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e The S&P 500 experienced a 1.6% decline in August but remains 18.7% higher on the year, while the
Bloomberg Aggregate Bond Index is up a paltry 1.4% for the year to date.

e During his Jackson Hole speech, Jerome Powell reaffirmed the Fed's commitment to a 2% inflation
target, solidifying its “higher for longer” stance on interest rates.

e Job openings softened, albeit from exceptionally tight levels, and consumer confidence declined as
elevated inflation continued to frustrate consumers.

e Congress returned from recess at the end of August and is already gearing up for another showdown

as a potential government shutdown looms.

The S&P 500 ended August with negative monthly returns for the first time since February. Despite being down
1.6% on the month, the S&P 500 is still up 18.7% year to date. It has not been an easy year for bonds. The
Bloomberg Aggregate Bond Index is up only 1.4% year to date, and for the month of August, it was down 0.6%.
Since 1976, the Bloomberg Aggregate Bond Index has averaged just two months per year when its monthly
returns fell below -0.6%, yet this has happened 11 times since the start of 2022. As of the end of August, 10-year
Treasuries were on pace to experience their third consecutive year of negative returns, an occurrence that has

not happened in U.S. history."

As summer comes to an end, so does the second-quarter earnings season. With 99% of companies reporting,
the blended year-over-year earnings for S&P 500 companies shows that earnings declined by 4.1%, the third
consecutive quarter of decline.? This growth rate is well below both the five-year average of 12.0% and the ten-
year average earnings growth rate of 8.5%.2 For the full-year 2023, year-over-year earnings estimates are up
slightly, reaching 1.2% at the end of August, compared to 0.5% at the end of June.? The forward price-to-
earnings (P/E) for the S&P 500 is currently 18.8, which is just above the five-year average of 18.7 and 10-year
average of 17.5.2
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Equity Valuations Remain Elevated, Even with Hopes for Solid 2024 Earnings Growth
S&P 500 Forward Price To Earnings: Next 4 Quarters
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Source: Bloomberg. As of 8/31/2023.

Although the Federal Open Market Committee (FOMC) did not meet in August, Federal Reserve Chair Jerome
Powell's speech atthe annual Jackson Hole Economic Symposium provided insights into the Fed'’s plans through
2024. Powell reiterated the Fed's "higher for longer” message and confirmed its commitment to a 2% inflation

target.? He also put any rumors the Fed was contemplating a higher inflation target solidly to rest.*

“It is the Fed'’s job to bring inflation down to our 2% goal, and we will do so. We have tightened policy
significantly over the past year. Although inflation has moved down from its peak—a welcome

development-it remains too high. We are prepared to raise rates further if appropriate...”

Crude oil inventories have dropped below 2022 levels and the U.S. strategic petroleum reserve (SPR) was
increased by 3.6 million barrels over the past four weeks, a small startin the attempt to replenish the 247-million-
barrel drawdown authorized by the Biden administration to keep oil prices contained since the Russian invasion
of Ukraine.>%” Qverall, U.S. crude oil inventories, including SPR, have dropped to 46 days’ worth of supply—well
below the average since 1980 of 65 days’ worth.2 Combined with a steady decline in rig counts since December
2022, West Texas Intermediate (WTI) crude oil prices have been increasing since July 2022, reaching $83 at the
end of August. Given their significance to the average consumer, gas prices are often viewed as a proxy for
inflation, which remains a key issue for voters. As such, gas prices have historically had an inverse relationship
with presidential approval ratings, and 2023 is following that trend. Biden's approval rating is once again
declining and near the lowest of his term, which came in June and July 2022 when national gas prices reached
a high of $5.02 per gallon.? ' This dynamic serves as a reminder of the intertwining of markets and politics, which

will increasingly come into focus for investors given next year's election.
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The labor market shows some signs of cooling down. U.S. job openings dropped to 8.8 million in July, dipping
below 9 million for the first time since March 2021, despite still being well above pre-pandemic levels."
Voluntary resignations (or quits) have dropped back to pre-pandemic levels, and the average U.S. quit rate sits
at around 2.3%."" The largest decline in job openings was in business and professional services (-198,000 from
June to July) and government (-155,000 from June to July)."" In contrast, job openings in information industries

shot up by 101,000, an all-time high, begging the question of whether generative Al is already starting to
influence the labor market.

Labor Market Cooling, but Job Openings in the Information Sector Jumped
Total Seasonally Adjusted Non-Farm Job Openings by Sector, Thousands
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Source: U.S. Bureau of Labor Statistics. As of 7/31/2023.
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Underpinning the impact of rising gas prices and the cooling labor market, the Conference Board’s Consumer
Confidence survey dropped by 7.9 points to 106.1—its largest month-to-month decline in two years. Consumers
cited rising prices (particularly groceries and gasoline) and the tighter job market as the primary reasons for the
dip.”

