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QUARTERLY LETTER FROM THE DIRECTOR OF RESEARCH

As winter takes hold in the northern hemisphere, there are those that choose to escape to warmer
climates and those that embrace the season and choose the mountains. Anyone familiar with downbhill
skiing knows that every ski trail is marked with a shape and color to designate its difficulty. For those
unfamiliar with these ratings, the North American system looks like this:

‘ EASY . MORE DIFFICULT ‘ MOST DIFFICULT

Of course, weather and trail conditions can also impact a trail’s difficulty and must be accounted for when
turning down the mountain: Environment and terrain matter. Similarly, investment prognostications
must recognize the current setting. By now, the environment is all too well known: High inflation,
aggressive Fed policy, Russia—Ukraine war, labor supply shortages, and a potential recession. These
topics have been covered extensively in recent letters and continue to loom over markets as we start
2023. At a high level, general consensus is that the majority of rate hikes from the Fed are behind us
(two are expected for 2023 at time of writing), and inflation will continue to normalize in 2023, thus
further supporting the thesis of fewer rates hikes from the Fed over the next year. If a recession comes
to fruition, expectations are for it to be short-lived and shallow which reduces the long-term threat to
markets.

With this backdrop in mind, we turn our attention to an asset class by asset class outlook for the coming
year, assessing the degree of difficulty for each to deliver positive returns in 2023. In some cases, the
difficulty will change as the year goes on — similar to trails that are “Most Difficult” for the first half and
become more palatable as the journey goes on...which brings to mind a certain trail in Utah that the
author found himself on last year that literally had him over his skis...but | digress. Tighten your boots
and click into those skis!

' THE WARM-UP RUN:

If only every trail was this easy!

Following the massive movement in rates during 2022, fixed income has finally gotten its last name
back...Income. Yields for almost all sectors of the asset class currently sit above their long-term averages
(see chart on next page) and should more v ps rose siGNIFICANTLY IN 2022
than offset any further rate increases that 59
can drive price depreciation (the dynamic » '\“‘«-...
that pushed returns so negative in 2022 ’ —
because starting yields were so low).
Furthermore, rate hikes are expected to
slow this year so there will be less price
pressure from rising yields. We expect )
the majority of fixed income sectors to 0% 5 . . - . . .
resemble “groomers” — smoothed trails MATURITY (YEAR)
that offer the least resistance and difficulty B Sl e

. . . Source: Federal Reserve as of December 31, 2022
— when it comes to portfolios in 2023.
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FIXED INCOME YIELDS ARE ABOVE LONG-TERM AVERAGES TO START THE YEAR
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each index.

That said, even the smoothest slopes are Not  igu viELD PERFORMANCE AFTER A NEGATIVE YEAR
without their bumps (“moguls”) and when it comes 60%

to fixed income, the most likely source of imbalance
is usually the below-investment grade market.
Indeed, there was an uptick in defaults last year
and expectations are for the trend to continue over
the next two years. However, it is worth noting how
low defaults have been over the last decade (2020
notwithstanding) and that future projections are
not expected to meaningfully exceed long-term
averages. Finally, it is also worth noting that the 30%
high yield index has never delivered consecutive
years of negative returns and it would come as a
great surprise if 2023 bucked this trend.
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Assuming there is not a(nother) flurry of unexpectedly high inflation — which given recent readings
should continue to fade — the run through fixed income this year is expected to be relatively smooth
and predictable for investors.

INFLATION CONTINUING TO EASE
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THE PULSE QUICKENS:
Hopefully not a repeat of 2022's yard sale

For those unfamiliar with the term, “yard sale” is used to describe
one of those head-turning falls when a skier’s skis, poles, helmet,
goggles, and other gear are scattered across the trail — not unlike
items strewn on the lawn at a yard sale. The image at right offers a
pretty good summary of what equity returns looked like in 2022.
Can we avoid another tumble in 20237

To be clear, equity markets by their very nature are inherently risky
and will always present greater realized volatility; even the most
supportive economic backdrops will feature negative months
and material corrections within a calendar year. Looking over
the ledge before dropping down any diamond (“black”) trail will
quicken the pulse and heighten the senses; assessing the relative
volatility and wide range of outcomes for equity returns in any
year is a comparative exercise for investors and why equities will always be characterized as the most
difficult, regardless of overall market environment. That said, here is how we see the terrain for equities.

Image via Reid Neureiter, Flickr

& U.S. EQUITIES

From a “top of the mountain” view, the prevailing valuations for equities suggest they are fairly priced,
with the exception of small-caps, which appear notably attractive versus long-term history.

