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Third Quarter 2023

Global Market and Economic Perspective

Global Economic Commentary

¢ Third-quarter economic conditions differed substantially across the world. In the US, real GDP growth
was strong, as consumers and government continued to spend. On the business side, investment
spending was also very good, but much of the gain came from additions to inventories. This is not likely
to be sustained in the final quarter of 2023. The housing market remained bifurcated, with robust new
home sales but very weak turnover of existing homes. Homeowners with low-rate mortgages are
reluctant to sell and move, taking on a new mortgage with a substantially higher interest rate.

+ Eurozone GDP was essentially flat in the third quarter, as decent growth in 2022 has weakened
throughout 2023. The region continues to suffer from the effects of elevated energy prices caused by
Russia’s ongoing war in Ukraine. In addition to its expensive energy, Germany has seen weak demand
from China, as that country’s economy remains soft due to the ongoing real estate troubles and a
pullback by foreign investors over a riskier political environment.

«+ Inflation in most countries has been on a downtrend, as central banks responded to 40-year high
inflation by aggressively raising interest rates. In the US, the consumer price index ticked up in the
third quarter. Core inflation, which is well above the Fed’s 2% target, remains problematic as both
housing and non-housing services prices show little sign of easing.
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Notes: Emerging market economic statistics are estimated by region using eight countries, which represent roughly 80% of the MSCI Emerging Market Equity Index.
Recent observations may be estimated where reporting lags make official data unavailable at the time of this report.

Stairway Partners is an SEC-registered Investment Advisor providing comprehensive investment advice and industry-leading portfolio management
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sophisticated investment capabilities and a steadfast commitment to the industry’s best practices have allowed us to serve as a valued advisor and trusted
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Global Market and Economic Perspective — Q3 2023

Global Equity and Currency Commentary

«» After the first six months of 2023 when equity returns in most markets were largely positive, the third
quarter produced losses. Higher interest rates led to an increase in investors’ discount rates and to profit
pressures as some companies had to borrow at much higher rates to replace maturing low-cost debt.

¢ Profit trends were flat to down in many markets. In the US, per share operating earnings in 2023 have
been coming in well below the high levels of 2022. Profits in emerging markets companies have also been
declining during the year. The picture was marginally better recently in the Eurozone, where earnings
exhibited a modest upward trend after many years of stagnation.

< A stronger US dollar hurt returns in non-US equities. In local currency terms, non-US market returns —
both developed and emerging — were better than returns in US equities, although they were still negative
by a small amount. Including the negative currency effects, US and non-US equities performed similarly.

+« Some of the dollar strength can be attributed to the more aggressive interest rate increases from the
Federal Reserve. Other central banks have been more cautious and refrained from hiking their rates as
high. The higher yields on US fixed income investments make them more attractive and tend to draw
capital inflows, which increases demand for dollars.

Global Equity Market Returns (MSCI)

Equity Market Returns (USS)

Returns (USS)

25%

9/30/2023 3Month  YTD 1Year 3Year
United States
USA (All Cap)| -3.3% 12.2% 20.1% 9.1% 20%

USA Growth | -3.5% 28.9% 29.6% 7.5%
USA Value | -2.8% -1.2% 11.9% 9.7%

15%

USA SC Growth | -6.0% 8.5% 14.8% 4.6% Returns (Local)
USA SCValue | -4.0% -1.1% 8.6% 14.0% [3Month  YTD 1Year 3Year
Foreign Developed 10%

World x-USA| -4.1% 6.7% 24.0% 6.1% -1.3% 9.9% 19.1% 10.7%
Europe | -5.0% 8.0% 28.8% 7.2% -2.1% 8.2% 19.5%  10.2%
FarEast | -2.4% 7.4% 22.0% 2.1% 0.3% 19.3% 24.9% 12.5%

Australia | -3.3% -0.4% 15.2% 8.3% -0.3% 4.7% 14.8%  12.1%
Canada | -4.0% 3.8% 11.5% 9.1% -2.0% 3.6% 9.7% 9.5% 0%
Emerging Markets
Emerging| -2.9% 1.8% 11.7%  -1.7% -1.4% 4.0% 10.9% 0.6% 5%
Asia -2.9% 1.0% 11.9% -3.5% -1.5% 3.8% 11.7% -0.9% 3 Month YTD 1 Year 3 Year
Latin America | -4.7% 129%  19.4%  151% | -1.7% 5.7% 8.3% 10.1%
EMEA | -1.8% -0.2% 5.6% -0.6% -0.8% 4.8% 8.1% 4.0%
Annualized if greater than one year

