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December Market Review:

A choir of optimistic investor sentiment closed 2023 on a high note, as expectations of “steep cuts to
interest rates” may be at odds with the Federal Reserve’s (Fed’s) actual sheet music. Considering the
tumult of the year as sentiment focused on economic and inflation data, this discordance isn’t all
that surprising and could signal volatility to come, but in the meantime, the market environment
looks a lot brighter at the tail end of 2023 than it did at the close of a dreary 2022.

“December’s rally was fueled by a further deceleration in inflation and the Federal Reserve’s switch
at the last FOMC (Federal Open Market Committee) meeting of the year to a more dovish tone and
talk of Fed interest rate cuts in 2024,” said Raymond James Chief Investment Officer Larry Adam.
“However, it is important to put the positive year of performance into perspective: 2023 was a reset
year as the over 25% return for the S&P 500 only recouped all the losses from 2022.”

While the Dow Jones Industrial Average notched seven record highs in 2023, the S&P 500 closed the
year less than 1% from all-time highs. Tech-related sectors were the best performers for the year, as
the NASDAQ 100 and its leading artificial intelligence stocks saw its best year since the 1999 tech
bubble. And small-cap equities, which had been a significant underperformer for the year, showed
signs of a resurgence as it was the best performer in the fourth quarter.

Still, it may be too soon to celebrate the Fed engineering a “soft landing” — a return to the target
inflation rate without a recession. For one, inflation remains above the 2.0% target. Two, the lagging
effects of the Fed’s rate hike program continue to cool economic activity. And three, the
repercussions of higher economic growth or any other geopolitical event with the potential to disrupt
food and energy prices could directly influence inflation and shape future Fed policy.

Before we continue, let’s take a final look at 2023 by the numbers.
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Change % Gain/Loss Year
12/30/22 Close 12/29/23 Close*

DJIA 33,147.25 37,689.54 +4,542.29 +13.70%

NASDAQ 10,466.48 15,011.35 +4,544.87 +43.42%

S&P 500 3,839.50 4,769.83 +930.33 +24.23%

MSCI EAFE 1,943.93 2,241.21 +297.28 +15.29%

Russell 2000 1,761.25 2,027.07 +265.82 +15.09%

Bloomberg Aggregate
Bond

2,048.73 2,162.21 +113.48 +5.54%

*Performance reflects index values as of market close on Dec. 29, 2023.

But even a conservative reading of the Fed’s messaging suggests rate cuts to come in 2024. That
said, the Fed has demonstrated its commitment to calming inflationary pressures, and it appears
they are turning their attention to the economy where there are more and more signs of slowing.

Composite index points to recession: The Leading Economic Index, a composite index from The
Conference Board that seeks to forecast turning points in the business cycle, declined for its 20th
consecutive month in November, weakening further than expected. The Conference Board said it
expects a “short and shallow recession in the first half of 2024

Movement suggests broadening equity market growth : To a significant degree, the incredible
performance of a small formation of high-flying, mega-cap tech stocks propped up headline equity
indices through 2023, providing a sense of a stronger market than experienced by a more diversified
position. The average stock, by comparison, has been in a two-year bear market. Recent activity
since the start of the October rally suggests positive movement below the surface, meaning 2024
could bring more opportunity for those stocks left behind. December saw 10 of the 11 sectors finish
in the green, with interest-rate sensitive sectors leading the way.

Treasury yields lowered as sentiment improves: Fixed income prices soared, continuing to
demonstrate the strength of the market through December. Reflecting improving expectations, the
yield on the 5-year Treasury ended November at 4.27% and closed December at 3.85%. The 10-year
yield declined from 4.33% to 3.88%. The year’s high interest rates allowed investors an opportunity
to lock in elevated income levels while the year-ending price strength provided those participants
with positive total returns.

(Continued)
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European central banks yet to message lowering rates: Like the U.S.'s Fed, the European Central Bank
and Bank of England held monetary conditions steady through December as economic activity
continues to slow. Meanwhile, large-cap equities dashed upward to close the year with strength, as the
Eurostoxx 600, a composite index of 600 European stocks, hit 23-month highs. Unlike the Fed, the
British and European monetary authorities have not signaled the lowering of interest rates. Investor
sentiment has swung toward a growth outlook but fears that higher-for-longer rates could
unnecessarily deepen and lengthen a recession could cause investor sentiment to rapidly reverse.

U.S. and China resume military-to-military talks: An agreement to resume military-to-military
communication secured in November at the meeting of President Joe Biden and President Xi Jinping
came to fruition in December, ending a 17-month communications impasse between the two world
powers’ armed forces. This is generally seen as supporting stability, as military-to-military
communications can act as a critical avenue for addressing miscommunications and flare-ups around
key geopolitical flashpoints, such as in the Taiwan Strait and South China Sea.

The bottom line: At this time last year, no one could have projected what would follow — the incredible
first two quarters, a midsummer reversal, then a more remarkable end-of-year rally. We start 2024 in
much stronger position, owing to the progress made on inflation, and that’s heartening — strength
often begets strength. However, sluggish economic growth and the potential for investor sentiment to
suddenly shift are potential risks, as is the potential of a recession. That’s worth remembering, even
when the forecast is clear. Together, we will help you navigate whatever 2024 brings, remaining
disciplined in the faces of both exuberance and frustration, and always keeping our eyes on your goals.

We will continue to work in your best interests as we pursue your financial goals together. If you have
any questions, please do not hesitate to reach out. As always, | wish you and your family well. Thank
you for your continued trust in our guidance.

- Ken -

Investing involves risk, and investors may incur a profit or a loss. All expressions of opinion reflect the judgment of the authors and are
subject to change. There is no assurance the trends mentioned will continue or that the forecasts discussed will be realized. Past
performance may not be indicative of future results. Diversification does not guarantee a profit nor protect against loss. Economic and
market conditions are subject to change. The Dow Jones Industrial Average is an unmanaged index of 30 widely held stocks. The
NASDAQ Composite Index is an unmanaged index of all common stocks listed on the NASDAQ National Stock Market. The S&P 500 is an
unmanaged index of 500 widely held stocks. The MSCI EAFE (Europe, Australasia and Far East) index is an unmanaged index that is
generally considered representative of the international stock market. The Russell 2000 is an unmanaged index of small-cap securities.
Investing in smaller, newer companies generally involves greater risks and may not be appropriate for every investor. The Bloomberg
Barclays US Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, U.S. dollar-denominated,
fixed-rate taxable bond market. An investment cannot be made in these indexes. The performance mentioned does not include fees
and charges, which would reduce an investor’s returns. International investing involves special risks, including currency fluctuations,
differing financial accounting standards, and possible political and economic volatility. Investing in oil involves special risks, including
the potential adverse effects of state and federal regulation and may not be suitable for all investors. Companies engaged in business
related to the technology sector are subject to fierce competition and their products and services may be subject to rapid
obsolescence. U.S. government bonds and Treasury notes are guaranteed by the U.S. government and, if held to maturity, offer a fixed
rate of return and guaranteed principal value. U.S. government bonds are issued and guaranteed as to the timely payment of principal
and interest by the federal government. Treasury notes are certificates reflecting intermediate-term (2 - 10 years) obligations of the
U.S. government. The Consumer Price Index is a measure of inflation compiled by the U.S. Bureau of Labor Studies. Material created by
Raymond James for use by its advisors.
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