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2Q24 Market Commentary
An Economic Tightrope

The first half of 2024 was much better from an
economic and asset class return perspective than
most had anticipated. While inflation gave investors a
scare earlier this year, prices eventually resumed their
deceleration in 2Q24 and the probability of the first
Fed rate cut in over four years has accelerated. As a
result, equities (as measured by the MSCI AC World
Index) posted the second consecutive start to a year
(through 2Q) with double digit gains. This is the first
time this has occurred since the Index was created (in
1998). Bonds were modestly lower as investors
focused more on the stronger than expected economy
than the deceleration of inflation.
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U.S. Economy - Not a Technical Recession Yet but it Feels Like One

The U.S. economy has been extraordinarily resilient and American’s credit card debt is exceeding $1.3 trillion,
has avoided the technical definition of a recession this and delinquencies are rising.

year (i.e., two consecutive quarters of negative growth). . o
. While the consumer makes up the majority of GDP,
However, that does not mean that most Americans )
, ) . ) ) there are other areas of the economy that are flashing
don’t feel like we are in a recession. In fact, in a recent ) ) ] )
) ) ) ] ) recession signals. Manufacturing has been in
survey, three in every five Americans believe the U.S. is . .
) o o ) contraction territory for 20 out of the past 21 months.
already in a recession." While inflation has been ) ) ) ) )
o o This has never occurred in American history without a
decelerating, itis not declining. The compounded effect ) .
) o ) recession. In fact, there was only one other time where
of continual above average price increases, especially . .
) ) ] ) ) manufacturing had contracted for more time and that
on necessity items, is squeezing the American ) )
) . was the recession of 1990-1991. While we are more of
consumer. For example, auto insurance is nearly 50% ) ) )
) ) ) a service-oriented economy than a manufacturing
higher than it was before the pandemic. Household o )
L i . . economy, it is important to note that even the service
electricity is 35% higher and food is over 25% higher, all ] ] ) ) )
; o . index has dipped into contraction territory.
of these are outpacing the gains in earnings.

The result has been an ongoing dependency on credit
cards and a weakening in consumer confidence.

Inflation Has Not Declined but Compounded
Datais as of June 2024. Data Source: Bloomberg Finance LP, Verdence Capital Advisors.
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Service Economy is Contracting

Market Commentary | 2Q2024 Market Commentary

Data is as of June 2024. Data Source: Bloomberg Finance LP, Verdence Capital Advisors.
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Aside from the Leading Indicator Index flashing warning
signs, bank lending conditions being tight, housing in a
deep recession, business confidence tepid and
consumer discretionary spending deteriorating, we are
now starting to see cracks in the labor market. The
consumer and the labor market have been the two
pillars keeping the economy from dipping into a
recession. However, we have often highlighted the fact
that employment is a lagging indicator. Companies
typically do not lay off workers until the economy is
already contracting. We have seen continuing
unemployment claims jump to the highest level since
2021, employment in the ISM Manufacturing Index has
been contracting (level below 50) for most of the last
two years and even employment in the service sector is
Lastly, the
unemployment rate has jumped to the highest level

since October 2021.

contracting rapidly

In aggregate, these indicators lead us to remain very
cautious about the prospect for economic growth.
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While it is rare for an economy to enter a recession in an
election year, it is not unheard of. We have seen the
economic dominoes falling since the Fed started their
most aggressive rate tightening cycle since the
1970s/1980s. We believe the Fed will cut rates in 2H24,
likely in September, but additional rate cuts will be
dependent on inflation and how much faster the labor
market unravels. While headline inflation is consistently
moving lower “sticky” inflation, which is inflation on
items like housing and services, is still growing well
above the level of earnings and the Fed’s target rate.

