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Climbing Up the Wall of Worry

The threat of a recession and subsequent poor
market performance has been the theme this
year and is something we have written about at
length. While stock market performance has
been strong year-to-date, significant warning
signs remain, and the coast is far from clear.
However, compared to previous quarters, we
are optimistic that with shrewd judgment and
tactical portfolio management, investors can
maneuver through the market and find the
sweeft spofts buried within.

Progress and Patience

Given the unusual number of significant macroeconomic
events in the first half of 2023, overall market volatility remained
surprisingly stable. In fact, recent stock market volatility was the
lowest since the onset of the pandemic. Key factors contribut-
ing to this stability include:

m Congress resolving the debt ceiling issue

m Stress in the banking sector being only a modest drag on

the economy

m Prospects for the Fed to pause or end interest rate hikes

m Better than expected first-quarter earnings

m $400 billion of added stimulus

m Declining inflation

m Stabilization in the housing market

Economists revised growth forecasts upward because of the
positive developments stated above and a growing number of
experts positing that an economic recession may be avoidable.

But uncertainties remain — the lagged effect of all the interest
rate hikes on the U.S. economy, the uneven pace of inflation
improvement due to the fight labor market, the extent of falling
corporate earnings, a persistent inverted yield curve, very few
stocks performing well (narrow market breadth), high valua-
fions in the best-performing stocks, and comparisons to historic
markets keep us cautious on the outlook for the economy and
the markets.

Besides the Fed's fight with inflation, the banking crisis, and the
debt ceiling, market breadth is probably the next most signifi-
cant occurrence to be aware of. At the end of May, the top 10
holdings of the S&P 500 accounted for more than 100% of the
YTD performance of the index. This means that the remaining
490 holdings were net detractors to overall performance. Cru-
cially, since 1990 market breadth' has never been this narrow.
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Thankfully we saw an improvement in June with more stocks
participating - but there is sfill plenty of room for further im-
provement. We see this in our portfolio performance, as do
most active investors allocated to a broad set of assets.
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We believe the narrow market breadth is primarily due to li-
quidity — the silent factor for markets this year. From January 19,
when the U.S. hit the debt ceiling, through June 2, the U.S. wasin
a period of increased liquidity, with the Treasury spending down
its Treasury General Account (TGA) by a net $400bn.2 This stimu-
lus spurred risk-taking (see chart) and temporarily offset the
Fed's Quantitative Tightening (Q.T.) and the resulting impact.

With the debt ceiling deal now complete, we have entered
the ‘payback’ stage. As the Treasury issues new debt, we ex-
pect less speculative parts of the market like energy, health-
care, industrials, and other value areas to be favored again as
markets begin to reflect tightening financial conditions.



What This Means for Investing

Growth

We see risks to U.S. equities and are diver-
sifying with assets and strategies that help
buffer against the downside. This year's
narrow rally in the S&P 500 by the top me-
ga-cap companies has been driven by
the excitement of artificial inteligence
(Al). This new technology promises fo
transform the operations and efficiency of
these businesses. While we think A.l. will
likely become a key long-term perfor-
mance driver for mega-cap technology
companies, we see valuations as grossly
exaggerated. On a price-to-book basis,
the MSCI All Country World technology in-
dex is frading in the ?0th percentile of the
past 20 years' valuations. The MSCI USA
tech index is even more expensive, at 25
times 12-month forward earnings, a 34%
premium to its 20-year average®. While
current valuations are extended, we are
maintaining some mega-cap technology
in portfolios to have exposure to this lead-
ership group. Still, we are doing so within
the context of a diversified portfolio of as-
sets more appropriately valued.

The performance of the bottom 490

Stability

Fixed income remains attractive on just
about all fronts. Right now, all three asset
classes — stocks, bonds, and cash (Trea-
sury bills) have roughly the same yields
when comparing freasury and corpo-
rate bond yields to the earnings yield* of
the S&P 500 index (see chart). This condi-
tion implies that there is currently no ex-
trareturn (risk premium) for taking on the
added risk in domestic corporate stocks
or bonds, which either reflects the over-
valued nature of stocks and some bonds
relative to Treasury bills, or gives evi-
dence to the market's perception that

Diversification

With higher interest rates for longer, the
correlation between stocks and bonds has
increased, and thus some of the diversifi-
cation benefits of a portfolio that only has
these two asset classes have diminished.

Within the equity and fixed income asset
classes, we find hedged equity and pri-
vate credit attractive and useful comple-
ments to the traditional asset class prefer-
ences mentioned above. Additionally, we
continue to favor a mix of real assets, from
commodities, managed futures, and
gold. Commodities are inexpensive rela-

Summary

New bull markets typically require many
characteristics that this market environ-
ment still lacks, such as lower overall valua-
fions, higher risk premiums, and supportive
monetary policy. But while the current set-
up isn't perfect, there are opportunities.

stocks will determine the for-
ward path of the overall do-
mestic market. The rally must
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chart), opening the door for a sharp cor-
rection should S&P 500 earnings contract
this year (which is expected).

