimal No change to earnings forecast. Weakness in some

areas offset by strength in energy complex

BEST Immediate Positive effect Long-term boost in earnings forecasts




Equity valuations remain elevated, despite modest
improvement driven by strong earnings and flat stock
prices. Currently, valuations rank in the top 25% vs.
the last 35 years.

Despite lofty valuations, strong earnings can fuel
stock gains, but recently, stocks have stagnated
even with strong results.

This lack of response to strong earnings was a
contributing factor in our decision to move to a risk-
neutral posture (equal weight equities vs. target). It
appears that markets are paying closer attention to a
host of issues that have no easy resolution:

e Elevated valuations/high expectations
e Fed policy
* Concerns over private credit

e A lack of clarity about the effect of Al on
labor markets

® Emerging risk from the Middle East/Oil

EQUITY OUTLOOK

In the short term, the path forward depends almost
entirely on geopolitical risk, especially the flow of
commercial vessels through the Strait of Hormuz.
In the intermediate term, focus will likely shift to
unresolved issues, keeping valuations in check. If
the oil market normalizes soon, the earnings story
remains intact. Decent economic growth should power
low-teens earnings gains and support equity gains
over the long run.

FIG. 4: DISTRIBUTION OF S&P 500 P/E RATIOS
QUARTERLY LTM OBSERVATIONS, 1990 TO PRESENT
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Source: Bloomberg.

FIG. 5: S&P 500 EPS (GROWTH) YEAR OVER YEAR
YEAR-OVER-YEAR
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We continue to advocate for balanced positioning between growth and value. Growth stock valuations have
improved due to strong earnings. We still expect strong divergence at the company level, as companies must

adapt to rapidly changing productivity tools.

Across market caps, we continue to see appeal in small-cap stocks over the intermediate term. Near term, the
“flight to safety” trend may limit the appeal of smaller companies, particularly those more sensitive to higher
interest rates. However, as the oil and rate backdrop normalize, M&A activity will ramp up, and earnings gains

are likely to spread.

Outside the United States, conditions remain volatile, as many markets are more sensitive to oil due to
reliance on energy imports. Longer-term, as the world becomes more locally focused, we like the diversification

benefits of non-U.S. equities.



FIXED INCOME

Given the potential for economic stress, we continue to recommend intensive credit analysis. For bond yields,
the short-term path will remain highly volatile, with daily activity correlating to the near-term outlook for oil
prices. Over the intermediate term, we expect a return to a range-bound 3.75% to 4.25%. In the longer term,
yields on the U.S. Ten-Year Note will follow the Fed’s policy lower as the Fed eventually normalizes policy to
address stagnant labor markets.

2025 2026 2026 2027 SILVERCREST
ACTUAL conseNnsus -/-VERCREST -, sensusz 3 YR FORWARD COMMENTARY
ESTIMATE' ESTIMATE
U.S.GDP Growth 2.1 23 2.1 2.0 2.0 Long-term trend growth
of 1.5-2.5
Inflation (at year end) 2.7 3.0 3.1 24 2.2 Inflation slow to rgcede,
but not problematic
S&P 500 EPS 278 323 310 310 8.0% Earr}ings W.ill grow via
profit margins
Total Employed (mil) ~ N/A N/A 160 N/A 165 Slow growth in payrolls
Unemployment 43 45 4.6 44 45 Pow hire, low fire rates stay
in place
U.S. Ten-Year Rate 4.2 4.1 40 41 3.0.4.5 Yields will follow a slow

Fed easing process

Sources: Consensus Economics & Bloomberg. 'Silvercrest estimated numbers for end of year, 2Q4 2027 Consensus Economics Implied percentage change from
the same quarter of the previous year. (% Change, Year-on-Year). Projections are consistent with our base case assumptions for traffic through Strait of Hormuz.
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