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Following the failure of Silicon Valley Bank (and the weakness in many
related financial institutions), market volatility has ramped up significantly.

Strategas, a Baird Company

In this piece, our partners at Strategas will break down the events and give
their outlook for both markets and the economy going forward.

ON THE SILICON VALLEY BANK COLLAPSE AND ASSOCIATED MARKET VOLATILITY

Silicon Valley Bank’s collapse on March 10

Silicon Valley Bank (SVB)'s deposit base was
concentrated in the tech and healthcare startup
world. As deposits skyrocketed over the past few
years, SVB invested the proceeds in U.S. Treasurys
and government-backed mortgage securities. At the
start of 2023, it was the 16th largest bank in the U.S.

As the Federal Reserve raised interest rates to
combat inflation, the value of U.S. Treasury bonds
declined rapidly (though their risk of default was
minimal). At the same time, clients of SVB began to
withdraw deposits due to growing liquidity and
macroeconomic issues in the tech/start-up space
(among other issues). This eventually forced SVB to
sell some of its bonds at a big loss. When the bank
sought to raise over $2 bilion in capital, the
announcement—combined with the bond sales—
spooked shareholders and depositors alike. Per the
WSJ, on Thursday, March 9, customers tried to
withdraw $42 billion of deposits and SVB ran out of
cash. On Friday, SVB’s collapse was the second
largest bank failure in U.S. history.

Over the weekend, the Federal Reserve, FDIC, and
U.S. Treasury issued a joint statement insuring all
deposits of SVB. They also created a program for
other stressed institutions, offering loans of up to one
year to eligible depository institutions pledging
qualifying collateral. The aim is to provide additional
liquidity against high-quality securities, eliminate a
bank's need to quickly sell those securities in times of
stress, and broadly reassure an uncertain banking
sector. The statement noted that the U.S. taxpayer
would not bear the burden for these decisions, that
shareholders and certain unsecured debtholders
would not be protected, and that senior management
has been removed from the institutions in question.

What do you think will be the longer-term economic effects of
SVPB'’s failure and the government’s decision to insure deposits?
The longer-term effects of SVB'’s failure may not be that great,
especially to the extent to which the government backstopped
deposits. On another level, this brings up serious questions on the
government’s role in the banking system. It is difficult to provide this
type of protection without expecting more control. Unfortunately, the
specter of another financial crisis is likely to put a chilling effect on
economic activity, bank lending, and the private equity/venture capital
world at large.

Do any historical comparisons come to mind, and what are the
takeaways? What's different about this financial crisis in the context
of the last 40 years is that the Fed cannot provide support by cutting
interest rates. As we wrote recently, the Fed doesn't have the same
flexibility today due to high inflation. The politics of bailouts, a rising
deficit, and inflation concerns limit any type of fiscal assistance in our
calculus. We believe that the end of ~13 years of quantitative easing
makes V-shaped (quick) turns in the economy and the markets less
likely. Patience may be required.

How do you expect this to affect the Fed’s decision-making in
their fight against inflation? It is difficult not to consider the moves
by the Fed and the Administration as an easing of policy. This is a
problem if inflation is “sticky” (and we believe that inflation is sticky and
becoming more structural—see our chart on the next page). It seems
likely that the Fed won't raise the fed funds rate by 50 basis points
(bps) this week. This is a big shift—on Friday the market assigned
40% odds of a 50 bp hike this month; today those odds are zero. The
question is whether they tighten at all or pause. History suggests a
pause. The new backstopping program will likely make the Fed's
job of reaching its 2% inflation target more difficult. This episode
highlights the difficult-to-reverse nature of highly accommodative
policy like quantitative easing (i.e., the Fed buying bonds after the
Great Financial Crisis). This leaves the Fed in the strange position of
being both pyromaniac and firefighter.

