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Market Review

Markets Heat Up in July

Favorable economic data fuels risk assets as markets post solid gains during July

July 2023

Key Observations

« Markets posted favorable returns in July as investors found renewed optimism in economic data
being reported, even in the face of year-over-year earnings declines.

» The Federal Reserve raised rates in July, now targeting 5.25-5.5% for the Fed funds rate. Markets
have all but priced in a pause at this level for the remainder of the year.

« Private credit has garnered attention. The asset class has the potential to provide portfolio
diversification and yield above traditional fixed income, but investors must consider the added

cost, reduced liquidity and increased credit risk when contemplating an allocation.

Market Recap

Financial markets were hot in July, starting the Financial Market Performance

second half of the year off with a bang. There was a  [JRili{35 July YTD

clear appetite for riskier segments of the marketas | S&P 500 3.2% 20.6%

equities generally outperformed fixed income. Even ;ussglenE:;)g 0 Z;Z//Z 1:;;/:

in the face of negative year-over-year earnings MSCI EM 6.2% 11.4%

growth so far for the second quarter, favorable Bloomberg U.S. Agg Bond -0.1% 2.0%

economic data helped bolster returns. The U.S. Bloomberg U.S. HY Corp Bond 1.4% 6.8%

economy grew by 2.4% in the second quarter FTSE NAREIT Equity REITS 2.9% 8.4%
Bloomberg Commodity 6.3% -2.0%

according to the advance estimate from the BEA!
and inflation continued to moderate as well, with Source: Morningstar Direct. As of July 31, 2023

year-over-year CPI touching 3% in June.2 U.S. equities performed well, posting mid-single digit returns. Small
capitalization stocks (Russell 2000 Index) outpaced large cap companies (S&P 500 Index) during the month,
driven in large part by strong smaller regional bank performance relative to large money center banks. Non-U.S.
markets also posted favorable returns, with both developed and emerging markets in positive territory. Emerging
regions (MSCI Emerging Markets Index) fared better than developed (MSCI EAFE Index) on the back of strong
performance from China, Columbia and South Africa. Europe, however, lagged as the region continues to grapple

with sluggish economic activity and higher inflation.

"U.S. Bureau of Economic Analysis. As of July 27, 2023.
2 U.S. Bureau of Labor Statistics. As of July 12, 2023.
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Fixed income was mixed as interest rate volatility remained. Ultimately the U.S. 10-year Treasury yield ended the
month at 3.97 %, 16 basis points higher than it began. The seemingly favorable economic backdrop and appetite
for risk helped propel longer yields higher, while the Federal Reserve increased the federal funds rate another 0.25
percentage points (now targeting 5.25-5.50%), pushing short-term rates up.3 The propensity for risk played out in
the bond market as well as corporate high yield posted a positive return, supported by stronger than anticipated
economic data. Diversifying areas of the market, such as REITs and commodities, were positive as well. In a
notable shift this year, the office sub-sector saw a double-digit gain during the month on the back of growing
leasing volume and positive sentiment stemming from a notable transaction from one of New York City’s largest

office landlords.

Private Credit Considerations

Private credit has garnered increasing popularity as an option for investors seeking to increase yield across the
portfolio. The market has grown meaningfully after the 2007/08 financial crisis, filling a void after banks took a
step back as lenders. Assets under management grew substantially during the period of ultra-low interest rates as

investors stretched to add yield to their portfolios.

Private Debt Fundraising
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Source: Pitchbook. As of December 31, 2022

3 https://www.federalreserve.gov/monetarypolicy/openmarket.htm. As of July 26, 2023.
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https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.federalreserve.gov%2Fmonetarypolicy%2Fopenmarket.htm&data=05%7C01%7CKKlaus%40fiducient.com%7C0c4cfb9dbf3b47df44a108db9447faee%7Ce6f978e175d44db0904e5b79fb778570%7C0%7C0%7C638266809116475730%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=Cr3WRgTj3yV%2B7xut%2Fe6SiDm%2BkxB7bw5NrS5X79cgA%2B0%3D&reserved=0

Historically, the private credit asset class was Direct Lending Leverage

principally dominated by institutional investors 7.5% Lev Loan Total Leverage ex-addbacks

utilizing closed-ended illiquid structures. 70x |~ Directlending Total Leveroge ex-addbacks
However, its appeal has expanded as more liquid %
structuring options have become available, such o0x
as private/public BDCs and open-ended zzz
evergreen structures, that encompass different 45x
levels of liquidity, fees and client eligibility. In 4.0x
terms of current market opportunity, we believe 3.5¢
3.0x

that the private debt markets are becoming

g@g:ﬂ&@:wmﬂﬂ@hwu\s:m
=2 a2 T D2 =2

S 82888858 2 5 55 5 2o 02 o o< 2
PRI S o L S A S A IS o B o B R R e ]

2023 Q1

increasingly efficient and greater return is likely

Sources: RBC, Pitchbook LCD, UBS. Note: Middle market loans used as

coming with greater risk. Given this baderop we representative of direct lending loans. As of Q1 2023.

recommend caution. Rising interest rates, which
have disproportionately added credit risk to this space versus fixed rate bonds, and a growing mismatch of the

illiquidity of the assets and the offered liquidity of the investment vehicles create additional risks.

