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Executive Summary

Q1 was remarkably resilient, despite
economist consensus that a recession was
imminent, narratives switching to “higher-for-
longer” Fed policy, and the second and third
largest bank failures in US. history. Bonds
continued their Q4 rally, marking a two-
quarter gain of 49% that was the best since
Q2 2020 (chart right). If a recession does
not start until late-2023 or 2024, there could
possibly be a window for the stock market to
rally after a May rate hike.

Below are our latest thoughts about the
outlook for the economy and markets:

Global Economy. The global economy
continued to accelerate in March, according
to the latest global PMIs, marking a historically
positive development for global equities.

Global Asset Allocation. \We shifted

to overweight US. and Europe ex. UK,
marketweight Japan; underweight Emerging
Markets, Pacific ex. Japan, and Canada.

US Economy. There is little doubt that there
will be some fallout from March's banking
crisis. We expect credit conditions to tighten
in the coming months.

Fixed Income. We increased bond exposure
to 110% of benchmark duration from 105%.
Yields in the US. bond market are on the cusp
of breaking down across most of the curve.
Weak data can do the trick.

U.S. Stock Market. Many themes of 2022,

.
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Best two-quarter performance since the pandemic

Quarterly Performance of the U.S. Aggregate Float Adjusted Index Quarterly Data 2018-03-31 to 2023-03-31
Float-Adjusted U.S. Aggregate (Quarterly Return) (2023-03-31 = 3.0%)
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Customized version of B1G

including cash over stock and bonds, Value
over Growth, and Energy over Technology,
reversed in Q1. We shifted tactical
recommendations to favor large over small

and moved neutral on Growth versus Value.

U.S. Sectors. The sector model made four
position changes in March. Technology was
upgraded to overweight and Real Estate was
upgraded to marketweight, while Financials
and Industrials were downgraded to
marketweight and underweight, respectively.

Thematic Opportunities. Energy has broken
down vs. Tech. Tech is up nearly 12%, was the
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best performing sector in March, and posted
its best monthly return in more than a year.

Europe Equities. The recent correction in
European equities is consistent with a period
of consolidation within an upward trending
market.

NDR Hotline. The bear market mostly ended
in the middle of 2022, with the trend evidence
slowly improving, but some indicators have
not verified. Consumer confidence indices
have moved higher but have yet to indicate
extreme optimism.
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(zlobal economy continues to grow, but some
cracks are emerging

Faster global growth associated with favorable equity performance

Key Takeaways

The global economy continued to
accelerate in March, according to the
latest global PMiIs, a historically posi-
tive development for global equities.

But the manufacturing sector and

overall output expectations weak-

ened, suggesting cracks under the
surface.

The recovery will likely fade as the
year progresses, as Chinese demand
comes back to earth, and other parts
of the world adjust to tighter credit
conditions.

The global economy continued to accelerate
through March, according to the latest
global PMIs. The global composite PMI
jumped 1.3 points to 534, the highest level in
nine months. This marks the fourth straight
increase in the PMI and the second straight
month of expansion. As shown in the chart
above, when the global economy has been
accelerating, it's historically been associated
with outperformance in global equities.

Cracks emerging?

The headline number, however, masks some
cracks under the surface. Services sector
growth remained broad and healthy, leading
the entire recovery. But the manufacturing
PMI slipped back into contraction territory,
while breadth in the sector weakened
significantly. Moreover, the composite future

Global Composite PMI (Three-Month Change) vs. MSCI ACWI

Monthly Data 1998-10-31 to 2023-03-31

— MSCI ACWI Index (Local Currency) (2023-03-31 = 774.52)
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output index ticked down for the first time
in five months. While it remains elevated, it
suggests that global growth may peak in
the first half of the year. We remain aware
of the downside risks. History suggests
that the past year’s tight monetary policy
will continue to limit upside in the global
economy in the coming months.

Last month’s banking crisis provides
another overhang to our outlook as it will
likely be associated with much tighter
credit conditions in the foreseeable future.
Furthermore, stubbornly high inflation
continues to grow, but some cracks are
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emerging especially in the services sector
may keep central banks tighter for longer,
increasing the risk of recession possibly in
late 2023 or early 2024.

A scenario where the global economy
recovers temporarily before decelerating
again is becoming increasingly likely. We've
seen situations like this in the past, including
the global recessions in the early 1980s and
1990s. These interim growth accelerations
can last six to 12 months and are historically
associated with equity market strength in
the short-term.



Manufacturing struggles

The global manufacturing PMI took a minor
setback in March, edging down 0.4 points
to 496 after stagnating in the prior month.
Manufacturing has struggled to recover,
having contracted throughout most of the
second half of 2022. Some component
indexes were constructive. Output grew for
a second month, at around the same pace
as the prior month, following six months
of contraction. New orders contracted

at the slowest pace in nine months. But
export orders shrank at a faster speed,
and employment nearly ground to a halt.
Supplier delivery times contracted at the
fastest pace since May 2009 (chart right),
as nearly 60% of economies, also the most
since 2009, reported shrinking lead times.
This contributed negatively to the overall
reading last month and was its biggest
source of downside, reflecting weakening
demand conditions.

Manufacturing breadth falls

.

GLOBAL ECONOMICS

Supplier delivery times have shortened significantly

Global PMI Suppliers' Delivery Times vs. Breadth

Monthly Data 1998-01-31 to 2023-03-31

— Global PMI Suppliers' Delivery Times (2023-03-31 = 52.6)
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Breadth of Manufacturing Purchasing Managers' Indexes (PMI) Monthly Data 1998-01-31 to 2023-03-31
— Share of PMIs Above 50 (2023-03-31 = 37.1%)
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But it also means that the supplier delivery
woes of the past are likely behind us and is
supportive of continued goods disinflation.
The global bullwhip, which assesses new
orders relative inventories, inched down

to zero after registering its first positive
reading in a year in February. Even so, it
remains well above the lows of last year,
which indicated excessive inventories
relative to demand, and above levels
historically consistent with global recession.

