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Week in Review

Equity Markets:

The S&P 500 finished the week with a modest return of 0.3%. The
NASDAQ finished the week up 2.52% and widened the spread for
growth outperformance relative to value for the year. Large Cap
Growth has outperformed Large Cap Value by a 22% year-to-date’.
Growth is up 21.3% while value is in the red by 0.7%. Much of the
outperformance has been dominated by a handful of names, and
the jet fuel behind much of the recent rally is the “Al Arms Race”.

First Quarter earnings are nearly complete with 97% of S&P 500
companies having already reported. 78% of companies have beaten
earnings expectations and 76% have beaten revenue expectations?.
Earnings have come in better than expected; at the beginning of the
quarter analysts were expecting a decline in earnings of 6.7%, but
the decline has been much less so far at 2.1%.

Fixed Income Markets:

Treasury yields continued their push higher as debt ceiling
negotiations slowed. The 10-Yr Treasury finished the week with a
yield of 3.8%. The 1-Yr Treasury continued its multi-decade push
higher and finished the week yielding 5.24%. This is the highest yield
for this maturity since the fall of 20003.

The force that has been behind the recent ascent in rates may be
coming to a conclusion. Over the weekend, the administration and
members of the Republican Party reached an agreement on the
debt ceiling. The last step is to have Congress vote on the deal, and
the fear of a US default will be a thing of the past.

Economic:

The Fed's preferred inflation gauge came in slightly higher than
expected. The Personal Consumption Expenditures Price Index rose
4.4% year-over-year and the core reading, which excludes food and
energy, rose 4.7%. Both of these numbers were 0.1% higher than
economists’ estimates. The University of Michigan Consumer
Sentiment Index came in at 59.2, above the forecast of 57.9. Despite
the upside surprise, the index hit a six-month low as the long-term
expectations portion of the survey dropped significantly®. The
second, of three, first-quarter GDP estimates showed the economy
grew at an annual rate of 1.3%. This reading improved on the first
estimate of 1.1%. Broad expansion in spending helped push the
reading higher.

Looking Ahead

Equity Markets:

Earnings have been much better than feared. Earnings have still
declined year-over-year which means, broadly, corporations are still
not seeing growth. Analysts may have discounted earnings too
quickly and the slower growth appears to have just been pushed
out. Full-year 2023 earnings have not seen only slight revisions
upward despite the surprise in the first quarter. At the start of the
first-quarter earnings season, expectations were for 1.2% growth in
2023. Today, this number sits at 1.5%".

Market participation (breadth) is hitting extreme lows®. This means
that the market is being propped up by a handful of names. This can
be seen in the wide performance spread between value and growth.
Mega-Cap Tech has dominated so far this year while essentially the
rest of the market has been left behind. This is a time when
investors must remain diligent and committed to their long-term
investment plan. Having a few names with large outperformance can
become tempting to chase. But, as last year showed, style reversals
can occur at any point and the performance margin can swing back
the other way. Systematic rebalancing can be beneficial when this
occurs. Trimming some of the large outperformers while wading into
the underperformers can keep your portfolio properly diversified
and positioned to capture the style reversal when it occurs.

Fixed Income Markets:

Last week's PCE report rattled the Fed Fund’s Futures market. At the
beginning of the week, futures had priced in a 72% probability for a
Fed pause but following the report the market has priced in a 66%
probability of another 25-basis point rate hike’. Following the
release of the FOMC meeting minutes and hearing from members of
the Fed since their most recent meeting has shown there is some
disagreement on the future of rate increases. One thing is clear
though, if the end of rate hikes has not come already it is very close
to the end.

We still believe the 4.25% yield on the 10-Yr from last October is the
cycle high and the majority of the damage in the fixed-income
markets occurred last year following the intense pace of hikes. We
may see bouts of heightened volatility around the interest rate
decisions but believe that rates will ultimately settle in the 3.25%
range in the next 6-12 months. We see opportunities for fixed-
income-oriented investors in the current structure. A suitable return
can be found now that the “income” component has returned to the
fixed-income market.

Economic:

The economic calendar this week will have a heavy focus on the
labor market. The JOLTS report will be released on Wednesday and
to end the week, monthly unemployment and job creation data will
be released. The headline will be the ultimate vote on the new debt
ceiling deal, which is scheduled to take place on Wednesday, as of
now. ***% See Important Disclosures on following page
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https.//advantage.factset.com/hubfs/Website/Resources%20Section/Research%20Desk/Ea
rnings%20Insight/Earningsinsight 051923.pdf
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https://www.cnbc.com/quotes/USTY

4)Advisor Perspectives
https://www.advisorperspectives.com/dshort/updates/2023/05/26/michigan-consumer-
sentiment-six-month-low

5)Refinitiv I/B/E/S
https:/lipperalpha.refinitiv.com/wp-content/uploads/2023/05/TRPR_82221_699.pdf

6)The Street
https://realmoney.thestreet.com/investing/stocks/suddenly-wall-street-takes-pause-at-the-
big-divergence-16124754

7)The CME Group
https.//www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.htm!

Important Disclosures:

Investment Advisory Services offered through Krilogy®, an SEC Registered Investment
Aadvisor. Please review all prospectuses and Krilogy's Form ADV 2A carefully prior to
investing. This is neither an offer to sell nor a solicitation of an offer to buy the securities
described herein. An offering is made only by a prospectus to individuals who meet
minimum suitability requirements.

All expressions of opinion are subject to change. This information is distributed for
educational purposes only, and it is not to be construed as an offer, solicitation,
recommendation, or endorsement of any particular security, products, or services.
Diversification does not eliminate the risk of market loss. Investments involve risk and
unless otherwise stated, are not guaranteed. Investors should understand the risks
involved of owning investments, including interest rate risk, credit risk and market risk.
Investment risks include loss of principal and fluctuating value. There is no guarantee an
investing strategy will be successful. Past performance is not a guarantee of future
results. Indices are not available for direct investment; therefore, their performance
does not reflect the expenses associated with the management of an actual portfolio. The
S&P data is provided by Standard & Poor’s Index Services Group.

Services and products offered through Krilogy® are not insured and may lose value.
Be sure to first consult with a qualified financial advisor and/or tax professional before
implementing any strategy discussed herein.
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