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Overall Risk-Taking Score

» The overall environment for accepting investment risk is
slightly positive. This means that we advocate that client
portfolios be positioned with a level of risk that is slightly
above their long-term financial plan.

» The US economy remains in its recovery and growth phase,
though higher prices (inflation) have begun to weigh on
household sentiment.

» Risk assets, such as equity and credit globally, are trading
above long-term levels on average. But corporate earnings
have consistently beat expectations in 2021, which has
helped to justify valuations.

» Technical trends remain supportive as money continues to
flow into risk assets.

We are approaching the end of 2021, which has been a robust year for the US economy and
public equity market, with more than 6 million net new jobs added and the S&P 500 index
advancing more than 23% through the end of November. Corporate earnings have reached
record levels, and households (on average) are in one of the best financial positions in
decades. However, despite all of the good economic and financial news, household
sentiment has declined to abysmal territory. The reason: inflation. Americans are
witnessing costs of things like homes, gasoline, groceries, and childcare increase, so, when
surveyed, the average respondent expresses concern that their standard of living will decline
over the next year as costs may outpace income gains

It is not uncommon for household sentiment to remain subdued for multiple years
following a very severe economic contraction like the one we experienced in 2020, but it is
concerning that the relatively low optimism about their financial future expressed by the
average American stems from a separate concern (inflation as opposed to the pandemic)
and these feelings of dread are occurring during a period when other economic indicators
imply a very healthy and growing economy. Something has to give.

It is our belief that the pace of rising prices will abate as household demand moderates,
supply disruptions clear up, fiscal and monetary stimulus normalize, the pandemic moves to
the rearview mirror, and long-term deflationary trends like automation continue to evolve.
Many of the increases in the cost of labor, materials, and finished goods that we've
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experienced in the last year may be here to stay, but we anticipate a return to a range of
price increases in 2022 that are more "normal” and closer to historical averages.

Economy

The labor market and corporate earnings have been robustly improving in 2021, though
rising prices have been a significant drag on household sentiment in the second half of the
year. From the University of Michigan November Survey of Consumers which asks
households nationally each month about their opinion of the economy, their financial
health, and expectations for the future (our emphasis added):

“Consumers expressed less optimism in the November 2021 survey than any other time in
the past decade about prospects for their own finances as well as for the overall
economy. The decline was due to a combination of rapidly escalating inflation combined
with the absence of federal policies that would effectively redress the inflationary damage
to household budgets. One-in-four consumers cited inflationary erosions of their living
standards in November. Rather than gradually easing along with diminished shortages,
complaints about falling living standards doubled in the past six months and quintupled in
the past year. Consumers anticipated declining inflation adjusted incomes, and expected
spending cutbacks due to rising inflation to slow the pace of growth in the national
economy in the year ahead. With one important caveat: consumers have a strong desire
to resume more normal holiday gatherings with family and friends, and to use their
accumulated savings to fund their celebrations and gifts despite higher prices.”

Our interpretation of these responses is that US households, on average, anticipate cutting
back on spending in 2022. This would potentially be occurring at a time when supply chain
disruptions and above-average consumer demand for finished products may be leading to a
build-up of raw materials and inventories by businesses. As of now, we have not seen
evidence of an inventory overhang, but this is something that we are watching closely for
2022. Otherwise, data regarding the economy recovery remains on track.
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——— The Conference Board Leading Economic Index® (LEI) for the United States
—— The Conference Board Coincident Economic Index® (CEI) for the United States

The Conference Board’'s composite
of leading economic indicators
remains solidly in growth mode.
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The University of Michigan Index of Consumer Expectations is a component of a broader
sentiment survey that seeks to understand how Americans feel about their financial
future one year from today. Respondents very concerned about inflation and declining
standards of living.
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US Total Nonfarm Payrolls

Total payrolls still 4 million below
the high set in February of 2020.
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US Business Inventories YoY

Businesses building inventory at the fastest pace
in 10 years.
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US Business Inventory/Sales Ratio

However, we are not yet seeing signs that businesses are overstocked
with inventory or having trouble selling goods. A lower inventory / sales
ratio implies that inventory is moving fluidly.
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Inflation