(Questions and Answers continue on the following page)
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How does an event like this contextualize
the broader bear market that began last
year? A recession has been the result of
seven of the last nine Fed tightening cycles. It
is difficult to avoid a recession when the
central bank tightens this much in such a short
period of time.To the extent to which
monetary policy acts with a lag, and those lags
are long and variable, it is not surprising that
the economy has remained resilient. Over
time, however, a higher cost of capital will
inevitably slow the economy. We believed a
recession was likely before the events
surrounding SVB (~75% chance within the
next two years). Recent developments have
not changed our view.

With regards to the bear market, this could be
the third leg of a recession-related asset bubble
deflating (as was the case in 2000-2002). A
prolonged zero interest rate policy created a
situation that needed to be normalized. This
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We believe the current bout of inflation is likely to prove more structural (and
therefore more difficult to root out of the system) for several reasons:

* Globalization - a key source of disinflation — is waning in effect.

* Money supply (M2) is up 40% since February 2020.
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Does this change how you are positioning your portfolios / asset allocation? Not from where we were. We have been
recommending that investors hold higher-than-normal levels of cash and to also orient their equity portfolios to defensive
sectors like Health Care and Consumer Staples. We believe investors should continue to focus on shorter-duration, higher
quality companies. (See our most up-to-date asset allocation and sector allocation frameworks). As far as_investible themes,
we continue to believe that “recession protection” and “cash flow aristocrats” are worthy of investor dollars, and the recent
volatility does not dissuade us from that view.

Do you have any other lingering thoughts or insights on the events of the last week? What else are you watching
from here? The only thing we might say is that there is an inherent conflict between providing a backstop for all depositors
on the one hand and fighting inflation on the other. While the authorities will be loath to call this a bailout, rank-and-file voters
may not be so sure. Further problems in the banking system could become a significant issue in next year’s presidential
campaign. As noted by our head of Washington Policy, Dan Clifton, “Every fiscal and monetary decision will be criticized by
one side or the other or both sides, depending on the issue.”
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IMPORTANT DISCLOSURES

This communication was prepared by Strategas Securities, LLC (“we” or “us”). Recipients of this communication may not
distribute it to others without our express prior consent. This communication is provided for informational purposes only and
is not an offer, recommendation or solicitation to buy or sell any security. This communication does not constitute, nor should
it be regarded as, investment research or a research report or securities recommendation and it does not provide information
reasonably sufficient upon which to base an investment decision. This is not a complete analysis of every material fact
regarding any company, industry or security. Additional analysis would be required to make an investment decision. This
communication is not based on the investment objectives, strategies, goals, financial circumstances, needs or risk tolerance
of any particular client and is not presented as suitable to any other particular client; therefore, this communication should
be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of
conducting their own analysis, risk evaluation, and decision-making regarding their investments.

For investors subject to MIFID Il (European Directive 2014/65/EU and related Delegated Directives): We classify the
intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning of MiFID I
and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on an independent basis
and are not “investment advice” or “personal recommendations” within the meaning of MiFID Il and the rules of the UK
Financial Conduct Authority.

The information in this communication has been obtained from sources we consider to be reliable, but we cannot guarantee
its accuracy. The information is current only as of the date of this communication and we do not undertake to update or
revise such information following such date. To the extent that any securities or their issuers are included in this
communication, we do not undertake to provide any information about such securities or their issuers in the future. We do
not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets, financial models or
other guidance on any particular securities or companies. Further, to the extent that any securities or their issuers are
included in this communication, each person responsible for the content included in this communication certifies that any
views expressed with respect to such securities or their issuers accurately reflect his or her personal views about the same
and that no part of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations
or views contained in this communication. This communication is provided on a “where is, as is” basis, and we expressly
disclaim any liability for any losses or other consequences of any person’s use of or reliance on the information contained
in this communication.

Strategas Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment
adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities,
LLC is also affiliated with and wholly owned by Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA
member firm, although the two firms conduct separate and distinct businesses.

A complete listing of all applicable disclosures pertaining to Baird with respect to any individual companies mentioned in
this communication can be accessed at http://www.rwbaird.com/research-insights/research/coverage/thirdpartyresearch-
disclosures.aspx.

You can also call 1-800-792-2473 or write: Robert W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue,
Milwaukee, WI 53202.
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