Breadth deteriorates

Despite the global manufacturing aggregate
being little changed in March, our measures
of breadth deteriorated notably. The

share of economies with manufacturing
PMIs in expansion territory dipped to 37%
from a slim majority of 51% in the prior
month (chart left). This puts the indicator
dangerously close to the 33% threshold
historically associated with global recession.
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Moreover, nearly two-thirds of the PMls But services breadth remains strong

; ) Breadth of Services Purchasing Managers' Indexes (PMI) Monthly Data 2001-10-51 to 2025-03-31
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Prices have eased, but remain elevated

Prices edge lower
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The sector impact on the U.S. and other regional
indices

Heavyweights helping U.S. outperform

MSCI ACWI vs FANMAG (Cap-Weighted Total Return) Daily Data 2022-03-22 to 2023-03-22

I<ey Takeaways — FANMAG (2023-03-22 = 82.51)
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heavyweights were down for the count

or would start to recover. From its high

in December 2021, the composite of US.
FANMAG stocks had dropped by 40% to its
low on January 5, weighing down

U.S. benchmarks and in turn the broader
ACWI (above).

Since then, the composite’s performance
has been far better, with the opposite
influence. The FANMAG composite climbed
24%. And the ACWI sectors that include
the FANMAG stocks have been the best
performers -- Information Technology,
Communication Services and Consumer
Discretionary.

The relative strength of the FANMAGs and
their sectors has helped the U.S. Index shift
from underperformer to outperformer, which
upgraded the US. from underweight to
marketweight on February 9. That brought
the allocation in line with the benchmark
weight of 61%. And in response to the
continuing relative strength improvement
and the current readings of our Global
Regional Equity Model, we upgraded again
to overweight, raising the U.S. allocation

to 64%. Also responding to the relative
strength trends and model readings, we
added 2% to our Europe ex. UK. allocation,
now overweight at 16%, while adding 3%

For data vendor disclaimers refer to www.ndr.com/vendorinfo/

to Japan, now marketweight at 6%. To
fund these allocation increases, we cut

the Emerging Markets allocation by 3%,
dropping the exposure from marketweight
to underweight at 8%. And we reduced the
Pacific ex. Japan allocation by 4%, from
overweight to an underweight allocation of
2%. We also trimmed the Canada allocation
by 1%, sending it from marketweight to
underweight at 2%.



Will stocks and bond yields maintain their
inverse correlation, and what are the
implications? It's been more than 10 years
since we've seen such an inverse 260-day
correlation between the ACWI and the global
aggregate bond yield (chart right). If the
correlation persists, a continuing bond yield
decline would most likely be accompanied by
rising stock prices, with the stock and bond
yield trends reflecting expectations for an
economic soft landing. If bond yields would
reverse course and trend higher, stocks would
most likely decline, with both trends driven by
rising inflation expectations. And if bond yields
would drop in tandem with stocks, then a
positive correlation could be expected, and the
trends would reflect recession expectations.
Another possibility is that the correlation
would turn positive with inflation under control
and real economic growth proving to be
sustainable.

Stocks tend to rise when

... 2.2
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bonds yields fall

GIobaI Stock/Bond Y|e|d Correlation Daily Data 2013-03-29 to 2023-03-29 (Log Scale)
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ACWI has tended to rise after last Fed rate hike

MSCI ACWI Performance Between Fed's Last Rate Hike and First Cut
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How will the markets be affected by
central bank policy changes? It is now
widely expected that the Fed will raise the
funds rate by another quarter point in May,
bringing an end to its tightening policy.
After the final increase of the previous five
tightening cycles, the ACWI trended higher
until the subsequent first cut in four of the
cases, with a mean rally of 8% lasting about
seven months (chart left).

The exception followed the onset of the
secular bear in 2000. Equity investors

appeared to demand a more aggressive return

of Fed easing, selling off ahead of the severe

recession of 2000 to 2003.




NED DAVIS RESEARCH

We are getting positioned for a continuing

..

MARKET DIGEST

GLOBAL ALLOCATION

More normal correction tendency

evelical bull market with higher hiahs and MSCI ACWI - Number of 5% and 10% Corrections per Year Yearly Data 1972-12-31 t0 2023-12:31 (Log Scale)
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2022 drop consistent with mean cyclical bear within secular bull

A History of Bear Markets: Global Stock Price Index*
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Within secular bulls, the cyclical bear
declines have tended to be relatively limited
and short, while the cyclical bull gains have
tended tend to be relatively big and long.
Evident when comparing the 2022 bear to
the green dots identifying the end of previous
cyclical bears in the global benchmark, the
chart at left indicates that the 2022 bear
market was longer than most other cyclical
bears within secular bulls, but in line with the
mean decline.

As indicated by the red dots, the cyclical bears
within secular bears have tended to be a lot
worse.

Above excerpted from: “A global bull market
in the making” by Tim Hayes, April 13, 2023

APRIL 17, 2023 8



APRIL 17, 2023

06

.

U.S. ECONOMICS

VENETA DIMITROVA,
JOSEPH F. KALISH

The importance of small banks to credit

conditions

Key Takeaways

The NDR Credit Conditions Index
fell in March, but it is still far from
recession territory.

If small bank loan growth falls
below that at large banks, it may
signal an approaching recession.

Employment trends decline in
March, pointing to slower payrolls
and economic growth over the
near-term.

Tightening credit conditions
While the swift and coordinated response by
the Fed, the Treasury, and the FDIC to the
bank failures last month seemingly arrested
the banking crisis, there is little doubt

that there will be fallout from it for the real
economy.

We expect credit conditions to tighten in the
coming months, as banks shore up loans in
response to fleeting deposits, anticipated
stricter regulation and supervision, and higher
deposit fees.

