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As we consider the path of spending at the federal level, there are
many factors to consider. Chief amongst them is that the majority of
federal spending is mandatory. Some 60% of the federal budget does
not go through the annual appropriations process, where Congress
votes to provide monies to various programs. This part of the budget
includes social security, Medicare, Medicaid, veterans benefits and
other forms of income security. With much of this part of the budget
tied to inflation, we have seen annual increases over time and
particularly recently, as social security recipients received an 8.7% cost
of living adjustment (COLA) for 2023. Inflation is lower now than last
year, so inflation-driven increases should slow, but there will still be
increases in spending.

Of the roughly 40% of the budget subject to the annual appropriations
process, the two biggest line items are defense spending and net
interest on federal debt. As our chart shows, there has been variability
in these two items over the years, but recently both have been
increasing. How defense spending goes from here is a matter of
debate, although the Fiscal Responsibility Act of 2023, which
suspended the debt ceiling and avoided a default on our debt,
guaranteed small defense spending increases between now and
January of 2025, when the act ends.

The direction of interest expense over the foreseeable future is a bit
more certain: higher. The combination of an increasing amount of
outstanding debt and higher interest rates in response to inflation has
resulted in a very fast increase in net interest expense. Additionally,
over 50% of our outstanding debt will mature over the next three years,
resulting in a relatively quick repricing higher of outstanding debt. At
present, a significant part of new Treasury debt issuance is in the form
of short-term Treasury bills. Financing our spending in this way during
the pandemic meant new debt could be added with very low cost as
the Federal Reserve kept short-term interest rates pinned near 0%. The
now inverted yield curve means this financing is more expensive than
longer-term bonds, which is resulting in a very fast increase in interest
expense.

The gap between defense spending and interest costs is narrowing
rapidly and could soon close. Higher interest expense is also eating a
larger portion of tax revenues, where we now spend about 14% of tax
revenue to pay interest. All of this is to say, finding a way to reduce
spending is hard, and higher inflation makes the job even more
difficult.
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Domestlc Equities Bonds

U.S. stocks fell for the third week in a row and are now down about 5% for
August. Despite strong second-quarter earnings, the market rally appears to
be stalling.

Although about 80% of companies reported better-than-expected earnings,
investors did not reward positive surprises as much as they punished
earnings misses. Earnings were strong, but profits are declining and stocks
look expensive, with P/E ratios recently reaching close to 2021 levels.
Additionally, rising yields make stable bond assets look more attractive than
stocks.

Consumers have been resilient so far in the face of rising rates, but investors
are becoming concerned that discretionary spending will soon become
strained. Mortgage rates are at 20-year highs, student loan payments are set
to resume, and credit card balances are at record highs.

Internatlonal Equities

Global investors faced renewed volatility this week as new concerns
emerged over China's real estate sector. In contrast, global government
bond yields climbed higher as resilient economic data implies that central
banks may need to tighten rates further.

Nearly every foreign developed market fell this week, with the largest
declines seen across most European markets. Japan's economy expanded
at an annualized pace of 6% in the second quarter, strongly exceeding
economists' forecasts of 3% growth.

Emerging markets fell for the third week as most markets across Asia and
Latin America declined. China, the largest country in the emerging markets
index, continues to falter as the country's latest attempts at providing small-
scale stimulus failed to tame negative sentiment after the release of
disappointing economic data.
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U.S. Treasury yields continued to move higher on better-than-expected U.S.
economic data. The long-end of the curve led the market higher as traders
increased bets that the Federal Reserve would keep rates higher for longer.
Mortgage rates made new highs this week, with the national average for a 30-
year fixed-rate mortgage breaking 7.6%. Real yields also made new highs this
week, with the real yield on the 30-year U.S. Treasury exceeding 2.0%.

In international markets, the People's Bank of China cut its 1-year policy rate
by 0.15% in an effort to bolster the foundering Chinese economy. This was
accompanied by the central bank raising its daily reference rate for the yuan
after the currency made a new low against the U.S. dollar. Additionally,
Argentina devalued its currency by 18%, and the country's main policy rate
was hiked 21% to 118%. Russia also hiked its main policy rate in an effort to
stop the plunge in the ruble.

Economlcs

The Census Bureau reported retail sales rose 0.7% in July, totaling $696
billion, with most of the increase from food and beverage stores. This is the
fourth consecutive monthly increase and the highest total in the series.
Over the prior 12 months, retail sales have risen 3.2%.

