Halftime Adjustments

QUARTERLY LETTER FROM THE DIRECTOR OF RESEARCH

JULY 2023

For anyone who regularly reads these letters, recall the market preview edition opined on the outlook
for asset classes in 2023, particularly the likelihood of each delivering positive returns for the upcoming
year. Given that we are halfway through the year, we would like to use this letter to make “halftime
adjustments” to our outlook; with NFL training camps set to open later this month, we couldn’t resist the
urge to borrow a football term. We hope this is a quick beach read as you enjoy your summer vacations
and prepare for the second half of the year.

FIXED INCOME

2023 outlook: The overall yield
environment coupled with fewer
Fed rate hikes suggested that
it would be difficult for fixed
income sectors to lose money.
As of June 30, that has proven
correct, with major indices
positive on a year-to-date basis.

Adjustments to outlook: With
inflation continuing to ease, the
anticipated 25 basis point hike
next week is expected to be
the Fed's last for this year, with
further rate policy to be dictated
by economic data. Barring an
unexpected rebound in inflation,
rates should hold steady after
next week, therefore supporting
bond prices. Coupled with the
current yield environment, there
is sufficient income cushion
across sectors to offset price
losses arising from either rate
hikes or spread expansion. While
further rate hikes are unlikely, we
could see some spread expansion
given that most spreads sit at or
below their long-term averages
(chart on next page).

On the whole — barring a major
blow-out in spreads arising from
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YTD FIXED INCOME RETURNS
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a flight to safety — we maintain our outlook that bond returns across both investment grade and below
investment grade sectors will continue their positive trajectory for the second half of the year.
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2023 outlook: Going into the year, we liked the valuation story but were weary of first-half market
dynamics including inflation, Fed policy, and a potential recession. We thought the second half of the
year would offer more clarity and upside for equity markets.

Adjustments to outlook: Common wisdom suggests that equity markets are always forward-looking,
and the first half of 2023 is another data point that supports the thesis. In spite of the hurdles mentioned

above, U.S. equity markets soared
during the first half, led by large-
cap growth stocks, particularly the
“Magnificent Seven”: Alphabet,
Amazon, Apple, Meta, Microsoft,
Nvidia, and Tesla.

However, in spite of the positive
returns across sectors, the lower
chart at right highlights the
disproportionate impact of the
Magpnificent Seven on stock market
performance. If these seven stocks
are removed from the S&P 500
return numbers, small-cap equities
have actually outperformed the
broad index, thus reinforcing
the impact this narrow band
of companies has had on the
overall index. Looking forward, a
stumble by one or more of these
companies could exact a material
impact on large-cap index returns
and underscores the need for
diversification across the size and
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YTD U.S. EQUITY RETURNS
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Overall, U.S. equity markets should
continue their positive momentum
in the second half of the year, but the magnitude of returns is likely to be in the single digits and
given the valuation differences between large-caps and small-caps, some return convergence between
valuation points can also be expected.

Source: Bloomberg as of June 30, 2023

NON-U.S. EQUITIES

2023 outlook: Essentially the same as U.S. equities, with the potential tailwind of currency normalization
reversing the impact of the strong dollar in 2022.

Adjustments to outlook: Similar
to U.S. equities, non-U.S. equities
have delivered impressive returns,
led by developed markets, with MSClEmerging Markets 4.9%

quality and growth factors leading MSCI EAFE (Local) 12.1%
the way. The anticipated tailwind of
currency performance started the
year strong but slightly reversed MSCI ACWI ex-US 5%

in the second quarter. With the MSCI ACWI 13.00%
Fed expected to finish its rate
hike cycle later this month, the
European Central Bank is not yet

YTD NON-U.S. EQUITY RETURNS
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at the same point given the stubborn trend  gyro AREA CORE INFLATION REMAINS STUBBORNLY HIGH
of core inflation, which may lead to further 15%

strengthening of the euro versus the dollar.
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stocks posted a strong second quarter, and
better than expected GDP growth coupled
with elevated domestic spending could apan GDP GROWTH SURPRISES TO THE UPSIDE
provide a favorable foundation for second-
half returns. Additionally, emerging market
countries like Mexico are benefitting from
a reconfiguration of global supply chains, a
trend known as nearshoring. As an example,
several electric vehicle producers, including
Tesla, have announced plans to build
factories in Mexico. Not surprisingly, the
Mexico and India country indices are positive
through June 30, with Mexico the leader at
the halfway point.

