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_ Looking Forward to 2023:
<> Insights as We Prepare Our 2023 Outlook
By Michael O’Keeffe, Chief Investment Officer

OBV

It's December 2022, and my team and | are developing our outlook for next year, which we will publish in early January.
2022 has been all about balance. We started the year identifying balancing acts. Imbalances then kept inflation
elevated and markets volatile. More recently, we’'ve expected to find balance and some market relief. In this week’s
Sight|Lines, we share some insights from the work we are doing as we develop our 2023 Qutlook.

THE TAKEAWAY: SOME KEY FACTORS WILL ANCHOR OUR 2023 INVESTMENT OUTLOOK
As we develop our 2023 Qutlook, a few questions/topics will anchor our investment views going forward:
e Willinflation continue to cool, or will structural factors keep inflation elevated above the Federal Reserve
(Fed)’s target?
e When will the Fed pause its rate hikes, and when will it pivot to lowering policy rates?
o Will interest rates go higher, lower, or be range bound, and what does that mean for the bond market?
e Willthe U.S. economy experience a soft landing or enter a recession?
e Are company earnings estimates still too optimistic for next year, or will earnings erode further?

Progress with geopolitical issues lessens the risk that a geopolitical issue or event will risk our ability to find balance on
a host of domestic issues.

IN DEPTH: INFLATION AND FED POLICY WILL CONTINUE TO DRIVE THE ECONOMY, EARNINGS,
AND MARKETS

Let’s go a little deeper. We've seen challenges in 2022 linked to inflation, driven by imbalances related to the
pandemic reopening and geopolitical hotspots. Given substantial monetary and fiscal policy support to help us through
the pandemic, we’ve had excess demand. Then, with supply chains challenged by the frictions of reopening and
disruptions from the tragic war in Ukraine, supplies are more limited. Excess demand and limited supplies both
contributed to elevated inflation. The course of inflation, how the Fed responds, and the related economic impact will
influence market interest rates, company earnings, and markets more generally:

e Willinflation continue to cool, or will structural factors keep inflation elevated above the Fed’s target?

o We can glean from fixed income security prices the inflation rate investors expect over future periods.
For example, the one-year “breakeven” rate is currently 2.28%.

o Consumers are a bit more worried, with surveys indicating a consensus view of inflation over the next
year in the 5%-7% range. As of September, the Fed projects a rate of 2.8%.
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o In addition to these forward-looking views, factors we are watching include:
= Sticky inflation drivers like shelter costs, food, and wages; and
=  Qil prices, inflation signals in Purchasing Managers Indexes, supply chain pressures,
and employment.

e When will the Fed pause its rate hikes, and when will it pivot to lowering policy rates?

o The current fed funds rate is 3.75%-4.00%, and futures markets imply a related peak of 4.9%. So,
investors are expecting another almost 1.0% in rate hikes. The futures market is also signaling the
timing of the next Fed rate cut: fourth quarter 2023.

o We regularly assess Fed commentary, including Fed statements, press conferences, meeting minutes,
and speeches. While the message has consistently signaled a commitment to higher rates, Fed Chair
Jerome Powell recently said, “The time for moderating the pace of interest rate increases may come as
soon as the December meeting,” indicating the central bank is considering a slowdown in rate hikes.

o Will interest rates go higher, lower, or be range bound, and what does that mean for the bond market?

o The fed funds rate drives short-term rates, which have been elevated. The 90-day Treasury bill yield
now sits at 4.31%. Longer-term rates reflect market expectations for future fed funds rates. The
10-year Treasury yield is 3.59%, after a peak of 4.24%. Recent declines mean market participants
may believe the Fed will slow or cease rate hikes.

e Willthe U.S. economy experience a soft landing or enter a recession?

O Recession or not, the hawkish Fed policy has slowed the economy. The consensus forecast for
year-over-year 2023 GDP growth is 0.4%, positive but muted.

o We are monitoring real personal income less transfers, employment, real consumer spending,
retail sales, and industrial production as key inputs to economic growth. We expect the consumer
to remain active, drawing on a solid foundation of excess savings and a strong job market.

o Risks include higher rates, housing/equity market weakness, and eroding consumer confidence.
e Are company earnings estimates still too optimistic for next year, or will earnings erode further?
o While earnings growth forecasts have fallen over 2022, they remain positive, with forecasts of 5.2%

for calendar year 2022 and 5.7% for 2023. As industry analysts process Fed policy and economic
growth changes, we’re watching for further erosion in earnings growth forecasts.

CONCLUSION

As we move toward the end of 2022, we’re getting ready to publish our outlook for 2023 in early January. When we
look back at this year, we're reminded that 2022 has been all about balance: balancing acts, imbalances, and finding
balance. As we look forward, we see a handful of key factors that will continue to anchor our outlook, like inflation, Fed
policy, interest rates, economic activity, and earnings. We look forward to sharing our 2023 Outlook next month.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the
figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times,
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee
of future results. Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility
than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks
are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can
fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index
that is generally considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30
significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE
index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance
of developed markets, excluding the U.S. and Canada. VIXis a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a
popular measure of the implied volatility of S&P 500 index options.
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