U.S. EQUITY VALUATIONS

S&P 500 Russell 1000 Russell Mid Cap Russell 2000
METRICS CURRENT  peocenmie (| CURRENT peecenmite | CURRENT  pepcenmie o CURRENT  peqcenmie
P/E 18.1 47 17.7 43 15.8 11 1.7 2
Forward P/E 16.4 68 16.5 66 15.7 58 12.0 6
P/B 3.9 81 3.7 84 29 89 2.2 56
P/S 2.3 89 21 85 1.5 77 1.1 58
P/CF 12.9 60 13.0 62 12.6 79 1.4 24
EV/EBITDA 12.9 76 131 78 12.8 71 12.6 57
Average 70 70 64 34

While this could support outsized returns for  ReTuRNS FOLLOWING PEAK INFLATION
small-caps, the other capitalization figures do NELATION

not offer tremendous insight, particularly over peak | CPI(%)
shorter time periods. However, we can point to

NEXT 12 MO RETURN (%) NEXT 36 MO RETURN (%)

S&P 500 RUSSELL 2000 | S&P 500 RUSSELL 2000

: Jan70 | 6.2 17.0 14.6

more focused shorter-term data that provides

. . y Dec74 | 123 | 37.2 16.4
some meaningful optimism for U.S. equities
in 2023. More specifically, if we consider the Mar-80| 148| 401 721 207 335
absolute performance in 2022 coupled with Nov90| 63| 203 406] 162 274
one of the biggest drivers of it — historically Jun-22* ] 91 2.3 3.9
hlgh inﬂation —_— past data suggests that the Source: Bloomberg, Bureau of Labor Statistics as of December 31, 2022.

. . *R ly 1, 2022 th h D ber 31, 2022.
next year might look a lot different. S L S B
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However, equities would not be
characterized as the most difficult
if they didnt present their fair
share of moguls, and although
inflation and by extension interest
rate hikes are poised to fade —
particularly in the second half of
the year — earnings estimates are
still under pressure. At the end
of the day, meaningful growth in
equity prices is best supported
by earnings growth that at least
meets — if not exceeds —
expectations, and reductions to
earnings estimates threaten to
upend returns. Similarly, a reversal
of the downward inflation data
or supply chain improvements
will assuredly exacerbate market
volatility and exert downward
pressure on prices.

EARNINGS ESTIMATES UNDER PRESSURE
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€ NON-U.S. EQUITIES

Beyond the dynamics discussed for U.S.

-2.5%

Financials

RECOVERY AFTER A NEGATIVE YEAR

S&P 500

CALENDAR YEAR NEXT YEAR
RETURN (%) RETURN (%)
1981 -4.9 21.5
1990 -3.1 30.5
2000 -9.1 -11.9
2001 -11.9 -22.1
2002 -22.1 28.7
2008 -37.0 26.5
2018 -4.4 31.5

2022 -18.1
Average 15.0

RUSSELL 2000

CALENDAR YEAR NEXT YEAR
RETURN (%) RETURN (%)
1984 -7.3 31.0
1987 -8.8 25.0
1990 -19.5 46.0
2000 -3.0 2.5
2002 -20.5 47.3
2008 -33.8 27.2
2011 -4.2 16.3
2015 -4.4 21.3
2018 -11.0 25.5

2022 -20.4
Average 269

Source: Bloomberg as of December 31, 2022. Includes years with returns less than -3%.
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it is worth pointing out some additional forecast items that could impact non-U.S. performance.

equities — which are equally relevant for non-U.S. equities —

One of the additional challenges faced by non-U.S. equity investors is the impact of currency on
returns. As the Fed implemented aggressive rate hikes in 2022 — especially compared to most other
central banks across the world — the dollar soared, with a bit of a give-back in the fourth quarter (see
chart on next page). Nonetheless, the overall strength of the dollar last year compounded the losses
for dollar-based investors. Looking forward, though, non-U.S. central banks are catching up as the Fed
starts to reduce both the frequency and magnitude of rate hikes; ultimately, this should further slow

-
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the rise of the dollar and simultaneously  cyrrency PERFORMANCE

remove one of the primary obstacles for 2%

non-U.S. equity returns from 2022. 0%

With further rate increases expected ; 2"

across the globe, it is not surprising that % ‘40/"

GDP forecasts continue to fall. Similar to ¢ ':;’

what has happened in the U.S., higher E.{o;

interest rates are a detriment to growth 2 _120/:

simply because it is more expensive to S .,

borrow money to finance growth. It will 16%

be worth monitoring recession outcomes -18%

across the world in terms of duration N A A 2 I
and magnitude, with the “less is more” o F @ W YR

preference for any recession. Any rebound
to growth projections should have an
accretive impact on equity returns.

e \|SC| EAFE Currency @ \|SC| EM Currency

Source: Bloomberg as of December 31, 2022

Finally, dividend payers could provide a lift to performance in 2023. Ultimately, dividends may become
a more significant and stable contributor to returns going forward, which could serve as a tailwind for
non-U.S. equities. While price appreciation will typically drive the majority of returns, dividends offer
steady income, particularly if we see further squalls of pronounced volatility.

