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Fourth Quarter 2023

Global Market and Economic Perspective

Global Economic Commentary

+ In the fourth quarter, US economic growth strengthened further from a moderate third-quarter rate
as a result of solid consumer spending and continued growth in government spending. The quickening
growth throughout 2023 stood in stark contrast to consensus expectations at the beginning of the year.
Most analysts and market participants expected the US to tip into recession in 2023, as growth had
slowed during 2022 and the Fed was continuing to hike interest rates. The strong economy kept
joblessness low, with the unemployment rate remaining fairly stable around 3.7% during the quarter.

+«» The US picture was nearly unique. Real GDP growth in both the Eurozone and UK economies was
barely positive in the fourth quarter. Germany experienced a minor contraction, which followed
essentially zero growth in the third quarter. The outlook in Germany, a main driver of the EU
economy, remained poor, with the Ifo survey of sentiment pointing toward further weakness. Much of
Europe continued to suffer from high energy costs and anemic export demand from China. This lack
of economic vigor in Europe and the UK did result in sharper declines in consumer price inflation than
in the US.

% Asin Europe, the last quarter of 2023 did not provide a respite for China’s economy. Factory activity,
as measured by the PMI (Purchasing Managers Index), declined for three straight months. In addition,
the authorities in Beijing failed to take strong action to stem the problems in the real estate sector.
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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.
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Global Equity and Currency Commentary

% The large-cap growth sector of the US equity market continued to produce outstanding returns in the
fourth quarter, adding to strong returns in the first three quarters of 2023. Some of this can be attributed
to the “Magnificent Seven” names — Alphabet (Google), Amazon, Apple, Meta, Microsoft, NVIDIA, and
Tesla — that benefitted from investor enthusiasm for artificial intelligence-related stocks. But, unlike
earlier in the year, stocks other than the Seven also contributed to market gains.

+ Given expectations of recession at the start of the year, unexpectedly strong economic growth in 2023
helped keep the earnings outlook positive.

¢ Interestingly, small cap value stocks also performed well during the quarter, after having gone essentially
nowhere for the first three quarters. The decline in interest rates during Q4 provided some relief to
value-oriented companies that tend to be more highly leveraged.

% Equity market returns outside the US — both in emerging and developed markets — mostly lagged the US
market’s performance. In local currencies, developed and emerging market indexes for the quarter
produced returns of 5%-6%. However, when translated into US dollars, foreign equity returns were
boosted by dollar weakness that resulted in gains of 8%-11% for US investors. The decline in the value of
the dollar reversed the impact of dollar strength that we saw in the first three quarters.

Global Equity Market Returns (MSCI)

Equity Market Returns (US$)

Returns (USS)

30%
12/31/2023 3Month  YTD 1Year 3Year
United States 25%
USA (All Cap)| 12.0%  25.6% 25.6%  8.3%
USA Growth | 13.6% 46.5% 46.5% 7.8% 20%
USA Value 9.6% 8.4% 8.4% 8.4%
USA SC Growth | 12.8% 22.4% 22.4% 0.7% Returns (Local) 15%

USASCValue | 14.7% 133%  13.3% 8.8% |[3Month YTD 1Year 3Year
Foreign Developed
World x-USA| 10.5%  17.9%  17.9% 4.4% 5.3% 15.8%  15.8% 8.7%
Europe | 11.1% 19.9% 19.9% 5.8% 5.6% 14.3% 14.3% 8.6%
FarEast | 7.6% 15.5% 15.5% -0.3% 2.2% 22.0%  22.0% 8.8%
Australia | 15.2% 14.8%  14.8% 6.0% 9.0% 14.1%  14.1% 10.4%
Canada | 11.2% 15.4% 15.4% 8.2% 8.5% 12.3% 12.3% 9.5%
Emerging Markets
Emerging| 7.9% 9.8% 9.8% -5.1% 5.6% 9.9% 9.9% -2.5% 10%
Asia [ 6.7% 7.8% 7.8% -6.9% 4.4% 8.4% 8.4% -4.3% 3 Month YTD 1 Year 3 Year
Latin America | 17.6% 32.7% 32.7% 9.9% 14.3% 20.8% 20.8% 7.2%
EMEA 8.4% 8.2% 8.2% -2.9% 6.8% 11.9% 11.9% 2.8%
Annualized if greater than one year
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Foreign Exchange Rate History (Bloomberg)

