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The new year brought a more positive tone to the global financial markets as major stock and bond markets recorded gains
through the first half of 2023. The Dow Jones Industrial Average (DJIA) posted a year-to-date total return 4.8% through
June 30, while the broader-based S&P 500 Index (S&P 500) rebounded from its 20% loss in 2022 to notch an impressive
total return of 16.9% over the same time period. As we will discuss in the section on Equities, the strong performance of the
S&P 500 was led primarily by a handful of large company growth stocks.

The bond market also bounced back from one of the worst years on record in 2022. High-grade fixed-income instruments
posted modest returns for the first six months of the year with major high-grade bond indices registering total returns
between 2-4%, depending on length of maturities.* The positive returns came from mostly interest income pay outs from
the bonds but the longer maturing portfolios generated modest capital gains due to declining bond yields.

We believe the performance of the financial markets so far this year has been driven by a combination of a better-than-
expected economic environment in the U.S., declining inflation rates, and investor anticipation of a shift in U.S. Federal
Reserve’s monetary policy.

U.S. Economy

Perhaps the most anticipated recession in history for the U.S. economy has yet to materialize in the first half of 2023. At
the beginning of the year, many economists and market strategists were forecasting that the U.S. economy would slip into
a recession by the second or third quarter of this year. Although certain components of the economy like manufacturing
and housing have been in what some would describe as a recession since the third quarter of 2022, various broad-based
economic indicators currently show that the overall U.S. economy grew in the first half of the year. It seems the weakness
in the manufacturing and housing sectors has been offset with strong growth in the services sector, which is mostly driven
by consumer spending. Despite higher interest rates and negative news headlines concerning the banking crisis in March,
consumers have continued to spend on service areas like travel, hospitality, entertainment, and dining while pulling back
on major purchases like homes, automobiles and household items.

One broad-based measure of U.S. economic output is the GDP (Gross Domestic Product) report issued by the U.S. Bureau
of Economic Analysis (BEA). The BEA recently released their revised GDP estimate for the first quarter of 2023 which
showed U.S. output grew by 2% during the quarter.? The latest estimate for second quarter GDP from the BEA is for an
increase of 1.3%.% Although, GDP growth is definitely slowing from its 2.1% pace for 2022, we don’t feel it is near falling
to a recessionary level at this time.



Consumer spending is mostly responsible for the economy’s growth in the first half of the year. Personal consumption
expenditures accounted for 68% of U.S. GDP output as of March 31 while manufacturing only accounted for 10.9%.%
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health of consumers remains very strong. As you can see in the adjacent chart provided by the U.S. Federal Reserve, as
of the first quarter 2023 household finances are in good shape with total liabilities at $19.6 trillion, as indicated by the red
portion of the bar, while household net worth was $148 trillion as indicated by the green portion of the bar.® It is evident
from the chart that consumers have not overextended themselves with debt over the past two years. Household debt
payments accounted for only 9.6% of disposable personal income, as of the end of the first quarter, below the lowest levels
recorded between 1980 and the onset of the pandemic in March 2020.”

We believe the overall financial health of consumers could continue to spur demand, especially in the services sector.
While there is evidence that higher interest rates are starting to crimp consumer demand, it doesn’t appear to us that the
current level of interest rates for mortgages, car loans and other consumer credit sources will dampen demand enough to
throw the economy into recession this year. While we still believe the U.S. economy will experience a mild recession at
some point in the next 12-18 months, based on the strength of the labor market and the resilience of consumer spending,
it looks like to us that a recession might not occur until sometime in 2024.

Another positive for the economy is the continued decline of inflation which has been on a downward path since peaking
in June of 2022. Both the widely followed Consumer Price Index (CPI) and the lessor known Personal Consumption
Expenditures Index (PCE) continue to fall. The PCE is closely watched by the Fed as an indication of overall inflation in
the economy. The most recent report from the U.S. Commerce Department showed the PCE Index rose by .1% for the
month of May and 3.8% for the previous 12 months.2 While Fed’s preferred “core” index, which excludes food and energy
prices, was up .3% for May, this was a significant improvement from the April report and the lowest rate since April
20218

If inflation continues to subside, the Fed may be able to let off the monetary tightening gas pedal over the next few months.
At the last Federal Open Markets Committee (FOMC) meeting in June, the Fed did not hike the Fed funds rate for the first
time since beginning its monetary tightening strategy in March 2022. The Fed had increased rates ten times by a total of
5%, with the last rate-hike coming at the May 2023 FOMC meeting. Chairmen Powell indicated in the post meeting
briefing that the pause would likely be temporary and suggested the possibility of more rate-hikes in the future. The closely
followed Fed funds futures contracts, used to forecast future Fed rate hikes, is currently signaling an 87% probability of a
rate-hike at the July Fed meeting. Many economists expect the Fed to raise rates one to two more times this year reaching
a “terminal rate” of between 5.5% and 6% before pausing. Powell and other Federal Reserve board members, have
continued to emphasize their desire to get inflation back down to its target rate of 2% which may mean a bit more monetary
tightening this year. Regardless, it’s looking more like the Fed is nearing the end of its 15-month rate-hike cycle. We
believe this is a major positive for the economy going forward.



