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FIRST QUARTER HIGHLIGHTS

INFLATION RELATED NEWS DOMINATED AN EVENTFUL AND TURBULENT QUARTER FOR FINANCIAL MARKETS

FINANCIAL MARKETS
e Most global equity markets sold-off for much of the quarter as high inflation, the onset of monetary policy
tightening, continued supply chain issues, and the impacts related to the Russian invasion of Ukraine soured
investor sentiment. Markets in commodity heavy countries had strong gains benefiting from the supply issues.
e Global bond yields moved up significantly as high inflation spurred interest rate hike expectations. U.S. Treasury
bond yields moved up to the highest levels since early 2019. U.S. bond returns were the worst in a decade.
e Oil prices rose to over $100 per barrel, the highest since 2008 and natural gas prices in Europe surged due to
supply worries made worse by the Russian invasion of Ukraine and related sanctions.
e Prices for agricultural commodities and industrial metals spiked, some to all-time highs, due to supply disruptions
from the Russia/Ukraine war since those countries are key suppliers of several commodities.
OVERVIEW OF THE ECONOMY
e Earnings reports for the fourth quarter were robust with a majority of companies beating analyst forecasts.
e The Omicron COVID wave caused a dip in industrial and service activity early in the quarter, but new orders and
production increased again in February and March.
e The U.S. labor market remains tight with the unemployment rate dipping to 3.8% and a ratio of 1.8 job openings
for every unemployed person.
e The consumer price index (CPI) in several countries hit multi-decade highs. The CPI in the U.S. rose to 7.9%.
e Economic activity in China slowed in part due to new COVID control lockdowns in several large population cities.
NOTABLE EVENTS
e The Federal Reserve Open Market Committee (Fed) raised its policy rate to 0.25%-0.50% from near zero.
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FIRST QUARTER HIGHLIGHTS

EQUITY MARKETS WERE VOLATILE FALLING FROM RECENT HIGHS THEN RETRACING MUCH OF THE DECLINE

The spillover of the 2021 rally was short-lived in 2022 as the prospect of supply shortages and rising commaodity prices pushing inflation up
and leading to tighter monetary policy depressed investor sentiment and drove equity prices down sharply until a rebound late in March.
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FIRST QUARTER HIGHLIGHTS

COMMODITY PRICES HIT MULTI-YEAR HIGHS ON SUPPLY DISRUPTION CONCERNS

WTI CRUDE OIL SPOT PRICE? WHEAT FUTURES?
150 __ 1,400
. 2
2 125 3 1,200
5 o
3 =3
S 100 =~ 1,000
~ (@]
re -
o Q
5 75 E 800
£ 50 2 600
& %
S "
& 25 5 400
[
0 200
& 3 3 3 3 3 N X X » N N
s \a \a \a s \a @ @ G G o o
'\?@\ '\?‘\Q '\3’@ '\3’\® ’19\@ ’D'@ O\Q \?‘\® O & S "
o D o o > o DY > o o D D
CORN FUTURES? ALUMINUM FUTURES?
__ 1,000 4250
2 2
< <
8 800 8 3,500
= Zz
(@] (@]
— [
9 600 9 2,750
£ £
> >
o o
£ 400 £ 2,000
6 s}
o o
[a % [a %
1,250
& & & < R & R &
o o o W0\@ @\@ &o\°’ v\@ &»\" ,;»\*“
o o o D D > D > o

VOGEL CONSULTING



FIRST QUARTER HIGHLIGHTS

INFLATION RATES HIT MULTI-YEAR HIGHS

U.S. CPI1 AND CORE PERSONAL U.S. PRODUCER PRICE INDEX!
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FIRST QUARTER HIGHLIGHTS

CENTRAL BANKS TOOK ACTION TO TIGHTEN MONETARY POLICY TO COMBAT SPIKING INFLATION

Canada e Raised a key rate to 0.50%, first hike since October 2018. Signaled will start to
shrink balance sheet in April.

Brazil e Raised a key interest rate twice, up to 11.75%

Gulf States (UAE, Saudi e Each raised a key rate by a quarter of a percentage point

Arabia, Bahrain, Kuwait)

Mexico e Raised a key rate for the sixth time. Rate now 6.0%.

New Zealand e Raised a key rate for the third time. Rate now 1.0%, which is back to prepandemic

level. Signaled more hikes to come.

United Kingdom e Raised key rate twice up to 0.75% from 0.25%. Started to shrink balance sheet.

United States e Raised fed funds rate range by a quarter of a percentage point to 0.25% - 0.50%.
First hike since 2018. Forecast to raise rate six more times in 2022. Signaled will
announce a plan to shrink its balance sheet.