Developed Currency Value Emerging Currency Value Changes
- Changes

Current | Change (Foreign Currency versus $)
10% 10%

12/31/2023 Level i{3Month  YTD 1Year 3Year
Developed 5% 5%
Euro (€)[ 1.10 4.4% 3.1% 3.1%  -3.3% 0%
British Pound (£)| 1.27 4.4% 5.4% 5.4% -2.3% 0% %

-5
Japanese Yen (¥)| 141 5.9% -7.0% -7.0% -9.9% %

Canadian Dollar (C$)| 1.32 2.5% 2.3% 2.3% -1.3% -10%
Emerging -10% -15%

Chinese Renminbi (CNY)[ 7.10 2.8% -2.8% -2.8% -8.1%
Korean Won (KRW)[ 1291 4.4% -2.4% -2.4% -15.8%
3 Month YTD 1Year 3 Year

Brazilian Real (BRL)| 4.85 3.7% 8.9% 8.9% 7.0% 2 2 2 .
CNY KRW BRL ZAR
South African Rand (ZAR)| 1836 | 3.1%  -7.2%  -7.2%  -20.0% He me Hx HG

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

« After three quarters in which the Federal Reserve raised the policy Fed Funds interest rate, the Fed
paused in the fourth quarter and left the policy range unchanged at 5.25%-5.50% at both the
November and December meetings. The FOMC modified their message slightly toward a wait-and-see
attitude, stating that inflation “has eased...but remains elevated” relative to their 2% target.

+ The bond market responded dramatically to the change in stance, with investors suddenly assuming
that the Fed would be cutting interest rates in 2024 much earlier and by more than the Fed had
indicated. The yield on the 10-year Treasury, which had started the fourth quarter at 4.6% and
peaked in mid-October just slightly below 5.0%, plummeted to a low of around 3.8% in late
December. The 10-year finished the year slightly higher, at around 3.9%.

% Given strong economic growth and sharply falling interest rates in the fourth quarter, bond returns
were significantly positive. The magnitude of the price gains meant that returns in investment-grade
bonds for the full year were positive rather than close to zero or negative.

¢ In credit sectors, the decline in the underlying Treasury yield curve was augmented by narrowing of

credit spreads. The combination of a stronger equity market and easing of refinancing pressure led to
yields on investment grade and high yield corporate bonds falling even more sharply than Treasury

yields did.
FOMC Fed Funds Rate Projections as of December 2023 Meeting
Forward Fed Funds
Current Dec-23 Dec-24 Dec-25 Dec-26 Long Run 6%
Lower 5.33% 5.40% 4.40% 3.10% 2.50% 2.50%
Median 5.33% 5.40% 4.60% 3.60% 2.90% 2.50% o~
Upper 5.33% 5.40% 4.90% 3.90% 3.10% 3.00% 5% —
N ~ N =~ ~
" NN
Market Implied Fed Funds Rate as of Jan 02, 2024 4% — ~
Current  6Month 1Year 2Year 3Year 4Year 5Year ‘\\;‘ ~
5.33% 4.77% 4.00% 3.17% 2.94% 2.84% 2.81% \‘ ~
Notes Tr-s S
Upper and lower bands show central tendency for FOMC projections. 2%
Market implied Fed Funds rates are risk adjusted. 0 1 2 a 5
Years
—<o—Risk Adjusted Market Forwards —ea— Median FOMC Estimate
US Bond Yield and Spread History (Bloomberg) US Bond Market Yield Changes
Current Change Through December 2023 4.0%
Level 3 Month YTD 1Year 3Year
US Treasury 3.0%
Short| 4.14% -0.80% -0.18% -0.18% 3.95% 2.0%
Intermediate| 3.86% -0.76% -0.05% -0.05% 3.24%
long| 4.14% | -0.72%  0.06% 0.06% 2.63% 10%
US High Yield 0.0%
Yield 7.59% -1.29% -1.36% -1.36% 3.41% 1.0%
Spread 3.23% -0.72% -1.46% -1.46% -0.37%
Tax-Exempt Muni. -2.0%
Short] 2.50% -1.17% -0.20% -0.20% 2.22% 3 Month YTD 1Year 3 Year
Intermediate|  2.61% -1.24% -0.37% -0.37% 1.92% BsShortTsy MintTsy MLongTsy MHighYield M Short Muni BiIntMuni B Long Muni
Long| 3.35% -1.15% -0.47% -0.47% 2.06%
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