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Several factors
converged to cause
a dramatic rise in
Treasury yields over
the last several
weeks.
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In October 1991, three weather systems converged off the coast of Nova Scotia. The
severe event that resulted from this rare combination was chronicled in a 1997 book by
Sebastian Junger and ultimately in a feature film adaptation. Since the movie's release, the
term “perfect storm” has entered the popular lexicon, referring to any challenging period
that results from the simultaneous occurrence of several negative or unpredictable
factors. The US Treasury bond market may be experiencing an event akin to a perfect
storm. The convergence of several factors has caused a dramatic rise in yields over the
last several weeks, especially in longer-dated treasury bonds. The yield on the 10-year
treasury bond has jumped nearly a full percentage point since the end of the second
quarter while the 30-year yield has risen just over 1%. We'll examine three factors-the
Federal Reserve's “higher for longer” message, ballooning government debt and deficits,
and quantitative tightening. Furthermore, we'll discuss the ramifications for the economy,
markets, and portfolio strategy.

A Perfect Storm.. 10 and 30 Year Treasury Yields Have Surged
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The Fed is
concerned that
economic
resilience will stall
the disinflationary
process.

While fiscal
stimulus has offset
tighter monetary
policy, total public
debt is now 100%
of GDP.

Higher For Longer

The recent Federal Open Market Committee (FOMC) decision to pause hiking rates did not
surprise markets nor did leaving open the possibility of an additional hike in 2023. The real
jolt came with the Committee’s forecasts for 2024. The FOMC removed two interest rate
cuts from its 2024 projections. Their message suggested a high bar even for those
cuts. Despite widespread signs of disinflation, the Fed is concerned that recent economic
resilience will stall this process or worse usher in a dreaded second wave of inflation. Of
their two mandates, full employment and price stability, the Fed appears to be more
focused on the latter. They may not ease policy if the labor market softens unless it's
accompanied by lower inflation and conversely would respond to higher inflation with
more hikes regardless of the direction of unemployment.

THE KEY CORE CPI COMPONENTS ARE SLOWING

— CPI new and used autos, y/y% (Left)

== CPI core goods ex-autos, y/y% (Right)
CPI OER and primary rents, y/y% (Right)

— CPI core services ex-rents, y/y% (Right)
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Source: Pantheon Macroeconomics
Fiscal Deficit and Debt

Certainly, our fiscal challenges are not a well-kept secret. While stimulative fiscal policy has
arguably helped the economy remain resilient in the face of higher interest rates, total
public debt is now about 100% of GDP. The greater supply of debt needed to finance
future deficits plus higher financing costs may be leading treasury bond investors to
require a higher premium. The CBO estimates that net financing costs will increase from
$663 billion this year to $745 billion next year. The dysfunction in Washington certainly
doesn't help sentiment in this regard.
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Federal Debt Held by the Public
Percentage of GDP
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Quantitative Tightening (QT)

Quantitative A simple way to understand QT is that the US Treasury market has lost one of its biggest
tightening has customers. Since the Great Financial Crisis (with a brief pause a few years ago), the Federal

. Reserve had engaged in quantitative easing (QE). During this period, the Fed was a large
caused h/gher and consistent buyer of treasury and mortgage-backed bonds. The goals of QE were to
volatility and improve liquidity, keep rates low, and stimulate economic activity. However, last June the
reduced liquidity Fed began QT, stepping out of the market and letting maturing bonds roll off its balance

sheet. While QT's effect on interest rates is harder to estimate, it has contributed to higher

in the US Treasur
y volatility and reduced liquidity in the treasury bond market.

market.
The Fed Is Shrinking Its Balance Sheet
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Implications

Tighter financial

conditions may The US economy continues to show resilience and exceed expectations. Economic growth

begin to have a accelerated in the third quarter. September job growth surprised to the upside after

greater effect in cooling for several months. These developments should underpin corporate earnings

. which will likely resume positive growth after declining for several quarters.

the coming

quarters. However, looking into 2024, we would be surprised if the surge in borrowing costs didn’t
begin to adversely affect the economy. Consumers will feel the squeeze of even higher
rates on mortgages, credit cards, and personal loans. Additionally, 36% of banks reported
tightening lending standards in the third quarter, a level consistent with past economic
downturns. Both the higher cost and reduced availability of credit may begin to play a
greater role over the coming quarters.

Moreover, specific tailwinds that have helped soften the effects of higher rates and tighter
credit conditions may begin to recede. Stimulative fiscal policy should continue to
underpin economic growth but at a diminishing rate. Excess consumer savings built up
after the pandemic are still healthy but declining each month. Furthermore, student loan
payments have restarted with recent data suggesting an early effect on consumer
spending.