=

VOGEL CONSULTING



FIRST QUARTER HIGHLIGHTS

BOND YIELDS ROSE SHARPLY AS INFLATION SPIKED AND TIGHTER MONETARY POLICY IS EXPECTED

U.S. Treasury bond yields spiked from year-end 2021
levels across the entire maturity range. The steepest
increase was in short maturity bonds. The 2-year
through 5-year part of the yield curve is back above
2019 levels. Investors also focused on the fact that the
spread between the 2 and 10-year yields has closed,
which is often seen as a sign of a future recession. (This
indicator has been of little use in predicting the timing
between an inversion and a possible recession.)

The 10-year German government bond yield turned
positive for the first time since 2019.
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FIRST QUARTER HIGHLIGHTS

MORTGAGE RATES SURGED TO THE HIGHEST LEVELS IN OVER THREE YEARS

Mortgage rates climbed rapidly in the first quarter following the increase in U.S. Treasury bond yields as investors priced in policy rate hikes
by the Fed. The higher mortgage rates have already slowed applications for refinancings.
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FIRST QUARTER HIGHLIGHTS

NATURAL RESOURCES ADVANCED IN A QUARTER THAT SAW LARGE DECLINES FOR BOTH STOCKS AND BONDS

Supply disruptions and high production costs pushed commodity prices to multi-year highs. Global equities declined as sentiment soured.
EM lagged hurt by China and Russia. Bonds had the worst returns in decades as high inflation fueled expectations for aggressive rate hikes.
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FIRST QUARTER HIGHLIGHTS

SECTOR RETURNS WERE MOSTLY NEGATIVE WITH ENERGY AND DEFENSIVES OUTPERFORMING GROWTH

Prices for stocks with high price/earnings ratios and no earnings (mostly growth sectors) were hurt by increasing interest rates. Utilities,
staples and other sectors with more stable cash flows and lower valuations held up better. Energy stocks surged on growing risks to supply.

S&P 500 SECTOR RETURNS: FIRST QUARTER 20227
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OUTLOOK

PENT-UP DEMAND SUPPORTS GROWTH OUTLOOK. INFLATION AND ACTION TO CONTROL IT ARE KEY RISKS.

e The monetary tightening cycle has begun. Fiscal stimulus is not likely this year. Inflation looks to remain high.
Therefore, economic growth likely will slow from after stimulus fueled growth in 2021. The probability of recession
this year in the U.S. is low. Europe may be at higher risk due to Ukraine/Russia war impacts and China may slow
more than initially forecast due to COVID shutdowns and high commodity prices. Certain regions are benefiting
from higher commodity prices.

e Positives for economic and financial markets outlook:

0 Strong labor markets are supportive for consumer spending which accounts for a majority of GDP. In the U.S.
hiring continues at a solid pace and job openings remain near all-time highs.

0 Pent-up demand especially for services as COVID impacts fade will likely be an important economic driver.

0 The manufacturing sector globally is in expansion as shown by purchasing managers index (PMI) data. Low
inventories and strong demand are positive for production and enable producers to pass on higher input costs.

0 Inflation likely will remain high due to strong demand in a time of supply chain issues. The Ukraine/Russia war
will likely keep food, energy, and commodity prices high due to reduced supply. How long the conflict and
related sanctions persist is a key risk to commodity supplies and prices. China’s shutdowns of large cities to
control the spread of COVID are contributing to supply chain disruptions again. High inflation could result in
demand destruction which would slow economic growth.

O Fed projections indicate the fed funds rate moving up to 1.9% by the end of 2022. Higher rates mean higher
discount rates applied to future earnings which could pressure stock prices, especially growth stocks. Rates
are rising in several other countries with Europe likely to start hiking later this year.
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OUTLOOK

CONSUMER, BUSINESS, AND INVESTOR SENTIMENT TRENDING LOWER ON INFLATION, RATES, AND WAR NEWS

U.S. CONSUMER SENTIMENT INDEX? U.S. CONSUMER CONFIDENCE INDEX!
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PERCENT

PERCENT

OUTLOOK

THE CONSUMER SECTOR IS HEALTHY WHICH IS SUPPORTIVE FOR ECONOMIC AND EARNINGS GROWTH
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OUTLOOK

BUSINESS SECTOR CONDITIONS ARE MOSTLY STILL POINTING TO EXPANSION BUT SEEING SOME MODERATION
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OUTLOOK

DOLLARS (THOUSANDS)
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VARIOUS ECONOMIC DATA CONTINUE TO SHOW SUPPORT TO ECONOMIC GROWTH
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OUTLOOK

CONSUMERS EXPECT HIGH INFLATION BUT THE FED SEES A LOWER RATE. BUSINESSES EXPECT TO RAISE PRICES.

