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January 2, 2023

Fimnancial markets are coming off their worst year since the great financial crisis in 2008. Last year, fixed income investments suffered
their worst year on record as interest rates broke their four-decade downtrend, and stocks suffered their longest prolonged decline in
thirteen years. Global financial markets have now shed nearly $40 trillion of their market value.

Policymakers, professional forecasters, and investors remain generally cautious headed into the new year. Nevertheless, the consensus
outlook is also the best case scenario where inflation declines steadily, but the economy doesn't slip into a recession (or at least only
suffers a very mild one if it does). Inflation that failed to retreat as expected and/or a recession deep enough to weigh on corporate
profits would likely make 2023 another tough year for investors.

With margins still at historically high levels and earnings growth expectad to remain strong despite the slowing economy, the potential
for disappointing earnings appears to be the biggest risk for the market at the turn of the calendar year.

Projections for 2023 by Policymakers, Forecasters and Investors

Fed Professional
Policymakers Forecasters Investors
GDP Growth 0.4%-1.0% 0.70% N/A
_ Minytsa, Yes based on yield curve;
Recession Mo . Maybe based on the
~50% probability
stock market
~3.4% CPI ~2.6% CPI
Inflation 317 PCE ~2.9% PCE based on TIPS
4.3% 4.50%-4.75%
Fed Funds Rate 5.00%-5.25% ) . based on
(3-month T-bill)
Fed Funds futures
Down 11% to Up 17%
S&P 500 Index N/A N/A based on market
strategists' range of
projections
Up ~13%
SE&P 500 Earnings MN/A MfA based on consensus of
research analysts

*Professional Forecasters projections from Philadelphia Fed's November Survey of
Professional Forecasters.



Steep decline in market value for bonds and stocks from historically extreme valuations.

Steep Fall
Global bonds and stocks see biggest ever loss in market value
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Long-term fixed income investments had their worst year in 2022.

Total Return on 10-year Treasury Note
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It would be unusual but not unprecedented for stocks to decline in back-to-back years.

S&P 500 Index
Calendar Year % Change
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A big question for the stock market: how permanent are recent high profit margins?

S&P 500 Index
Annualized Quarterly Operating Earnings per Share
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Labor Mark

January 9, 2023
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The labor market remained generally strong in December with the unemployment rate falling to 3.5%. Instead of raising fears that the
good jobs report might keep the Fed raising interest rates, investors seized on a slowdown in wage growth as a sign that inflation will
continue to abate, While a potentially good sign for inflation, slowing wage growth is likely to add an additional headwind for the
economy as wages fail to keep up with rising prices, hurting consumption.

There were also signs under the surface that the Fed is being successful in slowing the economy. The number of new jobs added
continued to decline to the lowest level in two years. In addition, the number of employees in temporary help services fell further which
has historically been a canary in the coal mine for the broader labor market.

Investors are holding out hope that inflation will subside without a recession. However, state level data through November indicates
that more than half the states are already experiencing negative labor market conditions which has historically implied a pending

downturn for the national economy. Despite the positive market response to the jobs report on Friday, the odds of inflation retreating
peacefully still don't appear high.

Labor market remained strong in December with unemployment falling to 3.5%.
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Slowing growth in average hourly earnings is a hopeful sign inflation will continue to abate.
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A decline in temporary employees aften proceeds broader weakness in the labor market.
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More than half the states are experiencing negative labor market conditions.

Philadelphia Fed's State Coincident Indexes: Number of States with Negative Growth
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Inflation | Mission accomplished?

January 16, 2023

Annual inflation as measured by the Consumer Price Index (CPI) declined for the sixth straight month in December, down to 6.49%.
Annual core inflation excluding energy and food also improved, declining to 5.7%.

Over the past three months, inflation has been running below 2% on an annualized basis, and core inflation has been close to 3%. As a
result of declining inflation and the rapid increases in the fed funds rate by the Federal Reserve, real short-term interest rates based on
core CPI eked backed into positive territory in the last quarter of 2022 after being deeply negative to start the year.

Inflation is unlikely to take a straight elevator back down to 2%, but it is definitely moving in an encouraging direction which has
alleviated a lot of investors' concerns even if they remain overly optimistic about how quickly the Fed will stop raising rates and reverse
course.

The past few years have highlighted how little is understood about how inflation works, so policymakers are likely to stick to their plans
for raising the fed funds rate above 3% for an extend period to ensure that the stake has been thoroughly run through the heart of
inflation. If the markets and economy continue to motor along without any great unhappiness, there will be even less incentive for them
to do otherwise.

Inflation over the past three months is now below the fed funds rate.
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The real fed funds rate has often been higher at the end of a Fed tightening cycle.

3-month Average Fed Funds Rate minus
3-month Annualized Core CPI Inflation
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Historically when the front end of the yleld curve is this inverted, the Fed is done tightening.
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Mortgage rates | Lower but still high

January 23, 2023

Last year mortgage rates spiked from around 3% to over 7%, significantly decreasing the affordability and sale of homes. The past few
months have offered a slight reprieve as mortgage rates have retreated towards 6% and may have further to fall as they remain at a
historically wide spread to the 10-year Treasury rate; however, high mortgage rates are likely to remain a headwind for the sector.

The Federal Reserve is clearly being successful in slowing the economy when it comes to the housing market. In addition, data released
last week on industrial production and retail sales in December showed other areas of the economy are weakening as well.

Given the growing signs that the economy and inflation are slowing, investors expect the Fed will increase its target fed funds rate by
just 0.25% at its meeting next week and stop raising rates at its following meeting in March.

Mortgage rates have declined recently along with other long-term interest rates.
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The spread between mortgage rates and 10-year Treasurys remains higher than normal,
perhaps offering mortgage rates further room to decline.

FRED scf — 30-Year Fixed Rate Mortgage Average in the United States-Market Yield cn U.S. Treasury
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High mortgage rates have slowed the sale of existing homes significantly.

# US Existing Home Sales
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The percent of individuals who move each year has been declining for decades;
the increase in mortgage rates likely helped to continue that trend last year.
Figure A-1.1 Number of Movers and Mover Rate: 1948-2021
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Industrial production and retail sales weakened at the end of last year.

® U5 Retail Sales (LUSRS) % O High
* US industrial Prodection index (LUSIFY) % O High
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The Marker | Fighting the ride

January 30, 2023

The markets have gotten off to a good start in the new year. The 5&P 500 index is up over 6%, and the Bloomberg US Aggregate Bond
Index is up 3%. To the extent these short-term price moves are indicative of a coherent outlook by investors, it would imply a growing
view that inflation will gquickly fall to 2%, the Fed will swiftly pivet to lowering rates, and the economy will avoid a recession.

That goldilocks chain of events would be a historical anomaly. It also may not be sufficient to push the stock market much higher.
Improving expectations for corporate profits and growing risk appetites fuel strong bull markets; the tide for both is still going out at the
moment,

Even if the Fed was inclined to pivot towards lowering rates, it is far from guaranteed that would improve the short-term outlook for the
market. But the potential effect of lower rates is likely moot as the Fed is poised to affirm yet again this week its plans to take short-term
interest rates higher for longer.

Growth in domestic demand slowed to a crawl at the end of last year.
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Margin debt has continued to decline even as the market has rallied.
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As seen in ‘00-'03 and ‘07-09, margin debt typically increases after a market
bottom, and a Fed pivot to rate cuts does not necessarily revive animal spirits.
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The inflation metric policymakers are most focused on has not slowed

as much as others and has yet to exhibit a persistent downtrend.
Three-month annualized inflation, services excluding energy and housing
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Labor Marker

February 6, 2023

Still beating expectations

The jobs report last week was once again better than expected as the labor market continues to hold up well in the face of rising

interest rates and a slowing economy. The unemployment rate fell to its lowest level over the past 69 years, and employers were
estimated to have add 517,000 new jobs.

January's employment numbers took a little steam out of the stock market which has charged higher through its 200-day moving
average and last year's downtrend line. Investors took a breath from their recent bullish run as the strong jobs report makes it more
likely that the Fed actually will take interest rates higher for longer.

The strong labor market unfortunately cannot be taken as a sign that the Fed will succeed in pulling off a soft landing of taming inflation
without a recession - which would be the best news for investors. There have been a lot of historical outliers over the past few years;
however, it would be the historical norm for employment to remain strong past when the Fed plans to finish raising rates in a few
months and then turn south with the economy a few months thereafter.

The unemployment rate is the lowest it has ever been over past 69 year.
US Unemployment Rate (1:USUR)
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Unemployment often remains low until after the Fed stops raising rates.
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S&P 500 has broken through its 200-day moving average and last year’s downtrend
line. The 50-day moving average above the 200-day is another bullish indicator.

* S4P 500 (*5PX) Level
* SEP 500 (*5PX) 200-Day Simple Moving Average
® SEP 500 (*5PX) 50-0ay Simple Moving Average
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Banks | Beginning to batren down the hatches

February 13, 2023

Bank lending has remained streng despite the slowing economy, but the number of banks tightening lending standards continues to
grow which does not bode well for future loan growth. The demand for loans is also declining as the Fed continues to raise interest
rates.

Aretrenchment in available credit could be one of the things that helps to tip the economy into a recession later in the year. And in turn
a recession would also likely lead to a de-leveraging of corporate balance sheets. Corporate debt outstanding has grown to a historically
high level relative to GDP (~50%). After the recessions in 2001 and 2007-2009, corporate debt as a percent of GDP fell to around 40%.

Bank lean growth has remained strong se far.
Nominal growth (blue line) and inflation-adjusted growth (red line)
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Banks continued to tighten leading standards for all types of loans,
which suggests bank lending is likely to decline over the next year.

Bank Loan Standards and Business Loan Growth
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Demand for loans also began to decline at the end of last year.
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Corporate debt remains at a historically high level relative to GDP. A recession would
likely force companies to de-lever, especially if corporate profits decline significantly.
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Rising Rates | How high and how long?

February 20, 2023

Recent economic data has suggested inflation may be more stubborn than hoped. As a result, investors have once again shifted their
expectations for how high the Fed will raise interest rates.

Qver the past two weeks, expectations for the peak fed funds rate have moved from below 5% towards 5.5%. Long-term interest rates
have increased by a similar amount but remain below the levels they reached last fall.

Is it time to shift from fixed income securities with short-term maturities and lock in long-term interest rates? History suggests investors
can be patient as long-term rates, especially for corporate debt, haven't typically begun to decline significantly until the Fed is done
raising rates. And if the markets are in the process of slowly adjusting to a new normal of higher interest rates, short-term debt may
continue to offer better returns for a while as it did in the 1960s and 1970s,

How much higher and longer the Fed will raise rates is hard to predict, but investors are likely still best served by tilting their fixed
income investments towards high quality, short-term debt.

Expectations for how high the Fed will raise rates has jumped higher recently. Investors
now expect the Fed to raise rates towards at least 5.5% by the middle of the year.
TARGET RATE PROBABILITY HISTORY FOR FEDERAL RESERVE MEETING ON 26 JUL 2023

@ 525-550 @ S550-575
1 006

40%

20%

Mar May Jul sep Hov Jan
2022 2022 2022 2022 2022 2023



Market expectations for where the fed funds rate will be at year end are now in line
with the Fed’s own projections released in December.

FOMC PARTICIPANTS' ASSESSMENTS OF APPROPRIATE MONETARY POLICY : "DOT-PLOT"
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Long-term rates haven’t typically declined significantly until the end of a Fed tightening cycle,
especially corporate debt which faces widening credit spreads during the usual subsequent recession.
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Rolling short-term debt offered investors better returns than long-term debt
as interest rates and inflation increased in the 1960s and 1970s.
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Corporate Profits

February 27, 2023

Normalizing as stimulus wanes

With most of the companies in the S&P 500 having reported earnings for the fourth quarter of last year, “only” 68% have exceeded the
well-managed earnings expectations of analysts. Over the past few of years, that number has often been greater than 80%.

During 2022, corporate profitability began to normalize after benefiting greatly from the sizable government stimulus injected into the
economy to counteract the effects of the pandemic. Even after retreating slightly, profit margins remain high by historical standards;
and yet the consensus expectation is they will rebound higher again this year despite the Fed's efforts to slow the economy with higher
interest rates.

Those higher interest rates in themselves cast doubt on expectations for higher margins. Over the past couple of decades profit
margins and corporate bond yields have often moved together with interest rates leading the inverse change in margins by a few
months. The most direct link between the two is the fact that lower interest rates ultimately reduce companies' borrowing costs and vice
versa. Indirectly, corporate bond yields are also an indicator of investors' general confidence in future corporate profitability.

Current corporate bond yields, which still reflect tight credit spreads to US Treasury debt and thus a high confidence in future corporate
profitability, nevertheless suggest that profit margins may continue to decline back towards a more historical level even without a
recession.

The percent of companies beating earnings expectations in Q4 was below the
high level of recent years and the 72% historical average of the past decade.

S&P 500 Index
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Profit margins are down from the pandemic high but are still elevated
with a consensus expectation they will rebound higher this year.

