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Data in Focus: Yield Curve
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While the
relevance of
the yield
curve
inversion in
April 2022
was arguable,
the current
inversion
presents
unequivocal
concern about
our current
economic
condition.
(More on
pgs.14 & 15.)
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COVID-19

 Daily Trends in COVID-19 Cases in the United CDC data reflects some increased
.| ipp#a States Reported to CDC . . . .
‘ infection rates since the spring.
| T /Day moving average However, other reports regarding the
spread of the highly transmissible
Omicron subvariants BA.5 and BA.4

appear to indicate that many positive
self-test results are not being

reported/counted in the national
numbers.

600k

Daily Cases

200k
i

Apri7, 21 Sep 14,21 Feb 11,'22

o
Jan 23,20 Jun 21,20 Nov 18, '20 Julg, '22

’ CDC Daily Trends in COVID-19 Deaths in the United

I States Reported to C C
mmm7-Day moving average ||

=

L

n

Daily Deaths

.y ,A“ TS
s Al -

0
Jan 23,20 Jun 21 20 Nov 18, 20 Apri7, 21 Sep 14,21 F b 11, '22 Jule, 22

Source: Centers for Disease Control and Prevention

July 15, 2022 Page 3



NORTHWEST ASSET MANAGEMENT

Quarterty Marker Gume: Q3 2022

Economy

Federal Funds Rate The new cycle high just reported for

Federal funds rate expectations CPI (see p. 5) was not reflected in the
FOMC and rket tati for the federal fund t .
g e markeel expectaions for The Tederl THnes =1 market expectations for Fed Fund
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Market expectations are based off of the respective Federal Funds Futures contracts for December expiny. *Long-run projections are the rates of growth,

unemploymentand inflation tewhicha policymaker expectaths sconomy to convergsover the next five to sixyears in absence of further shocks and under

appropriate monetary policy. Forecastsare nota reliable indicator of future performance. Forecasts, projections and other forward-looking statements are J P Mor an
based upon current beliefs and expectations. They are for ilustrative purposses only and serve as an indication of what may occur. Given the inherent el

uncerainties and risks associated with forscasts, projections or other forward-looking statements, actual events, results or performance may differ

materiallyfromthose reflected or contemplated. ASSET MANAGEMENT
Guidetothe Markets— LS Dataareasof Juna30,2022.
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Inflation The inflation rate just
FRED ~49 — Consumer Price Index for All Urban Consumers: All tems in U.S. City Average re po rte d fO r J une
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surprising
expectations. While
some upward
pressures for key
components have
moderated since
June (e.g., energy),
other key measures
have continued to
push higher (e.g.,
food).
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Economy
Real GDP When real GDP levels
FRED -~/ — Real Gross Domestic Product are considered as a
w0 percent change from
the preceding
0 quarter, Q1 2022
decreased at an
2 annual rate of 1.6%,
a notable decline
10 from the 6.9%

increase in Q4 2021.
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Economy

Real GDP Estimate — Atlanta Fed GDPNow A confluence of
Evolution of Atlanta Fed GDPNow real GDP estimate for 2022: Q2 economic headwinds
Quarterly percent change (SAAR) became increasingly

6 Rangs of Yoo 10 apparent as Q2 2022

g and bottom 10 unfolded. The risks

— average forecasts tO real GDP growth
4

have been conveyed
3 __——Blue Chip consensus — in real time by the
GDP estimate offered
by the Atlanta Fed.
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Sources: Blue Chip Economic Indicators and Blue Chip Financial Forecasts
Note: The top (bottom) 10 average forecast is an average of the highest (lowest) 10 forecasts in the Blue Chip survey.
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Unemployment Rate Despite the clouds of
FRED -~/ — Unemployment Rate concerns about an
150 economic slowdown,
the unemployment
rate remains an
125 important silver-
lining.
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Equities
Sub-Asset Class Relative Performance Differentiation is
. ) often subordinated
S Index Performance Since YE 2017 - Price Returns in bear markets. Such
Stocks e Russell 1000 appears to be the
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equity indexes year-
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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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Source: FactSet, Standard & Poor's, J.P. Morgan Asset Managemeant.

Returns are based on price index only and do not include dividends. Intra-year drops refers to the largest market drops from a peak to a trough
during the year. For illustrative purposes only. Returns shown are calendar year returns from 1980 to 2021, over which time period the average
annual return was 9.4%,

Guide to the Markets - U5, Data are as of June 30, 2022,
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EqUIties The relative performance of this cycle’s
outliners, Tech and Energy, have recently been

S&P 500 Sectors Relative Performance notable by their reversions toward the mean.

Sector Performance Indexed to YE 2018 - Price Returns Legend
2500 | SPDR Sector ETFs —S&P 500

——Comm.
——Cons Disc
Cons Staples

—Energy
—Financials

-Health Care
——Industrials
——Technology
—Materials
——Real Estate
——Telecom
— Utilities

240.0

200.0

1600

1200

80.0

40.0
Equities chart on this
page will rotate thru
the year.

12/31/18
02/28/19
04/30/19
06/30/19
08/31/19
10/31/19
12/31/19
02/29/20
04/30/20
06/30/20
08/31/20
10/31/20
12/31/20
02/28/21
04/30/21
06/30/21
08/31/21
10/31/21
12/31/21
02/28/22
04730722
06/30/22
08/31/22
10/31/22

Source: Bloomberg and Yahoo Finance monthly index data, with analysis by Villagran Investments LLC

July 15, 2022 Page 11



NORTHWEST ASSET MANAGEMENT

Quarterty Marker Gume: Q3 2022

Fixed Income

While the YTD
Sub-Asset Class Relative Performance performance for all
bond categories has
been poor, we
Bonds highlight the recent
accelerated declines
for the higher risk
categories of U.S.
Corp. High Yield and
Emerging Market
bonds.
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Fixed Income

Market Yield - U.S. Treasury 10-Year Bond Since the recent pop
FRED w = Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity, Quoted on an Investment Basis hlgher for ma rket
35 rates, 10-year

Treasury rates have
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Economy
Treasury Yield Curve Relative to the 10-
4% year, Treasury rates
As of July 15, 2022 stand inverted from
3.5% 1-year up and across
_ . g the yield curve.
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Economy
Treasury Yield Spreads — 10-Year vs. 2-Year Again, don’t blame
FRED@ = 10-Year Treasury Constant Maturity Minus 2-Year Treasury Constant Maturity the messenger, bUt

3 yield curve inversions

have consistently
foretold recessions.

’ Seems the question
among bond

' ﬂ investors is moving
away from “if” to

M rather “how long
0 W - u 1"\,: 1) and/or how severe”?
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Economy
Credit Spreads — U.S. Corp High Yield vs U.S. Treasuries  The recent move in
FRED -4/ — ICE BofA US High Yield Index Option-Adjusted Spread high yield spreads
200 should serve as a
reminder that High
175 Yield bonds are often
not best utilized as
150 strategic allocations
held through market
125 cycles, particularly if
: the investment is
£ pulled from
investment grade
e bonds.
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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.

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/

Federal Reserve Bank of Atlanta Research & Data — https://www.atlantafed.org/cger/research/gdpnow

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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