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Data in Focus: Inflation
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The 8.5% print
for March is
the highest
since 1981.
Consensus
expectations
appear to be
that this will
be the high,
but that the
decline may
be gradual.
(More on p.5.)
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Recent trends for U.S. COVID data
have been highly encouraging.
However, the CDC and infectious
disease experts continue to suggest
vigilance, as some international
regions have recently suffered
increased infections driven by the
BA.2 subvariant (e.g., Germany and
the U.K).

Also, China’s COVID situation appears
out-of-control with varying
lockdowns implemented in over 20
cities, including over 26 million
residents impacted in Shanghai alone.
As Western vaccines are not allowed
in China, the most transferrable
impact from this may be to the global
supply chain.
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Economy

Federal Funds Rate As inflation has pressed higher, the

Federal funds rate expectations expectations for Fed rates hikes has
I;E{'MC and market expectations for the federal funds rate moved decisively to more and sooner
Federal funds rate —including possibly 50 basis point

FOMC year-end estimates hike(s) within the next few FOMC
meetings.
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flati Inflation is at a 40-
Inflation year high. And we
FRED -~/ — consumer price Index for All Urban Consumers: All tems In U.S. City Average can reasonably
— Consumer Price Index for All Urban Consumers: All items Less Food and Energy In U.S. City Average L. .
o anticipate continued

supply disruptions to
Food and Energy
attributable to
Russia’s invasion of
Ukraine. With regard
to food, one study
measured that
Ukraine and Russia
alone supply fully
12% of the world’s
calories?. Russian
supplies will be
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Economy
Real GDP Just as we began to
FRED -~/ ® real Gross Domestic Product settle into some

15 comfortable GDP

growth metrics, the
risks of another

10 recession on the
horizon appear to be
creeping higher.

5 Can the Fed navigate
a soft landing?

Percent Change from Quarter One Year Ago
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Shaded areas indicate U.S. recessions. Source: U.S. Bureau of Economic Analysis myf.red/g/O8nz
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Economy

Unemployment Rate
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Source: U.5. Bureau of Labor Statistics

The U.S.
unemployment rate
has remained a solid
attribute to our
economic condition.
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Equities
Sub-Asset Class Relative Performance U.S. Large Caps
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Source: Bloomberg and Yahoo Finance monthly index data, with analysis by Villagran Investments LLC
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Equities

S&P 500 Annual Returns & Intra-Year Declines

S&P intra-year declines vs. calendar year returns
Despite average intra-year drops of 14.0%, annual returns were positive in 32 of 42 years
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S&P 500’s Q1/YTD
intra-year drawdown
is unremarkable so
far.
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Just a reminder to our readers that sector
leadership has often proven to be a two-
edged sword.

Equities

S&P 500 Sectors Long-Term Risk/Reward
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Fixed Income

Q1 was the worst
Sub-Asset Class Relative Performance quarter for bond
returns since 1980.
In our view, the key
Bonds question is — Are
bond prices justin a
hurry to adjust to the
new normal based
on expected rate
hikes, or do we need
to really rethink the
60/40 portfolio? For
now, we’re leaning
towards the former.
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Fixed Income

Market Yield - U.S. Treasury 10-Year Bond The potential
FRED -/ — Market Veld on US. Treasury Securities at 10-Year Constant Maturity breakout in market
35 Treasury rates that

we noted in our last

Quarterly has come
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Economy
Treasury Yield Curve The curve is now
. relatively flat from
year. As such, the risk
e of inversion remains
high.
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Economy
Treasury Yield Spreads — 10-Year vs. 2-Year Yield curve
FRED -~/ — 10-Year Treasury Constant Maturity Minus 2-Year Treasury Constant Maturity inversions have
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Credit Spreads — U.S. Corp High Yield vs U.S. Treasuries  High yield spreads
FRED -~/ — ice Bofaus High Yield index Option-Adjusted Spread have remained at
200 multi-year lows, as
the recent moves in
175 Corp High Yield
valuations have
150 been commensurate
with the move in
125 Treasuries.
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Shaded areas indicate U.S. recessions. Source: lce Data Indices, LLC myf.red/g/08ys
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About the Author:

Rafael A. Villagran, the author of this report, is a Portfolio Manager, Head of the Asset Management Department, and
investment advisor representative of NWAM, LLC dba Northwest Asset Management and RIA Innovations, an SEC registered
investment advisor. This publication is in no way a solicitation or offer to sell securities or investment advisory services.
Statistical information, quotes, charts, references to articles or quoted statement or statements regarding market or other
financial information is obtained from sources which we believe reliable, but we do not warrant or guarantee the timeliness or
accuracy of this information.