Profit Margins
S&P 500 - TTM Operating Earnings and GAAP Reported Earnings
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The growing spread between adjusted operating earnings and reported GAAP
earnings could be an early sign of future weakness in corporate profits.

S&P 500 Index: % Spread between
TTM Adjusted Operating Earnings and GAAP Reported Earnings
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The last time corporate bond yields were this high, the S&P 500’s operating
profit margin was about 2 percentage points lower.

Baa Corporate Yield and S&P 500 Operating Profit Margin
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Higher corporate bond yields may indicate a further decline in profit margins
due to higher interest expenses, but so far they are not an indicator of general
concerns about corporate profitability as credit spreads remain tight.
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Federal Debt

March 6, 2023

Snowballing

As Congress marches towards a showdown this summer over raising the federal debt limit, the Congressional Budget Office (CBO) has
highlighted the long-term fiscal challenges facing the federal government with its latest 10-year budget projection.

The CBO makes these forecasts each year assuming current laws remain in place and smeoth sailing for the US econemy. Not

surprisingly these estimates have significantly underestimated how much debt the federal government would accumulate over the
coming decade,

In the past fifteen years, the US has experienced a financial crisis and a pandemic - rough seas that led to significant outlays by the
federal government. The federal debt held by the public has already topped 100% of GDP, and the CBO projects it is headed towards
200% over the next thirty years. Market-imposed fiscal limits may prevent that forecast from being another underestimate.

The powers-that-be have been able to increase the federal debt with no apparent downside as the Federal Reserve has pegged interest
rates at abnormally low levels for most of the past two decades. With interest rates returning to more normal levels, Congress likely
won't be able to kick the hard decisions down the road for much longer.

The CBO’s annual projections of the federal budget, based on the prevailing laws at
the time of the forecast, have consistently underestimated the future debt burden
by a significant margin.
CBO's Annual 10-year Projections
Federal Debt Held by the Public as % of GDP
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The CBO's long-term debt preojections are hardly optimistic, however, as the federal debt held by the public
is projected to double to 200% of GDP over the next 30 years.

Federal Debt Held by the Public, 1900 to 2053
Percentage of Gross Domestic Product

Debt Is projected to rise In relation
to GDP, mainly because of increasing
Interest costs and the growth of
spending on major health care
programs and Soclal Securlty.
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Budget deficits (i.e., the annual amount added to the federal debt each year) are expected to grow
as a percentage of GDP thanks to increasing interest expenses on the federal debt.

Total Deficits, Primary Deficits, and Net Interest Outlays
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The CBO’s interest rate assumptions driving the higher interest expense assume inflation is brought
under control relatively quickly without a recession.
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Increasing mandatory outlays for Social Security and Medicare along with increasing interest expenses
will squeeze other discretionary federal spending in the coming decade.

Outlays, by Category
Percentage of Gross Domestic Product
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Revenue as a percentage of GDP has remained relatively stable over the past 50 years. Congress will
ultimately have to make some politically unpopular decisions about spending and/or taxes.
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Bank Failures | Changing investors' outlook for rares

March 13, 2023

The past week has been eventful. The Fed Chair, Jay Powell, first led investors to believe that the central bank would push interest rates
higher for longer to combat inflation. Then the 16th and 25th largest banks in the US quickly failed leading investors to wonder if the
Fed is about to pivot in dramatic fashion towards lowering rates and once again injecting large sums of money into the system.

The two banks that failed, Silicon Valley Bank and Signature Bank, rode the large wave of monetary stimulus during the pandemic with
their market capitalizations surging to over $43 billion and $22 billion, respectively, just 14 short months ago. However, they both fell
victim to an old fashion bank run over the past week.

Banking by its very nature depends on the confidence of depositors - only about half of all bank deposits are insured by the FDIC, and
banks on average only keep about 10% of the deposits they hold in cash. Thus if there is a loss of faith in an institution, it can quickly get
into trouble even in the best of situations, and a rising rate environment is less than an ideal environment to be forced to sell off fixed
income investments.

During the pandemic, banks were flooded with deposits as a result of the unprecedented government stimulus, and they investad a lot
of those deposits into fixed income securities when interest rates were pegged to the floor by the Fed. As interest rates have risen, that
has pushed down the value of those securities. Much like with an investor who buys a bond with the intention to hold it to maturity, the
day-to-day change in value shouldn't matter as long as the security can be held to maturity - which for banks depends on avoiding
having a wave of depositors ask for their money back all at once.

Policymakers at the Fed and the Treasury have hopefully forestalled further panic about the safety of deposits with their response to

the recent bank failures. Nevertheless, the events of the past week are still likely to dampen the animal spirits of investors with a
renewed appreciation for the risks they are taking.

Last week saw a wild swing in expectations for what the Fed will do this year.
Market Implied Probability Fed Funds Rate >5.5% at Year End
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The banking industry had been relatively calm in recent years with few bank failures...
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Banks rely on the confidence of depositors. The largest 25 banks have less than 12% of
deposits in cash while smaller banks have less than 8% of deposits in cash (though a higher
percentage of small bank deposits are typically FDIC insured).

FRED s+ — lLargest 25 Banks - Cash Assets as % of Deposits
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Banks placed a lot of the deposits that flooded the system during the
pandemic into fixed income securities when interest rates were extremely low.

All Domestic Banks
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Banks have classified many of the securities they have added over the past three
years as “held to maturity” so they don’t have to record changes in the securities
market value similar to the accounting for the loans they originate and hold.
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Unrealized losses are likely only an issue for banks if they are forced to sell the securities
at a loss to meet deposit withdrawals.

Unrealized Gains (Losses) on Investment Securities
FDIC-Insured Banks
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Unlike in 2008, banks remain generally healthy and have yet to see a decline in the
asset quality of their loans despite the growing concerns about a potential recession.
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Banks have increased the maturity of their assets. While most hedge the inherent
interest rate risk of longer maturities, the unrealized losses generated in a rising
rate environment can still shake investors’ confidence.

% of Assets with Maturity > 5 Years
FDIC-Insured Banks
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Banks have benefit from the increasing interest rates as their assets have
repriced faster than their liabilities. They will likely come under pressure to
increase what they pay depositors in the current environment.

Net Interest Margin
FDIC-Insured Banks
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SVB and Signature Bank represent the boom and bust of the pandemic market.

* 5VB Financial Group (SIVE) Markes Cap
Signature Bank (SBNY) Market Cap
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The Fed | Stuck berween a rock and a hard place

March 20, 2023

Policymakers at the Federal Reserve meet this week to decide their next step in their battle against inflation, which is declining but
remains well above the Fed's 2% inflation target. The Fed's next step was highly anticipated to be another rate increase of 0.25% or
0.50%, but the recent turmoil in the banking industry has complicated things.

Based on the market for fed fund futures, investors still view it as more probable than not that the Fed will raise its target fed funds rate
to between 4.75% and 5%. Last week the European Central Bank raised its target interest rate by 0.50% despite the banking issues
rattling the Old World. Given regulators' reassurances about the soundness of the US banking industry and the persistence of high
inflation, it will be hard for policymakers to pause their rate hikes now.

If the Fed does raise rates this week, we will enter a strange world in which the Fed is increasing interest rates while simultaneously
loaning hundreds of billions of dollars directly to banks to calm nervous depositors concerned about rising interest rates. But we live in
strange times, and policymakers may be stuck with no better options.

The Fed is stuck between high inflation (orange line of core CPI inflation) and
a banking crisis (blue line of Fed loans to banks). The central bank will likely
continue to raise rates to battle inflation while also continuing to act as a
lender of last resort for the banking industry in an attempt to address both

issues at the same time.
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The recent bank failures and concerns around unrealized losses hiding on
bank balance sheets have sent long-term interest rates back toward their
recent lows, even as the Fed prepares to potentially increase short-term
rates once more to fight inflation.

& Effective Federal Funds Rate
2 Year Treasury Rate
& 10 Year Treasury Rate

Investors betting on a replay of growth stocks outperforming again because
of extreme monetary stimulus will likely be disappointed if the Fed keeps up its
fight against inflation or inflation stays high.
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Interest Rates | Future path i1'1c‘1‘e;1singlv uncerrain

March 27, 2023

Fed policymakers once again raised the fed funds rate by 0.25% last week while once again increasing their projections for inflation and
lowering their outlook for economic growth; however, for the first time since they started tightening monetary policy, they did not raise
their forecast for the peak fed funds rate.

Policymakers still expect to raise the fed funds rate one more time by 0.25% to over 5% and then keep it at that level through at least
the end of the year. Fixed income investors, on the other hand, think rates have peaked and that the Fed will be cutting interest rates by

July.

Everyone anticipates the recent turmoil in the banking industry will tighten the availability of credit and slow the economy. The
disconnact between policymakers and investors is that market participants think more things are likely to break causing the Fed to
reverse course to maintain financial stability.

If fixed income investors are right, the economy will soon be in a recession, which has not been priced into the equity markets. If the

Fed is right, interest rates will be higher for longer than either the fixed income or equity markets are currently expecting. In either case,
markets will remain volatile given the heightened level of uncertainty.

For the first time since the start of the tightening cycle, Fed policymakers
did not raise their median projection for how high the fed funds rate will be
at the end of 2023.
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Fed policymakers indicate they will likely raise rates one more time, but
investors are betting rates have peaked.

Effective Fed Funds Rate vs
Fed's Median Projection for Fed Funds Rate in December 2023
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Investors expect that the Fed will start cutting interest rates in July and will have
reduced the fed funds rate below 4% by the end of the year.

FOMC PARTICIPANTS' ASSESSMENTS OF APPROPRIATE MONETARY POLICY - "DOT-PLOT"
Blue dots and line = median Fed official forecast

Red dots and line = investors’ expectations based on fed fund futures
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Fed Remitrances | No longer supporting Uncle Sam

April 3, 2023

During the era of Quantitative Easing, the Federal Reserve greatly expanded its balance sheet and made a lot of money. Last week the
Fed released its audited financial statements for 2022 and reported netincome of $60.7 billion. Over the past decade, the Fed's annual
earnings have averaged over $80 billion. This has been a wonderful free lunch for the federal government as the benefactor of the Fed's
earnings, but that free lunch has come to an end.

The Fed started losing money in September as it began to pay out more in interest than it was earning on its portfolio of fixed income
securities. Itis now losing about $2 billion each week and has accumulated losses of $44.2 billion over the past seven months. Unlike

some of the banks which have also been squeezed by low yields on long-term assets and rising rates on short-term liabilities, the Fed
doesn't have to worry about its solvency. It can effectively print money to meet its commitments and nicely gets to book its losses as a
deferred asset because the losses reduce what it must remit to the Treasury in the future.

That through-the-looking-glass accounting unfortunately does not eliminate the reality that the federal government is losing what
amounted to nearly $1 trillion in revenue over the past twelve years. Whether it was ever wise for the Fed to create that income stream
will be long debated, but its loss will clearly add to the burgeoning federal debt which seems headed towards a day of reckoning that
will force the powers-that-be to raise taxes and/or lower spending.

The Fed started losing money last September, and it is currently paying out
about 52 billion more per week than it earns in interest on the fixed income
securities that it acquired during the era of Quantitative Easing.
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The Fed has accumulated losses of over 544 billion since September, which
it books as a “deferred asset” because it does not have to remit any
earnings to the US Treasury until the losses have been recouped.

Federal Reserve Banks
$ Billions Cumulative Losses since September 2022
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The Fed is required to send the US Treasury its earnings. Last year that amounted to $76 billion
before the Fed suspended remittances when it started to lose money.

[ System total
[ 02 | 2021
Resenve Bank and consolidated variable interest entity net income before providing for remittances to the Treasury § 58836 § 107,928
Other comprehensive income 1819 1,640
Todal comprehensive income - available for distribution $ 60655 § 109,568
Distribution of comprehensive Income (loss):
Transfer from surplus - - % (40)
Dridends 1,209 583
| FRemittances translerred 1o the Treasury -’ 76,031 109,025
Deferred asset increase (16,585) =
Eamings remittances 1o the Treasury, net 59,446 109,025
Total distribution of comprehensive income § 60655 § 109,568

! Represents cumulative excess eamings remittances transfemed to the Treasury during the perod pror o entenng a period of a shortfall of eamings and
suspending remittances.

2 Inclusive of a lump-sum payment of $40 million that was remitted to the Treasury on February 5, 2021 as required by the National Defense Authorization Act
of 2021. As a result, aggregate surplus limitation in the FRA was reduced from $6.825 billion to $6.785 billion.



Remittances from the Fed to the Treasury, which have been a nice boost to
the federal budget in recent years, are likely over for the foreseeable
future unless there is a fifth iteration of Quantitative Easing.

Federal Reserve Banks

Trailing 1-year Remittances to US Treasury
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Jobs Report | Bad good news?

April 10,2023

The labor market remained strong in March with an estimated 236,000 jobs added and the unemployment rate ticking lower to 3.5%.

The good jobs report has increased the odds that the Fed will raise rates at least one more time; however, the news was not all bad for
policymakers striving to bring down inflation.

The size of the labor force continued to grow at a healthy pace for the fourth month in a row as the labor force participation rate

increased to its highest level since March 2020. The possibility of a soft landing always depended in part on drawing back into the
workforce the individuals who left during the pandemic.

