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Quarterly Market Update

Equity Markets Surge in June

June was a strong month for equity markets as resolution
of the debt ceiling impasse helped lower uncertainty and
supported a risk-on environment. The positive monthly
returns capped a solid quarter for stocks. The S&P 500
gained 6.61 percent for the month and 8.74 percent for
the quarter. The Dow Jones Industrial Average rose

4.68 percent in June and 3.97 percent for the quarter.
The technology-heavy Nasdagq Composite led the way,
returning 6.65 percent in June and 13.05 percent in

the quarter.

These results were supported by better-than-expected
fundamental performance to start the year. Per
Bloomberg Intelligence, as of June 30, 2023, with

100 percent of companies having reported actual
earnings, the blended earnings decline for the S&P 500 in
the first quarter was 3.1 percent. This is an improvement
from analyst estimates for an 8.1 percent drop.
Fundamentals drive long-term market performance,

so the first-quarter data was welcomed by investors.

Technical factors were supportive for the month and
quarter. All three major U.S. indices finished June above
their respective 200-day moving averages, for the sixth
consecutive month. The 200-day moving average is a
well-known technical signal as prolonged breaks above or
below this level can signal shifting investor sentiment for
an index, so continued support was a positive sign.

International markets also had a positive June and
quarter, but weakness in May held back quarterly returns
compared to U.S. markets. The MSCI EAFE Index gained
4.55 percent for the month and 2.95 percent for the
quarter. The MSCI Emerging Markets Index had a more
challenging time, with the index up 3.89 percent for the
month and 1.04 percent for the quarter. Technical factors
for international equities were supportive in June, with
both indices ending above their respective 200-day
moving averages.




Quarterly Market Update

Fixed Income Faces Challenges

Although stocks rallied during the month and quarter, the
same can’t be said for bonds. Rising long-term rates
served as a headwind for fixed income investors. The
10-year U.S. Treasury yield rose from 3.61 percent at the
start of June to 3.81 percent, while the Bloomberg U.S.
Aggregate Bond Index lost 0.36 percent for the month
and 0.84 percent for the quarter.

Bloomberg Aggregate
Bond Index
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Yields rose in June, in part due to better-than-expected
economic data. The reports are a good sign for the health
of the overall economy, but they could hinder the Federal
Reserve'’s (Fed'’s) attempts to combat inflation if economic
activity stays too strong.

High-yield fixed income, which typically performs well in a
risk-on environment, rallied during the month and quarter.
The Bloomberg U.S. Corporate High Yield
Index gained 1.67 percent in June and

1.75 percent for the quarter.

High-yield credit spreads declined for the
month and quarter. Spreads dropped from a
quarterly high of 4.95 percent in early May
to 4.14 percent at the end of June. Falling
spreads helped support a strong quarter for
high-yield bonds and signal growing
investor appetite for investing in
higher-yielding securities.




Quarterly Market Update

Economy Continues to Grow

The economic updates released in June continued to
show signs of a surprisingly resilient economy. The May
jobs report showed that 339,000 jobs were added, which
was significantly more than the 195,000 economists
expected. Despite tighter fiscal conditions, businesses
continued to invest and hire during the quarter, which was

Figure 1. Consumer Price Index,
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a positive sign. Consumer confidence and spending also
improved for the month and quarter.

These positive economic updates show that the economy
continued to grow in the second quarter, but the
downside is that faster growth could lead to more
inflationary pressure at a time when the Fed is focused on
combatting inflation. While the Fed held off on hiking
interest rates at its June meeting, investors and
economists expect to see at least one additional rate hike
of 25 basis points (bps) this year.

That said, we haven’t seen evidence that the positive
growth in the quarter has directly caused additional
inflationary pressure. The May Consumer Price Index
report showed that consumer inflation on a
year-over-year basis fell notably. As you can see in Figure
1, headline consumer inflation peaked at 9.1 percent in
June 2022—and we’ve seen continued declines since
then, ending May at 4.0 percent. Whereas this is still too
high on an absolute basis, the relative improvement over
the past year is evidence that the Fed'’s tighter monetary
policy is working.

For now, inflation and the Fed will continue to be closely
monitored by investors and economists given the
importance of both for markets; however, the
improvements we’ve seen on the inflation front this year
have been encouraging.



Quarterly Market Update

Debt Ceiling Concerns Fade

The debt ceiling standoff that dominated headlines and created
uncertainty throughout May was successfully resolved at the start of
June. The last-minute compromise to suspend the debt ceiling until 2025
effectively ensured that the economy and markets didn't have to suffer
through an unprecedented government default. This will likely become
another hot button issue as we get closer to 2025, but markets reacted
positively to the agreement for now and the worst risks to markets
currently appear to be behind us.

