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From Risk-Off to Rally: A Swift but Complex Recovery

Overview

April delivered a sharp reversal from March’s risk-off environment.
The escalation of conflict involving Iran drove early volatility across
energy and rates markets, but a late-month ceasefire helped
stabilize sentiment and support a broad-based rally in risk assets.
The Federal Reserve held its policy rate steady, but the FOMC
(Federal Open Market Committee) meeting told a more complicated
story—growing internal divisions, with multiple dissenting
members, signal that monetary policy is increasingly reactive to
evolving conditions rather than following a clearly defined
trajectory.

Compounding this uncertainty is the pending transition in Federal
Reserve leadership. Incoming Chair Kevin Warsh is widely viewed as
favoring lower rates, yet both persistent inflation and internal Fed
resistance suggest any easing will be gradual and data dependent.
Markets continue to price in eventual cuts, but the timing and
magnitude remain genuinely uncertain.

The S&P 500 and Nasdaq delivered double-digit gains as technology
and growth sectors led the recovery; the Dow Jones Industrial
Average also moved higher, though more modestly. In fixed income,
the Bloomberg U.S. Aggregate Bond Index posted a small positive
return, with credit and Treasury Inflation-Protected Securities
outperforming standard Treasuries. The U.S. dollar held steady,
while gold and silver declined despite elevated geopolitical risk—a
dynamic explored further in the Precious Metals section below.

The broader macro backdrop remains balanced but unresolved.
Growth continues to hold up, supported by strong corporate
earnings and a stable labor market, while inflation pressures—
particularly those tied to energy—remain elevated. This
combination has created a market environment increasingly defined
by competing forces rather than a clear directional trend.

Macro View MTD (%) | YTD (%) 1Y (%) 10Y (%) 10\({+S)TD
DIJIA 7.24 3.81 24.17 13.20 15.07
S&P 500 10.49 5.69 31.02 15.23 15.02
NASDAQ 15.32 7.29 43.60 19.04 18.10
Equity EM Mkts. 14.74 14.61 47.50 9.68 16.74
EM Bond Mkt. 2.11 0.74 9.43 3.60 7.30
US High Yield 1.69 1.15 8.74 5.79 7.26
Commodity 4.21 29.65 44.82 7.57 13.73
COMEX Silver (1.85) 3.44 115.89 13.27 30.83
COMEX Gold (1.12) 4.95 33.31 11.53 14.39
BRENT OIL 9.66 137.85 156.16 19.60 40.75
Dollar Index (1.91) (0.27) (1.42) 5.34 6.50

Taxable Markets

Taxable fixed income markets stabilized in April following March’s
broad selloff, though the recovery occurred alongside continued
pressure on long-term interest rates. The 30-year Treasury yield
again approached—and briefly exceeded—the 5% level, highlighting

the market’s sensitivity to both inflation expectations and the
growing supply of long-dated government debt. The Bloomberg U.S.
Aggregate Bond Index posted a modest gain, while Treasuries lagged
as higher long-end yields offset demand for high-quality assets.
Returns are increasingly driven by sector allocation and inflation
positioning rather than duration alone.

Credit markets led the recovery, supported by spread tightening and
improved risk sentiment. Financials were among the strongest
contributors within investment grade, benefiting from solid
fundamentals and attractive relative value. At the same time,
Treasury Inflation-Protected Securities (TIPS)—bonds specifically
designed to keep pace with inflation—outperformed standard
Treasuries, reflecting persistent inflation expectations and
sensitivity to energy-driven price pressures. While elevated yields
provide meaningful income, the long end of the curve continues to
reflect structural pressures tied to inflation uncertainty and Treasury

supply.

Our taxable strategies performed well in April, outperforming their
benchmarks. Performance was supported by targeted exposure to
TIPS, selective positioning in financial sector credit, and disciplined
duration management as long-term yields moved higher. In an
environment where broad market exposure has been less reliable,
these active positioning decisions were particularly important.

Price Cpn Total Returns (%) Dur Yield
US Fixed Income

(%) Rtn | (%) Rtn Mo. YTD +/- +/-

Agg. Bond (0.23) 0.34 0.11 0.07 5.86 4.61
US Treasury (0.36) 0.29 (0.07) (0.12) 5.782 4.21
US Agency (0.18) 0.33 0.15 0.38 3.40 4.25
Tax.Muni (0.62) 0.38 (0.24) 0.19 7.53 5.02
Agency MBS (0.79) 0.49 (0.30) (0.07) 8.49 5.61
Gov/Credit (0.30) [ 0.37 0.07 0.47 5.37 4.89
TIPs (0.20) 0.33 0.12 (0.08) 6.07 4.53
Corporate 0.06 0.40 0.45 (0.09) 6.77 5.14
AAA Corp (0.62) | 0.38 (0.24) 0.19 7.53 | 5.02
AA Corp (0.79) 0.49 (0.30) (0.07) 8.49 5.61
A Corp (0.30) 0.37 0.07 0.47 5.37 4.89
BBB Corp (0.20) 0.33 0.12 (0.08) 6.07 4.53

Tax-Exempt Markets

Municipal bond markets rebounded in April following March’s
weakness, supported by improving technical conditions and steady
investor demand. The Bloomberg Municipal Bond Index posted
positive returns, strongest in intermediate and longer maturities.