Policymakers could also leok past the good headline numbers and see signs of weakening in the labor market if they wanted a reason

to pause their rate hikes. Private payrolls increased by the lowest level since 2020, and the number of temporary workers continued to
decline compared to last year.

Fixed income investors certainly seem to think the labor market is about to weaken substantially as the negative spread between the
10-year Treasury yield and 3-month Treasury yield reached a historic level of inversion last week.

The labor market remained tight in March. The number of job openings
still exceeds the number of unemployed by a large margin.
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The gap between the size of the US labor force and its pre-pandemic trend
level continues to narrow.

US Labor Force
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Even accounting for an aging population, there are still more than a million
workers missing from the labor force who likely would be there absent the
pandemic.

Individuals Not in Labor Force
and Trend 2015-2019

104,000
102,000

100,000

98,000 -
-

Thousands of Person
v

96,000

94,000

92,000
2015 2016 2017 2018 2019 2020 2021 2022 2023



The yield curve is at a historic level of inversion, which is another leading
indicator of a recession. If this time is different, it will be very different.
10 Year-3 Month Treasury Yield Spread (1:10Y3MTS)
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The number of temporary workers continued to decline which has historically been
a leading indicator of a pending recession.
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After Ratre Hikes End | Flip a coin?

April 17, 2023

Inflation continued to improve in March with the headline number falling to 5%. The Fed may still hike rates one more time next month
as core inflation excluding food and energy is showing less progress, but the end of Fed rate increases seems imminent.

What happens after the Fed stops raising rates? History tells us the stock market may go up - or it may go down. At the end of the past
ten Fed tightening cycles, the market reacted positively six times over the subsequent six months. Half the time, however, significant

market declines were still to come, including the false dawn in 2006 when the market sailed to new all-time highs in 2007 before the
financial crisis struck.

When policymakers finally do indicate that they think they've done enough, the decreased uncertainty around how high the Fed will
raise rates may very well generate a momentary rally in the stock market. How long such a rally lasts will likely depend on corporate
profits and investors' risk appetites remaining robust. Stubborn inflation and/or a deep recession would dent both.

Headline CPI inflation fell in March to its lowest level since May 2021.
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The end of Fed rate hikes may give the stock market a boost, but it may
only be temporary if the economy slips into a recession.

Change in S&P 500 Index
for Six Months after Fed 5tops Rate Hikes
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Tightening monetary policy usually increases market volatility, but

sometimes the bottom is when the rate hikes stop.
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The Markers | Unsettled quiet

April 24, 2023

The stock market has had a quiet start to the earnings season during which companies report their first quarter profits. Over the past
two weeks, the realized and expected future volatility of the S&P 500 Index has fallen back to where it was at the market peak in January
2022, The seas have calmed quickly after the recent rattling storm of two large bank failures.

It is unusual for the market's daily swings to be this subdued during a bear market - or the early stages of a new bull market if that is
where we are. But the stock market has been anything but normal over the past three years.

Adding to the eerie stillness of the stock market is the strange activity in the Treasury market where the yield on the one-month
Treasury bill has cratered to 3.36% over the past few weeks even while expectations have increased for the Fed to raise its target
overnight rate above 5% next week. It is unclear why the most liquid market in the world is behaving so oddly, though it may have
something to do with concerns about the looming debt ceiling battle in Congress.

Even without the potential for a brewing debacle in the nation's capital, the next two weeks are likely to make all financial markets
livelier as two-thirds of the companies in the S&P 300 Index are scheduled to repert their first quarter earnings and the Fed will
announce its next interest rate decision. If the stock market sleeps through all that without at least a few characteristically erratic
swings, something peculiar is afoot.

Realized volatility in the stock market has been unusually low over the past few
weeks for a bear market or a new bull market.

S&P 500 Index
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Expected volatility in the S&P 500 Index based on option prices has fallen back
to where it was at the market peak in January 2022, but investors are
simultaneously not betting for that to last.
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While the stock market is strangely calm, the Treasury market is strangely not.
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The Consumer

May 1, 2023

Still spending

Economic growth in the first quarter was weaker than forecasters had expected with the economy growing just 1.19% during the quarter
at a seasonally adjusted annual rate. Quarter-over-quarter growth has been choppy over the past eighteen months, but the economy
does seem to be trending towards slower growth, if not a recession.

To the extent the economy is growing, the consumer is primarily to thank. Businesses drew down inventories in the first quarter, which
weighed on growth, but the consumption of goods and services continued to head higher. The economy has leaned heavily on personal
consumption over the past few years as it has grown to represent nearly 71% of real GDP.

The enormous stimulus doled out during the pandemic has fueled consumer spending. Consumers are likely still sitting on over $1
trillion more in savings than they otherwise would have had. That stockpile is being slowly whittled down but should continue to
support the economy for the remainder of the year. Once it is gone, the economy will be more vulnerable to the Fed's tightening
monetary policy which is expected to go another rung higher this week.

Quarter-over-quarter growth has been up and down, but real GDP for the
recent quarter looked better when compared to the weak first quarter last year.
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Despite the bounce in YoY growth, the economy still seems to be slowing.

Real Gross Domestic Product
Mot Seasonally Adjusted
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Year-over-year personal consumption was up a healthy 2.8% in the first quarter.
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Year-over-year personal consumption was up a healthy 2.8% in the first quarter.

Real Personal Consumption
Mot Seasonsally Adjusted
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Personal consumption has grown in importance as a driver of economic
growth over the past three years.
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The stockpile of extra pandemic savings continues to decline, although it is
shrinking at a slower pace than last year as individuals have increased their
savings in recent months.

Extra Pandemic Savings
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Economic growth is expected to remain weak in the second quarter.

Evolution of Atlanta Fed GDPNow real GDP estimate for 2023: Q2
Quarterly percent change (SAAR)
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Peak Fed Funds | Wair and see

May 8, 2023

Policymakers at the Federal Reserve increased their target overnight interest rate to over 5% last week and indicated they will take a
wait-and-see approach from here to evaluate whether they have done enough to bring inflation under control. The fed funds rate is
now above most measures of inflation for the first time since 2019; however, in real, inflation-adjusted terms, the Fed's target rate
remains historically low unless inflation continues to fall relatively swiftly in the coming months.

The Fed is looking for financial conditions to tighten further naturally from here with policymakers expecting the fed funds rate to be
about 1.5% above falling core PCE inflation by the end of the year (which would still be well below where the real fed funds rate peaked
in 2000 or 2007). If inflation does not fall as forecasted, nominal rates will likely not have peaked after all.

The strong labor market may complicate the Fed's contemplative pause. The unemployment rate fell back to the multi-decade low of
3.4% in April and has been below 4% for more than a year which has added to inflationary pressures. Unemployment often does not
start to increase until several months after the Fed has stopped raising rates. But for policymakers hoping to be done with rate
increases, it would be helpful for the imbalances in the labor market to start moderating sooner rather than later (ideally via a glorious
soft landing of more folks joining the workforce than a big decline in employment).

The fed funds rate is now back above most measures of trailing inflation
for the first time in four years.

® US Consumer Price index Yo (LUSCPIYY)
US Core Consumer Price index YoY (LUSCCPIYY)
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The real fed funds rate may be back above zero, but it remains at what
historically would have been viewed as a stimulative, low level.

Nominal and Inflation-Adjusted Fed Funds Rates
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Given the large amount of debt outstanding, real interest rates may not have to rise as
much as they did in the past to slow economic activity.
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The labor market remained strong in April but continued to slow. The number
of temp workers declined for the sixth straight month, which may be a leading
indicator for the broader jobs market.

Monthly % Change in Total Payrolls and Temporary Workers
3-month Moving Average
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In some cases, the unemployment rate has remained low for more than year
after the Fed stopped increasing interest rates.
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Small Caps | Not feeling very bullish

May 15, 2023

The stock market continues to trend sideways, held up primarily by the stocks with the largest market valuations. While seemingly going
nowhere fast, the S&P 500 Index still remains more than 15% above the low reached last October. Small cap stocks, on the other hand,
have traded back toward the lows with the Russell 2000 Index down nearly 29% from its all-time high.

Small cap stocks typically lead the market coming out of a downturn (or at least keep pace). They are clearly not doing that now. Thus if
last October was the low, the market is defying its historical pattern, which it has frequently done over the past three years.

On the positive side for small cap stocks is their relative valuation. The Russell 2000 is trading at less than 13 times expected earnings
while the S&P 500 is over 19. Even if estimates for future earnings remain too optimistic and have further to fall, investors seem to have
built some margin of safety into small cap valuations.

Small caps have lagged since the Silicon Valley Bank failed in early March.
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Large caps have been outperforming recently, but history suggests the wheel
will turn in small caps favor before long at least on a relative basis.

Rolling 3-month Relative Price Returns: S&P 500 vs Russell 2000
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Small caps are trading near their lows since the bear market began.
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Small caps typically outperform large cap stocks coming out of a bear market.

Relative Price Performance from Market Bottoms
S&P 500 minus Russell 2000
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Small cap stocks have traded sideways for nearly five years and thus trade at a
significant valuation discount to large cap stocks, which are still up over 40%.
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Debr Ceiling | Fiscal fig leaf

May 22, 2023

The cash reserves of the federal government are running low as the powers-that-be continue te negotiate an increase to the statutory
debt limit. It is generally viewed as unimaginable that the historically meaningless debt ceiling won't be raised as it has been 78 times
since 1960. Accordingly, financial markets have largely shrugged off the drama. Nevertheless, the nation's growing fiscal imbalances will
ultimately require more than a fig leaf of attention, potentially sooner rather than later since the pandemic increased the federal debt
held by the public to around 100% of GDP.

Even with the pandemic in the rearview mirror, the government is still running a nearly $2 trillion deficit which equates to more than 7%
of GDP. That is half of what the deficit was at its pandemic peak, but it remains historically elevated especially considering that the
unemployment rate is at its lowest level in 70 years. If there is a recession in the next year, the deficit will naturally widen even more and
further exacerbate the long-run fiscal challenges facing the country.

Some combination of lower discretionary spending by Congress, higher taxes and higher inflation seems a likely result of the growing

gap between federal receipts and outlays -- barring a technological miracle that dramatically lowers health care costs or accelerates
economic growth, which the political class may hold out hope for as long as possible until events force them to do otherwise.

The Treasury was down to just $57 billion in its account at the Fed last Thursday.
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The size of the budget deficit has diverged from the general strength of the
economy over the past six years (excluding the pandemic years).

Federal Deficit as % of GDP and Unemployment Rate
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Federal outlays remain more than 40% above their level before the pandemic
while receipts are about 30% higher. The economy is about 23% bigger in
nominal terms.
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Federal receipts have trended back towards their long-run average as a percent
of GDP, but outlays remain well above their long-run average. Increasing
interest expense on the federal debt and growing Social Security, Medicare and
Medicaid costs will continue to push spending higher.
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The Treasury Department’s latest annual Financial Report projected that the
federal government is on an unsustainable fiscal path.
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A sustainable fiscal policy is defined as one where the ratio of debt held by the
public to GDP (the debt-to-GDP ratio) is stable or declining over the long term.
Current projections are far from that.

Chart 6: Historical and Current Policy Projections for Debt Held by the Public,
1980-2097
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Al | Blowing bubbles?

May 29, 2023

Since the artificial intelligence (Al) chatbot ChatGPT was released last November, interest in Al has exploded, offering growth technology
stocks another shot of adrenaline. The Al story is largely holding up the broader market indexes so far this year with some valuations

starting to look rather bubblish again after briefly retreating from such levels in 2022. But can the run in Al stocks continue in the
current economic environment?

Speculative bubbles typically thrive on two things: a narrative about a glorious future that goes viral and easy credit. Al has the first part
in spades as the technology has the potential to be truly revolutionary and has clearly caught the public's imagination. However, the Al
bubble will have to overcome a tightening credit cycle if it is to continue to inflate. That said, there may still be enough juice left in the
system from all the pandemic stimulus to let the Al stocks run for a while.

From a long-term perspective, bubbles generally look ridiculously irrational, but in the moment it can be perfectly rational to buy a stock
that the herd seems determined to push higher. The challenge is getting out of the herd's way when it changes direction.

Interest in Al is surging and swamping any economic concerns at the
moment — at least in terms of Google searches.

@ Al 2 reCension bear market @ unemploymeant




Nvidia is now the fifth largest stock by market cap and one of the darlings
of the Al revolution. The stock is up 167% so far this year, supercharged
last week by a very positive outlook by management. History would
suggest long-term returns from here are likely to be subpar, but how far it
will run in the short run is anyone’s guess.
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It is difficult for a stock to generate good returns from overly lofty valuations.
Even more so the larger the company is as the sustained high growth required
to generate equity-like returns is harder to achieve.
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Speculative bubbles usually thrive on easy credit, but margin debt has flatlined
and banks are tightening lending standards as the Fed has raised interest rates.
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The US money supply is declining but remains about 15% larger than it likely
would have been without the extraordinary measures taken during the

pandemic. Perhaps just enough juice to feed another bubble for a while.
US M2 Maney Supply (1:USM2ZMSSM)
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Labor Market

June 5, 2023

Strong but slowing

The labor market remained strong in May with employers initially estimated to have added 339,000 jobs and the unemployment rate

remaining low at 3.7%. Even though there were indications of further softening in the data, the jobs report increased the odds that the
Fed will raise rates again later this summer.