Fortunately, the few mega-cap stocks ar-
en't the only game in fown, as they were
for much of the previous decade. Over
the past year and a half, as inflation has
sharply risen and interest rates have fol-
lowed, various other sectors such as ener-
gy, health care, and industrials have been
good options, as have foreign stocks that
are outpacing U.S. stocks for the first time
in years.

Sure, the U.S. equity market is the world'’s

largest and often the biggest single com-
ponent in a well-diversified portfolio. But
now, other assets and markets look more
attractively valued. For example, MSCI
EMU, the Eurozone equity benchmark, is
trading at 12.3x forward P/E, and MSCI
Emerging Markets is at 11.7x.2 While China
accounts for about a third of the MSCI
Emerging Markets index, and we expect
growth there to resume, there are also
numerous opportunities in  Asia that
should benefit from increased infrastruc-
fure spending and the global technology
supply chain.

cash/Treasury bill yields should
fall. An answer will come soon.
Furthermore, interest rates s
will likely peak, so we have
been locking in the current
higher rates and the potential
for additional performance in
the case of economic weak- 4
ness. Given economic uncer-
tainties, we prefer higher qual- )
ity, mid-duration corporate
bonds and a mix of shorter
and longer-dated municipal ‘o s
bonds (barbell approach).

Investors Lose the Incentive to Own US Equities
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tive to other asset classes and
should continue to benefit from
under-investment in the near-
term and increased demand 250
associated with energy trans-
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Investors should avoid the temptation to
wait on the sidelines. They should continue
to invest for the long term, use diversifica-
fion fo manage risk, and make strategic
decisions with a forward-looking perspec-
five. We believe a well-balanced portfolio

2

of domestic and international companies
frading at attractive values, diversified
with quality fixed income, and comple-
mented by select real assets, remains the
best way to capture the full opportunity set
while managing downside risks.



Planning First: Patience and Prudence

As you know, financial planning is an essential part of life that can help you reach your financial goals, such as saving for retire-
ment, buying a home, paying for college, or creating a legacy. A successful financial plan requires significant diligence and
analysis on the front-end, and shrewdness and trust on the back-end. Managing your investment portfolio is no different, as it is
vital to have a similar approach to ensure the long-term success of your plan.

Here are some tips for managing your investment portfolio with patience and prudence — necessities for generational success.

1. Have a thoughtful plan. Before you start investing or hiring an advisor, it is essential to have a plan. This plan
should include your financial goals, risk tolerance, and time horizon to ensure that your investments work in
service of your life and not the other way around.

2. Engage in a consistent process. Once you have a plan, sticking to a disciplined investment and rebalanc-
ing strategy is essential. Once set in motion, it's also necessary to periodically stress-test using conservative
assumptions. As fiduciaries, your advisors and our investment strategy group meet frequently to ensure your
investments are forward-looking in an ever-changing market, aiming to preserve capital, avoid risks, and
identify new opportunities. For example, the sharp rise in interest rates has created opportunities for fixed-in-
come investors that have not been available for decades. This has allowed many investors to rebalance
their investments to achieve more consistent returns with lower levels of risk.

3. Use a time-tested philosophy. When investing, using a proven, evidence-based investment philosophy is
vital. At Miracle Mile, this means being well-diversified, buying undervalued, quality assets, and not chasing
momentum. This also means investing in a strategy that aligns with your beliefs and risk profile over a long
period, reducing the odds of making emotional decisions at inopportune fimes.

4. Use prudent asset allocation. When it comes to wealth preservation, the key is always to remain diversified.
This means allocating your assets between different asset classes, such as stocks, bonds, alternatives, and
cash. While this approach may not hit grand slams in any year, it will consistently hit singles and doubles,

which is more important in ensuring the success of your investment plan over a decades-long period.

Investing is a long-term endeavor. Don't let short-term market fluctuations or the latest trends discourage you from sticking to
your plan. Employing a time-tested philosophy will help you stay focused on your goals, reduce your risk, and maximize your re-
turns. Most importantly, you will maximize the probability of reaching your financial goals and protecting your wealth.

Does More Risk = More Return?

Not necessarily. While a general relationship exists between
risk and return in the stock market, it is not always a direct cor-
relation. In some cases, riskier investments lead to lower returns.
Several factors can affect the relationship between risk and
return, including the overall market environment, the specific
asset, and the investor’s risk tolerance.

