Third Quarter 2023 Market Review

As | reviewed my last quarterly letter in preparation for writing this one, | really did not see much to change. Stock and Bond
markets both fell during the third quarter ended September 30 and that could be important. Stocks, as measured by the Vanguard
Total World Stock Index ETF fell 3.5% during the quarter bringing its 2023 gain down to 9.6%. Bonds, as measured by the iShares
Core U.S. Aggregate Bond ETF declined 3.2% for the quarter resulting in a 2023 loss of 1%. Small Cap stocks (iShares Russell 2000
ETF) fell 5% during July, August and September bringing its 2023 tally to a 2.5% gain.

What has not changed? The Federal Reserve has kept interest rates high. Remember that they control short-term money market
rates. Intermediate-term interest rates did keep rising which is what caused bonds to lose value. While the interest that bonds are
now paying is a lot higher than it has been, the price of bonds fell even more because yesterday’s bonds are not worth as much after
interest rates rise. Still, the result is much better than 2022.

We have not had a recession yet (not admitted at least). More bank loans across the economy matured and were refinanced at
much higher interest rates. An interesting side note. This dynamic is at work with bank loans which typically have 1, 3 and 5 year
maturities. Most publicly traded corporations in the U.S. borrow through the bond market. Net Corporate Interest Expense has
declined this year because their interest cost on the longer-term bonds is locked in and they have been earning a much higher return
on the cash that they have held. European corporations borrow more from the banking system. So the interest rate change impact
in the U.S. results in farmers, agricultural companies and small and mid-sized corporations being squeezed (and likely cutting
employment and investment) more than larger corporations and in Europe the change will impact larger corporations.

The streak of declining months for the Leading Economic Indicators extended from 14 months to 17 months.

In the last letter we speculated that the extra savings funded by the Government during COVID had muted the impact of inflation
and the fiscal response (the Federal Reserve raising short-term rates). At that time, it was thought that 75% of this pool of extra
funds had been spent so far. That is now estimated to be about 100%. So while prices remain high, the extra money available for
people to offset the higher prices has dwindled.

Subsidies for childcare have ended at the end of September and student loan payments for many are scheduled to resume. These
changes will not help discretionary spending.



Stock market valuations have moved down but continue to be above long-term averages. If economic data continues to struggle, or
if there is a financial accident caused by the more expensive money flowing into all parts of the economic world that is laden by
debt, then there is likely more downside to the market indexes.

The way that valuations are spread across the market has not changed either. Large Cap Growth stocks still make up most of the
market returns. While the broad market is up 9.6% this year, the equal weighted S&P500 index is flat. A fund like the Vanguard
Dividend Growth Fund ((VDIGX), a fund that owns high quality dividend paying stocks, is down 2%. Interestingly, this Vanguard Fund
was only down 5% last year when the broader market fell 18%. It does show that the larger market has not accomplished much since
the beginning of 2022. Because the Federal Reserve has raised rates so much, this makes sense. The one thing we have been missing
has been the ‘financial accident’ caused by higher interest rates and the market’s reaction to that.

That is what we suspect is coming. We suspect, but we do not know. A call for prudence seems to be appropriate. Owning higher
quality stocks, having a bias towards value stocks and maintaining the conservatism in the bond portfolios continues to makes sense.
As does having sufficient cash to meet any short-term and intermediate needs.

Sincerely,

Peter B. Harre, CFA