Reference(s):

1) Implications to World’s Food Supply from Russia’s War on Ukraine, NPR article dated March 6, 2022:
https://www.npr.org/sections/goatsandsoda/2022/03/06/1083769798/russias-war-on-ukraine-is-dire-for-world-hunger-but-there-are-solutions

Sources Include:

Centers for Disease Control and Prevention — COVID-19 Data Tracker https://www.cdc.gov/coronavirus/2019-ncov/covid-data/covidview/index.html

Federal Reserve Bank of St. Louis Economic Research -- https://fred.stlouisfed.org/

GuruFocus.com LLC, U.S. Treasury Yield Curve Data & Charts -- https://www.gurufocus.com/yield curve.php

JP Morgan, Quarterly Guide to the Markets -- https://am.jpmorgan.com/us/en/asset-management/adv/insights/market-insights/guide-to-the-markets/
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IMPORTANT DISCLOSURES

All domestic and international rights are reserved. No part of this newsletter including text, graphics, et al, may be reproduced or copied in
any format, electronic, print, et al, without written consent from Northwest Asset Management or RIA Innovations. Neither Rafael A.
Villagran, nor Northwest Asset Management or RIA Innovations provide legal or tax advice. Please be advised to consult your investment
advisor, attorney, or tax professional before making any investment decisions.

Reference to market index information is included for illustrative purposes only, as it is not possible to directly invest in an index. Indexes are
unmanaged, hypothetical vehicles that serve as market indicators. Index total return performance data reflects the assumptions of the
reinvestment of interest and dividends but does not include the deduction of fees or transaction costs which otherwise reduce performance
of an actual portfolio. Any blended indexes are shown for informational purposes only and are not representative of any particular
investment or plan.

Definitions of Indexes Referenced

Russell 3000 — Index comprised of 3,000 largest U.S. stocks by market capitalization.

Russell 1000 — Index comprised of 1,000 largest U.S. stocks by market capitalization.

Russell 2000 — Index comprised of 2,000 smaller U.S. stocks by market capitalization within the Russell 3000.

S&P 500 — Compilation of 500 major U.S. stocks meeting certain criteria; market capitalization and float-weighted.

MSCI All Country World (ACWI) — Global equity index across market capitalizations with about 2,800 constituents, representing about 85% of the free
float-adjusted market capitalization across 23 developed and 27 emerging markets.

MSCI All Country World ex USA — Global equity index across market capitalizations, which excludes the U.S., with about 2,300 constituents which
represents free float-adjusted market capitalization across 22 developed and 27 emerging markets.

MSCI Europe, Asia & Far East (EAFE) — International equity index across market capitalizations, which excludes North America, with about 840
constituents which represents free float-adjusted market capitalization across 21 developed markets.

MSCI Emerging Markets (EM) — International equity index across market capitalizations with about 1,400 constituents which represents free float-
adjusted market capitalization across 27 emerging markets.

Bloomberg Barclays U.S. Aggregate Bond — Widely followed bond benchmark comprised of investment grade, U.S. dollar denominated, fixed rate
taxable bonds including Treasuries, government-related, corporate, mortgage-backed, and agency.
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IMPORTANT DISCLOSURES (Continued)

Definitions of Indexes Referenced (Continued)

Bloomberg Barclays U.S. Treasuries — U.S. bond index comprised of U.S. dollar denominated, fixed rate nominal bonds issued by the U.S. Treasury, and
excludes T-Bills and STRIPS.

Bloomberg Barclays U.S. Corporate High Yield Bond — Fixed rate U.S. dollar denominated index of corporate bonds rated BB+ or below by Fitch and S&P.
S&P Municipal High Yield Bond — U.S. index of municipal bonds that are either not rated or rated below investment grade.

Bloomberg Barclays Emerging Market Bond — International bond index comprised of U.S. dollar denominated bonds hard currency debt from sovereign,
quasi-sovereign and corporate issuers in Emerging Markets.

Contact Information

Northwest Asset Management Main: 206.838.3680 www.nwasset.com
2835 82" Ave SE, Suite 100 Toll Free: 888.811.9085
Mercer Island, WA 98040 Fax: 206.838.3681

NWAM, LLC dba Northwest Asset Management is an SEC Registered Investment Advisor ¢ www.NWAsset.com
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