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2023 Signposts for
Finding Balance
By Michael O’Keeffe, Chief Investment Officer

OBV

My team and | are developing our final outlook for 2024, which we plan to publish the first week of January. Part
of that process involves looking back at 2023 to assess how things have unfolded. We started the year with a
focus on finding balance, defining several signposts for progress.

In this week’s Sight|Lines we review our signposts for this year as we moved toward finding balance.

THE TAKEAWAY: WE MADE GOOD PROGRESS ON SIGNPOSTS BUT WANT TO SEE MORE.
Our signposts for finding balance in 2023 focused on numerous factors. In summary:
e Chinareopened as we started 2023, but supply chains remained impacted, and the country faced
headwinds to its property sector and experienced an overall disappointing year for the economy.

¢ |Inflation has been in focus, and we’ve seen progress on drivers of inflation, including improved shelter
costs, slowing wage growth, and a labor market closer to equilibrium. We’d like to see more progress.

e \We started the year with Federal Reserve (Fed) and market forecasts for future Fed policy misaligned, and
while these were, for a time, better aligned, the Fed remains more hawkish than market participants.

e Consumer confidence troughed earlier in the year, and earnings have held up reasonably well.

o We looked for geopolitical hotspots to cool, but the opposite has happened, with Hamas invading Israel,
a prolonged Russia-Ukraine war, and increased tensions with China.

While we made some good progress on many signposts in 2023, we’d like to see more improvement.
IN-DEPTH: OUR SIGNPOSTS SHOWED SOME PROGRESS TOWARDS FINDING BALANCE, BUT
WE WANT TO SEE MORE.
Our signposts for finding balance in 2023 focused on China finally reopening after the pandemic, inflation drivers,
Fed policy, market catalysts like confidence and earnings, and geopolitics. Going deeper:

e Chinareopened early in the year, but troubles remain:

o Companies are diversifying supply chains and moving some production away from China while
the U.S. and other countries are setting policy aimed at safeguarding industries like
semiconductors.

© China’s economy saw price deflation, weakening consumer demand, and a faltering property
sector, which led to its equity market being one of the worst performing this year.

e We've seen some improvement on inflation and its drivers:
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O Shelter costs: This Consumer Price Index component hit a monthly high of 0.8% in February, but
the increases have averaged 0.4% over the last three months. We expect shelter inflation to
fall further.

O Labor market equilibrium: Back in September 2022, there were two jobs available for every
person looking for work, but this ratio has fallen to 1.34, representing progress toward the
balanced level of 1.0.

o Wage growth: Peaking at 6.7% in July 2022, wage growth has fallen to 5.2%, still above the
Fed’s preferred 3%-3.5% range.

e While Fed policy and market forecasts for future Fed policy better aligned, they differ again:

o On September 20, 2023, both the Fed Summary of Economic Projections (SEP) and fed funds
futures forecasted a year-end fed funds rate of 5.6%.

o Butforthe end of 2024, the Fed’s most recent forecast is 5.1% while futures are signaling a 4.1%
level, signaling that these forward-looking views are again misaligned.

e Some improvement in consumer confidence and positive earnings have supported a positive stock
market:

©  The University of Michigan Consumer Sentiment Index hit a low of 59.0 in May, recovered to 71.5
in July, and then weakened again as inflation surprised to the upside and the S&P 500 corrected.

o 2023 S&P 500 earnings are forecasted to be up 1.7%, better than the 0.9% forecast earlier in the
year, even as 2024 earnings are expected to grow 11.7%.

o  The S&P 500 is up 20.3% year to date.

o We looked for geopolitical hotspots to cool, but the opposite has happened:
© Hamas invaded Israel and Israel has responded, increasing tensions in the Middle East.
o The Russia-Ukraine war continues with no end in sight, and Ukraine allies may be growing weary
of providing support for the war.
o We see increased tensions with China:

= China has become increasingly focused on swaying foreign diplomacy this year, having
attempted to outline a peace proposal for Ukraine and brokering a Saudi Arabia-Iran deal.

* The U.S. announced export bans on Al chips and restrictions on investments, while China
countered with restrictions on rare earth mineral exports.

CONCLUSION

We made good progress on many signposts in 2023, ultimately seeing the labor market and inflation cool
meaningfully, stronger-than-expected economic growth, and a strong stock market return. We’d like to see more
improvement with labor, inflation, and geopolitics. These issues will inform our outlook for 2024, which we plan
to publish the first week of January.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the
figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times,
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee
of future results. Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility
than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks
are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can
fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index
that is generally considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30
significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE
index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance
of developed markets, excluding the U.S. and Canada. VIXis a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a
popular measure of the implied volatility of S&P 500 index options.
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