Higher-quality general obligation bonds and essential service
revenue sectors—such as utilities and transportation—performed
well, benefiting from improved risk sentiment and stable credit
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fundamentals. In contrast, shorter-duration bonds lagged as
elevated money market yields continued to attract capital away
from the near end of the curve. Certain higher-beta sectors,
including lower-rated healthcare and project finance issuers, saw
more muted performance as investors remained selective.

Investor demand remained concentrated in the 7-12-year segment
of the curve, where yields continue to offer an attractive balance of
income and manageable interest-rate sensitivity. The steepness of
the municipal yield curve also supported extending into longer
maturities to capture additional yield and roll-down benefits—the
price appreciation a bond experiences as it moves closer to maturity
over time.

Supply remained an important component of the backdrop, with
issuance staying elevated due to ongoing infrastructure needs and
sector-specific funding requirements. While this required consistent
market absorption, it also created more attractive entry points for
strategic security selection. Valuations remain compelling on a
taxable-equivalent basis—particularly for investors in higher tax
brackets—supported by low historical default rates and a stable,
long-term investor base.

Our tax-exempt strategies outperformed their benchmarks during
the month, supported by yield capture in intermediate maturities,
selective curve positioning, and disciplined security selection across
sectors and structures.

Price Cpn Total Returns (%) Dur Yield
Municipal Market

(%) Rtn | (%) Rtn Mo. YTD +/- +/-

Muni Agg 0.77 0.37 1.15 0.97 6.65 3.68
1Y (1-2) (0.29) | 0.37 0.41 0.97 1.26 2.26
3Y (2-4) (0.21) 0.36 0.62 1.40 2.32 2.34
5Y (4-6) 0.05 0.36 0.82 1.81 3.61 2.47
7Y (6-8) 0.29 0.35 1.02 2.11 4.76 2.66
10Y (8-12) 0.65 0.35 1.19 2.37 5.76 2.9
15Y (12-17) 1.16 0.35 1.35 2.66 7.09 3.37
30Y (22+) 1.43 0.39 1.67 2.18 11.31 4.42
AAA 0.81 0.36 1.30 2.21 6.94 3.14
AA 0.73 0.36 1.19 2.13 6.52 3.15
A 0.76 0.37 1.32 2.31 6.62 3.54
Gen. Oblig. 0.73 0.36 1.09 0.76 6.36 3.46
Revenue 0.80 0.38 1.18 1.05 6.79 3.77

Equity Markets

Equity markets staged a strong recovery in April, reversing March’s
losses and delivering broad-based gains across major indices. The
rally was driven by easing geopolitical tensions, declining volatility,
and better-than-expected corporate earnings. Growth-oriented
sectors led the way, particularly technology and Al-related
industries, which benefited from both improved sentiment and
strong results.

Market leadership remained concentrated in large-cap technology
and semiconductor companies, reflecting continued investment in
artificial intelligence infrastructure and a preference for businesses
with strong earnings visibility.

At the same time, elevated long-term interest rates continue to
present a potential headwind for valuations, reinforcing the
importance of monitoring the interaction between earnings growth
and the rate environment as the year progresses.

Precious Metals

April highlighted a meaningful divergence across alternative assets.
Precious metals declined during the month despite elevated
geopolitical risk and higher energy prices. Gold and silver weakened
alongside mining equities, reflecting the impact of higher real
interest rates and a relatively stable U.S. dollar. This dynamic
underscores a shift in market behavior—with precious metals
responding more directly to real yield movements than to
geopolitical uncertainty in isolation.

In contrast, digital assets—particularly Bitcoin—moved higher
during April, supported by improving risk sentiment and continued
institutional participation. However, digital assets remain sensitive
to liquidity conditions, and elevated Treasury yields continue to
provide a compelling alternative for investors seeking income.
Bitcoin’s behavior reinforces its role as a liquidity-sensitive asset
rather than a reliable hedge against macroeconomic instability.

Outlook

April demonstrated the market’s ability to recover quickly from
periods of stress, but it also reinforced the complexity of the current
environment. The 30-year Treasury yield approaching 5% is a
structural signal—reflecting a market increasingly focused on
inflation uncertainty and the growing supply of long-dated
government debt. Current conditions do not point to a clear
directional outcome. Slowing growth would typically support lower
yields, while persistent inflation and elevated Treasury supply
continue to exert upward pressure on the long end of the curve.
Upcoming auctions in longer-dated securities may further test
investor demand and contribute to continued rate volatility.

Our broader outlook is grounded in the view that the current
environment is being shaped by a supply-driven inflation dynamic—
where energy costs remain a primary driver—layered onto a slowing
but still resilient economic backdrop. The ultimate path of interest
rates will depend on how these forces evolve, particularly the
duration of energy-related inflation pressures and their impact on
growth.

In this environment, we believe it is prudent to avoid strong
directional rate calls and instead focus on maintaining flexibility.
Portfolio construction should emphasize income, diversification,
and selective positioning across sectors that can adapt to a range of
potential outcomes. As uncertainty remains elevated, the ability to
respond to changing conditions—rather than predict them—will
remain the most important driver of consistent, long-term
performance.

This publication reflects the views of Smith Affiliated Capital Corp. (“SAC”) as of the date noted and is for informational purposes only. Opinions are subject to change
without notice and should not be considered investment advice or a recommendation regarding any security or strategy. Information is obtained from sources believed
reliable but is not guaranteed. Past performance is not indicative of future results. Investors should consult their own advisors before making investment decisions. No
part of this publication may be reproduced or distributed without the express written consent of SAC. Sources: Bloomberg and other market data providers.
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