If this does not improve more
quickly, it will put a lid on the Fed’s flexibility with rate
cuts. In addition, while the money supply has
contracted since its peak (from $21.7 trillion to $21.0
trillion) it is still ~75% of nominal GDP and it has been
steadily increasing for the past four months. These

factors make aggressive rate cuts highly unlikely.
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Labor Market Starting to Crack

Datais as of June 2024. Data Source: Bloomberg Finance LP. Verdence Capital Advisors.
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Sticky Inflation Remains a Burden
Datais as of June 2024. Data Source: Bloomberg Finance LP, Verdence Capital Advisors.
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Global Equities - Pricing in Perfection is Not Rational

The MSCI AC World Index posted its third consecutive
quarter of gains in 2Q24 and the sixth best start to a new
year in the past 25 years. The returns were primarily led
by the U.S. and its technology heavy large cap indices
(i.e., S&P 500, Russell 1000 Growth, and Nasdaq). The
Al boom that has dominated the market in recent years
continued through 2H24. In fact, the Magnificent 7 (i.e.,
Microsoft, Apple, Alphabet, Amazon, NVIDIA, Meta and
Tesla) have outperformed the rest of the S&P 500 by
more than 40% over the past one-year time frame.

We favor equities over bonds for the long run, but we
believe equity valuations are not pricing in the downside
risk that is growing for the economy and earnings.
Instead, valuations are pricing in a perfect soft landing
for the economy and a Fed that will start an aggressive

Concentrated Equity Rally

easing cycle. As we explained in our economy section,
neither of these are realistic at this point.

At the end of 2Q24, when we compare U.S. equities
across all market cap levels, they are trading below
bond yields. This is rare and
proves to us that equities are expensive compared to
bonds at current levels. From an earnings perspective,
estimates for 2025 have barely moved to reflect the
slowing economic backdrop. Instead, earnings growth
of 10-15% for 2025 is highly unlikely given the ongoing
economic challenges. In addition, companies do not
have the same pricing power they once had and in an
economic downturn pricing power becomes limited.
This is a risk to margins which have been resilient in this
inflationary environment.

Time period reflects trailing one year as of June 30, 2024. Magnificent 7 includes Microsoft, Apple, Alphabet, Amazon, NVIDIA, Meta, and Tesla.
Data Source: Bloomberg Finance LP, Morgan Stanley, Verdence Capital Advisors.
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AlLU.S. Market Caps Expensive Relative to Bonds
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Data is weekly and as of July 26, 2024. Data Source: Bloomberg Finance LP, Verdence Capital Advisors.
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We have just recently started to see some rotation out
of the expensive large cap growth stocks into small and
midcap stocks. If equities are falling only due to a
valuation correction, smalland midcap stocks that have
more realistic valuations may outperform. However, an
equity correction that is driven by an economic
slowdown and/or recession (as we expect) can hit all
market cap levels. Especially those more cyclical like
small and midcap stocks. While the small and midcap
space should see the best rebound coming out of an
economic downturn, we would prefer to see them
pullback more before adding to the exposure.

International equities (both developed and emerging
market) also look attractive versus the U.S. Although
European economic growth is registering a mild
recovery, the powerhouse of Germany just posted a

quarter of negative growth. While this gives the ECB
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flexibility to continue to cut rates, which should be good
for equities, the EuroStoxx 50 is only 6% off its record
high. Not a compelling entry point. In addition, Japan is
raising rates as it struggles to stabilize its currency. This
can have cause ripple effects across other developed
countries.

At this point, we are comfortable with a neutral
allocation to global equities compared to our long-term
strategic allocation and having an overweight cash
position to find better entry points for the long run. While
we remain wary on the outlook for economic growth, we
will look to add to areas of the equity market when they
better reflect the downside risk. At this point we are
being patient and believe having flexibility with cash in
these highly uncertain and volatile times should prove
beneficial for good entry points to seek long-term
returns.

