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FIXED INCOME OVERVIEW

INVESTMENT REVIEW

The “higher for longer” theme appears to be
sinking in as interest rates moved sharply
northward on sticky inflationary readings, a
slightly hawkish Federal Reserve (the Fed), and
fiscal imbalances. Market participants finally
took the Fed at their word, or at least their
projections, as the 50bp shift in 2024 and 2025
federal funds rates unnerved both stock and
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ARTICLE HIGHLIGHTS

A tough quarter for Fixed Income returns

Yields move higher as FOMC projections shift higher
Bond Market Spreads starting to move wider
Inflation remains sticky

Manufacturing and Services stabilizing

Some Consumers capitalized on low financing costs

bond investors. Simply put, it appears as though
the cost of financing will be higher for longer,
and that is certainly not a path to easy profits,
especially for those businesses that rely heavily
on borrowing. The short-end of the curve
remained relatively steady, with rates rising
approximately 15bps on the 2-year Treasury
moving from 4.90% to 5.04%, while rates further
out the curve filted much higher as the 10-year 440
moved over 70bps to close at 4.57% and the 420
30year benchmark closing at 4.70%, about  4.00
84bps higher. 3.80
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For the quarter, the Bloomberg Barclays
Aggregate Index finished lower by 3.23%,
(Cont.)
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FIXED INCOME OVERVIEW Bloomberg Aggregate Index Sector Performance

(Cont.) with Treasury, Corporate, and Agency MBS securities 5.0%
showing the most weakness as each lost over 3%. Asset-backed

and commercial mortgage-backed debt performed relatively 2.5%
better, but it was difficult to find safe harbor in the duration-driven
sell-off. 0.0%

CREDIT SPREADS

Investment grade corporate credit spreads managed a very small
rally of just 2bps during the quarter, but the market weakened

-2.5%

-5.0%
during the last week of September, setting up a “wait and see” INDEX Tsy Corp CMBS ABS | Agency
q o q q . q . MBS
situation in regord§ to third quarter earnings releases. High y@ld a5 5| 525% | B0e% | 309% | Loze | 0% | a05%
bonds were again a market segment that offered positive BYTD | 121% | 151% | 00% | 016% 199% | -2.26%

performance as the embedded yield was enough to offset the
move in interest rates. The Bloomberg HY 2% Issuer Capped index
finished the quarter up 0.46%, while spreads ended 4bps wider. We

Source: Bloomberg

Bond Spreads

think there may be an opportunity to increase our high yield _
exposure later in the fourth quarter. o IHﬂigﬁsot;ﬂggt/g?gg 0AS (R1) 1
10.00+ ‘IAverage 1231 |1-3-50
FISCAL AND MONETRARY POLICY sintuionin [0
igh on .
Fiscal wrangling in Washington D.C. again reared its unsightly head 8.00+ E‘-‘:Virageosﬁym ) 12 50
as Congress rushed and passed a last minute 45-day stopgap- Sl 262
funding bill, which funds the government at 2023 levels, but leaves r2.00
out further aid to Ukraine, averting a government shutdown. L1.50

Government spending levels and where the money goes are
always subject to political theatre. Yet, looking at interest as a
percent of GDP is thought-provoking, as many prior upticks have

1

ended in recession. It is not (;hff}CUIT ’(o argue that flsc;ol ST!mU|US 2019 2020 2001 2022 2023
shares some of the reSpOhSlblllTy with the current InﬂOTIOﬂOry LUACOAS Index (Sloomberg US Agg Corporate Avg OAS) Spreads Daily 030CT2018-020CT2023 Copyright? 2023 Bloamberg Finznce LP 02-0ct-2023 14:11:57
backdrop, and both major political parties get to share in that. Source: Bloomberg

In another not-so-shocking revelation to anyone who still has money to go shopping is that inflation remains quite sticky. Headline
CPl inflation has ticked up to 3.7% from just 3% in June, as energy is providing less of a tailwind these days. We acknowledge that
“core” inflation continues to move in the right direction. However, unless services and food inflation move significantly lower, we
think the Fed'’s job is not yet over. While Fed Chair Powell can sometimes move markets during his press conferences, it was the
Committee’s 50bp increases from their June meeting of their future federal funds projections that caught the markets (Cont.)