The personal savings rate (as a percentage of disposable personal income) ticked down to 3.5% in July from
4.3% in June and is now well below the historical average of 8.9% as measured since 1952."® The Johnson
Redbook Index, a weekly measure of retail sales growth year over year, has steadily declined since December
2021, dipping into negative territory in July. However, it rebounded in August to levels last seen in early April."*
The Federal Reserve’s Beige Book (a publication recording current economic conditions across the 12 Federal
Districts) points to a slowdown in spending on certain retail categories, especially non-essential items." Districts
also reported that excess savings have likely been exhausted, which has been corroborated by research by JP
Morgan and the San Francisco Federal Reserve.'>'¢'7 Interestingly, the number of mentions of “recession” in the
Beige Book increased to 15, up from the three mentions in July." In contrast, an increasing number of FOMC

committee members no longer believe that a recession will occur in 2023/24.®

Congress returned from its annual month-long recess at the end of August and is already squaring off for another
government shutdown fight. Even though the debt ceiling debate is settled until after the November 2024
elections, another fiscal debate is now looming. Congress needs to pass 12 appropriation bills to fund all
government agencies and federal programs before September 30." If Congress cannot pass these bills by
October 1 (the start of the government's fiscal year), a “continuing resolution” will need to be passed to
temporarily extend funding. Without an agreement or a continuing resolution, a government shutdown may be
inevitable.' Unlike the recent debt ceiling agreement, this is likely just a case of political posturing before the

election and is unlikely to cause any major issues for the economy.

The hot streak that markets had been on over the summer took a pause, and most asset classes ended August
with negative returns. U.S. large cap stocks fared better than their international counterparts. The S&P 500 fell
1.6%, and the MSCI EAFE ended August down 3.8%. After outperforming the S&P 500 by 3.7% in 2022, the
MSCI EAFE now trails the S&P 500 by 7.4% year to date. U.S. small and micro-cap stocks fared worse than their
international counterparts. The Russell 2000 ended August down 5.0%, and the MSCI EAFE Small Cap ended

the month down 3.3%. Emerging and frontier market stocks were the worst-performing asset class in August.

Fixed income posted poor returns in August, as international developed market bonds ended the month down
2.2%. Japan's bonds fared worst, followed by Israel and Sweden. Midstream energy ended August up 0.5% and
remains the second-best performing asset class year to date after U.S. large cap stocks.
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August 2023 Key Market Total Returns

U.S. Large Cap Stocks -16 o
Intl Dev Small & Micro Stocks -33 6o
Intl Dev Large Cap Stocks -8 3
U.S. Small & Micro Cap -0

Emerging & Frontier Mkt Stocks | -8 L9
U.S. Bank Loans 1.2 .

U.S. Short-Term Bonds 0-4”

U.S. High Yield Bonds 03 -
U.S. Interm-Term Bonds 06 4
U.S. Interm-Term Muni Bonds 0.8 0

Emerging & Frontier Mkt Bonds 15 15

9.0

Intl Developed Bonds 22
Midstream Energy 03 168
Gold 06 23
Commodity Futures 08
US. REITs -30
Ex US. Real Estate Securities 31
U.S. 60/40 12 .

Global 60/40 22 . 03

146

MTD (%) = YTD (%)

Source: Bloomberg

In foreign markets, the Chinese government announced on August 28 that the stamp duty on securities trading
would be halved in an effort to restore investor confidence after international investors dumped a record $12
billion of Chinese stocks in August due to the country’s deteriorating economic outlook.?202" This is the first
change to the stamp duty on Chinese stock trading since 2008.22

On August 31, following guidance from the People’s Bank of China, several major Chinese cities, including
Shanghai and Beijing, announced eased mortgage requirements for some homebuyers in an effort to revive the
country's beleaguered property sector. People will now be allowed to take preferential loans for first-home
purchases regardless of credit records, and minimum downpayments will be cut to between 20% and 30% (from
30% to 40% previously).2*24
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Japan is facing a set of increasingly complex challenges. The yen's buying power has dropped to a 53-year low,
and the Bank of Japan’s real effective exchange rate (a measure of a currency’s strength relative to a basket of
other currencies) dropped to 74.3.2° The Bank of Japan continues to purchase staggering amounts of Japanese

government bonds, totaling almost $3 trillion in purchases since 2020.26

Despite the recent pick up in retail spending and general resilience in the economy, we do not want to lose sight
of the big picture: history strongly suggests that after aggressive rate-hiking cycles, risky assets produce sub-par
outcomes. This seems especially likely given that equities already enjoyed high valuations and considerable
allocations at the start of the rate-hiking period. Given that forward price-to-earnings multiples for the S&P 500
are at the higher end of historical ranges, stocks aren't cheap in isolation. Further, relative to short-term bonds,
which now sport a substantial yield premium, they are more expensive than at any point since 2002. Further, in
light of recent high returns for the S&P 500 and improving sentiment, allocations to stocks have drifted up to
some of their highest levels in history.?’