DIVIDEND PAYERS MORE PROMINENT IN NON-U.S. MARKETS
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In conclusion, we think equities as a whole will resemble the type of trail that is very steep and
challenging at the top but gradually eases on the way down the mountain. Although the majority
of macroeconomic challenges that thwarted markets in 2022 still exist, they are not as pronounced
and should continue to soften as the year goes on. Consensus is for market indicators to become
more supportive during the second half of the year and the probability of a positive year — absent
an unforeseen seismic source of market volatility — will be more dictated by how quickly economic
conditions normalize and earnings growth stabilizes during the first half of 2023. All of that said, it
seems quite unlikely we will see another 2022-esque magnitude of declines this year across equity
markets, but a massive snapback similar to previous recoveries is equally unlikely. At this point, we
foresee modest positive returns across U.S. and non-U.S. stocks in 2023.

I ]
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CHALLENGING BUT REWARDING

At times, visibility can be limited

For most skiers, blue trails fall right in the middle of difficulty. There is less likelihood of the “yard
sale” outcome discussed previously, but these runs are not without challenges, especially if visibility is
impacted by snow or wind. We see the following asset classes adhering to such an outlook for 2023.

Il HEDGE FUNDS POSITIVE SHORT REBATES

Perhaps more than any of the other asset 10%

classes in this section, hedge funds are most 8%

prone to the “limited visibility” caveat, due 6%

to their wide-ranging mandates and limited 2 4%

transparency. That said, market volatility and g 2%

dispersion along with an evolving capital 0%

market landscape improves the opportunity 2%

set for long/short managers across both \qqg'gqq/\o‘qb‘@qb\o\o\%@gg@db '9&‘ q,ng %Qg‘b '1,0\0 rﬁ\%@\“ @"b@"% '1,619 %Qr{)'

equity and credit. Additionally, the higher
rate environment today should increase
return expectations for equity hedge

. L. Source: Federal Reserve, Bloomberg; data from January 1,1990 to December 31,
pOI’thIIOS as short rebates exceed leldend 2022. The estimated short rebate represents the effective federal funds rate less
yields for the first time in 15 years.' 2 50bp spread.

e Fst. Short Rebate Return
e S&P 500 Dividend Yield (Trailing 12-Month)

Keep those goggles on: What we're watching for

For the better part of the last decade, markets have been driven more by macro factors than security-
specific dynamics, which has generally been dilutive to hedge fund performance. While the general
expectation is that 2023 will see a reversal of this trend, elevated market volatility and macro concerns
may pose continued challenges for funds that focus on bottoms-up fundamentals. Furthermore, hedge
funds have drifted towards more conservatism with their overall exposures and while reduced gross
and net exposures have helped protect against the downside they may limit upside participation in a

swift equity market rally.
quity y HEDGE FUNDS DURING AND POST RECESSIONS

One of the more sizable mogul trails out 05
there is the prospect of a recession, albeit . 20% 14%30/18%19/"
. . . . x o197 o

expectations indicate any such recession 2 o o "

. . ] © o
will be mild. Regardless, hedge funds have o 0% -

S 2 - 2 0% | [ |
historically ~protected principal during & 0%
recessions and provided portfolio upside = g9 % 4%
after recessions, which is not surprising given - 12%
their abi“ty to vary gross and net exposures, ’ During Recessions 12 Months Post-Recession
sell stocks short, and utilize idiosyncratic m HFRI Macro m HFRI Relative Value  HFRI Equity Hedge
investments. Hedge funds protected capital HFRI Event Driven  m Equities ® Fixed Income

I’elatively well in 2022 and the current market Source: HFRI, eVestment as of December 31, 2022. Recessions determined by
. f hiah d National Bureau of Economic Research'’s defined recession indicator: July 1990
environment of higher rates and greater o wiacch 1991, March 2001 to November 2001, December 2007 to June 2009,

i i i February 2020 to April 2020. Equities are represented by MSCI ACWI (Gross Total
StOCk dlsper3|on ShOU|d prowde them further Return) from January 1990 to January 1999 and MSCI ACWI (Net Total Return)

alpha opportunities in 2023. from January 1999 to December 2022. Fixed income is represented by the
Bloomberg US Aggregate Total Return Index.

