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Solid ISM Services Steady Jittery Market

The February survey from Institute for Supply Management (ISM) indicated purchasing
managers in the service sector remain cautiously optimistic with 14 of 17 industries
reporting growth. This morning's mostly upbeat release served to counterbalance a flurry
of recent pessimism surrounding tariff concerns.

The 53.5 composite services index signaled expansion (above 50) for the 54th time in 57
months of post-recession recovery, exceeding the median forecast (52.5) but below the
post-recession average (56). Although the current business activity index slipped a tenth
to 54.5, it was the 57th consecutive month of expansion.
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ISM Purchasing Managers Index

The forward-looking new orders index climbed 0.9 to 52.2 while the employment index
increased by 1.6 to 53.9, the highest since December 2021. The prices paid index (an
obvious inflation measure) rose from 60.4 to 62.6. According to ISM sources, the February
reading marked the first time in almost two years that the price index was above 60 over
three consecutive months.

A majority of purchasing manager comments focused on the uncertainty fostered by

looming tariffs:

« "Tariff actions have created chaos in information and pricing measures, forecasting
and forward buys, which may artificially inflate purchases to be followed by a drop
off”
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The prices paid index (an
obvious inflation measure) rose
from 60.4 to 62.6. According

to ISM sources, the February
reading marked the first time in
almost two years that the price
index was above 60 over three
consecutive months.
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o “Thereis great uncertainty about future business activity due to the risk of tariffs and
other potential government actions”

o “Implementation of tariffs will have a significant cost impact to our projects. The
majority of the capital equipment we purchase is not manufactured in the U.S., or
components that make the equipment come from overseas manufacturers. We
are also seeing U.S. prices rise in anticipation, which is a similar reaction of the U.S.
suppliers when the previous tariffs were introduced”

The ISM manufacturing survey results for February were released on Monday. Although
the composite factory index held just above 50 (signaling mild expansion for the second Although the composite

straight month), many sub-indexes indicated concern among factory managers. factory index held just above
50 (signaling mild expansion

o . ) . ) for the second straight month),
The current production index slipped from 52.5 to 50.7, mirrored the headline with a many sub-indexes %d,mted

second month of mild factory expansion. However, the forward-looking new orders concern among factory
index dropped from 55.1 to 48.6, indicating contraction after three months of expansion, managers.
while the employment index fell from 50.3 to 47.6, also into contraction territory.

The prices paid index jumped from 54.9 to 62.4 as an increased number of factory
managers reported higher prices. According to a statement posted by ISM, the
acceleration in prices was due to tariffs, causing new order placement backlogs, supplier
delivery stoppages and manufacturing inventory impacts.

ISM Purchasing Managers Prices Paid Index
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Source: Institute for Supply Management

Ten manufacturing industries indicated expansion while five registered contraction.

Similar to the service survey, tariff concerns dominated factory manager's comments:
“The tariff environment has created uncertainty and volatility among our customers
and increased our exposure to retaliatory measures from these countries.”

o "Customers are pausing on new orders as a result of uncertainty regarding
tariffs. There is no clear direction from the administration on how they will be
implemented, so it's harder to project how they will affect business.”
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e “The incoming tariffs are causing our products to increase in price. Sweeping price
increases are incoming from suppliers. Most are noting increases in labor costs.
Vendors are indicating open capacity. Inflationary pressures are a concern. Our
company is working diligently to see how the new tariffs will affect our business”

o The uncertainty about tariffs keeps us cautious on spending, despite the strong sales

right now.”
Because the ISM surveys are
Because the ISM surveys are both timely and broad in scope, they are considered reliable both timely and broad in scope,
leading indicators. Although both reports both indicated tariff-induced price pressure, /r:;g;’ge/;‘zj’/?z(’}‘zgid/\’/‘;ﬁgilgh
better-than-expected growth eases recent concerns of a weakening economy. both reports both indicated

tariff-induced price pressure,
better-than-expected growth

Market Indications as of 10:24 A.M. Central Time e e
DOW Down -40 to 42,481 (HIGH: 45,014)

NASDAQ Down -81 to 18,204 (HIGH: 20,174)

S&P 500 Down -12 10 5,766 (HIGH: 6,144)

1-Yr T-bill current yield 4.03%; opening yield 4.04%

2-YrT-note current yield 3.94%; opening yield 3.97%

3-YrT-note current yield 3.94%; opening yield 3.97%

5-Yr T-note current yield 4.01%; opening yield 4.03%

10-Yr T-note current yield 4.23%; opening yield 4.24%

30-YrT-bond current yield 4.54%; opening yield 4.53%

The paper/commentary was prepared by Hilltop Securities Asset Management (HSAM). It is intended for informational purposes only and

does not constitute legal or investment advice, nor is it an offer or a solicitation of an offer to buy or sell any investment or other specific

product. Information provided in this paper was obtained from sources that are believed to be reliable; however, it is not guaranteed to be
correct, complete, or current, and is not intended to imply or establish standards of care applicable to any attorney or advisor in any particular
circumstances. The statements within constitute the views of HTS and/or HSAM as of the date of the document and may differ from the views of
other divisions/departments of affiliates Hilltop Securities Inc. In addition, the views are subject to change without notice. This paper represents
historical information only and is not an indication of future performance. Sources available upon request.

Hilltop Securities Asset Management is an SEC-registered investment advisor. Hilltop Securities Inc. is a registered broker-dealer, registered

investment adviser and municipal advisor firm that does not provide tax or legal advice. HTS and HSAM are wholly owned subsidiaries of Hilltop
Holdings, Inc. (NYSE: HTH) located at 717 N. Harwood St,, Suite 3400, Dallas, Texas 75201, (214) 859-1800, 833-4HILLTOP
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