Relative to Short-Term Bonds, Stocks are More Expensive Than Any Point Since 2002

S&P 500 Earnings Yield minus 2-Year Treasury Yield, % (1/1/2001 — 8/31/2023)
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Source: Bloomberg

We believe there will be continued volatility in equity and fixed income markets, as the Federal Reserve shoots
for their soft-landing goal while the U.S. economy and markets grapple with mixed economic data. We advise
caution as both bull and bear market scenarios are possible from this point. Stocks might continue to shrug off

higher rates and emerge even higher one year from now. However, stocks could decline given recent market
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strength, growing optimism, and a potential Fed pivot. Our goal is to be prepared for either outcome. During
volatile times, we believe the key to successful investing is to remain committed to long-term investment
plans.

All market pricing and performance data from Bloomberg, unless otherwise cited. Asset class and sector performance are
gross of fees unless otherwise indicated.
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The S&P 500 Index is widely regarded as the best single gauge of the United States equity market. It includes 500 leading
companies in leading industries of the U.S. economy. The S&P 500 focuses on the large cap segment of the market and
covers approximately 75% of U.S. equities.

The Bloomberg Barclays U.S. Aggregate Index represents securities that are SEC-registered, taxable, and dollar
denominated. The index covers the U.S. investment grade fixed rate bond market, with index components for government
and corporate securities, mortgage pass-through securities, and asset-backed securities. Duration is roughly 5 years.

The Bloomberg U.S. Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate bond market.
Securities are classified as high yield if the middle rating of Moody's, Fitch and S&P is Ba1/BB+/BB+ or below. Bonds from issuers with an
emerging markets country of risk, based on the indices’ EM country definition, are excluded.

The Russell 1000° Value Index measures the performance of the large-cap value segment of the U.S. equity universe. It
includes those Russell 1000 companies with lower price-to-book ratios and lower expected and historical growth rates.

The Russell 1000° Growth Index measures the performance of the large- cap growth segment of the US equity universe.
It includes those Russell 1000 companies with relatively higher price-to-book ratios, higher I/B/E/S forecast medium term (2
year) growth and higher sales per share historical growth (5 years).

The Russell 2000° Index measures the performance of the small-cap segment of the US equity universe. It includes
approximately 2000 of the smallest US equity securities in the Russell 3000 Index based on a combination of market
capitalization and current index membership. The Russell 2000 Index represents approximately 10% of the total market
capitalization of the Russell 3000 Index. Because the Russell 2000 serves as a proxy for lower quality, small cap stocks, it
provides an appropriate benchmark for RMB Special Situations.

MSCI EAFE Index*: an equity index which captures large and mid-cap representation across 21 of 23 Developed Markets
countries around the world, excluding the U.S. and Canada. With 926 constituents, the index covers approximately 85% of
the free float-adjusted market capitalization in each country.

The MSCI Emerging Markets Index* measures equity market performance in the global emerging markets universe. It
covers over 2,700 securities in 21 markets that are currently classified as EM countries. The MSCI EM Index universe spans
large, mid and small cap securities and can be segmented across all styles and sectors.
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The U.S. Dollar Index is used to measure the value of the dollar against a basket of six foreign currencies: the euro, Swiss
franc, Japanese yen, Canadian dollar, British pound, and Swedish krona.

The Deutsche Bank EM FX Equally Weighted Spot Index, an equal-weighted basket of 21 emerging market currencies.

MSCI U.S. REIT Index is a free float-adjusted market capitalization weighted index that is comprised of equity Real Estate
Investment Trusts (REITs). The index is based on the MSCI USA Investable Market Index (IMI), its parent index, which
captures the large, mid and small cap segments of the USA market. With 150 constituents, it represents about 99% of the
US REIT universe and securities are classified under the Equity REITs Industry (under the Real Estate Sector) according to
the Global Industry Classification Standard (GICS®), have core real estate exposure (i.e., only selected Specialized REITs are
eligible) and carry REIT tax status.

*Source: MSCI.MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any
MSCI data contained herein. The MSCI data may not be further redistributed or used as a basis for other indexes or any securities or
financial products. This report is not approved, endorsed, reviewed or produced by MSCI. None of the MSCI data is intended to constitute
investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.

The opinions and analyses expressed in this newsletter are based on RMB Capital Management, LLC's ("RMB Capital”) research and
professional experience are expressed as of the date of our mailing of this newsletter. Certain information expressed represents an
assessment at a specific point in time and is not intended to be a forecast or guarantee of future results, nor is it intended to speak to any
future time periods. RMB Capital makes no warranty or representation, express or implied, nor does RMB Capital accept any liability, with
respect to the information and data set forth herein, and RMB Capital specifically disclaims any duty to update any of the information and
data contained in this newsletter. The information and data in this newsletter does not constitute legal, tax, accounting, investment or other
professional advice. Returns are presented net of fees. An investment cannot be made directly in an index. The index data assumes
reinvestment of all income and does not bear fees, taxes, or transaction costs. The investment strategy and types of securities held by the
comparison index may be substantially different from the investment strategy and types of securities held by your account. RMB Asset

Management is a division of RMB Capital Management.
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