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Stocks seemed to run out of gas in the third quarter. The
S&P 500° Index and Russell 2000° Index lost 3.3% and
5.1%, respectively. Most of the losses were concentrated in U.S. Large Caps -3.3 13.1
September, which historically is the worst month of the year
for stocks. It wasn’t surprising to see equity markets stall a
bit, especially after a surprising first half rally. Even large cap U.S. Small Caps -5.1 2.5
technology stalwarts cooled off as the artificial intelligence

U.S. Mid Caps -4.7 3.9

(Al) craze seemed to fade. Year-to-date, the S&P and Russell lnEeEiea) Revelopes ekets ] 7]
finished the period up 13.1% and 2.5%, respectively. Emerging Markets 29 1.8
We think there are a few reasons most stocks have recently Intermediate Term Bonds -0.8 0.7

lost ground. For starters, we’ve begun to see some signs of
consumer stress. Consumers comprise about two-thirds of
all economic activity. Recent commentary from numerous retailers suggests consumer spending is a little softer.
Goldman Sachs recently noted that credit card losses are rising at their fastest pace since the 2008 financial crisis.
This clearly indicates the average consumer’s ability to spend and take on extra debt may be more restrained. The
pandemic bounce back appears to have run its course, the government moratorium on student loan payments has
ended, and inflation still lurks with the cost of everything from olive oil to car insurance moving higher. Of note,
CNBC recently highlighted a recent Fed study showing that 80% of Americans have less cash on hand than they
did at the start of the pandemic. The positive offset is that unemployment remains very low and the consumer still
appears quite healthy in absolute terms.

Source: Morningstar Direct. Please see index for definitions.

The next issue is the Federal Reserve. Inflation has receded from the extremes of last year, but remains stubbornly
high. Major inputs such as oil prices and wages are pushing higher. With inflation still high and economic growth
still decent, the Fed sees no need to back away from tighter monetary policy and has embraced a “higher for
longer” approach to interest rates. At its September meeting, the Fed held its benchmark interest rate at 5.25%-
5.5%, which is the highest level in 22 years. Policymakers also indicated one more rate hike would be coming
before year-end and talked down the likelihood of rate cuts next year. Another increase would make a total of

12 rate hikes since policy tightening began in early 2022 and would be the fastest pace of tightening on record.
Higher rates can have a dampening effect on borrowing, economic activity and asset values. They also increase
the allure of bonds and other fixed income instruments, thereby creating stiffer competition for stocks.

Having described a somewhat cautionary narrative, we also note a large swath of stocks are already trading well
off their highs and look attractive. Indeed, the performance of the S&P 500, which year-to-date has largely been
driven by a handful of stocks, does not reflect the performance of the average stock. Interestingly, the equal-
weighted S&P 500 index, which adjusts for the outsized contribution of the large tech companies that have led
the market, is now up only 1.9% year-to-date. Many names have actually been hitting new 52-week lows. For the
trading week that ended September 22, 120 stocks on the New York Stock Exchange hit new 52-week highs while
303 hit new lows, while NASDAQ had 161 new highs compared to 750 new lows. Not surprisingly, shares of income-
oriented stocks (e.g. REITs and utilities) that are especially sensitive to higher interest rates have been particularly
vulnerable. The same goes for shares of businesses that are more economically sensitive or consumer exposed.
This tells us equity markets partially reflect the aforementioned interest rate and consumer headwinds.

We recognize the headwinds facing markets, but have continued to find a number of deals for our strategies. In
many of these cases, recent price pullbacks have created alluring risk/reward profiles. With the S&P trading at
18x forward earnings estimates, we wouldn’t classify the overall market as being a great deal in the context of
the current interest rate environment. This is especially true if higher wages and financing costs eat into those
earnings estimates. However, we think we can earn reasonable returns by identifying solid franchises trading for
valuations that already discount some duress (the equal-weighted S&P trades closer to 14x earnings). We also
note that, while “higher for longer” is the mantra du jour, the worst of Fed tightening may be behind us. Fresh
signs of “peak Fed” could once again breathe life into stocks. Finally, we note sentiment indicators currently sound
a bearish tone. The CNN “Fear & Greed Index” currently stands at 25 out of 100, putting it in the “fear” zone. As
we’ve seen before, widespread negativity can sometimes reverse and lead to market gains. Enjoy the rest of the
year and we look forward to reporting back to you soon.
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Fixed Income Market Update Q3 ‘23

The third quarter presented opportunities and challenges
as yields drifted higher while credit markets felt fragile.

Macroeconomic drivers continued to dictate market behavior U.S. Govt/Credit -3.00 -0.85 -13.58
with investors acutely focused on economic data and monetary
policy. The Federal Reserve raised its target interest rate range U.S. Govt/Credit Interm -0.83 0.65 -8.23

a well telegraphed 25 basis points to 5.25% - 5.5% in July and

paused in September. The updated quarterly Summary of High Yield Corporate 0.46 5.86  -T.19
Economic Projections (SEP), a|§o known as the dot.plots, for Municipal 1-10Y Blend 1-12Yr 223 081 -484
September illustrated a Fed bias towards economic growth

with moderating inflation. During the final week of the quarter, U.S. Govt/Credit 1-5 Yr 0.21 140 -5.50
mixed messages emerged from the central bank spanning

from hawkish to dovish outlooks that fueled rate volatility. U.S. Govt/Credit 1-3 Yr 0.73 1.87 -3.69
Idiosyncratic and sector level opportunity were subdued in the

third quarter with range bound corporate spread movement. Source: Morningstar Direct. Please see last page for index definitions.