The NDR Credit Conditions Index (CCD,
which measures the cost and availability of
credit to both businesses and households, fell
31 points in March to 611 (chart above), its
lowest level since August 2020, but still well

Credit Conditions Index still above recession threshold

NDR Credit Conditions Index and Its Components

Monthly Data 1990-08-31 to 2023-03-31
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above the threshold of 50 which is associated
with recession. It takes time for tighter

credit conditions to hit the real economy.

The impact from this crisis will depend on

the extent and duration of credit tightening,
as Fed Chair Powell noted at his last press
conference.

We continue to maintain that the risk of
recession in the next 12 months remains
elevated, with 60% qualitative odds of

one starting in late 2023/early 2024. But
since banks were already raising their loan
standards prior to the bank crisis, recent
events may speed up the process and pull
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forward the start of recession.

Small vs. Large banks

The events last month brought into focus the
importance of small and regional banks to the
credit cycle and the economy. Their share

of total deposits and loans has grown over
time, as has the concentration by loan type,
including commercial real estate loans and
consumer loans.

Thus, a decline in small bank lending could
stifle investment and weigh on consumer
spending.
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Bank deposits declining prior to recent crisis

Large banks, which the Fed designates as the

Small Bank VS, Large Bank Deposits Monthly Data 1985-04-30 to 2023-02-28 (Log Scale)
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Watch for decline in small bank loan growth
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Indeed, loan growth at large banks has rolled
over this year, although at 79% y/y it is still
running faster than the 4.9% gain per annum
historically. Loan growth at small banks

was 14.7% y/y in February, the most since
early 2006, and above its historical average
(chart left). Small bank loan growth typically
exceeds that at large banks by an average of
3.7 percentage points.

The current differential of 6.8 points is nearly
double that. But note that it had turned
negative ahead of the 1990-91 recession and
ahead of and during the Great Recession,
the first of which was associated with the
aftermath of the Savings & Loan crisis in the
1980s, while the latter was associated with
the Great Financial Crisis.

Above excerpted from: “The importance of
small banks to credit conditions” by Veneta
Dimitrova, April 4, 2023
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Core inflation remains sticky
Slower overall consumer price growth, but
sticky core pressures (chart right), confirm
that the path down to the Fed's 2.0% inflation
target will be bumpy. Core goods inflation
reaccelerated, but shelter showed early signs
of easing, and services ex-energy and shelter,
or super-core inflation, moderated somewhat.
Progress on core price growth, combined with
the recent challenges in banking, give the

.

MARKET DIGEST

CPl inflation eases, but the core remains sticky

U.S. ECONOMICS

Fed a green light to end the tightening cycle.
We expect the Fed to pause after one more

25 basis point rate hike in May, to assess the
cumulative impact of policy tightening on
inflation, the economy, and financial stability.

Above excerpted from: ‘CP| inflation eases,
but the core remains sticky” by Veneta
Dimitrova, April 12,2023
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CPI (Monthly % Change)
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Weaker employment trends should lead to slower growth

Monthly 3/31/1975 - 5/31/2023
Real GDP vs Employment Trends Index (Smoothed Year-to-Year Changes)
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Employment trends weaken
The Employment Trends Index (ETI) fell 04%
in March (chart left), its second consecutive
decline, as labor market conditions softened
in Q1. Five of its eight components made
negative contributions last month, led by a
pickup in the share of part-time workers for
€Cconomic reasons.

The ETl is down 2.4% from its peak level a
year ago, pointing to slower payrolls and
economic growth over the near-term, but not
yet a recession. Further deterioration in the
y/y momentum would be consistent with a
rising risk of recession.

Above excerpted from: “‘Employment
trends weaken” by Veneta Dimitrova, April 10,
2023

his report. APRIL 17, 2023



APRIL 17, 2023

JOSEPH F. KALISH

|

U.S. FIXED INCOME

Increased bond exposure and U.S. allocation

Key Takeaways

We increased bond exposure to
110% of benchmark duration from
105%.

Yields in the U.S. bond market
are on the cusp of breaking down
across most of the curve. Weak
data can do the trick.

Volatility reigned supreme in
March, as four bank failures led to
rapid changes in the expectations
for monetary policy.

We increased our bond exposure by 5%

to 110% of benchmark duration from 105%
(US. aggregate of 6.3 years), very much in
tune with the 109% reading from our Combo
model, (chart above). Tens have tested

our 3.35% support level on a closing basis
several times.

Twos and fives have also been flirting with
support. But if the data don't cooperate, this
could be a false breakdown.

So, we took a bit of a chance, especially
before the April payrolls report. Weak ISM
manufacturing and services data, fewer
job openings, and weaker ADP data have
pushed yields lower.

One of these days, we will see unemploy-

Model has been trending higher in recent weeks
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Relative Duration Performance of NDR Bond Combo Model
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ment claims tick up above 200,000 on a
trend basis, and payrolls will disappoint to
the downside, after a series of beats in 9 of
the past 11 months. And the two shortfalls
were marginal.

Our forecast is for nonfarm payrolls to
increase just 160,000, below the Bloomberg
consensus of 240,000, with the unemploy-
ment rate unchanged at 3.6%.

If we get softer labor market data and
recession odds increase, then bond
momentum should soar. Bond sentiment
is not at levels consistent with recession,
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so there is lots of room for improvement in
market positioning.

But it's not a slam-dunk. Other developed
bond markets have not confirmed. Except
for the long end, yields are tentatively
breaking support.

If we head for recession, yields should
eventually break down.



March was an extraordinary month for
fixed income! The Float Adjusted US.
Aggregate returned 2.6%, more than 1.5
deviations above the monthly mean since
1976, but less than the gains in November
and January. Even so, there’s a lot more to
the story.

Volatility reigns supreme
The monthly yield range on a closing
basis for the 2-year Treasury was 129
basis points—more than four times its
normal range, as changes in policy rate
expectations swung wildly.