"Ashort rebate represents the interest earned on collateral (minus a fee) required to borrow stocks in order to sell short, a staple of equity
hedge strategies.

_
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Bl REAL ESTATE PROJECTED ANNUAL RETURNS BY PROPERTY TYPE, 2023-2026
Until 2022, real estate would have been included 10%
in the “green” category for market outlook. 8%
However, the rapid rate rise in 2022 has pushed 6% ¥
the asset class up a peg on our difficulty rating 4%
scale. Prices across most property types appear - I
to be flatlining, largely as a result of higher cap o
rates. Cap rates work in the same manner as 2;
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yields for fixed income prices; as cap rates rise,
prices fall. Higher interest rates have also pushed
financing costs higher for new commercial -6%
development and the overhang of potential
inflation has slowed rent growth and thus net
operating income across most property types.

EXPECTED ANNUAL RETURNS
2023-2026

3.5

NPI Office Retail  Industrial Apartment
mTotal mIncome mAppreciation

Source: PREA Consensus Survey, AEW as of December 31, 2022

In spite of these challenges, private real estate should continue to be accretive over longer time periods,
but the components of return will likely shift. Rent growth (income), rather than price appreciation, is
expected to drive returns across core sectors through 2026, as shown in the chart above.

NET OPERATING INCOME HAS STARTED TO FALL
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We think the real estate trail in 2023 looks very similar to equities: A choppy first half with potentially
more downside than upside, but a more favorable finish to the year once the market has digested the
final rate hikes from the Fed.

[l PRIVATE MARKETS

Private markets are illiquid asset classes that do not typically show the same sensitivity to the
macroeconomic environments as their public market counterparts. That said, the rate hikes of 2022
coupled with the equity market drop have started to manifest themselves in 2023 returns for the asset
classes.? That said, the case for private equity and private credit continues to be compelling for long-
term investors.

For private equity, funds are diversified across vintage years which helps smooth out the impact of an
especially damaging vintage year of returns, and over the long term, median performance exceeds

2As private market returns are lagged, one-year numbers for 2022 are not yet available; however, the expectation is they will follow the
same pattern as seen in the first three quarters of the year.
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public market equivalents. And in past years
of public market distress — similar to 2022
— private equity has shown less significant
pullbacks with quicker recoveries versus
public markets; it would be surprising if
this trend does not hold in 2023. Although
the higher rate environment will inevitably
slow the pace of deals this year and the gap
between private and public valuations has
narrowed, private equity should continue to
buoy portfolio returns within the context of a
well-designed program.

PRIVATE EQUITY IS RESILIENT DURING DOWNTURNS
RETURN ANALYSIS: DOT-COM CRISIS
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U.S. PRIVATE EQUITY VINTAGE PERFORMANCE
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For private credit, the higher rate environment presents a more attractive opportunity set for investors.
As seen in the charts below, yields have effectively doubled over the last year as a result of higher base
rates coupled with widening credit spreads. Additionally, the historic amount of fundraising by middle
market private equity is fueling private credit deal flow which should provide sustained momentum for
the asset class, regardless of any short-term obstacles in the year ahead.

RISING RATES DRIVING ATTRACTIVE PRICING
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Given the long-term nature of private markets, it's more difficult to assign an explicit trail rating. Over
the long term, assuming an effective program featuring managers with an established track record of
success, we would rate private markets in the green rating; however, in the interest of focusing on the
coming year, we moved it to blue as the lagged nature of returns has not yet shown the full impact of
the macroeconomic dynamics that fueled the drops across equity and fixed income indices last year.
Over a long-term investment horizon, private markets have proven beneficial to portfolios and the
current environment is not expected to change that outlook, but sometimes even the most favorable
trails can be impacted by the elements.

THE APRES-SKI

2022 was a run to forget for investors. However, the “yard sale” of 2022 has created opportunities
across asset classes for the coming year, most notably in fixed income, hence its green rating. The
equity story is more nuanced in that the 2022 losses have moved the asset class to more favorable
valuations but lingering macroeconomic headwinds and earnings reductions could make for a bumpy
ride down the mountain, particularly during the first half of the year. Alternative asset classes —
hedge funds, real estate, and private markets — offer a variety of income, diversification, and upside
potential based on the underlying asset classes and strategies. These options are not without risks
but have a more limited downside than publicly-traded equities. Overall, we are cautiously optimistic
about returns across asset classes for the coming year and feel confident that the evolving market
environment will generally move markets higher. Collectively, we hope the apres-ski lookback next
year tastes better than this year’s version and we can toast to positive returns for our client portfolios!

