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Market / Economic Overview
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Rate Cuts Begin
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B Broad Market Overview September 30, 2024

INDEX 34 Qtr YTD 1-YEAR 3-YEAR 5-YEAR  10-YEAR ) )
MSCl World 6.4 18.9 324 91 13.0 101 e Global markets continued to move forward in the quarter,
Russell 3000 6.2 20.6 35.2 10.3 15.3 12.8 contributing to strong one-year returns. In this quarter,
S&P 500 5.9 221 36.4 11.9 16.0 13.4 international stocks, both developed and emerging markets,
MSCI EAFE USD 73 13.0 24.8 55 8.2 5.7 outpaced the S&P 500 for the first time in quite a while.
MSCI Emerging Markets USD 8.7 16.9 26.1 0.4 5.7 4.0 o . . .
T — 5o a4 116 12 03 18 e Bonds finished the quarter in strong fashion, responding
Bloomberg Global Aggregate 7.0 3.6 12.0 3.1 0.8 0.6 positively to the Federal Reserve rate cut. Falling rates provide
FTSE Non-US Gov't Bond 8.6 1.9 12.0 -6.3 -3.4 -1.1 a tailwind to bond prices, and the Aggregate Index posted a
NAREIT (Public RE) 16.2 13.7 33.7 3.0 4.7 7.7 5.2% return for the quarter as interest rates along the yield
Bloomberg Commodity 0.7 5.9 1.0 3.7 o o0 curve fell
Notes: Data are presented as percent returns. All 3-, 5-, and 10-year returns are annualized. )

50-YEAR e The U.S. dollar weakened against a trade weighted basket of
Indicator Year Ending 9/30 2024 2023 2022 2021 Average currencies in the third quarter due to the Fed cutting rates.
GDP Annual Growth Rate* 3.2 2.9 17 4.7 2.7 Interest rates in the U.S. have been relatively attractive
Unemployment 41 3.8 3.5 4.7 6.2 compared to global rates, thereby boosting the strength of the
Inflation (CPI) 2.4 3.7 8.2 5.4 3.7 . )
10-Year Interest Rates 38 16 38 15 5 g dollar. That trend reversed in the third quarter.

*Note: Prior to the GDP quarterly release from BEA, we show the annual GDP Growth rate from OECD weekly tracker as the most recent year.

e large cap domestic stocks have been the winners for five of
Calendar Year Broad Market Returns & P

the last six time periods shown in the chart on the left, and

2014 - '23
10-Yr .
Ann. have strung together some fairly robust returns. Between
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Russell Russell Russell Russell MSCI Bloomberg Russell ICE BofA Russell 2015 and 2019’ eaCh Ca|endar year had a dlﬂ:erent winner,
o Heu 2y 2000 RIS Aseregate 1000 High Yield e which was a time of rising interest rates. Over the near term,
11.8% 13.2% 0.9% 21.3% 37.3% 0.0% 26.5% -11.1% 21.2% . o . ) )
Russell  Bloomberg Bloomberg [EASEN et IRl Fussell  Russell  Russell  Bloomberg [UASRRE VS broad asset class diversification has not benefitted investors as
2000 Aggregate Aggregate WEl{iR4(=\l] o High Yield 2000 2000 2000 Aggregate o Emg Mkt .
7.2% 6.0% 0.5% 17.3% 25:0% -2.3% 25.5% 20.0% 14.8% -13.0% 18:2% 16.9% the market |eader5hlp has been narrow.
Russell Russell Russell Russell MSCI
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0, 0, 10/ 0 0
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High Yield | High Yield 2000 Emg Mkt 2000 2000 Emg Mkt 7.8% High Yield 1000 High Yield 2000 DEFaCt

4.5% 2.4% -4.4% 11.2% 14.6% -11.0% 18.4% = 5.3% -19.1% 13.4% 11.2%

MSCI MSCI IFE B(?fA Bloomberg |§E Bc-!fA MSCI EAFE IFE Bc‘>fA Bloomberg Bloomberg MSCI MSCI IFE B(?fA The Federa| Reserve cut the Fed funds rate on September lsth by
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2.7% 2.2% -4.6% 2.6% 7.5% . 14.4% 7.5% ST -20.1% | 9.8% 7.9% 50 basis points. In recent history, the Fed began similar deeper
Bloomberg MSCI Bloomberg MSCI Bloomberg JRle:1e}7:Y MSCI Russell  Bloomberg Bloomberg . ) .
Aggregate MS_EI;/AFE Emg Mkt MSfIOI;AFE Aggregate MEANTAYISM Aggregate Emg Mkt 2000 Aggregate Aggregate cutting CYCles three times, in Janua ry 2001, September 2007, and

1.8% = -14.9% = 3.5% -14.6% 8.7% 6.2% -2.5% -20.4% 5.5% 4.4% . o ]

when the Covid-19 pandemic began to spread in March 2020,
Spread between best and worst asset classes
100%  181%  158%  203%  338%  146%  227%  148%  200%  93%  210%  168% each time leading with a cut of 50 basis points. In each instance,

Source: DeMarche Associates, Inc.