Employment is a lagging indicator of the economy's strength as employers generally avoid letting workers go as long as possible. That
may be even more true in the current environment after workers were so hard to find coming out of the pandemic. The decline in

average hours worked and weak productivity data suggests employers may indeed be holding on to workers even as demand begins to
weaken.

The unemployment rate also increased 0.3 percentage points in May as the household survey continues to show weaker employment
growth than the payroll survey. In addition, while estimates of payroll gains in March and April were revised higher, initial payroll

estimates have been ultimately revised lower more often than not over the past year which may be another indicator that we are in the
midst of & turning point for the labor market.

The current strength in the employment data is not overly surprising based on previous Fed tightening cycles. If it remains strong in the

face of the headwinds confronting the economy in the latter half of the year, that will be unexpected and perhaps a complication for the
Fed's efforts to tame inflation.

The labor market remained strong in May but continues to decelerate.

Labor Market
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The decline in average weekly hours worked and weak productivity data suggests
that businesses may be holding on to workers even as demand weakens.
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The unemployment rate increased to 3.7%. The 0.3% increase was the largest

month-over-month increase since 2010 excluding the large swings during the

early months of the pandemic.
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Revisions to the estimate of total payrolls is indicative of a softening job market
even amidst low unemployment and strong payroll gains.

Revisions to Estimated Monthly Change in Payrolls
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Employment remains 2% to 4% below its pre-Covid growth trend. The
household survey of employment has shown weaker growth than the business

survey of payrolls over the past year. Overall economic growth also remains
below its pre-Covid trend.
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GDI | Already a hard landing?

June 12, 2023

With the S&P 500 up 20% from its October low and the financial press cheering a new bull market, investors seem to be increasingly
pricing in the expectation that the economy will avoid a recession and profits will quickly rebound higher. Meanwhile the economic data
remains mixed but still seems consistent with the forecast for the economy to slip into reverse around the end of the year. One measure
that is incongruent with the market's outlook is the government's estimate of inflation-adjusted Gross Domestic Income (GDI), which has
declined the past two quarters and is currently below the level reached at the end of 2021.

In theory, GDI should equal the Gross Domestic Product (GDP) as an equivalent but different measure of the size of the economy. GDI is
estimated by collecting income data, and GDP by collecting expenditure data. There is always some statistical difference between the
two, but the twin measures have not painted such a different picture of the economy since 2007 when GDI indicated the economy was
sliding into a recession while GDP showed it was still growing.

Given the imperfections of both estimates and the inevitable future revisions to those estimates, some insight about the true state of the
economy may be gleamed by taking the average of the two. Doing so suggests the economy has basically been trending sideways since
the end of 2021. The economy may yet turn up without a recession as investors are expecting. Weighing against that bet are several
factors including inflation that has yet to be completely subdued, higher interest rates, tightening credit, and the end of the last vestiges
of pandemic stimulus, all of which may continue to decrease the aggregate demand for goods and services as the year wears on.

Gross Domestic Income (GDI) has fallen below where it was at the end of 2021

even as Gross Domestic Product (GDP) has continued to grow slowly.
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Current estimates of GDI are 1.4% below its high reached in the third quarter of
last year. GDI has not historically declined this much until well into a recession.
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Over the past 25 years, the statistical discrepancy between the two measures of
the economy has favored GDI except during economic rough patches.

Statistical Discrepancy
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The average of GDP and GDI paints a picture of an economy that has basically
been trending sideways since the end of 2021.
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The stock market is betting that the economy will avoid a recession.

S&P 500 Index and Average of Real GDP & GDI
Year-over-Year Percent Change
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The Fed | Just catching its breath

June 19, 2023

At their meeting in May, policymakers at the Federal Reserve raised interest rates for the tenth straight time but suggested the May rate
hike might be their last for this tightening cycle. At their meeting last week, they did not raise rates but indicated further hikes are now
likely before the end of the year.

The Fed's preferred inflation metrics have improved but at a slower pace than policymakers had expected which led to the forecast for
further increases in their target fed funds rate - the overnight interest rate for interbank lending. One way or another, either through

rising rates or falling inflation, policymakers anticipate financial conditions will continue to tighten over the next eighteen months as the
real fed funds rate adjusted for inflation rises towards 2%.

The economy and the markets have so far held up well in the face of the Fed's blitz of rate increases from basically 0% to over 5%;
however, that may be partly because monetary policy has remained relatively accommodative over the past year as the Fed has been

working to drain an unprecedented amount of stimulus from the system. Even now monetary policy can only be seen as restrictive when

viewed through the lens of the past fourteen years of negative real interest rates and ever-expanding asset purchases by the central
bank.

The true test will come over the next year as monetary policy continues to tighten to levels not seen since before the Great Recession
and its lagged effects on the economy are fully felt.

Policymakers did not raise rates at their meeting last week but did raise their
expectation for the terminal fed funds rate.
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Despite all the monetary tightening the Fed has done, the real fed funds rate
adjusted for inflation remains at a low level by historical standards. Low real
interest rates have supported the economy and asset valuations, but they are
expected to continue increasing over the next year.
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The Fed’s balance sheet relative to the size of the economy is also still significantly
larger than it has historically been. At the current pace of “Quantitative Tightening
it would likely take five to six years to return the Fed’s balance sheet to the same

size it was as a percent of GDP before the era of “Quantitative Easing” began in ‘09.
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Interest rates have increased across the yield curve over the past month, but investors
still doubt the Fed will raise rates as much as they have indicated.

Treasury Yield Curve
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Leading Indicarors | Still mostly negative

June 26, 2023

Except for the stock market, most leading indicators continue to signal a recession is likely on the horizon. The Conference Board's
Leading Economic Index® has now declined for fourteen straight months and has been flashing a pending recession warning for several
months. And yet with each passing month that the labor market remains strong and inflation inches lower, the hopes that this time will
be different grow.

One area of the economy that seems to be rebounding quickly from a brief slowdown is residential investment as building permits and
housing starts have ticked higher this year. Higher mortgage rates have decreased the affordability of houses, but they have also
constrained the supply of existing homes for sale which has buoyed the market for new homes.

The experience in the housing market has raised the notion that we will have a rolling recession that hits sectors at different times but is

sufficiently spread out that the overall economy never experiences a widespread retrenchment in employment or output. The Composite
of Leading Indicators published by the Organization of Economic Cooperation and Development (OECD) offers this theory some support

as it continues to point to sub-par growth over the next year, but not yet a recession.

The one leading indicator that continues to toll the bell loudly for a pending recession is the yield curve which is deeply inverted with the
10-year Treasury 1.67 percentage points below the 3-month Treasury as of Friday. The bond market seems to be completely at odds with
the stock market, which isn't particularly unusual. Over the past few decades, however, the bond market has been the wiser of the two in
foreseeing trouble as the stock market would trade near all-time highs while an inverted yield curve rightly urged caution.

The Conference Board’s Leading Economic Index® (LEI) continues to signal a
recession is likely within the next 12 months.
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The uptick in stocks and residential construction over the past six months are the
only true bright spots among the LEI components.
The Conference Board Leading Economic Index® and Component Contributions (Percent)

55
A1)

Financial Components | LLLe
= ma, endng My 23 0.5

Leading Cred Index ™*
SAP 5008 Index of Stock Prices = 022

Irtadest Rate Sproad, 10-yoar T-bonds ees Fed Furds

Nen-Financial Components 2
Avg. Corumer Expectations for Business Conditions «1.40

1S06E Index of New Orders =142
Building Permits, Private Housing = 018
Aversge Weskly Hours, Mig. 0,06
Mamudacturers’ Mew Ovders, Mondelense Capital Goods el aercrai™ oo

Manufacturers” New Ordors, Gonsumer Goods & Materials®* .02

Aoane g Wisokly Iritial Claims, Unemp. Inturance® 0,08 "
Seurcn: The Corlrinis B
* IR B B P M S TVE DO Tk B (AT DOPEr Dl o,
" bl Imgetaion

LE| ehangs might fol el tum of | 23 conmribulions dus 6 apglaaten of Tend dusimen iacier

The OECD’s Composite Leading Indicators Index indicates growth will remain slow,
but it has not yet fallen to a level that is necessarily associated with a recession.

FRED & — Leading indicators OECD: Leading indicators: CLI: Normalised for the United States
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The outlook of homebuilders has rebounded strongly this year despite higher
mortgage rates as the supply of existing homes for sale remains constrained.

NAHB/Wells Fargo US Housing Market Index (1:HMI)
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In 2000 and 2007 the yield curve inverted, but the stock market paid little
attention to the warning. Also true in 2019, but it is hard to know what would
have occurred without the Covid-19 pandemic.

Yield Curve and Drawdowns in S&P 500 from All-time Highs
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Corporate Profits | Pause or pivot?

July 3, 2023

Much of the market narrative in the first half of the year centered around whether and when the Fed would pause rate hikes or even
pivot to cutting interest rates -- and how investors would meet that moment with exuberance. And yet investors now seem unbothered

by the prospect of interest rates likely heading higher for longer. Turns out the pause-or-pivot question more important to the market so
far this year may have centered around profits, not monetary policy.

At the end of the day, fundamentals drive stock returns. In 2022, it appeared that corporate profitability had begun a potentially long
hangover from the pandemic high. However, first-quarter profits broke the downtrend and fed a growing bullish sentiment. The pause in

the expected earnings recession has investors hoping it will turn into a full pivot towards renewed strong earnings growth that will keep
stocks moving higher.

The Fed's actions will still play a role in where the economy and profits go from here, so investors may return their attention to that
pause-or-pivot question before long.

The number of companies in the S&P 500 Index beating earnings expectations
increased in the first quarter as profits rebounded higher.

S&P 500 Index
% of Companies Exceeding Expectations for Quarterly Earnings
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Earnings don’t usually pause mid-retreat, providing hope that profits are quickly
pivoting back towards growth.

# SEP 500 Level % Off High
S&P 500 Earnings Per Share TTM Forward Estimate % Off High
# S&P 500 Earnings % Off High

1990 2000 200 Faifl

Earnings are expected to remain strong leading into the second half of the year.
Without a pickup in economic growth such expectations may still be optimistic.

S&P 500 Index - Quarterly Earnings per Share
Year-over-Year Percent Change
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S&P 500 Index - Trailing 12-Months Earnings per Share
Year-over-Year Percent Change
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Bond Marker | Mixed messages

July 17, 2023

The bend market is often cast as the dour sidekick to the sunny stock market. To be sure, the source of many recession fears is the
deeply inverted yield curve which is a classic indicator of a pending downturn. However, bond investors are optimistic on a couple of
fronts, which don't fully jive with a recession prediction.

Over the past two months, interest rates across the yield curve have moved higher as strong economic data and fading concerns about
bank failures have led investors to believe that the Fed will indeed keep short-term rates higher for longer. At the same time, bond
investors remain sanguine about the outlook for inflation and the credit quality of corporate debt - a combo that would imply a
successful soft landing for the economy and not a recession.

While real, inflation-adjusted rates have increased significantly as a result of the Fed's response to surging inflation, investors'
expectations for inflation in the market for Treasury Inflation Protected Securities (TIPS) have remained well anchored near the Fed's 2%
target. At present, investors appear confident that the Fed will get inflation back under control relatively quickly and not adjust its target
higher in response to intransigent inflation.

There also seems to be little concern about the effect of those higher real interest rates in the corporate bond market where investors
are not demanding much additional return to invest in corporate debt versus US Treasury debt. If recession fears were running rampant,
credit spreads would likely be widening, not trending lower.

Maybe this time is different for the yield curve as a predictor of a recession - or maybe bond investors are just as torn between hopes
and fears as everybody else.

Recent economic data and a hawkish Fed have pushed interest rates across the

yield curve higher towards levels not seen in several years.
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No inflation concerns: Bond investors remain confident the Fed will get inflation
under control with inflation expectations for 10-yr TIPS well anchored near 2%.
® 10 Year Treasury Inflation-indexed Security Rate

10 Year TIPS/ Treasury Breakeven Rate
® US Core Consumer Price index Yo'

Core CPIl inflation
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No credit concerns: Bond investors don’t appear worried about the credit quality
of corporate debt as credit spreads have come down and remain relatively tight.

Moody's Seasoned Baa Corporate Bond Yield (EMSBCEYNW) - 10 Year Treasury Rate
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Recession concerns: The yield curve remains deeply inverted which is a leading
indicator of a downturn, but it also often rights itself before a recession begins.

10 Year-3 Month Treasury Yield Spread

~1.40%
200
1590 2000 2o 2020
Treasury Yield Curve
o~ Interest Rate on US Treasury Debt vs Years to Maturity
5%
4% - —3
E 3%
: —
£ e
2% - ﬂf
p—ie— —-7/7/2023
1% | -=-12/31/2022
~+-12/31/2019
0%

00 01 02 03 04 05 06 07 OB 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30
Years to Maturity

Sources. Ycharts



Inflation | Mission Accomplished?