)}' VERDENCE

CAPITAL ADVIE




Market Commentary | 2Q2024 Market Commentary

Fixed Income - Opportunity but Cautious about Debt Overhang

Fixed income returns were relatively flat in 2Q24 as
decelerating inflation helped keep yields contained.
Short term fixed income outperformed long term bonds
as investors began pricing in Fed rate cuts. Typically,
when an economy slows or heads towards recession,
investors should push their fixed income maturity range
further out to get more potential for price appreciation.
However, we would still stick relatively close to the
Bloomberg Aggregate benchmark due to the
deteriorating situation with the budget deficit.
According to the Congressional Budget Office, our
Treasury debt outstanding is expected to rise by ~75%
over the next 10 years. This massive supply will need to
be absorbed. This is occurring while international
investors have less need for U.S. Treasuries since they
can earn yield in their domestic bond markets and the
Fed has beenreducingits balance sheet of bonds. Fixed
income will always have a place in portfolios as an
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important part of diversification, but we remain
defensive in our positioning in fixed income (from a
maturity and credit perspective).

Despite our view that the economy is expected to slow,
which should cause attractive returns in long term
bonds, we remain cautious given the deteriorating fiscal
health of the U.S. government. Ongoing volatility at
auctions, stubborn inflationary pressures, and lack of
clarity from the Federal Reserve will likely keep yields on
long term bonds volatile and the interest rate risk high.
Therefore, we would focus on intermediate term bonds
for the long run. We are also patiently awaiting the
chance to add to credit (high yield and/or investment
grade) but we believe the extra yield investors earn over
Treasuries is still too small to justify the risk. We will
watch them closely for opportunities as the economy
weakens.
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Alternatives and Commodities — Diversification and Risk

For qualified investors, we continue to favor a well-
diversified allocation to alternative investments.
Alternatives have historically performed well in periods
of economic uncertainty and in periods of tighter
lending conditions. On the private side, managers have
more flexibility and time to find and make good long-
term investments. For clients qualified to invest in
private investments they are spared the daily volatility
seen in public markets and historically have been
offered an uncorrelated asset with robust risk adjusted
return opportunities. Not only are alternatives good for
an added layer of asset class diversification but from a
vintage year perspective, it is important to have some
diversification. Historically, periods of economic
weakness have offered private equity managers the
opportunity to find attractive long-term investments. We
like private creditbut admit the space is getting crowded
and due diligence is crucial. In addition, real assets may
present additional opportunities, especially in the real
estate space as mortgage rates peak. Lastly, we like low
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volatility hedge funds as a hedge for investors’ public
market exposure.

From a commodity perspective, geopolitical tensions,
and central bank uncertainty have supported select
commodities, especially gold. Gold prices continue to
make fresh record highs as investors remain concerned
about the geopolitical risk and the massive level of
global debt. We are watching the performance of
cyclical commodities (e.g., oil) as potential
opportunities. However, these commodities typically do
not see the worst of their weakness until we are well
within the economic downturn.

Alternatives are a broad asset class with the capability
to invest in different vintage years and strategies for
diversification (e.g., private equity, real assets, and
hedge funds). For qualified investors, we continue to
favor well-diversified exposure to the alternative space,
seeking the opportunity for attractive long-term risk
adjusted returns that have little to no correlation to
public market asset classes.
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Bottom Line:

The economy has been much more resilient than most
had anticipated in 1H24. However, many of the
headwinds that we have warned about (e.g., housing,
tight lending conditions, manufacturing, and business
confidence) are all starting to collide, and we are seeing
the two remaining pillars holding the economy up
faltering (i.e., consumer and labor market). The recent
volatility in global equities is highlighting the
complacency that had been building for these risks.
Equities are starting to weaken, and volatility is sky
rocketing. We expect to see more volatility over the next
couple months as investors get more realistic about the
challenges facing the economy and a Fed that will likely
cut rates in September butis limited in terms of how far
they can cut due to select inflationary pressures (e.g.
services). We believe we are well positioned to take
advantage of periods of weakness with a healthy cash
position in our model accounts. We are consistently
monitoring the situation and will adjust when we believe
the price reflects the downside risk for our investors for
the long run.