Looking ahead, labor market strength and elevated commodity prices underpin the likelihood for persistent inflation above
the Fed’s 2% target. The impact of higher for longer interest rates on individual and corporate balance sheets does not happen
immediately, but with a lag that impacts aggregate economic growth. At the same time, consumer savings remain a concern
as borrowing will likely play a more important role in spending trends. The resumption of student loan payments in October
also will draw disposable income out of the economy. Countering these concerns is the reality of higher interest rates, which
bode well for returns and performance in many parts of the fixed income arena.
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Important Disclosures

Any opinions expressed here are statements of judgment on this date and are subject to future change without notice. This information may contain forward looking
predictions that are subject to certain risks and uncertainties which could cause actual results to differ materially from those currently anticipated or projected. The information
contained herein has been compiled from sources believed to be reliable; however, there is no guarantee of its accuracy or completeness. There is no guarantee that a
company will continue to pay a dividend. The investment return and principal value of an investment will fluctuate. Small and mid cap company stocks may be more volatile
than stocks of larger, more established companies. The portfolios may invest in foreign securities which are subject to additional risks such as currency fluctuations, political
instability, differing financial standards and the potential for illiquid markets. The information provided in this letter should not be considered a recommendation to purchase
or sell any particular security. U.S. Government securities are guaranteed as to timely payment of principal and interest only. Bonds are subject to market and interest risk;
values are expected to decline as interest rates rise. Bonds may not be suitable for all investors and you should consider specific risks such as credit risk, default risk and
volatility prior to investing.

Performance shown is historical and is no guarantee of future results. Investing in securities carries risk including the possible loss of principal.

Data as of 09/30/2023 ©2023 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may
not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or
losses arising from any use of this information.

The BLOOMBERG PROFESSIONAL service, BLOOMBERG Data, and BLOOMBERG Order Management Systems (the ‘Services’) are owned and distributed locally
by Bloomberg Finance L.P. (‘BFLP’) and its subsidiaries in all jurisdictions other than Argentina, Bermuda, China, India, Japan, Korea (the “BLP Countries”). BFLP is a
wholly-owned subsidiary of Bloomberg L.P. (“BLP”). BLP provides BFLP with global marketing and operational support and service for the Services and distributes the
Services either directly or through a non-BFLP subsidiary in the BLP Countries. The Services include electronic trading and order-routing services, which are available
only to sophisticated institutional investors and only where the necessary legal clearances have been obtained. BFLP, BLP and their affiliates do not provide investment
advice or guarantee the accuracy of prices or information in the Services. Nothing on the Services shall constitute an offering of financial instruments by BFLP, BLP or their
affiliates. BLOOMBERG, BLOOMBERG PROFESSIONAL, BLOOMBERG MARKET, BLOOMBERG NEWS, BLOOMBERG ANYWHERE, BLOOMBERG TRADEBOOK,
BLOOMBERG BONDTRADER, BLOOMBERG TELEVISION, BLOOMBERG RADIO, BLOOMBERG PRESS AND BLOOMBERG.COM are trademarks and service marks
of BFLP, a Delaware limited partnership, or its subsidiares.

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s licensors own all
proprietary rights in the Bloomberg Indices. Bloomberg does not approve or endorse this material or guarantee the accuracy or completeness of any information herein, nor
does Bloomberg make any warranty, express or implied, as to the results to be obtained therefrom, and, to the maximum extent allowed by law, Bloomberg shall not have
any liability or responsibility for injury or damages arising in connection therewith.

Index Definitions: U.S. Large Caps represented by the S&P 500 Total Return Index. U.S. Mid Caps represented by the Russell Midcap® Index. U.S. Small Caps
represented by the Russell 2000 Index. International Developed Markets represented by the MSCI EAFE Index. Emerging Markets represented by the MSCI EM Index.
Intermediate Term Bonds represented by the Bloomberg Intermediate Government/Credit Index.