As shown on the chart at right, it was the
most since the stock market crashed in
October 1987 when the high 2-year yield
was 9.23%.

Widest bands since 1987-88

|

U.S. FIXED INCOME

Widest 2-year range since 1987 crash
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For the past year, 2-year and 10-year
Treasury yields had been tracking the upper
volatility bands over a three-year range
(chart left). The spread between the bands
for the 2-year was the widest since August
1987, while the spread for the 10-year was
the most since May 1988.

Trading liquidity deteriorated for
government securities and high yield but
improved for investment grade corporates.

Banking backstop liquidity usage remained
high but did not get worse. That alone was
a sign of stabilization and helped risk assets
rally. A reduction in liquidity usage should
support additional rally.
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Deposits have left the banking system, while borrowings rose

Bank Liabiliti dits C t Weekly 1/04/1980 - 3/24/2023
ank Liapilities ana 1its Gomponents i
fl ows p (Data reflects posting)
) ) 200001 | Liabities $Billions 131000
The bleeding of deposits accelerated from 19000 [ | Tota (—) 209546 119000
18000 Deposwgs (----) 17301.8 K = 18000
March 8 to March 22, declining 1.7% on a T S e B P S Ry
|d d b A h . h D . iiggg r Foreign Offices  ( ) 386.1 ] 3888
consolidated basis (chart right). Domestic 1ono | | ono
institutions lost 1.3%, with the top 25 banks 11000 1 11000
shedding 0.2% and the smaller banks 00T 1 000
7000 - =4 7000
ini i o i i 6000 - =4 6000
draining a whopping 34%. The inflow into o0t |30
the big banks in the first week was more L | 3000
. . oo [ = D 1 1000
than reversed in the following week. Smaller o LA S S e e | )
1000 - 4 -1000
banks saw a 01% gain in the last week of A A A A A
March. 2822222828233 282823332333;3553ca553a3333a333333a7
or Liabilities Iy 1%
55 Total (——) 2.4% 4 55
. o . . . . 50 Deposits ———0)  -41% 1 50
Borrowings rose 54% with large institutions 4o By (=) 8745 1w
40 - Trading & Other (——) 7.6% 1 43“5)
. . 35 1 5
adding 42%, while small banks saw an 30 [ M 130
25 4 25
i o i 20 “h 1 20
|ncrea§e of 72%. Unll}ke the Ia.rge b.anks, i :m‘ ~ b W 'm Mw " iwh‘l L‘w‘“ ﬂ‘ ~ 1
which increased their borrowings in each of s "I‘uw m W‘i et ,", ‘..5' Ll 13
the last two weeks of March, smaller banks B 15
15 4 -15
reduced their borrowing by 3% in the last 207 12
=30 1 -30
week of the month. 35 | 135
Source: Federal Reserve Board
wssin  Bank Liabilities and lts Components (Year-to-Year Changes)

© Copyright 2023 Ned Davis Research, Inc. Further distribution prohibited wwthoul prior permission. Al Rights Reserved.

Loan growth slows, while securities are sold

Bank Credit and Its Components at Commercial Banks
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Securities declined by 1.3% on a
consolidated basis and fell by 2.7% at the
smaller banks.

Loans increased modestly across major
categories except for a 11% drop in business
loans at large banks (chart left). Not much
of an economic impact is evident yet.
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Shifted cap and style calls

Key Takeaways

We shifted tactical
recommendations to favor large
over small and moved neutral on
Growth versus Value.

When analyzing market breadth,
distinguishing between relative and
absolute is paramount. It’s normal to
have mega-caps drive a market rally.

Many themes of 2022, including
cash over stock and bonds, Value
over Growth, and Energy over
Technology, reversed in Q1.

Model confirmation

Towards the end of March, the rotation from
small-caps to large-caps and from Value to
Growth had taken both relative strength lines
to key support/resistance levels, so we were
hesitant to make recommendation changes
at that time.

However, our monthly model updates
brought the weight of the evidence further in
favor of Large-caps and Growth. So, to better
align with our models, we shifted to favoring
Large-caps over Small-caps and moved
neutral on Growth versus Value.

Our flagship Small/Mid/Large-Cap Model
favors Large-caps by the most since June
(chart above). The short-term, intermediate-
term, and long-term trend models favor the

Cap model favors large-caps

I

U.S. EQUITIES
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6.37 8.57 25.87
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Russell 1000 over the Russell 2000.

Our flagship Growth/Value Model favors
Growth for the first time since August 2020.
Our separate intermediate-term trend models
for Large-cap Growth/Value and Small-cap
Growth/Value favor Growth. However, the
long-term trend model still favors Value.

We will reassess any breakouts or mean
reversions for potential rotations back into
Small-caps or Value.

Debunking 2023 narratives

Narrative #1: the market is narrow. When
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measuring market breadth, the distinction
between relative and absolute is paramount.
If a handful of stocks are rallying and
everything else is falling, it is a warning sign
of a top. If mega-caps are leading a broad
rally, it is much less of a concern. The past
few weeks have been the latter. As of March
31,936% of stocks were above their 10-day
moving averages.