As was the case with the concerns surrounding the banking industry
earlier in the year, the debt ceiling standoff served as a reminder that
markets continue to face real risks that can lead to short-term sell-offs.
With that said, similar to banking industry concerns, the market impact
from the debt ceiling standoff was limited and investors were quick to look
past the brief turbulence once a deal was struck.

>> The Takeaway

The debt ceiling
suspension in early
June helped support
stocks during

the month

While the immediate
market risk is behind
us, risks remain and
should be monitored



Quarterly Market Update

Market Risks Are Shifting

While the debt ceiling standoff was resolved with little lasting market
impact, there are still real risks to markets. The primary risk now for U.S.
investors is if inflation spikes and necessitates further rate hikes from the
Fed. Although we have seen signs that the Fed'’s efforts to combat
inflation over the past year have been largely successful, if we do start to
see a ramp up in inflationary pressure, it could lead to more hikes than
investors currently expect—which could then pressure bond and stock
valuations.

International risks remain as well, highlighted by the ongoing war between
Russia and Ukraine and fears of a potential slowdown in the Chinese
economy. While the market impact of the Russian invasion of Ukraine is
largely behind us at this point, further increase in hostilities could lead to
additional uncertainty and volatility.

Of course, there are also unknown risks that we can’t predict at this time,
which always have the potential to negatively impact markets.

>> The Takeaway

e Inflation and the Fed
are the primary
domestic risks
for the U.S.

e |nternational and
unknown risks should
be monitored



Quarterly Market Update

Positive Outlook for Second Half of the Year

On the whole, the economic and market updates in June were largely
positive, with better-than-expected economic fundamentals supporting
market gains to end the quarter.

The economy continued to show signs of solid growth in June, as
evidenced by high levels of hiring, progressing consumer confidence, and
continued consumer spending growth. While inflation and the Fed are risks
to monitor, we've already made positive progress in lowering inflation and
further improvements are expected. There is still real work to be done to
get inflation back to the Fed'’s 2 percent target—but the data shows that
we're heading in the right direction for now.

While there are still very real risks that should be monitored, continued
economic growth and market appreciation is likely as solid economic
fundamentals should help support markets over the longer term.

Since potential for further short-term uncertainty remains, a
well-diversified portfolio that matches investor timelines and goals is the
best path forward for most investors. As always, you should reach out to
your financial advisor to discuss your current plan if you have concerns.

>> The Takeaway

Updates in June were
largely positive, setting
the stage for a strong
second half of the year.

Over the long run, the
outlook remains
encouraging, with
potential for
short-term setbacks



Certain sections of this commentary contain forward-looking statements based on our

reasonable expectations, estimates, projections, and assumptions. Forward-looking statements
are not guarantees of future performance and involve certain risks and uncertainties, which are
difficult to predict. Past performance is not indicative of future results. Diversification does not
assure a profit or protect against loss in de-clining markets. All indices are unmanaged and
investors cannot invest directly into an index. The Dow Jones Industrial Average is a
price-weighted average of 30 actively traded blue-chip stocks. The S&P 500 Index is a
broad-based measurement of changes in stock market conditions based on the average
performance of 500 widely held common stocks. The Nasdagq Composite Index measures the
performance of all issues listed in the Nasdaqg Stock Market, except for rights, warrants, units,
and convertible debentures. The MSCI EAFE Index is a float-adjusted market capitalization

index designed to measure developed market equity performance, excluding the U.S. and
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Canada. The MSCI Emerging Markets Index is a market capitalization-weighted index composed
of companies representative of the market structure of 26 emerging market countries in Europe,
Latin America, and the Pacific Basin. It excludes closed markets and those shares in otherwise
free markets that are not purchasable by foreigners. The Bloomberg Aggregate Bond Index is an
unmanaged market value-weighted index representing securities that are SEC-registered,
taxable, and dollar-denominated. It covers the U.S. investment-grade fixed-rate bond mar-ket,
with index components for a combination of the Bloomberg government and corporate
securities, mortgage-backed pass-through secu-rities, and asset-backed securities. The
Bloomberg U.S. Corporate High Yield Index covers the USD-denominated,
non-investment-grade, fixed-rate, taxable corporate bond market. Securities are classified as
high-yield if the middle rating of Moody’s, Fitch, and S&P is Ba'/BB+/BB+ or below.
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