Until next time,

I

Greg Leonberger, FSA, EA, MAAA, FCA
Director of Research, Managing Partner
gleonberger@marquetteassociates.com
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CONFIDENTIALITY NOTICE: This communication, including attachments, is for the exclusive use of the addressee and contains
proprietary, confidential and/or privileged information; any use, copying, disclosure, dissemination or distribution is strictly prohibited.
Marquette Associates, Inc. retains all proprietary rights they may have in the information.

Marquette Associates, Inc. ("Marquette”) has prepared this document for the exclusive use by the client or third party for which it was
prepared. The information herein was obtained from various sources, including but not limited to third party investment managers, the
client’s custodian(s) accounting statements, commercially available databases, and other economic and financial market data sources.

The sources of information used in this document are believed to be reliable. Marquette has not independently verified all of the
information in this document and its accuracy cannot be guaranteed. Marquette accepts no liability for any direct or consequential losses
arising from its use. The information provided herein is as of the date appearing in this material only and is subject to change without
prior notice. Thus, all such information is subject to independent verification and we urge clients to compare the information set forth in
this statement with the statements you receive directly from the custodian in order to ensure accuracy of all account information. Past
performance does not guarantee future results and investing involves risk of loss. No graph, chart, or formula can, in and of itself, be
used to determine which securities or investments to buy or sell.

Forward-looking statements, including without limitation any statement or prediction about a future event contained in this presentation,
are based on a variety of estimates and assumptions by Marquette, including, but not limited to, estimates of future operating results,
the value of assets, and market conditions. These estimates and assumptions, including the risk assessments and projections referenced,
are inherently uncertain and are subject to numerous business, industry, market, regulatory, geopolitical, competitive, and financial risks
that are outside of Marquette’s control. There can be no assurance that the assumptions made in connection with any forward looking
statement will prove accurate, and actual results may differ materially.

The inclusion of any forward-looking statement herein should not be regarded as an indication that Marquette considers forward-looking
statements to be a reliable prediction of future events. The views contained herein are those of Marquette and should not be taken as
financial advice or a recommendation to buy or sell any security. Any forecasts, figures, opinions or investment techniques and strategies
described are intended for informational purposes only. They are based on certain assumptions and current market conditions, and
although accurate at the time of writing, are subject to change without prior notice. Opinions, estimates, projections, and comments
on financial market trends constitute our judgment and are subject to change without notice. Marquette expressly disclaims all liability
in respect to actions taken based on any or all of the information included or referenced in this document. The information is being
provided based on the understanding that each recipient has sufficient knowledge and experience to evaluate the merits and risks of
investing.

This presentation does not constitute an offer to sell, or a solicitation of an offer to buy, any interest in any investment vehicle, and
should not be relied on as such. Targets, ranges, and expectations set forth in this presentation are approximations; actual results may
differ. The information and opinions expressed herein are as of the date appearing in this material only, are subject to change without
prior notice, and do not contain material information regarding the Marquette Model Portfolio, including specific information relating
to portfolio investments and related important risk disclosures. The descriptions herein of Marquette’s investment objectives or criteria,
the characteristics of its investments, investment process, or investment strategies and styles may not be fully indicative of any present
or future investments, are not intended to reflect performance and may be changed in the discretion of Marquette. While the data
contained herein has been prepared from information that Marquette believes to be reliable, Marquette does not warrant the accuracy
or completeness of such information. Client account holdings may differ significantly from the securities in the indices and the volatility
of the index may be materially different from client account performance. You cannot invest directly in an index.

About Marquette Associates

Marquette was founded in 1986 with the sole objective of providing investment consulting at the highest caliber of service.
Our expertise is grounded in our commitment to client service — our team aims to be a trusted partner and as fiduciaries,
our clients’ interests and objectives are at the center of everything we do. Our approach brings together the real-world
experience of our people and our dedication to creativity and critical thinking in order to empower our clients to meet their
goals. Marquette is an independent investment adviser registered under the Investment Advisers Act of 1940, as amended.
Registration does not imply a certain level of skill or training. More information about Marquette including our investment
strategies, fees and objectives can be found in our ADV Part 2, which is available upon request and on our website. For
more information, please visit www.MarquetteAssociates.com.
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