July 17, 2023

Annual inflation fell for the twelfth consecutive month in June, declining from 9.19% to 3.0% over the past year as measured by the year-
over-year change in the Consumer Price Index (not seasonally adjusted). The unusually rapid, consistent disinflation has buoyed
investor sentiment and hopes that the Fed will not have to push the economy into a recession to bring inflation back to its 2% target.

Despite the good news, policymakers are wary of declaring “Mission Accomplished” too soon. Indeed, quite the opposite, as the Fed is
poised to resume raising short-term interest rates again this month. Core inflation excluding food and energy prices has not declined as
swiftly as policymakers would like, and headline inflation is unlikely to continue declining in the coming months.

Seasonally most of the increase in the aggregate price index occurs in the first half of the year, while there is typically minimal measured
inflation in the latter half. For the first six months of 2023, the Consumer Price Index (not seasonally adjusted) is already up 2.8% (5.7%
annualized), so any incremental price increases in the coming months will push inflation up from its current level of 3% and potentially
keep the Fed raising rates higher for longer than investors expect.

Headline inflation declined to 3% from 9.1% a year ago while core inflation
excluding Food and Energy fell below 5% for the first time since November 2021.
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Prices are still trending higher faster than they were before the pandemic.
Future changes to Fed policy will hinge on whether price increases take their
usual seasonal pause in the second half of the year.

# US Consumer Price Index (FUSCPHXAT) FATTN
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Mot seasonally adjusted data o
M7 018 2019 2020 0 2022 023

The decline in headline inflation was a historical outlier, while the decline in
core inflation was large but more in line with past experience.

Year-over-Year Change in Annual Inflation
Consumer Price Index - Not Seasonally Adjusted
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Twelve consecutive months of declining year-over-year inflation has only
occurred once before in the 110 years of not seasonally adjusted CPI data.

Consecutive Months of Declining Year-over-Year Inflation
Consumer Price Index - Not Seasonally Adjusted
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Inflation remained higher than desired in the first half of the year. Further
declines in annual inflation will be tougher to achieve over the next six months.
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Expectrarions | Change slowly

July 24,2023

Investors continue to push the stock market closer and closer to new all-time highs even as valuations creep higher and the short-term
economic outlook at best seems to be indicating slow growth.

Investors also appear to be disregarding the high probability that falling interest rates and declining corporate tax rates will no longer
bolster long-run profit growth as has been the case for the past several decades. An economist at the Federal Reserve recently estimated
that “lower interest expenses and corporate tax rates mechanically explain over 40 percent of the real growth in corporate profits from
1989 to 2019."

People are prone to project the recent past into the future. And declining interest rates, expanding profit margins and fast earnings
growth has been the recent experience. Even if interest rates retreat to their pandemic lows, tax rates don't change and profit margins
remain high, future long-run earnings growth is likely to be significantly slower than it has been in recent decades. Nevertheless, given
our human bias to overweight the recent past, it may take a few bear markets for investors' expectations to change - or Al may just
change everything.

Inflation seems unlikely to spiral out of control like in the 1970s, but we still may be
on track to repeat the stock market of the late 1960s and 1970s with higher highs
and lower lows until a solid bottom is found as investors acclimate to a new normal.
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It took over eight years and three bear markets for investors to adjust valuations

to the reality of higher inflation and interest rates in the late 60s and early 70s.
Stock Market Valuations and Long-term Interest Rates
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Investors have enjoyed the tailwind of falling interest rates and declining tax rates for
decades. However, these profit drivers have reached their limits and may turn into
headwinds in the coming years. The environment investors have grown accustomed to is
changing; history suggests they will be slow to adjust.
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Long-term interest rates could remain under sustained upward pressure as the
Fed continues to decrease the size of its balance sheet. But it will take several
years to undo the era of Quantitative Easing; investors may reasonably doubt
that policymakers will ever get there given the Fed’s recent track record.
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Policymakers face tough choices in the coming years that will require tradeoffs
affecting interest rates and taxes — and in turn the stock market.

Option 1 - The federal deficit is brought under control which is likely the most
politically challenging option.

Option 2 - The Fed contains inflation with higher interest rates which may also
prove politically challenging before long.

Option 3 - The Fed resumes Quantitative Easing to help finance high budget
deficits even if inflation remains higher than desired which seems like the path

of least resistance.

Option 4 - Some combination of all three may be the ultimate outcome which
would imply higher taxes, higher interest rates and higher inflation than has
been the experience for most of the past two decades.

Policy Options Option1l Option2 Option3

High budget deficits NO YES YES

Low interest rates YES NO YES

Low inflation YES YES NO

Sources: Ycharts, End of an Ere by Michael Smolyansky - https:/fwww federalreserve govieconres/feds/files/ 2023041 pap.pdf,

http:/fwww econ yale edu/~shiller/data htm, AOWM calculations



Residential Investment | Buoyed by golden handcuffs

July 31, 2023

The preliminary estimate by the Bureau of Economic Analysis indicates that the US economy continued to chug along in the second
quarter with real growth bouncing around 2% year-over-year. Residential investment has not been a source of growth over the past year,
butit has bolstered the economy by not being as big a drag as feared.

When mortgage rates spiked to 7%, residential investment did slow as expected; however, it didn't crater as the Fed has unintendedly
created a squeeze in the housing market. One side effect of the Fed pushing interest rates to ultra-low levels during the pandemic was
that it locked many homeowners into mortgages with very low rates, making them far less inclined to move. At the end of last year, 62%
of outstanding home mortgages had a rate below 4%. As a result, the number of existing homes on the market is at an extremely low
level, which has so far kept new home construction from falling as much as it has in previous downcycles.

Whether the current uptick for homebuilders is a momentary pause before a recession hits or what will happen when mortgage rates
come back down (assuming they do) is anyone's guess. The wild pandemic stimulus will likely continue to have unexpected
consequences for years to come.

Mortgage rates have spiked towards 7% since the Fed started raising interest
rates. The 30-year mortgage rate is at an unusually large spread to the 10-year
Treasury as new mortgages are being priced as short-term debt with the
assumption that they will be quickly refinanced when rates (hopefully) decline.
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Most homeowners with a mortgage have locked in a rate below 4%, making them
less inclined to move and take on a mortgage with a rate close to 7%.

More Than 9 in 10 Mortgage Holders Have a Rate Below 6%
Share of morgage loans outsianding by mongage rate
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Existing home sales and the number of existing homes on the market are
around the lowest levels seen over the past 25 years.
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The lack of existing homes for sale appears to have kept the new housing
market from cratering into recession territory with recent data even showing

an uptick in activity.
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Yield Curve | Long end rising

August 7, 2023

Last week, investors were reminded of the federal government's poor fiscal health when one of the credit rating agencies downgraded
US Treasury debt to one notch below the highest AAA rating. While the downgrade is unlikely to have any direct practical implications, it
still helped to push the yields on long-term Treasurys higher.

Over the past several months, long-term interest rates have risen primarily on growing economic optimism. The 10-year Treasury yield is
now back above 4% and near the level it reached both last fall and this spring before the bank failures. The yield curve remains deeply
inverted with short-term rates well above long-term rates, but itis flatter than it was a couple of months ago. Typically the yield curve
regains its normal shape from an inversion as the Fed lowers short-term rates to bolster a slowing economy.

Whether anticipating a recession or not, investors generally agree the yield curve will again right itself as the result of Fed rate cuts
starting next spring. If long-term rates stay roughly where they are now, the yield curve could be returned to its normal upward-sloping
shape by the end of 2024 based on investors' current outlook for monetary policy.

A scenario that would catch many investors by surprise is if long-term rates rise to meet current short-term rates. While it would be a
deviation from the experience of recent decades, it is not a far-fetched possibility if inflation remains sticky, the Fed remains resolute, the
economy remains above water, and the Federal government remains profligate. Wilder things have happened in recent years.

The deep yield curve inversion appears to have bottomed a couple of months ago
and has trended back since then as the long end of the curve has risen.
10 Year-2 Month Treasury Yield Spread (1:10¥3MTS)
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Long-term rates have trended higher over the past two months on a combination
of hopes about the economy, expectations that the Fed will keep rates higher for
longer, and bubbling concerns about fiscal deficits.

Treasury Yield Curve
Interest Rate on US Treasury Debt vs Years to Maturity
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Yield curve inversions have typically corrected by the Fed lowering short-term
interest rates in response to a slowing economy.
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FREn el == Markoet Yield on U.S. Treasury Securities at 3-Month Constant Maturity, Quoted on an investrment Basis
= Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity, Quoted on an Imvestment Basis
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Real, inflation-adjusted long-term interest rates are trending higher towards 2%.
If inflation proves persistent above 3% and the economy avoids a recession, the
yield curve could right itself via the long end of the curve rising as opposed to
the usual decline in short-term rates.
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Inflation | Historic run comes to an end

August 14, 2023

Annual inflation, as measured by the Consumer Price Index, ticked higher in July to 3.2% after declining for a record twelve straight
months. Underlying inflation trends remained generally positive, but year-over-year headline inflation is still likely to remain sticky in the

3% to 4% range for the remainder of the year thanks in large part to the estimate for shelter inflation which is expected to moderate
slowly.

While an uptick in annual inflation was anticipated, the stock and bond markets still sold off slightly last week as expectations for
another potential Fed rate hike in November increased and the projected start date for rate cuts was pushed back to May. Inflation was
never going to retreat to 2% in a straight line; however, the inevitable hiccup raises the specter of another inflation wave a la the 1570s.

The ghost of the 70s is what will likely keep the Fed pushing interest rates higher for longer and in turn keep the risk of a recession
elevated.

Annual inflation ticked up slightly in July after a historic 12-month streak of
declining inflation. Worrisome comparisons were made with the 1970s when
inflation retreated only to rebound even higher. It is that history lesson that is
likely to keep the Fed from lowering interest rates anytime soon.
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Excluding shelter inflation which should continue to moderate, the rest of the
Consumer Price Index (CPI) was up just 1% over the past year.
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Energy prices have helped to bring down headline inflation over the past year
but may pressure inflation higher in the coming months. Goods and medical
services have also offset the surge in shelter inflation.
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mmgj = Consumer Price Index for All Urban Consumers: Energy in LS. City Average
= US Regular All Formulations Gas Price
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The Consumer | Facing new hurdles

August 21, 2023

While most investors aren't thrilled with the idea that interest rates may stay higher for longer, fears of a recession are receding as the
economy continues to grow, inflation has come well off its high, and unemployment remains low. The picture remains far from clear,
however, and it is still too early to gauge the ultimate effect of the Fed's tightening monetary policy.

In addition to higher interest rates, the fabled American consumer - whose spending accounts for over two-thirds of the economy - also
faces new hurdles in the coming months that may yet trip the economy into a recession. First, over $1 trillion of federal student loans
will no longer be in pandemic forbearance starting in September, leaving nearly 27 million individuals with a monthly bill they haven't
had to worry about for the past three years. Second, the excess savings that individuals built up during the pandemic is almost gone. I
the savings rate returns to levels seen before the pandemic, that could be a further headwind for personal consumption.

Economic activity doesn't grind to a halt in a downturn. Recessions happen at the margin, and the current economy faces an elevated
risk that the marginal purchase or investment may not be made in the coming quarters.

Recent economic data has sent some real-time estimates of economic growth
shooting higher. The Atlanta Fed’s estimate of quarterly GDP growth is now close
to 6% annualized. Professional forecasters still expect annualized growth to be
less than 2% this quarter.

Evolution of Atlanta Fed GDPNow real GDP estimate for 2023: Q3
Quarterly percent change (SAAR)
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The New York Fed has a Weekly Economic Index that estimates GDP growth year-
over-year as opposed to quarter-over-quarter like the Atlanta Fed’s estimate. It
continues to estimate more tepid annual growth of just slightly more than 1%.
Weekly Economic Index (WEI)
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Recessions happen at the margin. Even in deep recessions, annual real GDP
and personal consumption have not historically fallen by much more than
three percent in the modern era.

Percent Drawdown from Previous High
Real GDP and Real Personal Consumption
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Over a trillion dollars in student loans will no longer be in forbearance starting
next month, leaving over 26.7 million individuals with a bill they haven’t had to
worry about for the past three years.

Federal Student Loans in Forbearance
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Pandemic savings is dwindling and will likely be gone in the coming quarters if
not this quarter as two economists at the Fed estimated last week.

Figure I: Aggregate personal savings versus the pre-pandemic trend
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If the personal savings rate returns to 7% or greater after the pandemic savings
is spent, it could be a drag on future personal consumption.

Personal Savings Rate
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The Fed | Navigating by the stars under cloudy skies

August 28, 2023

The Chair of the Federal Reserve, Jerome Powell, reiterated last week the Fed's commitment to bringing inflation back to 2% and the
likely need to keep interest rates higher for longer to achieve that goal. He also highlighted the uncertainty plaguing policymakers and
ended his speech at the Jackson Hole Economic Symposium by noting that the Fed was "navigating by the stars under cloudy skies."