FISCAL AND MONETRARY POLICY

U.S. Govt. Interest as % of GDP

(Con‘l'.) Off gUOrd in Sep‘l‘ember. Ano‘l‘her Woy Of |ooking G‘I‘ i'I' is We FRED 47 — Federal Outlays: Interest as Percent of Gross Domestic Product
should expect fewer rate cuts in the coming years. In analyzing -
the rather robust growth and employment estimates, we agree 30
that the path of interest rates will indeed need to be higher for
longer. , g
CPI Inflation z 2
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+-2.00 Median Projections in Percent Terms
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CPI YOY Index (US CPI Urban Consumers Yol NSA) US CPI YoY% Daily 29JUL2018-020CT 2023 Copyright2 2023 Bloomberg Finance L.P. 02-0ct-2023 17:11:58
SBUITEES BlleeMIZENg change in GDP 2.1 1.5 1.8 1.8
THE ECONOMY June projection 1 1.1 1.8
Employment within our country remains quite robust even as recent Unemployment rate 3.8 4.2 41 4
ADP and non-farm payroll data slip below 200k jobs added per June projection a1 4.5 45
month and average hourly earnings are clocking in with 4% gains.
Recent ISM data also points to an uptick in growth, which mirrors the PCE inflation 33 2.5 2.2 2
FOMC projections of better-than-expected GDP growth ahead. June projection 3.2 2.5 2.1
Maybe they know what they are talking about after alll.
Core PCE inflation 3.7 2.6 2.3 2
Meanwhile, the consumer still appears to be hanging in there as June projection 3.9 2.6 2.2
overall debt-to-income rafios look favorable compared to recent  [pMemo: Projected
slowdowns.  Many consumers fook advanfage of the his’rorip low 1 appropriate policy path
interest rates to finance their housing and other large expenditures,
now seemingly providing a steady tailwind to many facets of our B el e e 5.6 5.1 3.9 2.9
economy. Our structured team has been keeping an eye on the June projection 56 4.6 3.4

resumption of interest accruing on federal student loans, with payments on
those loans starting again in October. It is very early, but we have (Cont.)

Source: Federal Open Market Committee



Manufacturing and Services PMI

THE ECONOMY ) 65,00
(Cont.) not noticed any significant slowdown in prepayment speeds '
65.04
across our consumer ABS sectors yet. We do expect a modest slowdown L60.00
in some subsectors going forward, particularly among borrowers of the  60.04 B
lowest credit quality, as these payments kick in and rising interest rates +55.00
slow the economy.
50.0+4 749.00
FOURTH QUARTER STRATEGY 45.0+ ISM Manufacturing PMI SA - Last Price (R1) 49.00 =45.00
5 . . 5 .. : B ISM Services PMI - Last Price on 8/31/23 (L1) 54.5
The fourth quarter begins with the rates market trying to find a top in yields 40.0 55

with some opting for the sidelines, which has pressured spreads in certain
L Dec Jun Dec Jun Dec Jun Dec Jun Dec Jun
areas of the corporate bond market. We have been opportunistically 2019 2020 5021 2022 2023
Clddlng duration across most mandates, but this has been a slow process, NAPMPMI Index (ISH Manufacturing PMI S&) Spreads Daily 030CT2018-020CT2023 Copyright2 2023 Bloomberg Finance LP. 02-Oct-2023 20:00:16
and we are still a touch underweight duration relative to our benchmarks.  soyrce: Institute for Supply Management, Bloomberg

Our portfolio managers have been selling within our taxable muni area
with the proceeds going to U.S. Treasuries/Cash, Agency MBS and certain
sectors of the Corporate Bond market such as technology. We continue b

fo prefer larger money center banks which have greater revenue ’_/R-\. rl13
diversification to their smaller regional bank brethren. Regional banks
continue to face headwinds from the higher rates, putting pressure on
their net interest margins and slowing loan growth engines. We are
underweight both life and P&C insurers, as life insurance companies hold

a considerable amount of commercial real estate, and P&C companies
have limited pricing power in the face of increased natural disasters.

Household Debt Payments to Income

I M Household Debt Service & Principal Payments to Income US - Last Price 10 ] 12

Our structured finance managers like data center-related ABS, as this
sector has experienced strong demand that should continue to increase
with the growth of Al and hold up relatively well in an economic 2005-2009 2010-2014 2015-2019 ‘ 2020-2024

downturn. They are flndlng value in small-mid size ticket eqUipmenf and FSI HIUS Index (Housshold Debt Service & Principal Payments 1o Income US) deb 1o dispasable incom Monthly 0S0CT1993-020CT2023  CopyrightS 2023 Bloomberg Finznce LP.
select subordinated franches of top tier auto ABS. We do not own any B
fraditional office REITs, and are sticking to higher-quality names within the
REIT sector, generally in defensive sectors like single family rentals. We
have also been adding to government-guaranteed bonds issued by the
Small Business Administration. These bonds are trading cheap relative to Mark R. Anderson, CFA e NI S

their historic relationship to agency CMBS and corporates. Chief Strategy Officer |9

Source: International Monetary Fund, Bloomberg

Please note that this Investment Review contains NIS's opinions and observations as of the date of this letter, which are subject to change and should not be relied upon as investment advice.

National Investment Services (“NIS”) is an affiliate of Resolute Investment Managers, Inc. National Investment Services is registered as an Investment Adviser with the U.S. Securities and Exchange Commission (the
“SEC"). Registration with the SEC or with any self-regulatory authority does not imply approval by the SEC, nor does it imply a certain level, skill or training. Comparative and/or informational data was provided by or
compiled based on third-party sources, which NIS believes are reliable, but which it has not independently verified. Indices referenced are unmanaged, may not be “investable™ and are not subject to fees and
expenses typically associated with investment vehicles or accounts. Information regarding market returns and market outlooks is based on the research, analysis and opinions of NIS, which are speculative in nature,
may not come to pass, and are not intended to predict the future performance of any specific investment or strategy.



