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Market Review

It was a tumultuous quarter for stocks. The year started out well with a strong rally in January, but
reversed course in February in the face of stubborn inflation and rising Treasury yields. The roller
coaster continued in March, as the failure of two U.S. regional banks, the largest bank failures since the
Great Recession of 2008 - 2009, sparked fears of a new financial crisis. Stocks ultimately rebounded to
finish March (and the first quarter of the year) in positive territory.

Banking crisis fears peaked when past accounting irregularities were disclosed at Credit Suisse. The
situation quickly calmed, however, thanks to the combination of 1) quick actions by the U.S. Federal
Reserve (Fed) and Federal Deposit Insurance Corporation (FDIC), to guarantee depositors of the two
failed banks and create a backstop for other depositors; 2) larger money center banks stepping in to
offer assistance to a third regional bank on the brink of collapse; and 3) a negotiated takeover of Credit
Suisse by rival UBS with the help of the Swiss government and Swiss regulators.

The markets were able to shake off all the uncertainty by quarter-end, as the general feeling now is that
the problems in the regional bank sector that brought the market to a crisis of confidence may in fact be
contained. And a better-than-expected inflation report on the last day of the quarter sent the markets
into the second quarter on a high note.

Despite the volatility most broad market indices ended the quarter in positive territory, as shown
below. U.S. stocks were led by the NASDAQ, as technology stocks showed resiliency after a very tough
2022. The NASDAQ actually managed to re-enter bull territory by quarter-end (a 20% increase from its
December 28, 2022 low). Other developed nations performed in line with the broader U.S. market, while
emerging markets lagged slightly.

Stock Market Indices 1st Quarter 2023
S&P 500 7.5%
S&P 500 (Equal-Weight) 2.9%
Dow Jones Industrial Average (D]JIA) 0.9%
NASDAQ Composite 16.8%
Bloomberg US Aggregate Bond 3.0%
Russell 2000 2.7%
MSCI World 7.7%
MSCI World ex U.S. 8.0%
MSCI Emerging Markets 4.0%

Source: AJO. Data supplied by FactSet Research Systems.

The turmoil in the markets did not deter the Fed from continuing its fight against inflation, as it raised
short term interest rates by 25 basis points (0.25%) at its March meeting. Expectations before the
banking failures had been for a 50 basis points increase.
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Market Outlook

While fears surrounding the banking system have abated, we are not completely out of the woods
yet. We expect market volatility to continue for the foreseeable future. We remain confident in the
stability of the financial system, but some risk does remain that nervous depositors could cause
additional disruptions in the regional and community banking sectors. Even if this happens,
however, we feel the Fed and FDIC will do whatever is necessary to provide stability to the system.

The markets face several other headwinds that could add to market volatility this year. Inflation
remains stubbornly high, and the Fed remains committed to fighting inflation with the hope of
getting it close to the desired level of 2%. The Fed has also indicated that it doesn’t foresee any
interest rate cuts in 2023, a disappointment to many market watchers.

The looming showdown over the debt ceiling will also likely weigh on markets until a resolution is
reached. Negotiations usually go down to the wire, but we expect as usual a compromise will be
reached to avert a potential disaster, even if it is only a temporary extension.

Meanwhile, global tensions remain high, and relations with both Russia and China seem to be at low
points of the recent past. The war in Ukraine continues, and domestic tensions in ally Israel have
raised concerns that hostility could escalate.

Despite the headwinds facing markets we remain optimistic. While the Fed does not foresee any
rate cuts this year, it appears to be nearing the end of its tightening cycle with one more 25 basis
point increase likely at the next Fed meeting. Stocks have also re-entered a bull market, as signaled
by two consecutive positive quarters for the S&P 500.

While the possibility of the economy going into recession still exists, we would expect it to be a
short and shallow one, with growth picking up relatively quickly. The job market remains
surprisingly strong, and consumers are still spending money (for now at least). The US economy has
been remarkably resilient despite everything that has happened over the past 15 months.

We have confidence that many of the high-quality names that we hold will help moderate losses in
client portfolios regardless of what transpires in the economy. We continue to position client
portfolios to benefit from future market upside, and volatility in the shorter-term may in fact
provide selective buying opportunities.