That does not happen if investors are only
buying a handful of stocks. Over the past
year, we have emphasized that changing
market structure has led to a shift in thinking
from “trust the thrust” to “trust but verify””
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Narrative #2: government policy is Gov't policy most accommodative in two years

. . ) ) DJIA vs. Real Monetary, Fiscal, & Exchange Rate Policy Index Monthly Data 1974-01-31 to 2023-02-28
reStrICtlve' The Fed tlghtenlng CyCle that — Dow Jones Industrial Average (2023-02-28 = 32,656.70)
. . 31,623} 131,623
started a year ago is the fastest in at least 40
) . 10,000+ 410,000
years. Add Powell's hawkish comments, and
. 3,162t 4 3162
the recipe was set for a bear market. What
. . . . 1,000} 4 1,000
was less appreciated was the fiscal tightening Sourcer Bloombere Finance L
H NDR Real Monetary, Fiscal, & Exchange Rate Policy Index(2023-02-28 = -24.1%)
in 2022. In early 2022, the economy was 100l Exounsionary Poli 1100
enduring the biggest year/year decrease in sl s
federal spending while also absorbing the . o
biggest year/year increase in tax revenue © ©
. Contractionary Policy Source: Ned Davis Research, Inc.
since at leaSt the 19605 FaSt forwa rd one 12-Month Change in Policy Index (2023-02-28 = 9.7 Percentage Points)
. - L Policy Easing = Bullish ]
year, and the situation has reversed. The 1:2 oy asine = BUlg 12‘;
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. . . . -50p 4 -50
adjustment for social security, the largest line 100} 1100
i i i i -150¢ Shaded Areas R National B 1-150
item in the Federal budget, is the largest in 2001, or EconomiResear Recessons | Policy Tghtening =Bearkh | soure e oo esawrn | 900
40 years. The net result is that the NDR Real 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022
Monetary, Fiscal, and Exchange Rate Policy
Dow Jones Industrial Average Performance
H B H H . H The Real Monetary, Fiscal & Exchange Rate Policy Index Is: Full History: 1974-01-31 to 2023-02-28
|ﬂdeX lndlcator IS bU”|Sh for the fl rst time Real M2 Money Supply Year-to-Year Change 12-Month Change in Real | % Gain/ | % of
. . . Plus Real Federal Expenditures (12 Month Total) Year-to-Year Change MF&ER Policy Indexis | Annum | Time
since Apl’l| 2021 (Cha rt r|g ht) Less Real Federal Receipts (12 Month Total) Year-to-Year Change Above 8.8 16.23 | 25.73
Less Real Broad Index of the Foreign Exchange Value of the Dollar -9.3-88 6.22 147.15
Year-to-Year Change Below -9.3 4.16 |27.12
Buy/Hold = 7.70% Gain/Annum
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Which is a better last-hike analog: 1950s-1970s or 1980s-2010s?

S&P 500 Index Around Last Federal Reserve Interest Rate Hikes

How far the Fed pushes the economy
has had a clear impact on the S&P 500's

Source: S&P Dow Jones Indices
102.6 —1102.6 .
1023 L 11023 performance in the months after the last
102.0 - 4102.0 .
101.7 | 4101.7 hike.
101.4 - 1101.4
101.1 J 1011
100.8 - —4100.8 .
1005 | 11005 The S&P 500 has fallen a median of
100.2 - 4 100.2 . ) .
999 | 1 999 55% in the six months after the last hike
99.6 - 1 99.6 . .
99.3 | 1 993 Ultimately, the recession call matters. If our
99.0 | 1 99.0 . .
087 | 1 957 macro team is correct, and a recession does
98.4 1 98.4 .
081 I 1 051 not start until late-2023 or 2024, there could
97.8 | 1 97.8 .
075 | 1 915 be a window for the stock market to rally after
97.2 1 1972 .
9.9 - 1 969 a May rate hike.
96.6 Fed Tightening  S&P 500 Change S&P 500 Change 4 96.6
96.3 - End Dates* 126 Days Later 252 Days Later 1 963
oo T B 150
95.7 - 08/23/1957 867 723 1 957
95.4 09/11/1959 -5.38 -2.86 1 954
951 | 12/06/1965 571 11,43 1 o1
| guie  gv g |
94.8 - Last Interest Rate Hike -20. -3 1 948
ol S| B 08 9% 1os
L 02/24/1989 2243 12.89 ]
94.2 02/01/1995 18.79 35.21 94.2
5ol S R i | 5
93.6 1 12/19/2018 17.69 2786 1 936
93.3 1 Mean 0.85 2.18 1 933
93.0 - Median 5.54 -2.08 1 93.0
92.7 1 1927
92.4 - Daily Data Starting in 1928 1 924
92.1 1 12 Months = 252 Market Days At least three ive rate increases before a decrease. 1 921
42 41 140 9 8 7 -6 5 -4 3 =2 0+ +2 3 = 7 48 19 110 +11  +12
(S017224) <--- Months Before Hikes ---> <--- Months After Hikes --->
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Q1 reversal

The S&P 500 gained 75% on a total return
basis in Q1, beating the Bloomberg Aggregate
by 454 basis points and long-term Treasurys
by 133 bp (table right). The S&P 500 beat the
Aggregate each month of the quarter. After
placing last in 2022, the Nasdag Composite
was the top asset benchmark in Q1, soaring
16.8%.

After the Energy sector posted its best
relative performance versus the S&P 500 on
record in 2022, it was the worst performer

in Q1. More broadly, Growth posted its best
quarter since Q2 2020 versus Value.

Last year’s winners, commodities and
commodity-related equities, saw their
fortunes reversed in Q1. The S&P GSCl was
the only asset class to post a significant
decline in Q1.

\ previous year + N Q1 = + for rest of year

.

MARKET DIGEST U.S. EQUITIES

Nasdaq led equity rally in Q1

ASSET CLASS BENCHMARK PERFORMANCE
2023 January 2023 February
Dollar

2023 Q1 2023 March

Gold

© ®
w o
o a

285

S&P GSCI
=399

o

o

[e3)
)
N

Dollar S&P GSCI S&P GSCI

-090 -066 -135
S&P GSCI Dollar Gold Dollar

-591 -1.39 -519 228

All data in local currency and price only unless specified as total return (TR). Sources: MSCI,Barclays,
Commodity Systems, Inc. (CSD www.csidata.com, IDC, Ned Davis Research, Inc.,, S&P Dow Jones Indices.
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Message for the rest of year

S&P 500 Index Performance After Previous Year Down and Q1 Up

What does QT's rebound in stocks mean for

Year Previous Year (%) Q1(%) Q2 - Q4 (%) the remainder of 20237 The ultimate answer
1954 -66 86 336 lies in the fallout from the regional banking
1958 -14.3 53 311 crisis, Fed policy, and inflation’s trajectory, but
1961 -30 120 100 history’s message is positive.