Equities

At the beginning of 2023, few market strategists predicted a 16% plus total return for the S&P 500 Index this year, much
less for the first six months. Even the most bullish strategists were forecasting returns for the entire year in the 10-12%
range. However, when you drill down into the details of the S&P 500 performance, you find that the majority of the gains
were driven by a few of the largest growth stocks. In fact, about 80% of the S&P 500’s return can be attributed to only
seven of the largest S&P 500 stocks in the index as of June 30.° Most of these stocks are large capitalization technology
companies that are involved in artificial intelligence (Al) applications. Investors drove up the prices of these stocks in the
first half of the year based on the sentiment that Al will bring transformational productivity growth for many businesses
over the next several years. While we believe Al applications will continue to be implemented in many industries over
the next several years, the euphoria that has driven up the stock prices of many Al related companies may be somewhat
premature since much of the growth potential may be years down the road. If you take the performance of these seven
companies out of the S&P 500 Index, the return for the quarter is approximately 5%. The equal-weighted return for the
S&P 500 Index, which is a broader measure of performance, was 7% for the first six months.* Although 7% is still a very
nice six-month return for stocks, it pales by comparison to the cap-weighted return of the S&P 500 of 16.7%.

We are encouraged by the resilience of the U.S. economy and equity markets thus far this year. We believe this bodes
well for the second half of the year particularly if corporate earnings can begin to rebound from two consecutive quarters
of mild contraction. Investors seem to be ignoring the mild contraction in earnings perhaps due to expectations that
earnings growth will resume sometime in the second half of the year and accelerate in 2024. Stock prices are typically
forward-looking and tend to discount future economic activity. We believe the biggest determining factor of future
corporate earnings will be the nature and extent of a potential recession for the U.S. economy. A so-called “hard landing”
for the economy, entailing several quarters of negative GDP, would most likely send stocks prices lower, perhaps even
testing the 2022 lows. On the other hand, if the economy avoids recession and experiences a “soft landing” as some
suggest, then the all-time stock market highs reached at the beginning of 2022 may be in reach.

Consumer sentiment may be the key to future performance of equities as illustrated in the accompanying chart provided

CONSUMER CONFIDENCE AND U.5. STOCKS

What does low consumer confidence mean
for U.S. stocks?

Consumer sentiment index and performance for stocks
University of Michigan sentiment index and S&P 500 index returns (12 months after date)
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Chart provided by Blackrock Student of the Market June 2023. Stock returns based on the S&P 500 Index as of May 31, 2023.
Index performance is for illustrative purposes only. Past performance does not guarantee or indicated future results.

by Blackrock. Since 1978,
whenever consumer confidence,
as measured by the University
of Michigan Sentiment Index, is
low and at a turning point, stock

prices have enjoyed a
significant rally over the next
several years. Historically,

when consumers are feeling less
confident about the economy
and about where things are
headed, that is often a great time
to put money to work in stocks.
Of course, past performance is
not necessarily an indication of
future performance, but it does
give us some insight on where
stock prices might be heading
over the next few years.
Consumer confidence has been
improving since it reached a

low point in June 2022. In June of this year, consumer confidence rose 9% to 64.4%, the highest level since the beginning



of 2022 according the latest report from the Confidence Board.® It should be noted, however, that this rebound still leaves
consumer confidence well below levels associated with past market peaks.

The rebound in equity markets so far this year has spurred many market strategists to declare the bear market in stocks
officially over as the S&P 500 recently hit a level where it was 20% higher than the October 2022 lows. Although this is
a significant recovery that cannot be ignored, it still leaves the S&P 500 approximately 8% below its all-time high reached
in January 2022. Until the S&P 500 can exceed its all-time high, we are not quite comfortable declaring the bear market
dead. We are concerned with the narrowness of the market advance as we discussed earlier. With the majority of the
gains coming from just a few of the largest stocks in the index, we are reluctant to declare the end of the bear market.
However, recently we began to see the market broaden out as more stocks began to participate in the rally. This is a good
sign that equities could be in the beginning stages of a bull market. But we will need to see more evidence of the broad-
based strength in equities before climbing on board the bull train.

In the near-term, we believe the risk for stock prices at this point may be to the downside. Currently, technical indications
suggest to us that stocks are over-bought and could be due for a correction in the range of 3-5% range. Anything much
greater than that would potentially indicate that the performance of the S&P 500 since the October 2022 market low has
just been a bear market rally. But if stocks can hold key technical support levels over the next few weeks, it could be a
good sign the bear market is over and a more constructive environment for stocks lies ahead. For now, we recommend
holding cash reserves until there is further evidence supporting the potential for higher stock prices this year.