The Bureau of Labor Statistics U.S. Import and Export Price Indexes
summary indicated import prices rose 0.4%, and export prices rose 0.7% in
July, reversing a 0.1 and 0.7% decline from the prior month, respectively.
The Federal Reserve reported industrial production increased 1% in July,
reversing two consecutive monthly declines. Capacity utilization increased
10 79.3%.

Initial claims for unemployment insurance for the week ending August 12
were 239,000, a decline of 11,000 from the prior week.
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For Week Ending August 18, 2023

Markets

Change From Change From Change From

Last Price Prior Week Year End Year Ago
Capital Markets
Dow Jones Industrial Avg 34,500.66 -2.1% 5.5% 3.7%
S&P 500 Index 4,369.71 -2.1% 15.0% 3.7%
NASDAQ 13,290.78 -2.6% 27.7% 3.4%
S&P 400 Midcap Index 2,578.86 -3.0% 7.2% 0.2%
S&P 600 Smallcap Index 1,201.38 -3.3% 4.9% -5.3%
MSCI EAFE 7,113.82 -3.3% 8.1% 8.7%
MSCI Emerging Markets 499.66 -3.3% 2.8% -1.9%
Bloomberg US Agg 2,051.48 -0.5% 0.1% -4.1%
Bloomberg Municipal 5 Yr 472.19 -0.3% 0.8% 0.2%
Bloomberg US Corporate 3,000.75 -0.7% 1.1% -3.0%
Bloomberg Glb Agg ex US Hdg 537.78 -0.2% 3.1% -0.9%
Bloomberg High Yield 2,310.41 -0.8% 5.7% 2.3%
MSCI US REIT Index 1,950.15 -3.2% 1.9% -13.4%
Bloomberg Commodity Index 23461 -1.2% -4.6% -10.2%
Last Price/Yield Prior Week Year End Year Ago
Key Rates
Fed Funds Target 5.50% 5.50% 4.50% 2.50%
3-Month Treasury 5.43% 5.42% 4.34% 2.62%
1-Year Treasury 5.34% 5.34% 4.69% 3.17%
2-Year Treasury 4.94% 4.89% 4.43% 3.20%
5-Year Treasury 4.39% 4.30% 4.00% 3.03%
7-Year Treasury 4.34% 4.25% 3.97% 2.97%
10-Year Treasury 4.25% 4.15% 3.87% 2.88%
30-Year Treasury 4.38% 4.26% 3.96% 3.14%
Consumer Rates
30-Year Mortgage 7.55% 7.53% 6.66% 5.83%
Prime Rate 9.25% 9.25% 8.25% 6.25%
SOFR 5.30% 5.30% 4.77% 2.28%
Commodities
Gold 1,889.31 1,913.76 1,824.02 1,758.61
Crude Oil (WTI) 81.25 83.19 80.26 82.89
Gasoline 3.87 3.85 321 3.92
Natural Gas 2.55 2.77 4.48 5.57
Copper 3.74 3.76 3.81 3.63
P/E P/E Price to Current Div
Forward Trailing Book Yield
Index Characteristics
Dow Jones Industrial Avg 18.74 19.83 4.46 2.08
S&P 500 19.93 19.90 4.14 1.62
S&P 500 Value 17.51 17.72 2.77 2.03
S&P 500 Growth 22.57 22.24 7.22 1.23
NASDAQ 28.24 32.14 5.20 0.85
S&P Midcap 400 15.37 14.07 2.21 2.08
S&P Smallcap 600 1551 13.30 171 171
MSCI EAFE 12.94 12.72 1.66 3.49
MSCI Emerging Markets 13.15 12.30 1.51 2.99

Source: Bloomberg
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Economic Data

Last Release Year Ago
Inflation
CPI Headline Inflation 3.2% 8.5%
CPI Core Inflation 4.7% 5.9%
Personal Consumption Exp (PCE) Core 4.1% 5.0%
Jobs
Unemployment Rate (U3) 3.5% 3.5%
Broader Unemployment Rate (U6) 6.7% 6.8%
JOLT Survey (in millions) 9.58 10.96
Jobless Claims (000's) 239 213
Change in Non-Farm Payroll (000's) 187 568
Average Hourly Earnings (Y/Y % Change) 4.4% 5.4%
Consumer & Spending
Consumer Confidence (Conf Board) 117.0 95.3
Consumer Spending ($ Bil) 18,383 17,437
Consumer Credit ($ Bil) 4,997 4,726
Retail Sales ($ Bil) 696 675
Housing
Housing Starts (000's) 1,452 1,371
Case-Shiller Home Price Index 305.15 306.55
U.S. Productivity
Real Gross Domestic Product ($ Bil) 20,404 19,895
Quarter over Quarter Change 2.4% -0.6%
Year Over Year Change 2.6% 1.8%
ISM Manufacturing 46.40 52.70
Capacity Utilization 79.30 80.73
Markit US Composite PMI 52.00 47.70
U.S. General
Leading Economic Indicators 105.8 114.4
Trade Weighted Dollar Index 120.2 120.7
EUR/USD 1.09 1.01
JPY /USD 145.39 135.89
CAD / USD 0.74 0.77
AUD / USD 0.64 0.69

