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Stocks seemed to run out of gas in the third quarter. The
S&P 500° Index and Russell 2000° Index lost 3.3% and
5.1%, respectively. Most of the losses were concentrated
in September, which historically is the worst month of
the year for stocks. It wasn’t surprising to see equity
markets stall a bit, especially after a surprising first half . ] ,
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We think there are a few reasons most stocks have recently lost ground. For starters, we’ve begun to see some
signs of consumer stress. Consumers comprise about two-thirds of all economic activity. Recent commentary
from numerous retailers suggests consumer spending is a little softer. Goldman Sachs recently noted that credit
card losses are rising at their fastest pace since the 2008 financial crisis. This clearly indicates the average
consumer’s ability to spend and take on extra debt may be more restrained. The pandemic bounce back
appears to have run its course, the government moratorium on student loan payments has ended, and inflation
still lurks with the cost of everything from olive oil to car insurance moving higher. Of note, CNBC recently
highlighted a recent Fed study showing that 80% of Americans have less cash on hand than they did at the start
of the pandemic. The positive offset is that unemployment remains very low and the consumer still appears
quite healthy in absolute terms.

The next issue is the Federal Reserve. Inflation has receded from the extremes of last year, but remains
stubbornly high. Major inputs such as oil prices and wages are pushing higher. With inflation still high

and economic growth still decent, the Fed sees no need to back away from tighter monetary policy and

has embraced a “higher for longer” approach to interest rates. At its September meeting, the Fed held its
benchmark interest rate at 5.25%-5.5%, which is the highest level in 22 years. Policymakers also indicated one
more rate hike would be coming before year-end and talked down the likelihood of rate cuts next year. Another
increase would make a total of 12 rate hikes since policy tightening began in early 2022 and would be the
fastest pace of tightening on record. Higher rates can have a dampening effect on borrowing, economic activity
and asset values. They also increase the allure of bonds and other fixed income instruments, thereby creating
stiffer competition for stocks.

Having described a somewhat cautionary narrative, we also note a large swath of stocks are already trading well
off their highs and look attractive. Indeed, the performance of the S&P 500, which year-to-date has largely been
driven by a handful of stocks, does not reflect the performance of the average stock. Interestingly, the equal-
weighted S&P 500 index, which adjusts for the outsized contribution of the large tech companies that have led
the market, is now up only 1.9% year-to-date. Many names have actually been hitting new 52-week lows. For

the trading week that ended September 22, 120 stocks on the New York Stock Exchange hit new 52-week highs
while 303 hit new lows, while NASDAQ had 161 new highs compared to 750 new lows. Not surprisingly, shares

of income-oriented stocks (e.g. REITs and utilities) that are especially sensitive to higher interest rates have
been particularly vulnerable. The same goes for shares of businesses that are more economically sensitive or
consumer exposed. This tells us equity markets partially reflect the aforementioned interest rate and consumer
headwinds.

We recognize the headwinds facing markets, but have continued to find a number of deals for our strategies. In
many of these cases, recent price pullbacks have created alluring risk/reward profiles. With the S&P trading at
18x forward earnings estimates, we wouldn’t classify the overall market as being a great deal in the context of
the current interest rate environment. This is especially true if higher wages and financing costs eat into those
earnings estimates. However, we think we can earn reasonable returns by identifying solid franchises trading for
valuations that already discount some duress (the equal-weighted S&P trades closer to 14x earnings). We also
note that, while “higher for longer” is the mantra du jour, the worst of Fed tightening may be behind us. Fresh
signs of “peak Fed” could once again breathe life into stocks. Finally, we note sentiment indicators currently
sound a bearish tone. The CNN “Fear & Greed Index” currently stands at 25 out of 100, putting it in the “fear”
zone. As we’ve seen before, widespread negativity can sometimes reverse and lead to market gains. Enjoy the
rest of the year and we look forward to reporting back to you soon.
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Important Disclosures:

Any opinions expressed here are statements of judgment on this date and are subject to future change without notice. This information may contain forward
looking predictions that are subject to certain risks and uncertainties which could cause actual results to differ materially from those currently anticipated

or projected. The information contained herein has been compiled from sources believed to be reliable; however, there is no guarantee of its accuracy

or completeness. There is no guarantee that a company will continue to pay a dividend. The investment return and principal value of an investment will
fluctuate. Small and mid cap company stocks may be more volatile than stocks of larger, more established companies. The portfolios may invest in foreign
securities which are subject to additional risks such as currency fluctuations, political instability, differing financial standards and the potential for illiquid
markets. The information provided in this letter should not be considered a recommendation to purchase or sell any particular security. Performance shown
is historical and is no guarantee of future results. Investing in securities carries risk including the possible loss of principal.

Data as of 09/30/2023 ©2023 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content
providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are
responsible for any damages or losses arising from any use of this information.

Index Definitions: U.S. Large Caps represented by the S&P 500 Total Return Index. U.S. Mid Caps represented by the Russell Midcap® Index. U.S. Small
Caps represented by the Russell 2000 Index. International Developed Markets represented by the MSCI EAFE Index. Emerging Markets represented by the
MSCI EM Index. Intermediate Term Bonds represented by the Bloomberg Barclays Intermediate Government/Credit Index.

The S&P 500 Index is comprised of 500 U.S. stocks and is an indicator of the performance of the overall U.S. stock market. Standard & Poor’s Financial
Services LLC, a division of S&P Global, is the source and owner of the registered trademarks related to the S&P 500 Index. The Russell 2000 Index
measures the performance of the 2000 smallest companies in the Russell 3000® Index, representing approximately 8% of the total market capitalization of
the Russell 3000. The Russell Midcap Index measures the performance of the 800 smallest companies in the Russell 1000®, which represent approximately
25% of the total market capitalization of the Russell 1000. London Stock Exchange Group PLC and its group undertakings (collectively, the “LSE Group”). ©
LSE Group 2022. FTSE Russell is a trading name of certain LSE Group companies. “Russell®” is a trade mark of the relevant LSE Group companies and

is used by any other LSE Group company under license. All rights in the FTSE Russell indexes or data vest in relevant LSE Group company which owns

the index or the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes or data and no party may rely on any
indexes or data contained in this communication. No further distribution of data from LSE Group is permitted without the relevant LSE Group company’s
express written consent. The LSE Group does not promote/sponsor/endorse the content of this communication. The Morgan Stanley Capital International
Europe, Australia and Far East (MSCI EAFE) Index is an unmanaged index composed of the stocks of approximately 1,000 companies traded on 20

stock exchanges from around the world, excluding the U.S., Canada, and Latin America. The Bloomberg Intermediate Government/Credit Index is an
unmanaged index composed of debt securities with maturities from one to ten years issued or guaranteed by the U.S. Treasury, U.S. Government agencies,
quasi-federal corporations and fixed rate dollar denominated SEC-registered corporate debt that are rated investment grade or higher by Moody’s Investors
Service and Standard and Poor’s Corporation or Fitch Investor’s Service, in that order. Source: Bloomberg Index Services Limited. BLOOMBERG?® is a
trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg'’s licensors own all proprietary
rights in the Bloomberg Indices. Bloomberg does not approve or endorse this material or guarantee the accuracy or completeness of any information herein,
nor does Bloomberg make any warranty, express or implied, as to the results to be obtained therefrom, and, to the maximum extent allowed by law, Bloomberg
shall not have any liability or responsibility for injury or damages arising in connection therewith. The Morgan Stanley Capital International Emerging
Markets (MSCI EM) Index is a capitalization-weighted index of stocks from 26 emerging markets that only includes issues that may be traded by foreign
investors. The reported returns reflect equities priced in US dollars and do not include the effects of reinvested dividends. An investor cannot invest in these
indices and their returns are not indicative of the performance of any specific investment.
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