soon after the cuts, the economy entered a recession. WS
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Domestic Equities

INDEX 3 Qtr YTD 1-YEAR 3-YEAR 5-YEAR  10-YEAR
S&P 500 5.9 22.1 36.4 11.9 16.0 134
S&P Mid-Cap 400 6.9 135 26.8 7.5 11.8 10.3
S&P Small-Cap 600 10.1 9.3 25.9 4.0 10.2 10.0
Russell 1000 6.1 21.2 35.7 10.8 15.6 13.1
Russell 1000 Growth 3.2 24.5 42.2 12.0 19.7 16.5
Russell 1000 Value 9.4 16.7 27.8 9.0 10.7 9.2
Russell 2000 9.3 11.2 26.8 1.8 9.4 8.8
Russell 2000 Growth 8.4 13.2 27.7 -0.4 8.8 8.9
Russell 2000 Value 10.2 9.2 25.9 3.8 9.3 8.2

Notes: Data are presented as percent returns. All 3-, 5- and 10-year returns are annualized.
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Growth stocks’ leadership of the past reversed itself in the
quarter. Large cap value stocks outperformed growth for the
first time since the fourth quarter of 2022. The resurgence of
value was led by the financial and industrials sectors, two of the
largest three sectors in the Russell 1000 Value index.

Small cap also outperformed large cap for the first time since the
fourth quarter of 2023 and only for the second time in the past
eight quarters. Falling interest rates tend to boost confidence in
small cap stocks and benefit financial stocks, which are the
largest weight in the Russell 2000 Index.

As you can see, small cap value has held up compared to growth
in the past number of years. Small cap growth has a large weight
in health care stocks, which have performed poorly on a relative
basis.

Large cap value stocks have performed well this quarter but it
has been a long time since value has consistently outperformed
growth. The chart shows that in periods of economic weakness
or uncertainty, value stocks make up ground on growth stocks.
This is primarily because the earnings growth of growth stocks is
harder to predict in an uncertain economy.

H DeFact
We don’t know who had this fact on their bingo card, but the
Utility sector of the Russell 1000 is the best performing stock
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market sector year-to-date, passing information technology. After
nine months utilities have outperformed 30.2% versus 29.8%
respectively.  Utilities posted a 16.9% return for the quarter,
bolstered by rate cuts and the overall rotation into value stocks.

~JPMorgan, Standard and Poor’s



B International Equities

INDEX 34 Qtr YTD 1-YEAR 3-YEAR 5-YEAR  10-YEAR
MSCI EAFE Local 0.8 12.0 17.5 7.9 8.8 7.4
MSCI EAFE USD 7.3 13.0 24.8 5.5 8.2 5.7
Growth 5.7 12.3 26.5 1.9 7.7 6.6
Value 8.9 13.8 23.1 8.9 8.3 4.6
MSCI All Country-ex US 8.1 14.2 25.4 4.1 7.6 5.2
MSCI AC Asia-ex Japan 10.4 21.2 28.9 0.6 6.6 5.4
MSCI Emerging Markets 8.7 16.9 26.1 0.4 5.7 4.0
MSCI EAFE Small Cap 10.5 11.1 23.5 -0.4 6.4 6.2
MSCI Japan 5.7 12.4 21.6 2.7 7.1 6.4
MSCI China 23.5 29.3 23.9 -5.6 0.8 3.4
MSCI Germany 10.7 16.9 32.1 4.0 7.6 4.7
MSCI France 7.7 5.5 16.4 5.9 8.4 6.7
MSCI UK 7.9 15.4 23.3 9.8 7.9 4.1
Notes: Data are presented as percent returns. All 3-, 5- and 10-year returns are )
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International developed stocks outperformed the S&P 500 for the
first time since first quarter 2023 and for only the second time in
eight quarters. The weakening dollar certainly helped
performance. When quoted in local currency, the MSCI EAFE
returned 0.8%, and when translated into dollars, the return
zoomed to 7.3% for the quarter.

Emerging market stocks also performed well in the quarter. The
weakening dollar certainly helped, but the performance of Chinese
stocks were the primary driver of return. Chinese stocks
rebounded strongly in the quarter and posted a 23.5% return. Over
the longer term, performance has lagged other foreign markets
due to the weakness in the Chinese stock market.

The chart to the left shows that over time, international developed
stocks tend to perform more competitively with domestic stocks
when domestic interest rates are higher. The expectation is that
higher interest rates provide a head wind to growth stocks more so
than value stocks due to higher price multiples. Since international
developed equities tilt toward value stocks in style, it seems
reasonable to expect some competitive performance for
international stocks going forward.