1963 -1.8 55 12.7

1967 2131 123 70 In the 11 previous cases when the S&P 500
1975 297 216 892 fell the previous year and rallied in Q1, the
1997 66 136 12 index was up every time by a median of 11.2%
1995 15 20 230 for the last nine months of the year (table
2012 00 120 13 lefD

2016 -0.7 08 87

2019 62 1 %0 Above excerpted from: ‘Reversal of 2022 in
2023 194 70 ” Q1" by Ed Clissold, April 3, 2023

Mean -8.5 10.3 14.6

Median -6.6 12.0 1.2

% Positive 0.0 100.0 100.0

All Periods Mean 8.7 21 6.5

2023 returns not included in summary statistics. Source: S&P Dow Jones Indices.
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Big tech led market higher in March

Key Takeaways

Technology and Communication
Services led during the month,
each rising more than 10%.

Leadership has tended to be more
defensive than cyclical around the
end of tightening cycles.

Financials, dragged down by the
34% decline of the Regional Banks
sub-industry, was the biggest loser,
falling almost 8% during the month.

Following the releases of the employment
and inflation reports for March, Fed Funds
futures are now pricing in a nearly 70%
chance of another 25 basis point rate hike at
the FOMC meeting in May. That is up from
about 50% prior to the releases.

The May hike is widely expected to be the
final in what was the Fed's most aggressive
tightening cycle on record. Our macro team
agrees that the Fed is likely to pause after
the May hike.

The message for stocks following the

end of tightening cycles has been mixed. In
the 14 cases since 1928, the S&P 500 has
fallen a median of 55% in the six months
after the final rate hike, but the range of
returns has been wide (-24.2% to 22.4%) and

Leadership more defensive post final rate hike

Broad Cyclicals / Defensive SHUT Sectors around Final Fed Rate Hike

T
104.0 | == Average Broad Cyclicals / SHUT Index ! Dates. BroadicyelicalsSHUN() Atie 4 104.0
Current Case (05/03/2023) ' “6MONTHS | 6MONTHS | 12 MONTHS
1035 |- : 1974-04-25 061 182 020 41035
103.0 - | 1980-02-15 9.64 -4.98 -3.69 < 103.0
1025 | | 1981-05-05 411 727 -16.94 11025
! 1989-02-24 279 628 -10.63
1020 - : 1995-02-01 -7.70 795 -163 4 1020
1015 p‘\ | 2000-05-16 4.14 -16.17 -10.28 - 1015
1010 L AM | 2006-06-29 060 142 034 1 1010
v : 2018-12-19 -16.46 671 536
1005 - "\ | Mean -2.16 -291 -4.74 - 1005
1000 | Median -1.70 -3.40 -2.66 - 100.0
99.5 ~4 995
99.0 —4 99.0
985 -4 985
98.0 —4 980
97.5 4 975
97.0 4 970
96.5 ~4 965
96.0 —4 96.0
955 -4 955
95.0 4 95.0
I
945 Broad Cyclical Index is equal-weighted Energy, Materials, Industrials, 1 94
94.0 Consumer Discretionary, Finankials, Technology, and Communication Services —4 940
|
935 - DefensiveSHUT|ndexisequa\‘bveigmedCOnsumersmaples,HeanhCare,Utilmes,andTelecom Services 4 935
93.0 | —4 930
925 ! ~4 925
|
920 | —4 920
o5 | : | a5
91.0 | : 4 910
90.5 [ Averages indexed to 100 after final rate hike ! «<— Final Hike Source: S&P Dow Jones Indices |  90-5
T T T

6 5 4 3 2 g 0 i 2
Months Prior | Months Post

4 5 13 7 [ 5 R 12

IF23_14A C

the track record inconsistent (five cases up
vs. nine cases down).

Whether or not the final hike is bullish

or bearish has often depended on the
resiliency of the economy. In 10 of the 14
cases, the tightening cycle left the economy
vulnerable, and a recession began within

12 months after the final rate hike. Sector
leadership has tended to be more defensive
over cyclical around the end of tightening
cycles. Our Broad Cyclical Sectors Index has
peaked about five months prior to the end
of the tightening cycle versus our defensive
SHUT Index, on average (chart above).
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Defensive sector strength has persisted
close to 11 months after the final rate hike.
The track record has been fairly consistent,
with defensive sectors outperforming
cyclical sectors six months later in seven of
the nine cases since 1972, when our sector
data begins. The two exceptions were the
1995 soft landing and the 2018 Powell pivot

cases.
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Sector model turned more neutral on cyclical vs. defensive