T:https://www.cnbc.com/2024/07/23/is-the-us-in-a-recession-

about-3-in-5-americans-think-so-report-finds.html
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This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document
were obtained from sources considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently
verified third-party sourced information and data. Any projections, outlooks or assumptions should not be construed to be indicative of the actual
events which will occur. These projections, market outlooks or estimates are subject to change without notice. This material is being provided for
informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal, or tax advice. Past
performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the
future performance of any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or
indirectly in these materials will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or
individual situation, or prove successful. You should not assume that any discussion or information contained in this report serves as the receipt of,
or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only for sophisticated investors who are able to
bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily
marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of
time. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions
or positions. Allindexes are unmanaged, and you cannot invest directly in an index. Index returns do notinclude fees or expenses. Sector Watch Use
of this website is intended for U.S. residents only. Any recommendation, opinion or advice regarding securities or markets contained in such material
does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such material. Verdence Capital
assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any
responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or hold a
security based on this research will be entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence
Capital. It is understood that, without exception, any order based on such research that is placed for execution is and will be treated as an
UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the accuracy, completeness, or timeliness
of any such research or for updating such research, which is subject to change without notice at any time. Verdence Capital does not provide tax, or
legal advice. Under no circumstance is the information contained within this research to be used or considered as an offer to sell or a solicitation of
an offer to buy any particular investment/security. Fixed income securities are subject to increased loss of principal during periods of rising interest
rates. Fixed income investments are subject to various other risks including changes in credit quality, market valuations, liquidity, prepayments, early
redemption, corporate events, tax ramifications and other factors. Lower rated securities are subject to greater credit risk, default risk, and liquidity
risk. Commodity-related products, including futures, carry a high level of risk and are not suitable for all investors. Commodity-related products may
be extremely volatile, illiquid and can be significantly affected by underlying commaodity prices, world events, import controls, worldwide competition,
government regulations, and economic conditions, regardless of the length of time shares are held. Data is provided for information purposes only
and is not intended for trading purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in reliance
on any content. Weekly Insights/Qtrly & Annual Outlook The indexes presented are unmanaged portfolios of specified securities and do not reflect any
initial or ongoing expenses nor can it be invested in directly. An investment’s portfolio may differ significantly from the securities in the index. Semi-
Annual Chart Pack Where shown, performance information presented is that which has been calculated and presented by an unaffiliated third-party
manager. We have no insight into the performance of the advisor/product/account or fund shown and do not attempt to determine whether the
performance presented is accurate. Therefore, the performance could be incorrect, overstated or not reflective of actual trading of client funds. There
is the potential that the performance shown is a back test and not the result of real investment advice and trading. As such, it could not be relied upon
as indicative of future returns of a particular strategy. Where performance shown is that of a pooled account, limited partnership, or private equity
fund, you should be aware that there is a significant lack of transparency into the operations and investment process and investment vehicles
invested in. As a result, pricing and valuation of the underlying holdings which produced the stated performance could be incorrect, stale, or
overstated and therefore the performance figures presented cannot be relied upon. Before investing, we encourage you to request additional
information, particularly performance information, of any product that you are considering for your client. You should read, as applicable, the
Prospectus, SAl, Composite Disclosure and/or performance disclosure associated with any product that you are considering for investment for your
oryour client’s. Products shown may have minimum account sizes or minimum investments which may preclude retail and non-high net worth
investors from being able to invest in these products. You should be aware that certain LPs may be closed to new investors and therefore your clients
may be prevented from investing in these products. Portfolio Implementation and Rationales The SMA Asset Allocation Models do not represent a
personalized recommendation of a particular investment strategy to you or your clients. You should not buy or sell an investment without first
considering whether it is appropriate for your client’s portfolio. Additionally, you should review and consider any recent market news. All expressions
of opinion are subject to change without notice in reaction to shifting market conditions. Data contained herein from third-party providers is obtained
from what are considered reliable sources. However, its accuracy, completeness or reliability cannot be guaranteed. Supporting documentation for
any claims or statistical information is available upon request. Examples provided are for illustrative purposes only and not intended to be reflective of