H DeFact

China continues this quarter to hold global investors in thrall after
late September’s sweeping series of monetary stimuli and measures
to prop up their real estate and stock market. The hyperactive policy
scramble kept going with China's central bank telling banks to lower
mortgage rates for existing home loans before the end of October.
The cumulative surge for the quarter has now wiped out both year-

to-date and twelve-month losses. ~Reuters
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Y Fixed Income

INDEX 34 Qtr YTD 1-YEAR 3-YEAR 5-YEAR 10-YEAR
Bloomberg Aggregate 5.2 4.4 11.6 -1.4 0.3 1.8
Bloomberg 1-3 Gov Credit 3.0 4.4 7.2 1.5 1.7 1.6
Bloomberg Gov Credit Long 8.0 3.5 17.2 -6.2 -2.0 2.3
Bloomberg US TIPS 4.1 4.9 9.8 -0.6 2.6 2.5
ICE BofA Merrill Lynch High Yield 5.3 7.9 15.5 3.1 4.5 4.9
CSFB Leveraged Loan (bank loans) 2.0 6.6 9.6 6.3 5.6 4.9
Bloomberg Global Aggregate 7.0 3.6 12.0 -3.1 -0.8 0.6
JPM EmgMkt Bd Glbl Dvrsfd (hard) 6.5 8.0 18.5 -0.5 0.7 3.0
Notes: Data are presented as percent returns. All 3-, 5- and 10-year returns are lized.
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The
Aggregate Index posted a 5.2% return for the quarter. During the

Bonds responded well to the Fed cutting interest rates.

first two quarters of 2024, the Aggregate performed poorly due to
the belief the Fed would keep rates “higher for longer.” Bonds are
now poised to post two calendar years of positive performance,
after posting negative returns for 2021 and 2022.

While we saw investment grade bonds perform well in the quarter,
high yield bonds also did well as higher coupon rates help returns.
Credit spreads remain tight to Treasuries, signaling that concerns
about corporate earnings are still a ways off in the future. Duration
in the high yield index is shorter than the Aggregate Index, so the
boost from falling interest rates did not provide the same tailwind
to high yield (and bank loans) as it did to the Aggregate.

The chart to the left shows that the real yield of the ten-year
Treasury is back in positive territory after some time due to high
inflation rates. Recall that real rates are nominal rates minus the
rate of inflation. Now as expectations have moderated for
economic growth and inflation, the interest rate of the ten-year

Treasury is higher than the rate of inflation.

DemarChe For Institutional Use Only

H DeFact

During the quarter, the yield curve un-inverted between ten-year
Treasuries and two-year Treasuries. Before September 6th, the
yield curve had been inverted for 783 consecutive days, the
longest such period in U.S. history. An inverted yield curve, where
short-term rates are higher than long-term rates, has preceded
every U.S. recession since the 1970s. However, the economy has
not seen a recession so far. An un-inversion is seen as a positive

sign that the Fed may have room to cut rates further. ~DeMarche



Y 1.ess Liquid Strategies — Lagged One Quarter September 30, 2024

INDEX 34 Qtr YTD 1-YEAR 3-YEAR 5-YEAR 10-YEAR
NCREIF ODCE -0.4 -2.8 -9.3 1.9 3.2 6.4
NCREIF Property (Private RE) -0.2 -1.1 -5.4 2.4 3.4 6.1
Residential 0.2 -0.8 -5.1 3.8 4.3 6.1
Industrial 0.2 0.4 -2.2 11.5 13.5 13.6
Office -2.3 -6.0 -14.3 -8.1 -3.6 2.1
Retail 0.9 1.5 0.3 2.3 0.0 3.8
NCREIF Timberland 1.7 3.9 9.9 11.0 7.2 5.9
NCREIF Farmland -0.2 0.5 2.5 6.8 5.9 6.9
HFR FOF Composite 0.4 4.6 8.5 2.1 4.8 3.5
Conservative 0.9 3.5 7.1 3.6 49 3.5
Diversified 0.6 4.9 8.4 2.8 5.1 3.6
Preqin Private Equity 1.4 1.4 6.1 6.4 15.0 13.8
Preqin Private Debt 1.7 1.7 8.8 9.1 9.5 8.0
Preqin Infrastructure 1.4 1.4 7.6 12.6 11.5 10.5
Notes: Data are presented as percent returns. All 3-, 5- and 10-year returns are annualized.
All data in the table above are as of previous quarter.
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e Real estate is showing some signs of stabilization. While real
estate returns continue to post negative results, the magnitude
of negative returns is smaller in the nearer term. It suggests
that the worst of the downward repricing of real estate may be
behind us. Lower interest rates certainly can help in this
regard.

e Higher interest rates have impacted the returns of private
credit in a positive way. The majority of private credit loans are
floating rate and adjust upward when rates increase.
Conversely, we should see yields slightly fall as interest rates
begin to decline under the Fed’s rate cutting regime.

e The chart to the left shows the diversification benefits of
private assets relative to a balanced public securities portfolio.
Private equity and private debt both have about a 0.6
correlation to the 60/40 balanced portfolio. Real estate
returns shows a negative correlation to a balanced portfolio.
We have seen over time that public assets reprice more quickly
to higher highs and lower lows than private assets.

— C ———
H DeFact

Higher interest rates make private market acquisitions harder by
raising the cost of capital in addition to putting downward
pressure on price multiples. Banks are still pulling back from
financing buyout activity so private credit managers are active in
the space, even with higher rates. In other words, higher rates
make it more difficult to pile on leverage, leading to fewer

company exits from private equity funds. ~Bain
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