However, for those interested in the space we think there are a number of important components to consider.
Incorporating private credit into portfolios depends on investors’ unique return objectives and risk tolerances.
Within portfolios, capital is typically sourced from traditional public fixed income (corporate high yield) and
marketable alternatives due to their similarity in return profile. For specific portfolios that have a significant
allocation to fixed income, incorporating private credit into the asset allocation can offer diversification benefits
and potentially generate additional yield. Conversely, for investors with distinct ‘illiquid buckets’, we believe the
opportunity cost of allocating away from private equity to private credit is not justified. Regarding types of
managers to invest with, we have a strong preference to partner with private credit firms that lend more senior in
the capital structure (more secure) and are the sole lender (easier to foreclose, work through issues and greater fee
collection). Overall, investors considering private credit must carefully weigh the benefits against the liquidity

constraints, credit risks and increased due diligence demands associated with this asset class.

Outlook

Year-to-date, there have been a plethora of market shaking events — a banking crisis, a debt ceiling impasse,
tightening financial conditions, negative earnings growth — but July was a welcomed reprieve from the noise and
markets by and large have held their ground. However, even with reasonably strong economic data being
reported, there are signs of elevated potential for a slowing business cycle. As highlighted in our Mid-Year
Outlook, we believe thoughtful asset allocation will be as important as ever in this environment of higher interest

rates, tighter financial conditions and moderating inflation.

For more information, please contact any of the professionals at Veracity Capital.
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https://www.veracitycapital.com/wp-content/uploads/2023/07/2023.07.01-Mid-Year-Outlook.pdf
https://www.veracitycapital.com/wp-content/uploads/2023/07/2023.07.01-Mid-Year-Outlook.pdf

DISCLOSURE:

Advisory services offered through Veracity Capital, LLC, a registered investment advisor. Information presented is for educational purposes only
and does not intend to make an offer or solicitation for the sale or purchase of any specific securities, investments, or investment strategies.
Investments involve risk and, unless otherwise stated, are not guaranteed. Be sure to first consult with a qualified financial advisor and/or tax
professional before implementing any strategy discussed herein. Past performance is not indicative of future performance.

This performance report provides information regarding the accounts managed by Veracity Capital, LLC, in accordance with your investment
objectives. You should communicate any changes to your current investment objectives or financial condition to Veracity Capital, LLC.

Past performance is not indicative of future performance. Principal value and investment return will fluctuate. No guarantees or assurances that
the target returns will be achieved, or objectives will be met, are implied. Future returns may differ significantly from past returns due to many
different factors. Investments involve risk and the possibility of loss of principal. The values and performance numbers represented in this report
do not reflect management fees. The values used in this report were obtained from sources believed to be reliable. Veracity Capital, LLC,
calculated performance numbers using data provided. Please consult your custodial statements for an official record of value.

This information may be taken, in part, from external sources. We believe these external sources to be reliable, but no warranty is made as to
accuracy. This material is not financial advice or an offer to sell any product. There is no guarantee of the future performance of any Veracity
Capital, LLC, portfolio. The investment strategies discussed may not be suitable for all investors. Before investing, consider your investment
objectives and Veracity Capital, LLC, charges and expenses. All investment strategies have the potential for profit or loss.

Benchmarks: The index / indices used by Veracity Capital, LLC, have not been selected to represent an appropriate benchmark to compare an
investor’s performance, but rather are disclosed for informational purposes. Detailed information regarding the indices is available upon request.
The volatility of the indices may be materially different than that of the portfolio.

Veracity Capital, LLC, is a registered investment advisor. Registration does not imply a certain level of skill or training. More information about
Veracity Capital, LLC, including its advisory services and fee schedule, can be found in Form ADV Part 2 which is available upon request.

Comparisons to any indices referenced herein are for illustrative purposes only and are not meant to imply that actual returns or
volatility will be similar to the indices. Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any
and all distributions and do not reflect our fees or expenses.

e The S&P 500 is a capitalization-weighted index designed to measure performance of the broad domestic economy through
changes in the aggregate market value of 500 stocks representing all major industries.

e Russell 2000 consists of the 2,000 smallest U.S. companies in the Russell 3000 index.

e MSCI EAFE is an equity index which captures large and mid-cap representation across Developed Markets countries around
the world, excluding the U.S. and Canada. The index covers approximately 85% of the free float-adjusted market
capitalization in each country.

e MSCI Emerging Markets captures large and mid-cap representation across Emerging Markets countries. The index covers
approximately 85% of the free-float adjusted market capitalization in each country.

e  Bloomberg U.S. Aggregate Index covers the U.S. investment grade fixed rate bond market, with index components for
government and corporate securities, mortgage pass-through securities, and asset-backed securities.

e  Bloomberg U.S. Corporate High Yield Index covers the universe of fixed rate, non-investment grade debt. Eurobonds and
debt issues from countries designated as emerging markets (sovereign rating of Baal/BBB+/BBB+ and below using the
middle of Moody’s, S&P, and Fitch) are excluded, but Canadian and global bonds (SEC registered) of issuers in non-EMG
countries are included.

e FTSE NAREIT Equity REITs Index contains all Equity REITs not designed as Timber REITs or Infrastructure REITs.

e Bloomberg Commodity Index is calculated on an excess return basis and reflects commodity futures price movements. The
index rebalances annually weighted 2/3 by trading volume and 1/3 by world production and weight-caps are applied at the
commodity, sector and group level for diversification.
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