Fixed Income

At the beginning of 2022, interest rates across the maturity spectrum for most fixed-income instruments were at historically
low levels. Short-term instruments like U.S. Treasury securities, bank CD’s and prime money market funds offered yields
below .5%. Intermediate and long-term yields weren’t much better on highly-rated fixed-income securities. The 10-Year
U.S. Treasury Note yield started 2022 at a yield of 1.6%.!

That all changed when the Federal Reserve launched their monetary tightening campaign in March 2022 and raised the
Fed funds rate from .25% to where it currently stands at 5%. The Fed’s actions forced interest rates higher for virtually
every fixed-income instrument. That was bad news for bond investors as the rising rates pushed bond prices lower
resulting in significant losses during 2022. Today, the higher yields are good news for fixed-income investors, as it gives
them an opportunity to lock in what we believe are attractive interest rates and cash flows. With interest rates exceeding
4% across much of the yield curve, investors can potentially lock in interest income from newly purchased high-quality
fixed-income instruments and potentially enjoy meaningful capital gains on their holdings. High-quality fixed-income
instruments could also serve as a potential portfolio hedge if the U.S. economy falls into a recession in the second half of
the year as some economists and market strategists forecast. We believe a weaker economy would potentially lead to
falling interest rates and rising bond prices.

Strategy

We continue to favor high-quality, dividend-paying U.S. mid and large company stocks. These stocks have on average
underperformed the growth stock sector of the market so far in 2023 but are starting to perform much better in June. We
believe investors will migrate more toward these kinds of stocks as the economy slowly weakens for the rest of the year
and dividend yields become more attractive. There are many high-quality dividend-paying stocks that now offer yields in
excess of 3%. (Dividends are not guaranteed and are subject to change or elimination).

Small-capitalization (small-cap) stocks have also started to perform better recently and could present an excellent buying
opportunity in the second half of the year. Small-caps have generally under-performed their large capitalization (large-
cap) counterparts since 2020.1 However, the valuations of small-cap stocks relative to large-cap stocks look attractive
and the technical picture is starting to improve, in our view. Historically, when small-cap stocks start to outperform large-
cap stocks it lasts for several years. However, if the economy weakens in the second half of the year under the weight of
higher interest rates, it may pay to wait before adding additional exposure to small-cap stocks.



Commodity stocks on average have performed poorly in 2023, particularly, stocks in the energy, materials, and metals
sectors. We believe investor concerns about rising interest rates and the potential of a recession have weighed on stock
prices in this area. We see this as a good area of opportunity in the second half of the year and into 2024. We believe
energy stocks present an excellent buying opportunity as the supply-demand picture remains favorable and investors once
again seek exposure to the energy sector after taking profits in the first half of the year. Many oil and gas stocks are now
paying dividend yields in excess of 4%. Although, dividends are not guaranteed, we feel the strong cash flows of many
high-quality energy stocks not only support current dividend payouts, but provide the potential for dividend rate-hikes in
the future.

We continue to remain neutral toward foreign stocks. The Eurozone officially entered a mild recession in the first three
months of the year with GDP falling .1% during the quarter following a .1% decline in the 4™ quarter of 2022, according
to Reuters.!* A recession is typically defined as two consecutive quarters of economic contraction. The good news
is it appears the recession in the Eurozone will be mild and perhaps last only for a few quarters. At some point, we feel
both developed country and emerging market country stocks will be attractive for investment however, we believe that
now is not the time to add exposure to these asset classes.

For investors desiring fixed income exposure to generate cash flow as well as for portfolio diversification purposes, we
continue to favor high-quality fixed-income instruments like U.S. Treasuries, high-grade corporate bond, bank CD’s,
prime money market funds, and tax-free municipal bonds. We view tax-free municipal bonds, with current yields ranging
from 3% to 4.5% for intermediate and longer-term maturities, as very attractive for investors in higher tax brackets. Those
tax-free yields calculate to a taxable equivalent yield for investors in a 35% tax bracket of 5.4% to 6.9%. As we mentioned
in our January 2023 client letter, we continue to favor using a “barbell” strategy for the fixed-income component of a
portfolio. This strategy involves investing a portion of the fixed-income allocation in short-term instruments, with
maturities of less than 2 years, while investing the remainder of the allocation in longer-term bonds with maturities ranging
from 10-20 years. The percentage in each maturity category depends on individual risk tolerance and cash flow needs.
We would avoid most international and emerging market fixed-income holdings for now as a potentially stronger U.S.
dollar and weaker overseas economic conditions could negatively impact prices. We would also avoid so called “high-
yield” bonds. These bonds, which have lower credit ratings than high-grade bonds, tend to underperform in a recession
as default rates typically rise.