Asset Class Performance Review

The volatility in the bond market caused global equities to finish the third quarter on a
down note. The Russell 3000, a broad index of US stocks, fell 3.3% during the quarter with
the bulk of the decline occurring in the second half of September. Developed international
and emerging markets declined slightly more than the US as the strong US dollar was an
additional headwind. Within the US market, value stocks performed better than growth
stocks, but larger companies continued to outpace mid and small-sized companies. In fact,
Global o while the market-cap weighted S&P 500 advanced 13% during the first half of the year, an
i O al equities equal-weighted version (which assigns similar weightings to all companies in the index)
finished the rose just under 2%.
quarter on a down
note. Fixed income returns were mixed. Long-term bonds suffered negative returns while short-
term bonds fared better as high yields offset more modest price declines. However,
diversifying strategies were a relative bright spot during the quarter. Most strategies
delivered positive returns for the quarter. Reinsurance performed particularly well as it
benefited from robust premium income and a benign hurricane season. As we have noted
previously, we believe non-correlated strategies will continue to provide valuable
diversification benefits.
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Year To Date Returns 9/30/2023
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Portfolio Positioning

Equity: A Further Quality Upgrade
During the
quarter, we During the quarter, we reduced your allocation to emerging markets, primarily due to our
cautious view on China. China faces several structural challenges related to leverage,

reduced emerging excess savings, deflation in the property sector, high youth unemployment, and a lack of

markets and consumer confidence. We invested the proceeds in a US large-company stock fund that
increased our targets companies with high levels of profitability, low leverage, and superior earnings
allocation to high quality. Quality companies with consistent earnings and low debt levels have always been

the strategic core of our equity portfolios, but we believe they are especially attractive now
. given a more uncertain economic outlook. Additionally, quality companies have historically
companies. delivered competitive relative returns, especially during the periods following a hiking cycle.
Furthermore, the fund is very tax-efficient with low expenses.

quality US
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= P US Quality Factor Index
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Source: JPMorgan Asset Management, Morningstar Direct

Fixed Income: An Expanded Opportunity Set

As the fixed income storm passes, it will likely create compelling opportunities. More
Intermediate-term specifically, bonds in the intermediate part of the curve (often referred to as the “belly” of

bonds are the curve) are beginning to offer more attractive total return prospects than short
beginning t maturities. Over the last several weeks, the vyield curve has re-steepened

€ginning to .Offer dramatically. While short-term (3 years or less) yields have remained steady, intermediate-
more attractive term yields (3-7 year range) have increased significantly. These bonds now require less of
total return a sacrifice in yield relative to short-term bonds and may also provide better total returns if

the economy weakens and inflation continues to decline. Furthermore, similar to high
quality companies, the period at or near the end of a Fed hiking cycle has historically been
a good time to increase exposure to intermediate bonds.

prospects than
short-term bonds.

U.S. Bond Yields September 2023

5.9%
Morgage Backe Murscipal Bongs Broad Market Bonds Treaziry Bond Short-Term Bond Corporae Bonds
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ETF yield proxies: iShares MBS ETF, Shares Natonal Muni Bond ETF, (Shares. Core US AGG Bond ETF, iShares US Treasury Bond ETF, Vanguard
Short Term Bond ETF, Shares wwm Grd Conp Bond ETF
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Diversifying (Non-Traditional) Assets

We have selectively added diversifying assets such as insurance-linked securities, real
assets (infrastructure, farmland and timberland), private investment real estate and private
lending/credit funds to larger portfolios over the past few years. We expect diversifying

Diversifying Assets
should continue to

provide valuable strategies to deliver long-term returns between fixed income and global equities, exhibit
diversification low correlations to each asset class and thereby reduce overall portfolio volatility. Thus,
benefits unique and well-managed strategies are always on our shopping listt We are currently
’ evaluating another compelling opportunity in this space that we may include in client
portfolios early next year.
Please contact your TFC Advisor or us directly if you have any questions or would like to
discuss your portfolio further. Thank you.
Sincerely,
/ ’
Renée Kwok, CFP® Brian Presti, CFA®, Chartered SRI Counselor™V
President & CEO Chief Investment Officer
TFC Financial Management, Inc.
260 Franklin Street, Suite 1888, Boston, MA 02110
p 617.210.6700 | £ 617.210.6750 | www.tfcfinancial.com
Disclaimers:

1. This commentary may include forward-looking statements. All statements other than statements of historical fact are forward-looking
statements (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,” “should,” and “expect”). Although we believe
that the expectations reflected in such forward-looking statements are reasonable, we can give no assurance that such expectations
will prove to be correct. Various factors could cause actual results or performance to differ materially from those discussed in such
forward-looking statements.

2. Past performance is not indicative of any specific investment or future results. Views regarding the economy, securities markets or
other specialized areas, like all predictors of future events, cannot be guaranteed to be accurate and may result in economic loss to the
investor.

3. This commentary is intended to provide general information only and should not be construed as an offer of specifically tailored
individualized advice.

4. Any information provided regarding historical market performance is for illustrative and education purposes only. Clients or
prospective clients should not assume that their performance will equal or exceed historical market results and/or averages.

5. While we believe the outside data sources cited to be credible, we have not independently verified the correctness of any of these
inputs or calculations and, therefore, cannot warranty the accuracy of any third-party sources or information.

6. Specific securities identified and described do not represent all of the securities purchased, sold, or recommended for advisory clients,
and the reader should not assume that investments in the securities identified and discussed were or will be profitable.

7. Investment process, strategies, philosophies and allocations are subject to change without prior notice.

8. Adviser has selected the stated benchmarks to allow the comparison of a client’s performance to that of well-known indices. The
benchmarks are shown for comparative purposes and to establish current market conditions. Clients cannot invest directly into an
index. Clients should be aware that the referenced benchmark funds may have a different security composition, volatility, risk,
investment objective and philosophy, diversification, and/or other investment-related factors that may affect the benchmark funds’
ultimate performance results. Additionally, referenced indices may not include fees, transaction costs or reinvestment of income.
Therefore, the Adviser’s composite and investor’s individual results may vary significantly from the benchmark’s
performance. Benchmarks used by Adviser are current as of the date indicated and may change without notice.

9. Registration with the SEC should not be construed as an endorsement or an indicator of investment skill, acumen or experience.
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