S&P 500 Sector Returns
1 Month YTD

Communication Services -1.48% 38.19%
Information Technoloay -8.82% 35.35%
Consumer Discretionary -6.80% 28.47%
Industrials -3.10% 9.08%
Materials -3.77% 5.03%
Eneray 8.15% 3.00%
Financials -2.94% 0.18%
Consumer Staples -1.09% -0.12%
Real Estate -56.14% -0.37%
Health Care 1.13% -0.91%
Utilities -3.21% -8.58%
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The information provided herein was prepared by the Investment Management team of BOKF, NA. BOKF, NA is the bank subsidiary of BOK Financial Corporation
(BOKF), a financial services holding company (NASDAQ:BOKF). BOKF offers trust and wealth management services through its subsidiaries including BOKF, NA
(and its banking divisions Bank of Oklahoma, Bank of Texas, Bank of Albuquerque, and BOK Financial) and investment advisory services through its non-bank
subsidiaries, Cavanal Hill Investment Management, Inc., and BOK Financial Private Wealth, Inc., each an SEC registered investment adviser, and BOK Financial
Securities, Inc., also an SEC registered investment adviser and registered broker/dealer, member FINRA/SIPC (each an “Investment Affiliate”) (collectively,
“BOKEF”). Distribution of this document is intended for informational purposes. Information contained herein has been obtained from sources believed to be reliable,
but not guaranteed. The opinions expressed herein reflect the judgment of the author(s) as of the date prepared and are subject to change without notice and are
not a complete analysis of any sector, industry, or security regardless of the date on which the reader may receive or access the information. The information
provided is intended to be educational in nature and not advice relative to any investment or portfolio offered through an Investment Affiliate, and does not
constitute any form of regulated financial, legal, or tax advice, or other regulated financial service. The content provided herein is not a solicitation for the
investment management services of any Investment Affiliate, nor is it intended to constitute a recommendation for, or advice to, any specific person on behalf of
any Investment Affiliate, as it does not take into account the financial objectives, situation, or needs of any specific person. This information is provided on the
understanding that the recipient has sufficient knowledge and experience to be able to understand and make their own evaluation of said content, any risks
associated therewith, and any related legal, tax, accounting, or other material considerations. Recipients should not solely rely on this material in making any future
investment decision. To the extent that the recipient has any questions regarding the applicability of any specific issue discussed above to their specific portfolio or
situation, they are encouraged to consult with a qualified lawyer, accountant, or financial professional.

This document may contain forward-looking statements that are based on management's beliefs, assumptions, current expectations, estimates, and projections,
the securities and credit markets and the economy in general. Words such as "anticipates," "believes," "estimates," "expects," "forecasts," "plans," "projects,"
variations of such words and similar expressions are intended to identify such forward-looking statements. Management judgments relating to and discussion of the
value and potential future value or performance of any security, group of securities, type of security or market segment involve judgments as to expected events
and are inherently forward-looking statements. These statements are not guarantees of future performance. Likewise, past performance is not a guarantee of future
results. This content is prepared for the use of the Investment Affiliates and their clients and prospective clients, and may not be reproduced, redistributed,
retransmitted or disclosed, or referred to in any publication, in whole or in part, or in any form or manner, without the express written consent of BOKF or BOKEF,
NA. Any unauthorized use or disclosure is prohibited. Receipt and review of this document constitutes your agreement not to redistribute, retransmit, or disclose to
others the contents, opinions, conclusion, or information contained herein. This report should not be distributed without the attached disclosures, and is considered
incomplete if the disclosures are not attached.

*This chart is for illustrative purposes only and not indicative of any actual investment.
Asset allocation, diversification, and rebalancing do not ensure a profit or protect against loss in declining markets. Investing involves risks, including possible loss
of principal, and there is no guarantee that investment objectives will be achieved.
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