The labor market is one example of the cloudy outlook confronting the Fed and investors. On the one hand, the unemployment rate
remains low, unaffected so far by the increase in interest rates over the past eighteen months. On the other hand, the estimates of new
jobs created are being consistently revised lower, job openings are declining, and continued claims for unemployment insurance are
increasing. The labor market is the ultimate lagging indicator of the economy's strength, and thus signs that it is weakening are also at
odds with other data suggesting the economy is reaccelerating towards faster growth.

Given the lack of clarity and policymakers' repeatedly stated commitment to reducing inflation, the Fed seems inclined to risk keeping
interest rates a little too high for a little too long.

Investors have finally come around to believe that the Fed will keep interest
rates higher for longer. Indeed, market expectations are now for rates to stay
relatively high for even longer than policymakers have projected.

FOMC PARTICIPANTS' ASSESSMENTS OF APPROPRIATE MONETARY POLICY : "DOT-PLOT"
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Deciphering the current strength of the economy is a challenge for investors and
the Fed. For instance, the labor market appears to remain strong with the
unemployment rate very low and unchanged over the past year. However, job
openings are declining and have fallen below the pre-Covid trend.

FREn s = job Openings: Total Nonfarm (eft)
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Continued claims for unemployment insurance also remain low in absolute
terms; however, they are rising relative to recent non-pandemic years, and the
year-over-year percent change is at recessionary levels.
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Continued Claims for Unemployment Insurance

Year-over-Year Percent Change in 4-week Moving Average
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The Economy | Approaching a critical juncrure
September 4, 2023 .

Investors took a bad-news-is-good-news approach to much of the economic data released last week with the hope that weaker
economic data means the economy is coming in for a soft landing and the Fed will not have to raise interest rates any higher.

While 187,000 new jobs were estimated to have been created last month, the data for previous months continues to be revised lower
and the pace of job growth has continued to slow. The growth in Gross Domestic Product for the second quarter was also revised lower,

and its twin measure, Gross Domestic Income, continued to paint an incongruent picture of a much weaker economy.

If the economy is to avoid a recession, the next few months will be a critical test. And, given the data revisions and statistical
discrepancies inevitable in trying to measure a $27 trillion economy, we will likely not confidently know the answer for some time
thereafter.

One of the main indicators of a recession is a decline in employment. Payrolls
are still increasing, but the downtrend has reached a critical juncture.

Monthly % Change in Total Nonfarm Payrolls
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Another indicator of the weakening labor market is the downward revisions to
estimated payrolls, which are likely to be revised even lower when the annual
benchmark revision is completed next year.

Revisions to Estimated Monthly Change in Payrolls
Last In-Year Estimate and Final Benchmark Revision
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Gross Domestic Income continued to paint a very different picture of the
economy in the second quarter than Gross Domestic Product.

Real GDI and GDP
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Unless changed by future revisions to the data, the second quarter was the
greatest statistical discrepancy in year-over-year growth between the two
measures of the economy.

GDP Y/Y Growth minus GDI Y/Y Growth
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Corporarte Profits | Another positive quarter

September 11, 2023

Corporate profits in the second qguarter continued to surprise pleasantly to the high side for most companies. The generally positive

earnings jive with the GDP data which seem to indicate the economy is chugging along at a solid pace despite numerous leading
indicators flashing red.

While earnings have come in better than expected in recent quarters, most of the rally in the market has been a function of investors
bidding up the valuation for stocks as forward earning expectations have not changed much since last October.

However, if current expectations hold, that will begin to change in the coming months with the consensus outlook calling for earnings to

return to double digit growth over the next year. It will likely take more than a soft landing for earnings to gallop ahead at that rate, but
investors have been rewarded in recent years for assuming the best.

After repeatedly surprising to the downside last year, earnings have come in
better than expected for the first two quarters of this year.

S&P 500 Quarterly Operating Earnings per Share
Relative to Consensus Estimates at the End of Each Quarter
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While earnings expectations have started to trend higher again, most of the rally
in the market over the past eleven months has been the result of an expansion in
valuations as expected forward earnings have barely changed.

Attribution of Change in S&P 500 Since October 2022 Low
Change in Valuation vs Change in Expected Earnings
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The turnaround in earnings is helping to fuel hopes for a soft landing for the
economy. However, even a soft landing may not be sufficient to fuel the expected
return to double digit earnings growth over the next year.
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In a recession, inflation-adjusted earnings have historically fallen at least
20%. If a recession is avoided, corporate profits may have bottomed. If not,
the strength of the past two quarters will likely have offered false hope.

S&P 500 Index Reported GAAP Earnings
Real and Nominal Trailing Twelve Months % off High
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Monetary Policy | Long and variable lags

September 18,2023 ~

Despite inflation popping higher in August, the consensus cutlook remains for the Fed to keep interest rates steady until starting to
lower them next summer. However, that outlook has changed frequently and is still far from certain. Complicating the picture for
policymakers and prognosticators is the fact that moving away from an era of zero interest rates is bizarrely having a | curve effect on
some parts of the economy, where higher rates are actually stimulative to a degree before they start to bite.

One example of this ] curve effect is corporate profits. Like the economy, profits have in general held up better than expected when the
Fed started raising interest rates, and that is thanks in part to those higher rates that were supposed to derail everything. So far, the
corporate sector has in aggregate been a net beneficiary of higher rates as far as earning more from higher yields on its cash holdings
than it is paying out in higher financing costs on its debt. For nonfinancial companies, net interest expense has declined 31% since the
first quarter of 2022.

The corporate sector built up a significant amount of cash in recent years, and that stockpile is now earning a nice return over 3%. At the
same time, like many homeowners (but not so much like the federal government), many corporations locked in low rates on a lot of their
debt and thus have yet to feel the pinch of higher rates.

Nevertheless, if the Fed stays the course long enough, higher rates will eventually have their intended effect of slowing the economy and

dragging inflation back to 2%. Determining how high rates need to go and how long they need to stay there is complicated by the even
longer and more variable lags of monetary policy that are the result of the extreme measures taken during the pandemic.

In aggregate, the corporate sector has built up significant cash relative to
debt outstanding which has been a source of income as the Fed has raised

rates. The cash has muted the effect of tighter monetary policy thus far,
especially for some of the largest companies.

Corporate Cash and Short-term Investments
as % of Corporate Debt
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As a result of locking in long-term rates when they were low and earning
more on its cash, the corporate sector in aggregate has yet to feel any pain
in terms of higher net interest expense — indeed the opposite.

FRED & — netvalue added of nonfinancial corporate business: Net operating surplus: Net interest and miscellaneous payments (left)
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Gross corporate debt remains extremely elevated relative to GDP; however,
net of cash and short-term investments, corporate debt is below the peak
levels reached in the past four recessions.

Gross and Net Corporate Debt
as % of GDP
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Many of the largest companies hold a lot of the cash and less of the corporate
debt outstanding. The relative balance-sheet strength of large companies

likely explains part of the outperformance of large cap stocks. On a relative
basis, small caps are back to trading close to where they were at the end of

the dot-com bubble versus large cap stocks.
Russell 2000 Total Return (*RUTTR) Level / S&P 500 Total Return (*SPXTR) Level
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Soft Landing | Fed policymakers grow hopeful

September 25, 2023

At their meeting last week, policymakers at the Federal Reserve left unchanged their target for the overnight Fed funds interest rate but
indicated they expect to keep short-term rates above 5% through the end of next year. While a brighter economic outlock drove the
projection for rates to stay higher for longer, the stock and bond markets both sold off on the news.

The Fed has been investors' friend for a long time, but there is growing concern that may be changing. Barring a calamity, policymakers
are strongly intimating that the era of ultra loose monetary policy is over as they are projecting the Fed funds rate to still be above its
supposed long-run neutral level of 2.5% through at least 2026.

The Fed's projections should be taken with a large grain of salt, however. After all, back in December 2020, policymakers were forecasting

that the Fed funds rate would still be pegged at zero right now. Indeed, given its track record, the Fed's current forecast for smooth
sailing could be what worries investors the most.

Fed policymakers now expect to hold short-term interest rates above 5%
through the end of next year, but their economic outlook brightened with
expectations for higher growth and a minimal increase in unemployment.

Change in Fed's Forecasts for 2023
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Change in Forecasts for 2024
Median Projections of Federal Reserve Policymakers
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Recession fears are waning, but history shows they can quickly resurface.

Stock Market's % off High and Web Searches for "Recession"
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One of the leading indicators that has been flashing red for nearly a year is the
yield curve, which has continued to un-invert. That is common before a recession
begins; less common is for the yield curve to right itself by having long-term rates
increase as opposed to the Fed lowering short-term rates.
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FRED 2/ — Market ield on USS. Treasury Securities at 10-Year Constant Maturity, Quoted on an Investment Basis
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The Economy Weaker and stronger

October 2, 2023

Last week the U.S. Bureau of Economic Analysis made comprehensive revisions to its estimates for Gross Domestic Product (GDP) and
Gross Domestic Income (GDI). For the second quarter, GDP was revised down slightly while GDI was revised higher. Despite the revisions
to the twin measures of the economy, they continue to paint different pictures of the economy’s strength over the past year with GDI
indicating the economy is at best not shrinking while the GDP data suggests economic growth is accelerating.

The downward revision in GDP was largely driven by lower consumer spending. How well the consumer holds up over the next three
months will be a large determinate of whether the economy can skirt a recession. The fourth guarter is seasonally the strongest quarter
for consumer spending and in turn the economy. That critical quarter is arriving at the same time that student loan payments
recommence, pandemic savings has dwindled, and energy prices are again rising (not to mention the ratcheting effect of higher interest
rates and the lingering risk of political dysfunction in DC).

Even with the ongoing support of a strong labor market, the strength of the American consumer will be tested in the coming months.

Previous estimates of GDI for the most recent three quarters had shown negative
year-over-year growth. Those estimates were revised higher last week but still
indicate the economy is weaker than suggested by GDP growth.

Quarterly Real GDI and GDP
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Changes to Year-over-Year Growth for GDI and GDP

BEA Comprehensive Revision - September 2023
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Personal consumption for the second quarter was revised lower, but the current data
still offers hope that consumer spending is landing softly.

Real Personal Consumption
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Consumers are facing several hurdles as the economy heads into the fourth quarter
which is usually the seasonally strongest.

Quarterly Real GDP and Real Personal Consumption
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Estimates vary for how much excess pandemic savings individuals have left;
however, based on the trend in savings before the pandemic, the excess savings
may be largely gone.

10-year Personal Savings Rate
Trailing 10-year Savings / Disposable Income
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Jobs Report | Volatile report creates volarility
October 9, 2023 -
The strong jobs report for September generated wild swings in the market on Friday. Based on initial estimates, the economy created far

maore jobs last month than was expected, and payroll estimates for the previous two maonths were revised higher in a break from the
streak of downward revisions. The unemployment rate also remained unchanged at a low 3.8%.

The news sparked a nearly 1% sell off in the stock market Friday morning on apparent fears that the report was too good and would
force the Fed to keep interest rates even higher for even longer. But the market rallied and ended the day up over 1% - perhaps because
the S&P 500 came close to a key technical trading level that attracted buyers; or perhaps investors were comforted by indications that

wage growth is slowing; or perhaps they came to believe that the jobs report was too good to be true and would ultimately be revised
down significantly; or perhaps the short-run machinations of the market are just indecipherable.

The monthly payrolls data is certainly volatile and subject to large revisions well down the road, so some skepticism is warranted. But a

positive trend must start somewhere. Future months will bear out whether this was a one-off good month or the end to the slowing
trend in hiring.

Long-term interest rates still ended Friday higher, though down slightly from the initial spike in the morning. The 10-year Treasury yield
has now decisively reverted to the mean. If inflation continues to trend back to 2%, the three-year routin the bond market may be
nearing its end.

The monthly payroll data is volatile and subject to significant revisions in the
future. Nevertheless, the September jobs report was a potentially good sign for
the strength of the economy.
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The payroll numbers give a good glimpse into where the economy currently is, but
less insight into where the economy is going.
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Interest rates moved higher on the strong jobs report. The 10-year Treasury yield
has decisively broken its four-decade downtrend and is above its very long-run
average around 4.5%.
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The move up in long-term rates over the past three years is only exceeded by the
change in interest rates experienced in the late 1970s and early 1980s.

Rolling 3-year Change in 10-year Treasury Yield
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Stocks | Banking on 4th quarter seasonality

October 16, 2023

Since the market low last October, stocks have had a historically weak rebound. The 5&P 500 index is up less than half the return
typically seen in the year following 2 major market bottom, and a version of the S&P 500 that equally weights the stocks in the index is
also uncharacteristically lagging when it usually outperforms.

The market is befuddling prognosticators of all stripes as it fails to follow any historical bear or bull market analog. Nevertheless, stock
investors are hoping the recent weakness was just the usual seasonal headwinds that will give way to the frequent year-end rally.