Source: Bloomberg as of June 30, 2023
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NEARSHORING TRENDS
On the other hand, we are concerned about ~  s5008
the United Kingdom and China. In the f>:$4003
UK, economic growth is sluggish, inflation £ 3008
continues to march upward, property values 2 s2008
are falling, and the labor market is tight, 5 $1008
suggesting a supply-side constraint on its = 508

economy. In China, the economy appears to S22 8R3
be decelerating after a strong first quarter, R
Chinese consumers are turning cautious,
corporate profits are falling, and the yuan is
unlikely to strengthen until central banks cut interest rates. Collectively, these trends drove UK and
Chinese equities down during the second quarter and figure to weigh on international equity indices
for the remainder of the year.
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Source: Bloomberg as of June 30, 2023
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Contrasting country performance within non-U.S. equity indices is nothing new and informs the
difficulty of integrating economic outlooks across countries and continents into a singular view of index
performance. On a relative basis to U.S. equities, the comparative valuation story is still attractive but
there appear to be more sources of volatility from both a country-specific as well as a broader economic
lens (inflation in the Eurozone and further rate hikes from the ECB are at the top of this list). While we

expect non-U.S. equity returns to finish the year positive, the second half of the year could prove to be
more choppy than the first half.

REAL ESTATE

2023 outlook: We labeled real estate as “challenging but rewarding” under the ski trail analogy, with

the expectation that pricing impacts to real estate appear on a lagged basis, and the second half of the
year may provide more clarity for return expectations.

Adjustments to outlook: My colleague Jessica Noviskis wrote an extensive article on the real estate
outlook from here. Broadly speaking, the long-term expectation for three of the four sectors — industrial,
multi-family, and retail — is promising, supported by solid fundamentals such as vacancy rates and
net operating income growth. However, the office sector faces both secular and cyclical headwinds,
including the acceleration of remote working trends as well as recent layoffs across industries. Together,
these forces equate to less office demand, and as leases expire and loans mature, further price declines
are likely. Over time, the weighting to the office sector within the NFI-ODCE index has fallen, and
specific funds will feature varying allocations to the sector. However, the further move down in office

valuations will impact performance and liquidity over the next 12-18 months, with a likely bifurcation of
return impact based on specific properties and locations.

REAL ESTATE PRICES CONTINUE TO DROP
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CURRENT CYCLE
GFC (THROUGH 1Q 2023)
LENGTH LENGTH
PEAK TROUGH (QUARTERS) CORRECTION PEAK (QUARTERS) CORRECTION
Total 4Q 2007 1Q 2010 9 -33% 2Q 2022 3 -9%
Multifamily 4Q 2007 4Q 2009 8 -31% 2Q 2022 3 -8%
Industrial 4Q 2007 1Q 2010 9 -35% 3Q 2022 2 -7%
Office 1Q 2008 1Q 2010 8 -37% 1Q 2020 12 -16%
Retail 4Q 2007 1Q 2010 9 -26% 1Q 2018 12 -22%

Source: NCREIF (NPI Appreciation indices for properties held in ODCE funds) as of March 31, 2023
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That said, we remind investors that oprice IMPACT WILL VARY BY FUND
real estate has weathered prior price 2013 2023
corrections, with the GFC being the Other 4% Other 8%
most recent. In spite of the issues facing
the office sector, the asset class is not :
. Retail

expected to see the same level of price 10%
correction as seen during the GFC; real
estate fundamentals outside of office ;

. . . . Industrial
remain healthy and while the industry will 13% Industrial Multifamily
have to work through the issues facing i e
the office sector, the long-term thesis
of investing in real estate for solid risk-
adjusted returns, ahedge againstinflation,
and diversification benefits remain.

Multifamily
27%

Source: NCREIF (NFI-ODCE) as of March 31, 2023

FINISH STRONG

Directionally, markets have behaved how we expected coming off the brutal sell-off in 2022, though
admittedly we have been surprised by the magnitude of equity returns to date. Looking toward the
second half of the year, we believe markets are on strong footing to deliver positive returns for equity
and bond investors, albeit at a slower pace for equity markets. Our most significant adjustment for
market expectations lies within the commercial real estate space, in which headwinds for the office
sector will weigh most heavily on returns. However, well-diversified portfolios should weather the storm
and are on track to deliver positive returns for the year, a welcome change from last year’s results.

Until next time,

I

Greg Leonberger, FSA, EA, MAAA, FCA
Director of Research, Managing Partner
leonberger@mar i .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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