Economic & Market Commentary

The U.S. economy began 2024 on a strong note. Tere various indicators of business activity, labarkets,
sentiment, and inflation that had generally beeringpin a favorable direction.

However, several headwinds including rising consudedt and elevated interest rates are beginnimgeigh on this
economic growth.

While there is no longer any forecast of a recessid2024, it is expected that consumer spendiogvtir will slow
and for overall GDP growth to slow, possibly to and% over Q2 and Q3 2024.

Afterwards, inflation and interest rates shouldmalize, and quarterly annualized GDP growth shoubde toward
its potential of near 2% in 2025.

U.S. consumer spending held up remarkably welD22despite elevated inflation and higher interatsts, however,
this trend is already beginning to soften in ead4.

For instance, retails sales growth over the fisgt months of the year was weak.

Gains in real disposable personal income growttsaftening, pandemic savings are dwindling, andskbold debt
is increasing.

Unfortunately, consumers are spending more of tireome on servicing existing debt and subsequgntly
delinquencies are rising.

Additionally, the pay later part of those buy nq@ay later plans are growing and will weigh on fetspending as
the bills come due.

It is feared that the overall consumer spendingvtftowill gradually slow to a standstill in Q3 2024 households
struggle to find a new balance between income,, dalvings, and spending.

While labor market conditions are expected to softeer this period, they are not expected to detate.
As inflation and interest rates decrease, consumphould expand once again in late 2024.

Following a bounce in early 2023, business investnggowth slowed in the second half of 2023 asregerate
increases made financing more expensive.

This trend will intensify in the first half of 202 the Fed resists calls to cut interest ratedjkady until June 2024
or later.

Residential investment, which had been contractinge 2021, began to grow again in the third quate2023.
Persistent demand for homes and a supply shortagehe driver.

Looking ahead, residential investment growth isexgected to sustainably improve until interestsdiegin to fall.

Government spending was a positive contributorrowgh in 2023 due to federal non-defense spendasga@ated
with infrastructure investment legislation passe@021 and 2022.
However, growth is likely to slow in 2024 and 20&binfrastructure spending stabilizes.

Furthermore, political volatility surrounding fidgaolicy, debt, and outlays could impact governnmsgregnding over
the next few years.

Labor market tightness has been remarkably pensistesr the last year and is expected to contirvge the coming
quarters and is not expected to collapse eveneasdbnomy slows.

The tightness largely reflects a shrinking labacéoas Baby Boomers retire. Accordingly, businessesot likely
to lay off workers.

The battle of inflation is expected to experienostinued progress over the coming quarters, bugtvél be bumps.
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And the big question of the day is when will thel€eal Reserve begin cutting interest rates?

That's the question that has dogged markets fgpakefew months.



Expectations about the timing and magnitude ofr@gerate cuts have changed dramatically.

Earlier this year, the federal funds futures matiad priced in as many as six 25-basis-point (0)289ts to the
federal funds target rate.

Now that number is down to three, implying a yead-é&deral funds rate of 4.75%.
Some economists are even suggesting that the Fe'tllawer interest rates this year at all, duen® dtrength of the
economy and the risk that inflation will remain toigh.

One reason for the volatility in expectations iattthe Fed has pushed back on the prospect fquich pace of rate
cuts.

Rather, it has indicated that it is "data depentevatching every data point to assess the nextyaiove.

That leaves investors to react to every econongiic@tor and extrapolate the results into the fytareating a bumpy
road for markets.

We still see room for the Federal Reserve to cuhbge-quarters of a point this year, but if iriflatcontinues to
become stronger than expected, the Fed might pieetexep the rate elevated and cut less than eeghect