On average, the fourth quarter is a good one for stocks. Whether that holds true this year may depend on whether inflation holds to its
usual seasonal pattern. Consumer prices, as measured by the non-seasonally adjusted Censumer Price Index (CPI NSA), usually increase
at a steady clip to start the year before levelling off in the latter half. While year-over-year inflation has moderated significantly, the CPI
NSA has yet to show indications of a seasonal pause in inflation this year.

If consumer prices don't take a respite in the coming months, policymakers at the Fed could be compelled to increase interest rates
further which would upset current market expectations.

Since the market low last October, most stocks have had a meager rebound with
the equal weight S&P 500 at the same level it was at eleven months ago.
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If last October was the market low, the past year represents a historically weak
rebound for stocks after a decline of at least 20%, especially for the equal weight
S&P 500 which typically outperforms early in a bull market.

Stock Price Returns
One Year after a Decline of at least 20% in S&P 500 Index
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Inflation has moderated greatly from its peak but is still above the 2% target.
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Increases in consumer prices have yet to slow as they typically do in the second
half of the year. The absence of a seasonal pause could compel the Fed to increase
interest rates further.

Progression of Annual Consumer Price Increases
CPI Not Seasonally Adjusted
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Fiscal Policy | Working at cross-purposes
October 23, 2023

The official figures released last week showed the federal budget deficit widened to $1.7 trillion for the 2023 fiscal year ending
September 30. It was actually worse than that. In the previous fiscal year, the government had booked a $337.3 billion outlay for student
loan forgiveness; when that the Supreme Court ruled that unconstitutional, the accounting outlay was reversed making the deficit for FY
2023 look smaller than it really was. Excluding the student loan forgiveness back-and-forth, the federal deficit increased to roughly $2
trillion or nearly 8% of GDP, which is twice the size of the 40-year historical average for the deficit as a percent of GDP.

The automatic inflation adjustments on entitlements and the cost of higher interest rates on the federal debt helped to increase outlays
while tax revenue has fallen back from the pandemic high. As a result, fiscal policy has been working at cross-purposes to monetary
policy - stimulating the economy while the Fed is working to slow it to cool inflation.

Monetary policy always operates with long and variable lags. The era of zero interest rates and extreme pandemic stimulus likely delayed
the impact of higher interest rates. In addition, the growing size of entitlements and the federal debt have further complicated the Fed's
job by making the federal budget more pro-cyclical when inflation is high and rates are rising. The factors that have delayed the impact
of the Fed's actions may yet amplify their ultimate effect.

For a long time, government officials have been able to operate as if there are no hard trade-offs - budget deficits could be disregarded,
and inflation and interest rates could remain ultra-low. With long-term rates spiking higher and inflation still stubbornly higher than
desired, those golden days appear to be over.

The federal budget deficit was officially $1.7 trillion for the 2023 fiscal year
ending September 30. Adjusting for student debt forgiveness, the deficit was
around 52 trillion or almost 8% of GDP (twice the 40-year historical average).

Federal Budget Deficit
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Federal outlays have remained elevated following the pandemic while receipts
have fallen back below their long-run average as a percent of GDP.

Federal Government
Trailing 12-Months Outlays and Receipts

as % of GDP
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Federal Government Budget
Fiscal Year ending September 30

$ billions
Y %
RECEIPTS 2022 2023 Chg Chg
Individual Income Tax $2632 $ 2176 $(456) -17.3%
Social Insurance & Retirement (Payroll Tax) 1,484 1,614 130 8.8%
Coporate Income Tax 425 420 (5) -1.2%
Other 355 229 (126) -355%
Total $4896 § 4,439 §$(467) -9.3%
Yy %

OUTLAYS 2022 2023 Chg Chg
Social Security $1219 $ 1354 $135 11.1%
Health (including Medicaid) 914 889 (25) -27%
Medicare 755 848 93 123%
National Defense 767 a21 54 7.0%
Income Security B6S 774 (91) -10.5%
Met Interest 475 659 184 387%
Veterans' Benefils & Services 274 302 28 10.2%
Education® 340 296 (44) -128%
Transportation 132 127 (5) -38%
Other 194 401 207 106.7%
Total” $5935 §6471 § 536 9.0%
Federal Deficit* $(1,039) $(2,032) $(993)

*Education outlays and the deficit adjusted to remove $337.3 billion in student
loan forgiveness that was included as an outlay in 2022 and reversed in 2023.



Unlike in previous rate tightening cycles, this time fiscal policy has been
working at cross-purposes to monetary policy — increasing economic stimulus
while the Fed has been working to slow the economy to cool inflation.

Monetary and Fiscal Policy
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Monetary Pooh-bahs | Thus far well pleased

October 30, 2023

If back at the start of 2022 you were a pooh-bah in charge of monetary policy and partly guilty of awakening inflation from its decades-
long slumber, you would be relieved and perhaps a little haughty about where we are today.

Interest rates have returned to more historically normal levels after more than a decade of extremely accommodative monetary policy.
Inflation has retreated from more than 3% to 3.7% with the promise of a continued steady retreat. The unemployment rate remains
remarkably low at 3.8%, and the economy appears to be chugging along at a steady pace. In addition, the so-called everything bubble is
so far deflating in a very civilized fashion with prices for various assets normalizing without crashing. If we are to have a soft landing
from the pandemic flights of fancy, this is what it looks like.

And yet, the victory is far from won. History teaches that news of inflation’s demise can be premature, the risk of a recession remains
elevated at times like these, and the herd is ultimately prone to drive a less orderly market recalibration. The pooh-bahs should be
pleased but humble.

Consumer spending and thus the economy continued to provide encouraging signs
of resilience and steady growth in the third quarter.

Real GDP and Personal Consumption
Year-over-Year Growth in Trailing 4 Quarters
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While real disposable personal income is up from last year, it hasn’t increased in
recent months and remains below its pre-Covid trend. Decreased savings has
largely fueled the growth in personal consumption.
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Stocks have trended basically sideways for more than a year — an ideal soft-
landing outcome for policymakers.
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Slowly retreating consumer price inflation can potentially help to rebalance
asset prices without a wrenching sell off.

Deflating the Everything Bubble
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Rising rate environment | The mountaintop?
3

Movember &, 2

Last month, the stock market rallied on an unexpectedly strong jobs report. This month, the stock market rallied on a weak jobs report
that revised away some of the previous month's good news. To the extent there is any consistent rationale to short-term market swings,
hopes for a soft landing undergird every upswing as a recession is the biggest short-term risk facing stocks.

The jobs report for October underscored that the economy is slowing despite the apparent acceleration in GDP growth last quarter.
Coupled with comments this past week by the Fed Chair, Jay Powell, the update on the state of the labor market moved the market
consensus firmly towards the view that the Fed is done raising interest rates.

The end to the rising rate environment (at least for short-term rates) eliminates some uncertainty for investors but is unlikely to foster a
sustained uptrend in stock prices on its own. That will depend on where the economy goes from here, and the current stance of the Fed
keeps the risk of a recession elevated.

Even without higher short-term rates, financial conditions are likely to tighten further as inflation hopefully continues to decline
(increasing real, inflation-adjusted rates) and the Fed continues to shrink its balance sheet (putting upward pressure on long-term rates).
In addition, unlike in recent decades when the Fed would begin reducing interest rates before a recession began in an attempt to
forestall a downturn, policymakers may be wary of cutting rates or ceasing quantitative tightening with inflation above its 2% target until
a recession has clearly begun.

Recessions often look like soft landings until they aren't; however, it can also be said that soft landings (though rare) can look like a

looming rendezvous with the ground until the wheels gently touch down. The market will swing back and forth as investors strive to
discern what is possible and probable.

While previous payroll estimates were once again revised lower and the pace
of growth continues to slow, the current strength of the labor market is still
indicative of a growing economy.
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The unemployment rate remains low but has increased to 3.9%, up from 3.4% in
April. In the past, such a rise in the unemployment rate has been indicative of a
weakening labor market and pending recession.

Increase in Unemployment Rate
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The consensus view is that the Fed is done raising short-term rates. If so,
policymakers will be banking on falling inflation and a shrinking Fed balance sheet
to continue tightening financial conditions.
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The yield curve typically un-inverts before a recession, but it may not this time as
the Fed is unlikely to cut short-term rates when inflation is above its 2% target
until a recession has clearly commenced.
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Banks | Recession cancelled?

November 13, 2023

As concerns of a recession have receded, the number of banks tightening lending standards has declined as well. The Fed's latest survey
of senior loan officers also indicated improving demand for business loans. Both would be more typically associated with an economy
that is nearing the end of recession than the start of one and thus are a hopeful sign the economy will avoid a downturn.

Nevertheless, the credit tightening banks have already done is still likely to slow economic growth if not tip it negative. The amount of
commercial and industrial loans outstanding is now down slightly compared to a year ago; and, if the past is a guide, banks are likely to
reduce further the credit they extend to businesses over the next couple of years.

The data remains conflicted. Time will tell.

Fewer banks are tightening commercial lending standards and demand for
business loans is improving — both positive indicators for the economy.
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Based on the tightening in lending standards that has already occurred, business
loans are still likely to decline in the coming months which will be a headwind for
economic growth.

Bank Loan Standards and Business Loan Growth
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Commercial and industrial loans are still near the top end of their trend range.
Based on the past three non-pandemic recessions, banks could reduce lending to
businesses by 10% to 20% over the next few years.
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Despite tightening bank lending, total business debt is still growing as companies
have access to debt financing via the public debt markets and private credit loans
outside of the banking system.
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Stocks | Racing higher
November 20, 2023 c

A slightly better than expected inflation report last week on top of the slightly weaker than expected jobs repert has helped to send
stocks racing higher with the S&P 500 up nearly 10% from its late October low. Stocks are volatile creatures, but such a quick upswing in
the market is still relatively rare, happening less than 1% of the time since 1960. It is unfortunately just as likely to happen in a market
trending down as one trending up (or perhaps in the current circumstances as one trending sideways).

The big swings are indicative of investors' shifting moods about the potential direction of the economy. The current sentiment is back to
expecting that inflation will continue a peaceful retreat to 2% allowing long-term rates to mellow and the Fed to begin reducing its target
short-term rate next spring as economic growth motors on unabated. However, it is hard to see why policymakers would risk reigniting

inflation by reducing interest rates if the economy is not struggling. And a struggling economy would not align with the current risk-on
sentiment,

The Consumer Price Index was basically unchanged in October with assistance
from lower energy prices. The seasonal slowdown in inflation is expected to
continue through the end of the year.

Progression of Annual Consumer Price Increases

CPl Not Seasonally Adjusted

6%
3%
4%
3%
2%

1%

Dec lan Feb Mar Apr May  Jum Jul Aug Sep Oet Mov  Dec
=8—2016 - 2019 Average -9-2021 -»-2022 2023



Gas prices need to continue falling if energy prices are to remain a tailwind
for lower year-over-year inflation.

NATIONAL GAS PRICE COMPARISON | 2019-2023
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Investors currently expect the Fed to cut its target short-term rate four times
next year - which may be an optimistic outlook for inflation (stock market’s
vote) or a pessimistic outlook for the economy.

CME FEDWATCH TOOL - MEETING PROBABILITIES Expected
Future Rate
MEETING DATE | 350-375 375-400 400-425 425-450 450-475 475-500 500-525 525-550 Changes
121312023 00%| 00% 00% 00% 00% 1000% No change
1312024 0.0% 0.0% 00% 00% 00% 00% 00% 1000% No change
320/2024 | 0.0% 00% € 00% 00% | 00% 0.0% 30.0%| 700% No change
5M1/2024 | 0.0%  0.0% 0.0%| 00% 00% 240% 620% 141% 25hp5 cut
6122024  0.0% 0.0% 0.0% 0.0% 46% 312% 528% 114% Nochange
7312024 0.0%  0.0% 0.0%  2.8%  211% | 446% 27.1% %  43% 25bp5 cut
9/182024 | 0.0% 0.0% 17% 14.0% 354% 339% 132% 17% 25bps cut
11712024 02% | 29% 16.1% 353% 319% 121% 15% 00%| 25bps cut
1218/2024 | 0.4%  39% 17.5%  351%  305% 11.3% 1.4% 0.0% No change

*Probability of specified target range for fed funds rate at future Fed meeting dates based on
current fed funds futures contract prices os colculated by CME.



The S&P 500 Index was up nearly 10% to start November. Such quick
upward moves are relatively rare and just as likely to occur in a market
trending down as one trending up.

S&P 500 Index
Rolling 3-week Price Returns
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The Data | Confirming all biases

November 27, 2023

For investors, there has rarely been a time so fraught with the dangers of confirmation bias. Whatever your view - optimistic, pessimistic,
or muddling - there is a plethora of data to support you. Coming off pandemic highs, many ecenomic indicators have been trending in
the wrong direction for some time, while the absolute level of economic activity remains relatively strong.

One example is the labor market, which continues to be in apparent robust health while the trend has the feeling of an oncoming cold.
Take job openings, which are declining, down 21% from their high, but remain 32% above their pre-Covid level. Or the employment of
temporary workers - historically a canary in the coal mine for the labor market - which is 7.29% off if its peak but basically level with
where it was before the pandemic. Or the unemployment rate which is up 0.5% from its low but remains at a historically low level of

3.9%. The trend in new jobs created is also declining, but payrolls are still up nearly 2% over the past year (assuming future revisions to
the data don't change that).