results you can expect to achieve. Diversification and asset allocation do not ensure a profit and do not protect against losses in declining markets.
Any forecasts contained herein are for illustrative purposes only, may be based upon proprietary research and are developed through analysis of
historical public data. Investments in growth stocks may experience price volatility due to their sensitivity to market fluctuations and dependence on
future earnings expectations. Sector allocation references to market capitalization (“smid cap” or “micro caps” etc.) may be subject to special risks
given their characteristic narrow markets, limited financial resources, and less liquid stocks, all of which may cause price volatility.
International/global investing can involve special risks, such as political changes and currency fluctuations. These risks are heightened in emerging
markets. A significant percentage of the underlying investments in aggressive asset allocation portfolio investments have a higher-than-average risk
exposure. You should consider your risk tolerance of each of your clients carefully before choosing such a strategy. An investment with multiple
underlying investments (which may include asset-allocation or custom blended investments) may be subject to the expenses of those underlying
investments in addition to those of the investment itself. Investments may reside in the specialty category due to 1) allowable investment flexibility
that precludes classification in standard asset categories and/or 2) investment concentration in a limited group of securities or industry sectors.
Investments in this category may be more volatile than less flexible and/or less concentrated investments and may be appropriate as only a minor
componentin an investor's overall portfolio. Investment Managers You and your clients should carefully consider investment objectives, risks,
charges, and expenses of Funds discussed. This and other important information are contained in the respective Fund prospectuses and summary
prospectuses, which should be read carefully before investing. Investment portfolio statistics change over time. Current performance may be lower or
higher than return data quoted herein. The investment return and the principal value of an investment will fluctuate; so, an investor's shares/units,
when redeemed, may be worth more or less than their original cost. Verdence relies heavily on unaudited third-party data. Data sources include
public data, such as mutual fund data, and non-public data, such as information provided by other investment advisors and managers of limited
partnership pooled accounts. Data and/or statistics included on this Portal, including references to performance, opinions, ratings, rankings,
manager statistics and demographic information, product, or strategy descriptions, either quantitative or qualitative, are based upon information
reasonably available to us as of the applicable date(s) then-published. Information has been obtained from sources that we believe to be reliable, but
these sources cannot be guaranteed as to their accuracy or completeness. All data and information produced by a third party has the potential to be
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incorrect, incomplete, or otherwise misleading. No implication shall be created that the information contained on the Site is correct, including as of
any time subsequent to the publish date, and Verdence does not undertake an obligation to update such information at any time after such date.
Verdence makes not warranty or representation of the veracity of the data and information and its use of the information should not be implied as an
endorsement of any material or statements made. Data, particularly non-public data, is subject to error and where the information is not audited, the
potential for error is greater. Where shown, performance information presented is that which has been calculated and presented by an unaffiliated
third-party manager. We have no insight into the performance of the advisor/product/account or fund shown and do not attempt to determine
whether the performance presented is accurate. Therefore, the performance could be incorrect, overstated or not reflective of actual trading of client
funds. There is the potential that the performance shown is a back test and not the result of real investment advice and trading. As such, it could not
be relied upon as indicative of future returns of a particular strategy. Where performance shown is that of a pooled account, limited partnership, or
private equity fund, you should be aware that there is a significant lack of transparency into the operations and investment process and investment
vehicles invested in. As a result, pricing and valuation of the underlying holdings which produced the stated performance could be incorrect, stale, or
overstated and therefore the performance figures presented cannot be relied upon. Before investing, we encourage you to request additional
information, particularly performance information, of any product that you are considering for your client. You should read, as applicable, the
Prospectus, SAl, Composite Disclosure and/or performance disclosure associated with any product that you are considering for investment for your
oryour client’s. Certain products shown may have account minimums or minimum investment sizes that are unattainable for your clients and
therefore they may not be eligible to invest in these products. Reference to registration with the Securities and Exchange Commission (“SEC”) does
not imply that the SEC has endorsed or approved the qualifications of Verdence or its respective representatives to provide any advisory services
described on the Site.

© 2024 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC. This content is the intellectual property of
Verdence Capital Advisors. Any copying, republication, or redistribution of this content beyond the agreed upon terms between you and Verdence
Capital, including by caching, framing or similar means, is expressly prohibited without the prior written consent of Verdence Capital Advisors.
Verdence Capital Advisors is not liable for any errors or delays in content, or for any actions taken in reliance on any content.
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