As always, we stand ready to adjust to any developments that affect our portfolio holdings.
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Of Interest: Balanced Portfolios: Down but Not Qut

2022 was a challenging year for investors, as there were few places to hide. On top of a large drop in
stocks, unanticipated losses in bonds were especially unnerving, leading some to question whether the
balanced portfolio is dead and if diversification still works. We believe that it does.

Although 2022 saw the worst start to a year in history for many bond indices, the overall performance
for the common 60/40 portfolio (60% stocks/40% bonds) did not even crack the top (or, alternatively,
worst) five historical drawdowns of the last century, as shown in Exhibit 1. While a 19% loss of wealth
is not fun, it’s only two-thirds of the drawdown investors suffered during the financial crisis of 2008-
2000.

Exhibit 1 — Not Such a Low Blow
(60% S&P500 Index / 40% Five-Year U.S. Treasury Notes
January 1926 — September 2022)
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Note: Past performance is not a guarantee of future results. Indices are not available for direct investments; therefore, their performance does not
reflect the expenses associated with the management of an actual portfolio. Source: Morningstar Direct.

It is important, especially when market conditions are volatile, to not focus solely on where returns have
been but also on where they could be going in the months and years ahead. Looking at the performance
of the same 60/40 portfolio following a decline of 10% or more since 1926, as shown in Exhibit 2, you
can see that returns on average have been strong in the subsequent one-, three-, and five-year periods.
History makes a strong case for you to stick with your longer-term investment plan. It should also serve
as a reminder that large declines shouldn’t derail you from the expected long-term benefits of investing.
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Exhibit 2 — Still in the Fight
(60% S&P500 Index / 40% Five-Year U.S. Treasury Notes
January 1926 — September 2022)
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Note: Past performance is not a guarantee of future results. Indices are not available for direct investments; therefore, their performance does not reflect
the expenses associated with the management of an actual portfolio.

Markets have proven quite resilient over the long run. The most important thing is to roll with the
punches and not get sidetracked by short-term moves. If history is any guide, there’s reason to believe
that the balanced portfolio is alive and well and poised to deliver healthy returns going forward.

Cygnus Asset Management, LLC is not a registered broker/dealer and is an independent of Raymond James Financial Services. Securities are offered through
Raymond James Financial Services, Inc. Member FINRA/SIPC. Investment Advisory Services are offered through Raymond James Financial Services Advisors,
Inc.

Any opinions are those of Cygnus Asset Management and not necessarily those of RIFS or Raymond James. The information contained does not purport to
be a complete description of the securities, markets, or developments referred to in this material. There is no assurance any of the trends mentioned will
continue or forecasts will occur. The information has been obtained from sources considered to be reliable, but Raymond James does not guarantee that the
foregoing material is accurate or complete. Any information is not a complete summary or statement of all available data necessary for making an
investment decision and does not constitute a recommendation. Investing involved risks and you may incur a profit or loss regardless of strategy selected.
The Dow Jones Industrial Average (DJIA) commonly known as “The Dow” is an index representing 30 stocks of companies maintained and reviewed by the
editors of the Wall Street Journal. The NASDAQ composite is an unmanaged index of securities traded on the NASDAQ system. The S&P 500 Index is an
unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market. The MSCI EAFE (Europe, Australia and Far
East) is a free float-adjusted market capitalization index that is designed to measure developed market equity performance, excluding the United States and
Canada. The EAFE consists of the country indices of 22 developed nations. The Russell 200 Index measures the performance of the 2,000 smallest companies
in the Russell 3000 Index, which represents approximately 8% of the total market capitalization of the Russell 3000 Index. The Bloomberg Barclays US
Aggregate Bond index is a broad-based flagship benchmark that measures the investment grade, US dollar-denominated, fixed-rate taxable bond market.
Inclusion of these indexes is for illustrative purposes only. Indices are not available for direct investment. Any investor who attempts to mimic the
performance of an index would incur fees and expenses which would reduce returns. Investing in commodities is generally considered speculative because
of the significant potential for investment loss. Their markets are likely to be volatile and there may be sharp price fluctuations even during periods when
prices overall are rising.
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