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February 17, 2023 Decatur Market Notes:

We continue to focus on the three drivers for the markets in 2023. Those drivers are the Federal
Reserve controlling inflation, global threats, and earnings expectations.

The Federal Reserve’s recent 25 basis point rate hike brings the Federal Funds Rate to 4.50% - 4.75%.
One school of thought is that the Fed will continue to hike rates until the Federal Funds Rate is above
the inflation rate. Chart 1 shows the Consumer Price Index (CPI) or inflation rate, is 6.4% trailing twelve
month period from a high of 9.0% in July 2022. This week’s economic reports, CPI, Retail Sales,
Producer Price Index, etc. indicated that inflation was hotter and more sticky than expected. We are
forecasting that the Fed will reach their objective of controlling inflation, but will require additional rate
hikes.

Chart 1: Consumer Price Index
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For our clients with bond exposure, we are maintaining a short duration strategy by laddering maturities
to benefit from increasing interest rates. During this period of hiking rates for longer, we anticipate that
the S&P 500 will be in a trading range of 3700 — 4100.

If the Fed can get the inflation rate down to the 4% level, we could see a pause in the rate hikes.
Therefore, our target for the end of 2023 is a S&P 500 at approximately 4200. Currently, the 10 Year US
Treasury is approximately 3.8%. We expect the bond yields will stay in a tight range and finish the year
at approximately 4.0%.

The global threats continue to be an area of concern! In our 2023 Outlook, we identified the Russia-
Ukraine escalation and China saber rattling. Well, China is becoming more of an unknown-unknown, to
borrow from the former Secretary of Defense Rumsfeld’s definition of risks. China, Hong Kong, and
Taiwan comprise approximately 15% of the All World Country index; therefore, as an investor, China’s
actions have an impact on investment decisions. China’s surveillance balloon last week and the recent
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shootdown of three additional unidentified objects increases our global concerns. As of Feb. 17", we do
not know the origin of the three recent unidentified objects.

Chart 2: A Long Term View on Trade with China
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In the face of the worsening US-China relationship, we continue to underweight our exposure to the
region. Chart 2 shows that the US — China trade relationship is significant; therefore, neither nation will
benefit from an escalation in tension. Therefore, our thesis on China is cautious.

The earnings expectations for US companies has declined; however, the average earnings report is still
beating estimates. The chart 3 shows the current earnings surprise z-score, which measures companies’
earnings surprise relative to the market average annual earnings and standard deviation forecasts.

Chart 3: Earnings Surprises Z-score
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Companies related to infrastructure investments, utilities, industrials, and materials are surprising on the
upside at a higher level than the average stock. Interestingly, we see the typical growth sectors,
technology, healthcare, etc. are performing lower than the average stock. Therefore, our diversified
approach of allocating to infrastructure, growth, and disruptive stocks should continue to perform in this
market environment.

Important Disclosure: The views expressed are those of the authors, Degas Wright, CFA, as of the date referenced and are subject to change at any time based on market or other conditions.
These views are not intended to be a forecast of future events or a guarantee of future results. These views may not be relied upon as investment advice. The information provided in this
material should not be considered a recommendation to buy or sell any of the securities mentioned. It should not be assumed that investments in such securities have been or will be
profitable. To the extent specific securities are mentioned, they have been selected by the authors on an objective basis to illustrate views expressed in the commentary and do not represent
all of the securities purchased, sold or recommended for advisory clients. The information contained herein has been prepared from sources believed reliable but is not guaranteed by us as to
its timeliness or accuracy, and is not a complete summary or statement of all available data. This piece is for informational purposes and should not be construed as a research report. If you
are interested in additional information regarding Decatur Capital Management please refer to the firm’s website, www.decaturcapital.com.
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