The Bottom Line

We approached 2023 with a cautious attitude toward the financial markets based on concerns about the impact of
significantly higher interest rates on economic growth this year. Like many advisors, we have been surprised by the
strength and resilience of both the economy and the equity markets. Although we are encouraged by the strength, we
remain concerned that at some point the higher interest rates and tighter credit conditions could depress economic
activity. We believe these conditions could create more volatility in financial markets in the near-term. However, it is
our view, that investors should continue to hold equity allocations according to their long-term investment objectives
and ride out the volatility because once we get to the end of the Fed tightening cycle, we could begin to see a more
constructive economic and market environment. We see any potential near-term weakness in stock prices as a good
opportunity to selectively add to high-quality equities, where appropriate.

As always, we greatly appreciate your continued trust and confidence in us and we will continue to work to keep you
informed of economic and market developments.
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Investment products and services are offered through Wells Fargo Advisors Financial Network, LLC (WFAFN), Member SIPC, a registered
broker-dealer and separate non-bank affiliate of Wells Fargo and Company. Trinity Capital Management, LLC is separate entity from WFAFN.

The indices presented in this material are to provide you with an understanding of their historic performance and are not presented to illustrate the
performance of any security. Investors cannot directly purchase any index.

Stocks offer long-term growth potential, but may fluctuate more and provide less current income than other investments. An investment in the stock
market should be made with an understanding of the risks associated with common stocks, including market fluctuations. Investing in foreign
securities presents certain risks not associated with domestic investments, such as currency fluctuation, political and economic instability, and different
accounting standards. This may result in greater share price volatility.

The opinions expressed in this report are those of the author(s) and are not necessarily those of Wells Fargo Advisors Financial Network or its
affiliates. The material has been prepared or is distributed solely for information purposes and is not a solicitation or an offer to buy any security or
instrument or to participate in any trading strategy.

Wells Fargo Advisors Financial Network is not a legal or tax advisor. Consult your tax advisor or accountant for more details
regarding your specific circumstance.

Investing in fixed income securities involves certain risks such as market risk if sold prior to maturity and credit risk especially if investing in high yield
bonds, which have lower ratings and are subject to greater volatility. All fixed income securities may be worth less than the original cost upon
redemption or maturity. Yields and market value will fluctuate so that your investment, if sold prior to maturity, may be worth more or less than its
original cost. Bond prices fluctuate inversely to changes in interest rates. Therefore, a general rise in interest rates can result in the decline of the
value of your investment.

Asset allocation cannot eliminate the risk of fluctuating prices and uncertain returns nor can diversification guarantee profits in a declining market.
Diversification does not guarantee profit or protect against loss in declining markets.

Wells Fargo Investment Institute, Inc. is a registered investment adviser and wholly-owned subsidiary of Wells Fargo & Company
and provides investment advice to Wells Fargo Bank, N.A., Wells Fargo Advisors and other Wells Fargo affiliates. Wells Fargo Bank,
N.A. is a bank affiliate of Wells Fargo & Company.

S&P 500 Index: The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market value
weighted index with each stock's weight in the Index proportionate to its market value.

Dow Jones Industrial Average: The Dow Jones Industrial Average is an unweighted index of 30 "blue-chip" industrial U.S. stocks.

The Russell 1000® Growth Index measures the performance of those Russell 1000 companies with higher price-to-book ratios and higher
forecasted growth values.

Index return information is provided for illustrative purposes only. Index returns do not represent investment performance or the results of
actual trading. Index returns reflect general market results, assume the reinvestment of dividends and other distributions and do not reflect deduction
for fees, expenses or taxes applicable to an actual investment. An index is unmanaged and not available for direct investment.

Sector investing can be more volatile than investments that are broadly diversified over numerous sectors of the economy and will increase a
portfolio’s vulnerability to any single economic, political, or regulatory development affecting the sector. This can result in greater price volatility.

e The Energy sector may be adversely affected by changes in worldwide energy prices, exploration, production spending, government regulation,
and changes in exchange rates, depletion of natural resources, and risks that arise from extreme weather conditions.

¢ Risks associated with the Technology sector include increased competition from domestic and international companies, unexpected changes in
demand, regulatory actions, technical problems with key products, and the departure of key members of management. Technology and Internet-
related stocks smaller, less-seasoned companies, tend to be more volatile than the overall market.

¢ Materials industries can be significantly affected by the volatility of commodity prices, the exchange rate between foreign currency and the dollar,
export/import concerns, worldwide competition, procurement and manufacturing and cost containment issues.

Past performance is no guarantee of future results and there is no guarantee that any forward-looking statements made in this communication will be
attained.
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