Economic & Market Commentary

Economic pain is likely to return in 2024, but tdaesn't mean stocks will struggle all year, esgcif there is a
continuation of the "rolling recessions" that hdneen characteristic of the recent economy.

In essence, several key segments of the economrilyding housing, manufacturing, and many consunmiented
areas, have experienced recession-level weaknéds, ather segments, such as services, have nattieéo the
same degree.

Looking ahead to 2024, the best-case scenarichtoetonomy is for those rolling recessions to manpd more
durable rolling recoveries.

It's possible that recent cracks in formerly stad@dgments will lead to recession-level weaknegsgsefully offset
by potential stability and/or recovery in segmehtt already have taken their hits.

However, recession risk is still a distinct podgipivia a formal declaration by the National Buneaf Economic
Research, the official U.S. recession arbiter sthedate 1970s.

Federal Reserve monetary policy remains a wild &ar@2024, as it was in 2023, although Fed Chaoe Powell's
comments after the December policy meeting sugdehkterate-hiking cycle is over and now investoeslaoking
toward when the Fed will begin to cut the fedeuaids rate.

The Federal Reserve unanimously kept the fedenalsfuate unchanged at its latest meeting.

While the decision to hold the fed funds rate syeads in line with expectations, the accompanyitagesnent and
projections point to a shift toward easing in 2024.

Additionally, Fed Chair Jerome Powell's commentsiis press conference confirmed that most membieteeo
committee believe that the hiking cycle is over #imey discussed the path to lower rates. Inflatieimg the key to
the policy pivot.

Encouraged by declining inflation, the Federal Rese Open Market Committee (FOMC) signaled thatemrate
hikes are unlikely in this cycle and that therelddae 75 basis points in rate cuts in 2024.

The statement that accompanied the Fed's decisiticaied that "growth of economic activity has stovsince the
third quarter" and "inflation has eased over thet paar.”

In the accompanying Summary of Economic Projecti@P), the median estimate of Fed officials sutgghsee
rate cuts of 25 basis points each in 2024, bringfiregfed funds rate to 4.6% compared to an estiofel% as
recently as last September.

The Fed's quarterly economic projections suggestiriieg inflation. Source: Federal Reserve Board, as of
12/13/2023.

The Fed appears on track to "normalizing" interats from a tightening stance to a more neutazicgt.

At neutral, the Fed hopes to have rates at a mm@istent with slowing growth and inflation at 296ogress appears
to be encouraging the Fed to begin rate cuts soaiker than laterSource: Bloomberg, monthly data as of
10/31/2023.

The prospect of lower short-term interest ratgsomtive for the economic outlook and financial keds. However,
the Fed does plan to continue to reduce the sits dfalance sheet by allowing bonds it holds tdumgawithout
reinvesting the principal.

Along the lines of the warning, "be careful whatiywish for," it may be that if the Fed is cuttireges by mid-2024,
it's because of further deterioration in the ecopospecifically the labor market.

The Fed operates under a dual mandate to promttestadle prices and maximum sustainable employment

One of our key expectations for 2024 is that thd ®él begin to shift its focus from the inflatioside to the
employment side of that dual mandate.

The unemployment rate has started to move higlogr ,approaching 4%, having bottomed out at 3.4%anlye2023.



Keep in mind that a high unemployment rate dodwirig on a recession, it's recession that ultingat@luses the
unemployment rate to jump.

The leading market theme in 2023, and likely hegudtito 2024, has been the dominance of the "Maggnifi 7" group
of mega-cap stocks: Alphabet, Amazon, Apple, MBtiarosoft, NVIDIA, and Tesla.

These giants pushed market-cap-weighted indexegHik S&P 500® higher during 2023, but keep in niivat that
they also contributed to the bear market plung20oa?.

This highlights an important aspect of the megaiuapfliers worth noting for the future. They aretimmune to
the business cycle and can also be a drag on cighted indexes.

That, in turn, emphasizes the importance of difieegion when it comes to the mega caps and theofeabe market.
It might sound odd when they're leading the chabgéjt comes in handy when they're falling behind.

There will be a shift towards artificial intelligea (Al). Al has both captured investors' hearts amdds and
contributed to the outperformance of both the Magait 7 and technology stocks more broadly.

It is believed that in 2024 there will be less abthe creators of Al versus the adopters acrossspleetrum of
industries and sectors as companies increasinglysftheir capital spending on productivity-enhagéivestments.

Key to the shape of the market landscape in 20Béuwsthe economy reacts to the lagged effectgybtér monetary
policy and accepting a long-term shift away frorw liaterest rates.

There will be a focus in 2024 for quality companigth strong free cash flow, lots of cash on thiabee sheet, high
interest coverage, and healthy real revenue graagtidebt servicing costs will likely grow in impamtce.

The case for lower interest rates in 2024 is sttdgward, but the path is likely to be rocky.

Bond yields are expected to decline in line witlirfg inflation and slower economic growth, but en@inty about
the Fed's policy moves will likely be a source ofatility.

In 2023, 10-year Treasury yields have covered & nagge, from as low as 3.25% in April, in the wakéhe banking
crisis, to as high as 5.02% in October, on sumpgigi strong third-quarter economic growth.

In simple terms, Treasury yields, which move inegrgo prices, tend to rise when the economy apétabe
strengthening and tend to fall when economic graappears to be slowing.

Short and long-term yields likely have peaked for tycle and will continue to fall assuming inftatideclines in
2024.

It appears that much of the inflation driven by @ypshortages early in this cycle has been cordediat the full
impact of the tightening in monetary policy by nragentral banks is still working its way througle thiobal economy.
Slower growth and less inflation pressure shoulthieeresult.

There will be lower yields and price volatility alg the way, as markets continue to try to antiepstifts in Fed
policy.

In 2024, global markets are likely be begin a sivalU-shaped recovery rather than the V-shape setheilast two
global recessions of 2008-09 and 2020.

Global economic and earnings growth may be sluggismuch of next year which would mean that stpdkes are
more determined by valuations than earnings.

International stock valuations are already bracedah interesting 2024, with investor sentimenwsys in Europe
not far from decade lows and the price-to-earniagi® for the (Morgan Stanley Capital Internatioaad Europe,
Australasia, and Far East Index) MSCI EAFE 15% Wwate 10-year average.

As the global economy transitions to a new cyclatkats are experiencing new leadership.
In 2023, the average international stock outpabedverage U.S. stock through late November.

The MSCI EAFE Equal Weight Index (where each siadke index gets an equal weighting, as opposadtarket-
capitalization-weight index), has outperformed $&P 500 Equal Weight Index by nearly 5% in 2023]iad to the



15% of outperformance since the bear market end€&tiober 2022.

The reason many investors haven't noticed the dotpeance of international stocks is that the sexnmya-cap
stocks (the Magnificent 7 mentioned above), whiakenup about 30% of the cap-weighted S&P 500, pesvented
the S&P 500 index from underperformance in 2@8firce; Schwab Center for Financial Research. Commentary

asof 12/31/2023.