5%

W USA (AllCap) B World x-USA B Emerging

Foreign Exchange Rate History (Bloomberg)
Developed Currency Value Emerging Currency Value Changes
Changes
Current | Change (Foreign Currency versus $) 8
15%
9/30/2023 Level {3Month YTD 1Year 3Year 10% °
Developed 5% 10%
Euro (€) 1.06 -3.1% -1.2% 7.9% -3.4% 5%
British Pound (£)| 1.22 -4.0% 1.0% 9.2% -1.9% 0% 0%
Japanese Yen (¥)| 149 -3.4% -12.2%  -3.1%  -10.9% so
Canadian Dollar (C$)| 1.36 -2.5% -0.2% 1.9% -0.6% 0 -5%
Emerging -10% -10%
Chinese Renminbi (CNY)| 7.30 -0.6% -5.5% -2.5% -7.0% 15%
Korean Won (KRW)| 1348 | -2.2%  -65%  6.2%  -13.2% | | “15% T Memh v Lvear  3Year
Brazilian Real (BRL) 5.03 -4.9% 5.0% 7.6% 11.5% 3 Morth m 1Year 3 Year - - - -
CNY KRW BRL ZAR
South African Rand (ZAR)| 18.92 | -0.4% -10.0% -4.4%  -11.5% e Bc Bx Bes

Annualized if greater than one year
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US Fixed Income and Fed Commentary

¢ Bond yields rose sharply during the third quarter, with corresponding capital losses in bond prices.
This contrasted with the bond market in the first six months of the year, when intermediate and long-
term bond yields remained generally stable and fixed income returns were relatively good.

+¢ The Q3 rise in yields for the credit sectors was almost entirely the result of the increased Treasury
curve, as spreads were largely unchanged. Interestingly, credit spreads — even in high yield — were
stable despite negative returns in equities and the prospect of pressure on profits in upcoming quarters
as companies look to refinance low-rate debt at much higher interest rates.

< In July, the Federal Reserve’s monetary policy body (FOMC) raised the Fed funds rate another 25
basis points to a range of 5.25%-5.50%. However, at the second meeting of the quarter in September,
the FOMC decided to pause their rate hiking effort, leaving the policy range unchanged.

+ The market’s expectations of Fed policy have changed dramatically over the past year. The long-run
Fed funds rate implied by the market was just over 1% at the beginning of 2022, just before the
FOMC began raising rates in March of that year. Now that the Fed funds rate has been increased by
over 5%, the market expectation for the long-run rate has risen to nearly 4%. The Fed’s longer-term
forecast has remained 2.5% since the middle of 2019.

FOMC Fed Funds Rate Projections as of September 2023 Meeting
Current Dec-23 Dec-24 Dec-25 Dec-26 Long Run
Lower 5.33% 5.40% 4.60% 3.40% 2.50% 2.50%
Median 5.33% 5.60% 5.10% 3.90% 2.90% 2.50%
Upper 5.33% 5.60% 5.40% 4.90% 4.10% 3.30%
Market Implied Fed Funds Rate as of Oct 30, 2023
Current 6 Month 1Year 2Year 3Year 4Year 5Year
5.33% 5.51% 5.08% 4.18% 3.92% 3.87% 3.88%
Notes

Upper and lower bands show central tendency for FOMC projections.
Market implied Fed Funds rates are risk adjusted.

US Bond Yield and Spread History (Bloomberg)
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Change Through September 2023
1Year 3Year

Current
Level 3 Month YTD

US Treasury
Short| 4.94% 0.26% 0.62% 0.69% 4.77%

Intermediate|  4.62% 0.65% 0.70% 0.65% 4.16%
Long| 4.85% 0.88% 0.77% 0.86% 3.53%

US High Yield
Yield| 8.88% 0.38% -0.08% -0.80% 3.11%
Spread 3.95% 0.03% -0.73% -1.56% -1.26%

Tax-Exempt Muni.
Short| 3.66% 0.74% 0.97% 0.44% 3.38%

Intermediate| 3.85% 0.87% 0.86% 0.26% 3.00%
Long| 4.51% 0.86% 0.68% 0.17% 2.94%

US Bond Market Yield Changes
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This material is based upon information that we believe to be reliable, but no representation is being made that it is accurate or complete, and it should not be relied upon as such. This
material is based upon our assumptions, opinions and estimates as of the date the material was prepared. Changes to assumptions, opinions and estimates are subject to change without
notice. Past performance is not indicative of future results, and no representation is being made that any returns indicated will be achieved. This material has been prepared for
information purposes and does not constitute investment advice. This material does not take into account particular investment objectives or financial situations. Strategies and financial
instruments described in this material may not be suitable for all investors. Readers should not act upon the information without seeking professional advice. This material is not a
recommendation or an offer or solicitation for the purchase or sale of any security or other financial instrument.



