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Market Review

Markets Start 2023 Off With a Bang January 2023

Filter out the noise and stay the course.

Key Observations

« Broad asset classes rose higher off 2022 lows on cooling pricing pressures and the possibility of a
Fed pause

« Equities abroad outperformed amid a declining U.S. dollar and higher than expected growth

e The U.S. debt ceiling has sparked conversation, howeuver the need for a resolution will likely abate

an insolvency crisis

Market Recap

Broad asset classes kicked off the new year higher after a
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. X . . Source: Morningstar Direct. As of January 31, 2023.
rates, with retail sales and producer pricing showing

signs of slowing in the U.S. economy. While these appear to be signs the Fed’s fight against inflation may be

working, investors continue to weigh the economic cost and viability of a “soft landing” scenario.

Fixed income markets saw a bright start to the year after a muted December, with the 10-year U.S. Treasury yield
dropping 35 basis points (bps) as investor demand increased largely on more attractive yields.2 The yield curve
remained inverted with the 10-year Treasury 68 bps below the two year.2 Lower quality, high yield bonds

outperformed investment grade as sentiment turned positive.

2 Morningstar: NASDAQ 100 as of January 31, 2023.
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The S&P 500 returned 6.3% with domestic winners coming from small caps (+9.7%) and growth-oriented
securities (+8.4%3). Higher interest rates in 2022 had a material influence on high-growth businesses like the
technology sector which lagged many other parts of the market. A more moderate Fed helped fuel their bounce
back and the technology-heavy NASDAQ marked its best start to the year since 2001, up 10.7%.2 Non-U.S. equities
rose in the month and widely outpaced their domestic counterparts with tailwinds from a declining U.S. dollar,
higher than expected growth in Europe and positive sentiment around China easing restrictions on zero-COVID

policies.

The Debt Ceiling Distraction

Historically this budgeting statute has been more procedural than material. However, recent rising debt-to-GDP
levels and partisan politics turned procedure into brinksmanship; and similar standoffs in 2011 and 2013 resulted
in market volatility. In all, we believe manufactured crises like these are more noise than signal when it comes to a

sound investment strategy.

Outlook

Fresh off our 2023 Outlook, we believe elevated volatility, moderating inflation and markets finding a bottom
following the 2022 route will be key factors to portfolios in 2023. Headline CPI data in December gave us a fresh
look into moderating inflation. While year-over-year inflation grew at 6.5%, annualized inflation over the last six
months was just 0.34%, providing optimism for a soft landing and the Fed moderating their hawkish stance.4 It is
perhaps too early to claim victory on price stability, however, these are steps in the right direction. As for what
inflation and higher rates are doing to company earnings, those impacts are just coming to the surface with the
majority of fourth quarter 2022 earnings data being released in February. The barrage of layoff headlines in
sectors most impacted in the recent pullback may be an early signal of what is to come from the final quarter of
2022. This incremental information continues to support our positioning of building greater resiliency in

portfolios while positioning for upside potential.

3 Morningstar: Russell 3000 Growth as of January 31, 2023.
4 Bureau of Labor Statistics as of December 31, 2023.
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Comparisons to any indices referenced herein are for illustrative purposes only and are not meant to imply that actual returns or
volatility will be similar to the indices. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and
all distributions and do not reflect our fees or expenses.

e  The S&P 500 is a capitalization-weighted index designed to measure performance of the broad domestic economy through
changes in the aggregate market value of 500 stocks representing all major industries.

e Russell 2000 consists of the 2,000 smallest U.S. companies in the Russell 3000 index.

e  MSCI EAFE is an equity index which captures large and mid-cap representation across Developed Markets countries around
the world, excluding the U.S. and Canada. The index covers approximately 85% of the free float-adjusted market
capitalization in each country.

e  MSCI Emerging Markets captures large and mid-cap representation across Emerging Markets countries. The index covers
approximately 85% of the free-float adjusted market capitalization in each country.

e  Bloomberg U.S. Aggregate Index covers the U.S. investment grade fixed rate bond market, with index components for
government and corporate securities, mortgage pass-through securities, and asset-backed securities.

e  Bloomberg U.S. Corporate High Yield Index covers the universe of fixed rate, non-investment grade debt. Eurobonds
and debt issues from countries designated as emerging markets (sovereign rating of Baai/BBB+/BBB+ and below using the
middle of Moody’s, S&P, and Fitch) are excluded, but Canadian and global bonds (SEC registered) of issuers in non-EMG
countries are included.

e  FTSE NAREIT Equity REITs Index contains all Equity REITs not designed as Timber REITs or Infrastructure REITS.

e Bloomberg Commodity Index is calculated on an excess return basis and reflects commodity futures price movements.
The index rebalances annually weighted 2/3 by trading volume and 1/3 by world production and weight-caps are applied at
the commodity, sector and group level for diversification.
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