Model update

o Broad Cyclical / Defensive Sectors vs. Sector Model Scores Weekly Data 1973-06-08 to 2023-03-31 (Log Scale)
The sector model made four position 178 - 178
— Broad Cyclical Sectors / Defensive Sectors 2023-03-31 = 155.0
changes in March. Technology was 158 |- 158
upgraded to overweight and Real Estate was " 14
upgraded to marketweight, while Financials 12y 1%
. 12 | J112
and Industrials were downgraded to
100 - - 100
marketweight and underweight, respectively. ol /M rond Cylcatvs. Defensive | s
. Gain/Annum When:
Overall, the model has positioned more 791 | soomcts | scam | swor 1 5
Indicator is: Annum Time
neutral on cyclical vs. defensive sectors, 7L [abeveo | iz [ ass0 17
*0and Below -6.66 54.20
after faVOI’Iﬂg CyC|Ica| SeCtOI’S by a W|de 63 Broad cyclical components: Energy, Industrials, Consumer Discretionary, Materials, Technology, Financials, Com. Services. 19
Defensive components: Consumer Staples, Health Care, and Utilities.
margin ear“er in the year (Chal’t r|ght) 56 | Source: Ned Davis Research, Inc. 4 56
60 — Average Model Score of Broad Cyclical Sectors Minus Average Model Score of Defensive Sectors 2023-03-31 =-2.2 1 %0
Within cyclical sectors, it now prefers jz r Model Favors Broad Cyclical Sectors | jz
Growth over Value, after favoring Value 30 | 13
for most of the last two years. Like the 0 12
. 10 | 410
sector model, we are positioned close to o Lby LY | |, AN i AR || WA T o
I I i i . | !
benchmark weights and will adjust our 10 f { , ] | ' {10
. T 20 4 -20
allocation based on how the indicators break w0l 1 50
going forward. -40 | - -40
50 | - -50
-60 Model Favors Defensive Sectors 4 -60
Source: Ned Davis Research, Inc.
1975 1980 1985 1990 1995 2000 2005 2010 2015 2020
T NDR oy
(s ey For data \;endov disclaimers refer to W\;/w.r.vdr,com/vendor.mfo/

Yield spread is unfavorable for REITs

Deteriorating financial conditions and
NAREIT Y|e|d vs. TIPS Y|e|d Monthly Data 1997-01-31 to 2023-03-31

12 AT Indox Dviderd vield , 212 tighter lending standards for banks mean
nl — 10-Year Inflation Indexed Treasury Securities (TIPS) S‘a‘ss'"“‘”;Gam/ — 1 that RE'TS, and their tenaﬂts, C0u|d f|nd it

NAREIT Performance When: Annum Time 10
or Yield Spread Above Median| 1872 | 5037 | more difficult to obtain funding, while at the
9 *Yield Spread Below Median|  -1.76 9
. . same time, the economy continues to trend
; ; towards a likely recession.
6 6
s s The sector finished March down 21%,
4 4 . . .

second worst behind only Financials. We
3 3
L 1, downgraded the sector to underweight on
1 1 March 16.
0+ 4 0
i Sources: Federal Reserve Board, National Association of Real Estate Trusts. 17 While ylelds have moved off their Cycle
1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 . ) )
9 [ mmmm Yield Spread Above Median Median Spread=3.78% | o highs, they remain elevated, leaving many
mmmm Yield Spread Below Median Current Spread = 3.32% L. . .
8 8 dividend stocks less compelling for income-
7 7 . .
seeking investors (chart left).

6 6
5 5
4 4
3 3
2 2

NAREIT Index Dividend Yield Minus 10-Year Inflation Indexed Treasury Securities (TIPS)
GIX6056A — © Copyright 2023 NDR, Inc. Further distribution prohibited without prior permission.
2N NDR All Rights Reserved. See NDR Disclaimer at www.ndr.com/copyrighthtml
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The failure of Silicon Valley Bank has
turned investors’ attention to the quality of
financial institutions’ balance sheets, and
the potential risk that unrealized losses on
investment securities pose to the financial
system.

While the decisions to create the Bank Term
Funding Program and to protect customer
deposits above the $250,000 FDIC
threshold helped to alleviate some concerns,
investors remain cautious.

While most selling has been concentrated
within Regional Banks, underperformance
has been sector wide. Financials finished
March down 7.9% (chart right), worst among
all sectors.

MARKET DIGEST U.S. SECTORS

Financials’ technical indicators deteriorated in March

S&P 500 Financials Sector Relative Strength vs. Financials Total Return Trend  Da/ly Data 2020-04-05 to 2025-04-03
I— S&P 500 Financials sector vs. S&P 500 ex Financials total return(2023-04-03 = 27.50)
33.1¢ 4331
31.6f 1316
3021 430.2
2881 1288
27.5¢ 1275
26.3f 1263
251+ 1251
240} 1240
229+ Source:_S&P Dow Jones Indices ] 227
— Financials sector total return (2023-04-03 = 981.82)
- = Financials sector total return (63-day average)(2023-04-03 = 1053.48)
1,200 41,200
1,100 41,100
1,000+ 41,000
900+ 4 900
800+ 4 800
700+ 4 700
600 4 600
T T T T T T T T T T T T T
Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr
2021 2022 2023
Financials RS Performance Financials RS Performance
Bullish when short-term smoothing crosses Full History: 1973-01-02 to 2023-04-03 Chart View: 2020-04-03 to 2023-04-03
above long-term smoothing. Moving average cross | % Gain/ | % of Moving average cross [ % Gain/ | % of
indicator is Annum | Time indicator is Annum | Time
Bearish when short-term smoothing crosses Bullish 2.03 | 62.50 Bullish 6.71 | 65.84
below long-term smoothing. Bearish 946 | 37.50 Bearish -11.00 [ 34.16
Buy/Hold = -2.44% Gain/Annum Buy/Hold = 0.30% Gain/Annum

Customized version of ES_6000_40_006

[§>

Economic data has surprised to upside, bearish for Staples

Daily Data 2002-12-31 to 2023-04-04 (Log Scale)
Broad Cyclicals / Defensive Sectors vs. Citigroup U.S. Economic Surprise Index
158 L — Broad Cyclical vs. Defensive (2023-04-04 = 153.5) Broad Cyclical vs. Defensive | 158
Gain/Annum When:
150 1 Economic % Gain/ % of 4 150
141 | Surprise Index s: Annum | Time 1 s
133 | * Above 28 6.64 29.90 1133
Between -15 and 28 2.8 37.73

126 -15 and Below -0.97 -4 126
19 4 119
12 | 4 12
106 4 106
100 4 100
9 | 1 o4
89 4 89
84 L Broad cyclical sectors = Energy, Industrials, Discretionary, Materials, Technology, Financials, Com. Services -{ 84
79 Defensive sectors = Consumer Staples, Health Care, Utilities, Telecommunication Services 79

Source: Ned Davis Research, Inc.