The S&P 500 Index is comprised of 500 U.S. stocks and is an indicator of the performance of the overall U.S. stock market. Standard & Poor’s Financial Services LLC, a
division of S&P Global, is the source and owner of the registered trademarks related to the S&P 500 Index. The Russell 2000° Index measures the performance of the
2000 smallest companies in the Russell 3000® Index, representing approximately 8% of the total market capitalization of the Russell 3000. The Russell 1000° Value Index
measures the performance of the Russell 1000 companies with lower price-to-book ratios and lower forecasted growth values. The Russell 1000® Growth Index measures
the performance of the Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. The Russell Midcap® Index measures the performance
of the 800 smallest companies in the Russell 1000, which represent approximately 25% of the total market capitalization of the Russell 1000. London Stock Exchange Group
PLC and its group undertakings (collectively, the “LSE Group”). © LSE Group 2023. FTSE Russell is a trading name of certain LSE Group companies. “Russell®” is a trade
mark of the relevant LSE Group companies and is used by any other LSE Group company under license. All rights in the FTSE Russell indexes or data vest in relevant LSE
Group company which owns the index or the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes or data and no party may
rely on any indexes or data contained in this communication. No further distribution of data from LSE Group is permitted without the relevant LSE Group company’s express
written consent. The LSE Group does not promote/sponsor/endorse the content of this communication. The Morgan Stanley Capital International Europe, Australia and
Far East (MSCI EAFE) Index is an unmanaged index composed of the stocks of approximately 1,000 companies traded on 20 stock exchanges from around the world,
excluding the U.S., Canada, and Latin America. The Morgan Stanley Capital International Emerging Markets (MSCI EM) Index is a capitalization-weighted index of
stocks from 26 emerging markets that only includes issues that may be traded by foreign investors. The reported returns reflect equities priced in US dollars and do not
include the effects of reinvested dividends. The Bloomberg U.S. Corporate High Yield Index measures the U.S. dollar-denominated, high yield, fixed-rate corporate bond
market. Securities are classified as high yield if the middle rating of Moody’s, Fitch and S&P is Ba1/BB+/BB+ or below. The Bloomberg Intermediate Government/Credit
Index is an unmanaged index composed of debt securities with maturities from one to ten years issued or guaranteed by the U.S. Treasury, U.S. Government agencies,
quasi-federal corporations and fixed rate dollar denominated SEC-registered corporate debt that are rated investment grade or higher by Moody’s Investors Service and
Standard and Poor’s Corporation or Fitch Investor’s Service, in that order. The Bloomberg Municipal Index covers the U.S. dollar-denominated long-term tax exempt bond
market. The Bloomberg U.S. Government/Credit Bond Index measures the non-securitized component of the U.S. Aggregate Index. It includes investment grade, U.S.
dollar-denominated, fixed-rate Treasuries, government-related and corporate securities. The Bloomberg U.S. 1-3 Year Government/Credit Index includes all medium and
larger issues of U.S. government, investment-grade corporate, and investment-grade international dollar-denominated bonds that have maturities of between 1 and 3 years
and are publicly issued. The Bloomberg U.S. 1-5 Year Government/Credit Index measures the performance of U.S. dollar-denominated U.S. Treasury bonds, government
related bonds (i.e., U.S. and non-U.S. agencies, sovereign, quasi-sovereign, supranational and local authority debt) and investment grade U.S. corporate bonds that have
a remaining maturity of greater than or equal to one year and less than five years. The Bloomberg Intermediate Corporate Index The Index measures the investment
grade, fixed-rate, taxable corporate bond market. It includes USD denominated securities publicly issued by US and non-US industrial, utility and financial issuers. For a
portfolio of bonds, average effective maturity is the weighted average of the maturities of the underlying bonds. The Bloomberg Intermediate US Govt/Credit Index is a
broad-based flagship benchmark that measures the non-securitized component of the US Aggregate Index with less than 10 years to maturity.

The ICE BofA US High Grade Corporate Master Index tracks the performance of US dollar denominated investment grade corporate debt publicly issued in the US
domestic market. The ICE BofA US High Yield Master Il Index is an unmanaged index comprised of over 1,200 high yield bonds representative of high yield bond markets
as a whole. All information provided by ICE is owned by or licensed to ICE. ICE retains exclusive ownership of the ICE Indices, including the ICE BofAML Indexes, and the
analytics used to create this analysis ICE may in its absolute discretion and without prior notice revise or terminate the ICE information, Indices and analytics at any time. The
Bloomberg Municipal 1-10 Year Blend 1-12 Year Index measures the performance of short and intermediate components of the Municipal Bond Index — an unmanaged,
market value-weighted index which covers the U.S. investment grade, tax-exempt bond market. A Treasury Index is an index based on recent auctions of U.S. Treasury bills
and is commonly used as a benchmark when determining interest rates, such as mortgage rates. A High Grade Corporate Bond is believed to have a lower risk of default
and receive higher ratings by the credit rating agencies. A Leveraged Loan is a type of loan that is extended to companies or individuals that already have considerable
amounts of debt or poor credit history. A Municipal Bond, commonly known as a muni, is a bond issued by state or local governments, or entities they create such as
authorities and special districts. A Convertible Security is a security—usually a bond or a preferred stock—that can be converted into a different security—typically shares
of the company’s common stock. A Preferred Stock is a class of stock that is granted certain rights that differ from common stock. A Mortgage Master is an investment
similar to a bond that consists of a bundle of home loans bought from the banks that issued them.

A security’s credit rating is the grade a rating agency assigns to indicate the risk of default and, in some cases, takes into consideration the potential loss to investors in the
event of default. Further information and a more extensive discussion on credit ratings can be found at www.sec.gov/ocr. Users are cautioned that rating agencies may
assign different meanings to similar terms.

An index is not available for direct investment; therefore its performance does not reflect the expenses, fees and taxes generally paid with the active management of an
actual portfolio.
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