Given the uncertainty, most stocks have muddled along sideways over the past year. The largest stocks, on the other hand, have
investors bravely charging forth in the faith that the pandemic high will be sufficient to carry the economy through a period of
normalization that avoids a downturn. As a result, mega cap stocks have significantly outperformed. Such outperformance has occurred

four other times over the past fifty years: twice the market has subsequently prospered and twice it has not - may your bias be warily
confirmed.

While economic growth has improved this year, leading indicators continue
to portend future economic weakness.

The annual growth rate of the LEl continues to be negative, but may have reached a bottom
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Job openings and the stock market tend to trend together. Over the past year they
have been heading in opposite directions. However, job openings remain 32%
above their pre-pandemic level which offers hope that the labor market is merely
normalizing, not retrenching.
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Excluding the largest stocks, most stocks have gone sideways over the
past year, defying the downtrend in economic data but not rallying on the
persistent strength of the level of economic activity.
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The equal weighted S&P 500 has beaten the market cap weighted index
60% of the time since 1971 but has greatly underperformed over the past
year. That doesn’t provide much insight into where the market will go from
here, other than to say that mega cap outperformance is unlikely to
continue for long.
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The Present | As uncertain as the furure

December 4, 2023

Last week, the initial estimate for real GDP growth in the third quarter was revised higher to a blistering 5.2% annualized rate. At the
same time, the U.5 Bureau of Economic Analysis released its initial estimate of Gross Domestic Income (GDI) for the third quarter that

continues to indicate the economy is stagnating. Future data revisions will likely narrow the discrepancy, but for now the variance
between the two in estimating year-over-year economic growth has never been larger.

These twin measures of the economy, which should be equal in theory, have been telling different stories for the past four quarters.
Attempting to accurately measure a $27 trillion dollar economy is not an easy task; anticipating where it is headed when the statisticians
produce diametric estimates of its present state is even more challenging.

The uncertainty has kept stocks oscillating in sentiment with both measures to some degree - up this year as GDP growth has
accelerated, but effectively flat for the past two years much like GDI.

Gross Domestic Income (GDI) and Gross Domestic Product (GDP), which should
be equal in theory, continue to paint very different pictures of the current state
of the US economy.
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Future data revisions will likely narrow the discrepancy, but for now the variance
between real GDP and real GDI in estimating the growth of the economy over
the past year has never been larger.

Quarterly GDP Y/Y Growth minus GDI Y/Y Growth
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Stock indexes have rallied this year as GDP growth has accelerated; however,
like real GDI, they have basically gone nowhere for two years now.
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Despite the strong rally in November, the Russell 3000 Index, which encompasses
most publicly traded stocks in the US, is still flat over the past two years and
would be more negative without the surge higher in mega cap stocks this year.
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Earnings | The wind benearh the marker's wings

December 11, 2023

Generally good corporate profits have bolstered the stock market this year. The direction of earnings plays a large role in determining
the direction of the market. Optimism is fueled by profits that tick higher; conversely, even a short-term sethback in the bottom line can
feed a pessimistic outlook among investors or break the spell of a speculative fever.

While profits surged in 2021, they have stagnated the past couple of years (albeit at an elevated level). The current consensus is that
earnings will resume growing rapidly in 2024, The top seven companies in the S&P 500 Index have led the way this year in that regard as
their earnings have rebounded and their stock prices have skyrocketed.

Expectations for next year are ambitious. Even if earnings are less glorious than forecasted, the market will likely avoid a major downturn
as long as profits continue trending higher. A recession would result in a discombobulating decline in earnings, but stock investors are
placing a low probability on that risk materializing.

Like the economy, corporate profits have held up relatively well this year. As
a result, earnings are ambitiously anticipated to accelerate higher in 2024.
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Corporate profits surged in 2021 well ahead of initial expectations but have
since stagnated. Nevertheless, high earnings expectations for 2024 have not
changed much in recent quarters as investors hope for a resumption of double-
digit earnings growth.
S&P 500 Index
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Much of the S&P 500’s return this year is due to the largest seven stocks which
surged higher as their earnings rebounded. Their valuations continue to run well
ahead of earnings which need to keep growing swiftly to live up to expectations.

Magnificent Seven vs S&P 500 Index
Valuation and Earnings
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As a share of National Income, corporate profits remain at a historically
elevated level, especially on an after-tax basis.
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The Dorts | Portending a pivot

December 18, 2023

Investor sentiment has swung back and forth over the past two years, often driven by hopes the Fed will declare victory over inflation
and pivot toward cutting interest rates sooner rather than later. For months, policymakers have insisted it was far too early for such talk.
Last week, they changed their tune and sped up their projected timeline for lowering rates.

The dot plot of forecasts by Fed officials portends three quarter-point rate cuts next year with the fed funds rate declining to 4.6% by the
end of 2024. Just three months ago, policymakers indicated that they expected the fed funds rate would still be above 5% at the end of
next year. In response to the change in the Fed's outlook, interest rates across the yield curve headed lower as investors amplified the
Fed's pivot with their own expectations for six rate cuts next year which would send the fed funds rate below 436. All of which provided
further fuel for the recent strong rally in the stock market.

After two years of rhetoric aimed at convincing the public that they have learned the lessons of the past and are committed to restoring
price stability, it is surprising for policymakers to project an easing of monetary policy when inflation remains well above the Fed's stated
2% target, the economy does not appear to be in a recession, and financial markets are running hot. In the Fed's defense, the inflation-
adjusted fed funds rate is unlikely to decline even with a few nominal rate cuts next year and may even tick a little higher, so monetary
policy will remain restrictive (although policymakers seem intent on not letting policy get as restrictive as it has in previous tightening
cycles over the past fifty years).

The powers-that-be are also likely always weighing undisclosed concerns that might make the recent shift less surprising if known.
However, if that is the case, there is debatable wisdom in the Fed's attempts at transparency that lead to large swings in the market
based on conflicting communications, inconsistent logic, and unreliable projections (as in fairness most forecasts are). It makes one long
for the days when Alan Greenspan would be intentionally incomprehensible and Fed watchers would endeavor to divine the direction of
policy by the size of his briefcase. The mystery inspired more confidence.

While investors expect the Fed to cut rates next year even more than
policymakers have suggested, they think short-term rates are likely to remain
higher in the long term than policymakers are projecting.

FOMC PARTICIPANTS' ASSESSMENTS OF APPROPRIATE MONETARY POLICY

"DOT-PLOT"
Blue dots and line = median Fed official forecast

.'?ud dots and line = investors’ expectations based on fed fund futures
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Investors expect the Fed to cut its target fed funds rate at almost all their meetings
next year. Even with the shift in the Fed’s outlook, that seems unlikely if the
economy is still strong and unemployment remains low.

MEETING DATE
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*Probability of specified target range for fed funds rate at future Fed meeting dotes based on
current fed funds futures contract prices as colculoted by CME.
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Future Rate
Changes
No change
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No change
25bps cut
25bps cut

The inflation-adjusted fed funds rate has historically topped out at 3% or greater.

Policymakers don’t appear to want it to get that restrictive this time.
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By Jay Powell’s stated logic, it’s OK for the Fed to overshoot 2% inflation

after it has been below 2%, but it's not OK to undershoot after it has been
well above 2%. Thus, policy is effectively biased towards average inflation
that is higher than 2% over time with 2% being the targeted lower bound.

PCE Price Index

If inflation runs below 2 parcant following ecomomic
downiurns but never moves above 2 parcent evan
when the economy is strong, then, over time,
inflation will average less than 2 percant
Households and businesses will come o expect
hig resull, meaming that inflalion expactations
wouid tend fo move below our inflation goal and pull

-

realized inflation down. To prevent this oulfcome -~
and the adverse dynamics that cowld ensue, our -

reny stalamant mdicates thal we will seak to _,..-"' PCE Price
achieve inflation that averages 2 percent over - index If
time. Therefore, following periods when -

inflation has been running below 2 percent, - = inflation had
appropriate monetary policy will likely aim to -~ run at 2%
achieve Inflation moderately above 2 percent for o since before
some time. o~

_ Jay Powell, 87272020 - the peademic

The reason you wouldnt wail fo gel fo 2 percent to cuf rates is
that of would be loo late, You'd want to be reducing restriction
on the economy well before 2 percent so you don't
overshoot, if we think of restnctive policy as waighing on
econonmic aciivily. You know, it takes a white for policy o gel
into the economy, affect economic activity, and affect inflation.

- Jay Powell, 1213/2023
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Investor sentiment has swung back and forth several times over the past two
years. If the market is stuck in a sideways trend, the current uptrend may have
largely run its course.

S&P 500 Equal Weight Index
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Sanra Claus came to town

The Market

December 26, 2023

The end of the year has historically been good to stock investors more times than not, and Santa did not disappeint this year. Since its
recent low on October 27, the S&P 500 Index has increased for eight straight weeks - a rare run that it has only exceeded three times in
the past sixty years.

The index, which is the most commonly used measure for the US market, is within less than 1% of setting a new all-time high. With
investor sentiment having swung carefreely bullish, the market seems poised to set a new high-water mark in the near future.

However, for stocks to head much higher and break their sideways dance of the past two years, the reigning optimism about the
economy and inflation will need to be fully realized. This is not a market pricad for any hiccups.

The S&P 500 Index has increased for eight weeks in a row — a streak only
exceeded three times in the past sixty years.

S&P 500 Index
Streaks of Consecutive Up and Down Weeks
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The past two months are also on track to be one of the strongest ends to
a calendar year over the past six decades, currently only exceeded by the
pandemic bull market in 2020.

S&P 500 Price Returns
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Investor sentiment has turned carefreely bullish with the fear gauge of expected
volatility at historically low levels.
CBOE S&P 500 Volatility Index (*VIX) Level  13.03
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Another indicator of positive market sentiment, especially for retail investors, is
the recent large inflows into the biggest passive ETF tied to the S&P 500 Index.
WAL

& SPDRE SAP 500 ETF Trust (5PY) Price % Change 23 85%
SPORE S&P 500 ETF Trust (SPY) Total Assets Under Management % Change  38.79%

The past five years has seen two market turning points around year end.

VAL
SEP 500 (*SPX) Level 4754.63
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Sources: Ycharts, AWM calculations



Disclosures

Alpha Omega Wealth Management, LLC (“Company”) is an SEC registered investment adviser located in
Richmond, Virginia. Company and its representatives are in compliance with the current filing
requirements imposed upon SEC registered investment advisers by those states in which Company
maintains clients. Company may only transact business in those states in which it is registered, or
qualifies for an exemption or exclusion from registration requirements. Company’s web site is limited to
the dissemination of general information pertaining to its advisory services, together with access to
additional investment-related information, publications, and links. Accordingly, the publication of
Company’sweb site on the Internet should not be construed by any consumer and/or prospective client
as Company’s solicitation to effect, or attempt to effect transactions in securities, or the rendering of
personalized investment advice for compensation, over the Internet. Any subsequent, direct
communication by Company with a prospective client shall be conducted by a representative that is
either registered or qualifies for an exemption or exclusion from registration in the state where the
prospective client resides. For information pertaining to the registration status of Company, please
contact the SEC or the state securities regulators for those states in which Company maintains a notice
filing. A copy of Company’s current written disclosure statement discussing Company’s business
operations, services, and fees is available fromCompany upon written request. Company does not make
any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance
of any information prepared by any unaffiliated third party, whether linked to Company web site or
incorporated herein, and takes no responsibility therefore. All such information is provided solely for
convenience purposes only and all users thereof should be guided accordingly.

Please remember that different types of investments involve varying degrees of risk, and there can be no
assurance that the future performance of any specific investment or investment strategy (including
those undertaken or recommended by Company), will be profitable or equal any historical performance
level(s).

Certain portions of Company’s web site (i.e. newsletters, articles, commentaries, etc.) may contain a
discussion of, and/or provide access to,Company (and those of other investment and non-investment
professionals) positions and/or recommendations as of a specific prior date. Due to various factors,
including changing market conditions, such discussion may no longer be reflective of current position(s)
and/or recommendation(s). Moreover, no client or prospective client should assume that any such
discussion serves as the receipt of, or a substitute for, personalized advice from Company, or from any
other investment professional.

Company is neither an attorney nor an accountant, and no portion of the web site content should be
interpreted as legal, accounting or tax advice.

IMPORTANT DISCLOSURE FOR "PERSPECTIVES" CONTENT

Please remember that past performance may not be indicative of future results. Different types of
investments involve varying degrees of risk, and there can be no assurance that the future performance
of any specific investment, investment strategy, or product (including the investments and/or investment
strategies recommended or undertaken by Alpha Omega Wealth Management, LLC-“Alpha Omega”), or
any non-investment related content, made reference to directly or indirectly in this blog will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your
portfolio or individual situation, or prove successful. Due to various factors, including changing market
conditions and/or applicable laws, the content may no longer be reflective of current opinions or
positions. Moreover, you should not assume that any discussion or information contained in this blog
serves as the receipt of, or as a substitute for, personalized investment advice from Alpha Omega.