The Fed raised its inflation forecast for 2022-2024 INFLATION EXPECTATIONS ONE-YEAR AHEAD10
measured by the core personal consumption 7

expenditure index (PCE) but still expects inflation to
slow from current high levels. It sees the full year
2022 inflation rate at 4.3% and the 2023 rate moving
down to 2.3% close to its target. However, consumers
are expecting inflation at multi-year highs. Those
expectations could dampen spending plans and 3
therefore economic growth and earnings. About half
of small businesses report plans to raise prices over

PERCENT

> > 5 > >
the next three months which will keep inflation as a Q,y\“% Q,\,b\(& 0,30\<“° Q,@\<<Q/ Q’Q\@
focus of consumers and the Fed. v v v v v
SMALL BUSINESS PRICE PLANS FOR NEXT FEDERAL RESERVE PCE INFLATION
. THREE MONTHS!! FORECAST!?
Y 60 5
I
g 4
o 40
=2
G c 3
“.u% 20 g 5
E o )
= > @ @
&
w°\<< '»\’\Q w’»\Q 0
S S S 2022 2023 2024 LONG-RUN

VOGEL CONSULTING



OUTLOOK

INTEREST RATES ARE SET TO MOVE HIGHER TO COMBAT RISING INFLATION

Updated projections show the Fed’s more aggressive interest rate policy given the persistent high rate of inflation. Some Fed members
want 0.50% rate hikes rather than the typical 0.25% move. More will be announced about reducing the Fed’s bond holdings which will also
work to tighten monetary conditions.

FEDERAL FUNDS TARGET RATE PROJECTIONS2
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A KEY RISK FOR FINANCIAL MARKETS IS IF INFLATION WILL PUSH THE ECONOMY INTO RECESSION

OUTLOOK

Economic activity is expected to slow in 2022 down from the stimulus boosted growth rates in 2020 and 2021. However, the Fed is
forecasting gross domestic product growth of 2.8% which is in line with various private economist forecasts and back to pre-COVID levels.

GROSS DOMESTIC PRODUCT ANNUAL GROWTH RATEL12
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OUTLOOK

LARGE DRAWDOWNS ARE NOT UNUSUAL IN EQUITY MARKETS

As a reminder, the S&P 500 had a sizeable valuation drop from a peak to a trough during each year since 2000 so the decline in the first
quarter is within historical norms. Despite the intra-year declines, returns were negative in only five years of the last 22 calendar years.
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OUTLOOK

INDEX VALUE

INDEX VALUE

TECHNICAL AND SENTIMENT INDICATORS ARE NEUTRAL SUGGESTING MARKETS LIKELY IN A TRADING RANGE
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RUSSELL 2000 WITH 200 AND 50 DMA!
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VOGEL TACTICAL RECOMMENDATIONS

FAVOR EQUITIES OVER BONDS AND U.S. OVER DEVELOPED INTERNATIONAL EQUITIES

ASSET CLASS

Domestic Large-Cap Equity
Domestic Mid-Cap Equity
Domestic Small-Cap Equity

International Developed Equity
International Emerging Market Equity

Fixed Income

Hedge Strategies

Real Assets

Cash

T
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ACTION

OVERWEIGHT

OVERWEIGHT

OVERWEIGHT

OVERWEIGHT

COMMENTARY

Earnings growth supported by strong labor market and COVID rebound impacts
enabling pricing power for many companies. Volatility expected in reaction to news.

Earnings growth supported by strong labor market and COVID rebound impacts
enabling pricing power for many companies. Volatility expected in reaction to news.

Wider than average valuation gap with large-cap stocks but also expect wider price
swings in reaction to news.

Stimulus programs still supportive for certain regions. Expect dollar to stay firm which
is a headwind for dollar-based returns. Heavy export exposure to slowing China and
impacts of high energy costs related to the Ukraine war likely to also be headwinds.

Strength in commodities and geopolitical events are benefiting certain economies.
Slowing economic data in China and new COVID shutdowns could be a source of
volatility in the short-term.

Yields are highest in over two years so are a source of income and diversification.
However, yields are likely to move up (and prices down) as Fed tightens policy to fight
inflation. Corporate fundamentals remain strong so credit risk low.

The flexibility to position for various risk scenarios can provide return opportunities,
but rapid and sharp market swings can be challenging for some strategies.

Attractive dividend yields offer inflation protection. The outlook for certain sectors is
positive since demand is strong and supply remains tight, but volatility likely in reaction
to changing geopolitical events.

Keep 12 months of reserves for liquidity needs since periods of volatility are a risk if
consensus expectations are not met or interest rates move higher.
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