The pandemic has led to significant imbalances in supply and demand across multiple parts
of the economy. Massive government stimulus and low interest rates coupled with a desire
to stay-at-home for much of the pandemic led to a surge in demand for new homes and
home remodeling which sent lumber prices soaring earlier this year (at the same time that
production capacity may have been constrained due to public health-driven restrictions). In
this single example, supply and demand found a balance as production capacity increased
and demand slowed.
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US Producer Price Index: Lumber and Wood Products % Change

Lumber prices had risen more than 100% since the beginning of 2020
before supply and demand found a balance, though meaningfully higher 80.00%
than pre-pandemic. ’
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Freightos Baltic Index provides aggregated cost data for 40’ container shipping globally.
The index remains significantly elevated, but has begun to abate.

Global average cost up ~5x from pre-pandemic.
6000

China to US West Coast route cost up ~7-8x.
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Valuation

Many asset classes of public securities, particularly in the US, are trading at or above long-
term averages today (expensive). However, robust earnings growth and the recent market
decline in November and early December has led to a modestly more attractive entry point
for investors. Additionally, we are witnessing an extreme environment with respect to
valuation dispersion that has not been seen since the “"dot com” bubble more than 20 years
ago. In other words, the valuation spread between the S&P 500 index’'s most expensive
stocks compared to its least expensive stocks is very high, potentially creating an attractive
environment for stock and sector selection, particularly those focused on value if dispersion
compresses in the future.
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10 Year US Treasuries offering a significantly negative
inflation-adjusted return today.
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26x - measure  Description Latest avg.” Valued
P/E Forward P/E 21.32x 16.81x 1.35
o4 CAPE Shiller's P/E 39.95 27.86 1.90
X7 Div. Yield Dividend yield 1.40% 2.00% 1.82
P/B Price to book 4.28 3.08 1.52 Nov. 29, 2021: 21.32x
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20x 4= == §——— —— i —
+1 Std. dev.: 20.14x
18x A
B —— = 2yearaverage: 1681x | | o A= . R
16X '
14x A |
-1 Std. dev.: 13.47x
12x A
10x -
8x T T T T T T T T T T T T
'96 '98 '00 '02 '04 '06 '08 10 12 14 16 18 '20
Source: JP Morgan
35 1
25-yr. average Current
30 4 Median S&P 500 P/Es 16.0 19.6
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Asset Class Returns

Category Representative Index Nov.2021 | YTD 2021 Fuzl:)\z(gar

Global Equity MSCI All-Country -2.4% 14.0% 16.3%

US Large Cap Equity S&P 500 -0.7% 23.2% 18.4%

US Small Cap Equity Russell 2000 -4.2% 12.3% 20.0%

Foreign Developed MSCI EAFE -4.7% 5.8% 7.8%

Equity

. . MSCI Emerging o 4 20 o

Emerging Market Equity Markets 4.1% 4.3% 18.3%

US High Yield Fixed ICE BofAML High Yield|  -1.0% 3.4% 6.2%

Income

US Fixed Income Barclays Aggregate 0.3% 1.3% 7.5%
Bond

Cash Equivalents ICE BofAML 3 Mo 0.0% 0.0% 0.5%
Deposit

Source: Morningstar (total returns shown gross of fees)

As of November 30, 2021

Representative Index Nov. 30, 2021 Year-End 2020

Prices & Interest Rates

S&P 500 4,567 3,756
Dow Jones Industrial Avg. 34,384 30,606
NASDAQ 15,538 12,888
Crude Oil (US WTI) $66.18 $48.42
Gold S1,774 $1,902
US Dollar 95.99 89.94
2 Year Treasury 0.52% 0.13%
10 Year Treasury 1.43% 0.93%
30 Year Treasury 1.78% 1.65%

Source: Bloomberg, US Treasury (total returns shown gross of fees)
As of November 30, 2021

Past performance may not be representative of future results. All investments are subject to loss. Forecasts regarding the market or
economy are subject to a wide range of possible outcomes. The views presented in this market update may prove to be inaccurate for a
variety of factors. These views are as of the date listed above and are subject to change based on changes in fundamental economic or
market-related data. Please contact your Financial Advisor in order to complete an updated risk assessment to ensure that your

investment allocation is appropriate.
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