Some examples of how risk and return can be different:

A highly voldtile stock (meaning its price fluctuates a lot)
may not necessarily have a higher return than a less volatile
one. The more volatile stock may have a lower return over
fime. This is because the high volatility can lead to a higher
absolute value of losses compared to gains (even if gains
happen more often).

A stock in a new industry or developing a new product (e.g.,
A.l. or Crypto) may have the potential for a higher return than
one in a more established industry (e.g., Healthcare or Con-
sumer Staples). However, the new companies in emerging
industries also have the potential to collapse, a threat that is
minuscule at best in mature industries. The fall of bitcoin-relat-
ed industries is a prime example of this, as the return potential
was exponential, but so was the potential for failure.

By definition, companies in emerging market areas are
higher risk but also carry the potential for a higher return.
However, most of this is built upon speculation that the
emerging market country will seemingly ‘emerge’ and ramp
up its production and efficiency. With speculation, there is
always a risk that the expected scenario may not pan out.
This is why unbiased, deep analysis and diligence are neces-
sary for every investment, specifically for those in unproven
markets and industries.

] - s
“The MENTAL STATE of the UNION

A more risk-averse investor may accept a lower return in ex-
change for a lower-risk investment. For example, an investor
saving for retirement may be willing fo invest in a bond fund
with a lower return than a stock fund in exchange for the lower
risk. If an investor's plan is successful with a 5% return, faking on
more risk is unnecessary.

It is important to remember that there is no guarantee of re-
turns in the stock market. Low-risk investments can lose money,
especially when purchased at expensive levels. Higher-risk in-
vestments can be better investments if bought at attractive
prices. By understanding the relationship between risk and re-
turn and doing so within the context of a comprehensive finan-
cial plan, investors can make more informed and rational de-
cisions about where to put their money.




Staying Diligent Amidst Potential Chaos:

2023 has proved to be a positive year thus far for stocks, de-
spite headwinds coming from multiple directions. We will con- CAN WE ONGE
tinue to be diligent and tactical in our moves, not being blind- INDFOR ALL SToP
ed by acute market movements but strategizing for long-term GOVERNING BY.
portfolio growth and taking advantage of opportunities when
they present themselves. Our fixed income and diversification
allocations will follow suit and be data-driven, matching the
specific client situation.

As the mid-way point of the year is upon us, now is an excel-
lent time to reflect on the first six months of 2023 and create
a game plan for the back half of the year. This is precisely
what our team is doing for you, and we look forward to what
will come.

If you have any questions or concerns, please feel free to
reach out.
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Best Regards,

Your Miracle Mile Team

A Quick Firm Update:

We are excited to announce the hiring of our first Chief Ex-
ecutive Officer, Bruce Milam.

Bruce will oversee firm operations and the continual en-
hancement of our client offering and overall client experi-
ence. He comes with over 20 years of industry experience,
most recently serving as a Partner and Chief Operating Offi-
cer at a top Seattle-based wealth management firm.

SOURCES: 1 Percent of S&P 500 stocks outperforming over the last 3 months
2 Strategas Research as of 6/28/23
3 UBS Global Investment Research & Insights
4 Eamings yield; 1/[p/e ratio]

Disclosures: Miracle Mile Advisors LLC (*MMA") is a registered investment advisor. Advisory services are only offered to clients or prospective clients where MMA and its representatives are properly licensed or exempt from
licensure. The information is illustrative, and is provided for educational and informational purposes only and does not constitute investment advice and it should not be relied on as such. It should not be considered a
solicitation to buy or an offer to sell a security. It does not take into account any investor's particular investment objectives, strategies, tax status or investment horizon. You should consult your attorney or tax advisor. The views
expressed in this commentary are subject fo change based on market and o ther conditions. These documents may contain certain statements that may be deemed forward-looking statements. Please note that any such
statements are not guarantees of any future performance and actual results or developments may differ materially from those projected. Any projections, market outlooks, or estimates are based upon certain assumptions
and should not be construed as indicative of actual events that will occur. All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as
to the current accuracy, reliability or completeness of, nor liability for, decisions based on such information and it should not be relied on as such. No investment strategy or risk management technique can guarantee returns
or eliminate risk in any market environment. Allinvestments include a risk of loss that clients should be prepared to bear. The principal risks of MMA's strategies are disclosed in the publicly available Form ADV Part 2A. Past
performance shown is not indicative of future results, which could differ substantially. This message is confidential and subject fo terms at: hitps://miraclemileadvisors.com/disclosures/ including on awards/rankings, confiden-
tiality, legal privilege, viruses and monitoring of electronic messages. If you are not the infended recipient, please delete this message and notify the sender immediately. Any unauthorized use is strictly prohibited.
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