— Citigroup U.S. Economic Surprise Index (2023-04-04 = 48.1) Data Beating Expectations
100 - 100
32:,,M,ﬁ,, ,Hﬂ _ 32
10 | r 10
2 2
0L 0
2L 2
-10 L -10
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100 | h 4 -100
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Source: Haver Analytics
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Defensive sectors like Consumer Staples
have held up well in the aftermath of the
regional bank failures. The sector finished
March as a market performer, gaining 3.8%
vs. 35% for the S&P 500. Defensive sectors
could re-establish themselves as market
leaders if more economic indicators flash
recession warnings (chart left). Historically,
no bear market has ever bottomed prior to
the start of the recession. The implication
is that if the Fed is unable to orchestrate a
soft landing, a retest of the October lows
will be likely, and Staples has a consistent
track record of outperformance around
recessions.

Above excerpted from: ‘Big tech led
market higher in March” by Rob Anderson,
April 5,2023
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Thematic update April 2023

Weak monthly flows highlight pessimism remains
Top-15 ETF Asset Flows by Theme ($ mil.) for March 2023

Key Takeaways

» Thematic outperformance was
narrow as only 29% of themes we
follow outperformed the S&P 500.

- 8 of 15 outperforming themes were
Technology-related—not surprising
given the market is being mainly
led by Nasdaq 100 stocks.

» The weakness in late-cycle
Industrials and Energy is
concerning, because it is typical
of what we would see transitioning
from late cycle to early cycle.

Thematic outperformance was narrow as
only 29% (15 of 51) of themes outperformed
the S&P 500. This is the weakest month of
outperformance since October 2022 (25%).
Eight of the 15 outperforming themes were
Technology-related, which is not surprising
given the market is being narrowly led by
Nasdaq 100 stocks.

Technology

Technology themes had the best average
return (36%) in March. The largest gains
were seen in Metaverse (114%), Social Media
(+84%), and Internet (+81%). A group of
stocks that includes Nvidia, AMD, Meta
Platforms, and Roblox were all up more than
19% in March and were key drivers. Al &
Automation (+51%) also outperformed and
had the fourth-largest inflow. We upgraded

PERIODICAL | ISSUE: #MKTDG20230417

Global Gold/Slvr Miners (17.3%) -
Infrastructure (0.4%) -
Technology Innovation (3.8%) -|
Al & Automation (5.1%)
Millennials & Gen-Z (4.4%) -
Bitcoin (futures) (21.3%) -|
Scarce Resources (-3.9%) -|
Genomics (-1.8%) -|

Hydrogen (-9.5%)

Big Data (3.4%) 1

Blockchain (6.1%) {

Education (-3.6%) 0.0

India Thematic (-1.0%) | 0.0
Environmental Services (0.7%) - -0.1
Longevity (2.1%) -0.3

Numbers in parentheses after theme names are
monthly cap-weighted price returns

408.2

Source: Ned Davis Research, Inc.

TO_FLOWS_MTH

the theme to overweight.

Demographics

Demographic themes showed the next-best
performance with an average 1.7% return in
March. The standout for the group, and all
themes, was Bitcoin futures (+21.3%).

Investors continue to look for alternatives
to stocks and bonds deemed unsafe and
Bitcoin and gold are meeting that need.
Video Games (+114%) was driven by
Activision (ATVI, +12.2%), which rallied on
news that Microsoft's acquisition of the
company is looking more likely.

rtant disclosur

NDR.COM Please see imp

T NDR

>s at the end of this report
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Global Shock

Global Shock themes (+0.7%) were the
laggards again this month. Energy has been
weak in general, clean energy included.
Hydrogen (-95%), and Uranium & Nuclear
(-4.6%) were the worst performers among all
themes, after Cannabis (-15.1%).

Infrastructure (+0.4%) also underperformed,
though the group had the second-largest
positive flow in March. It is disturbing that
our recommended investment is down more
than 8% since March 2.
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Coverage update

Big Tech-related themes dominated
performance for our Thematic stock baskets
in March (table right). Al Semiconductors,
Tech Titans, and Cloud all beat the S&P
500 by more than 15 percentage points in
March. Only eight Thematic stock baskets
beat the index in March, and First Time
Homebuyers was the only non-Tech basket
in that group. The Gene Therapy group was
hit hard in March (-18%), driven by setbacks
from Bluebird (BLUE, -39%) and Sangamo
(SGMO, -42%).

Tech ruled in Q1 as well. In Q1, Al Software
was up a stunning 101%, while Tech Titans
were up 37%. Al and 5G Semiconductor
returns were powered by Nvidia’s stunning
90% return in Q1.

Big returns for Big Tech in March

l

THEMATIC OPPORTUNITIES

Thematic Stock Portfolio Mar'23 Q123
NDR Al Semiconductors \ 169 353
NDR Titans of Technology Group \ 161 374
NDR Cloud Infrastructure Group > Tech themes 18 14.0
NDR Video Game Group 91 75
NDR 5G Semiconductor IOT / 90 192
NDR First Time Homebuyer 85 201
NDR Cyber Security Software Group 76 239
NDR 5G Semiconductor Infrastructure 75 188
NDR Cyber Security Infrastructure Group 6.2 18
NDR EV Charging Group 34 518
NDR Employment Solutions Group -28 72
NDR Select Managed Care Group -30 -137
NDR Energy Breakout Group -35 -10
NDR COVID-impacted Leisure Group -39 16.0
NDR Canadian Listed Lithium Producers -48 216
NDR Al Software -52 1013
NDR EV Group -65 121
NDR COVID Travel Related -90 89
NDR Gene Therapy Group -179 -154
NDR Developmental EV Group -306 =217

As of 03/31/2023. Returns are hypothetical equal-weighted stock portfolio returns excluding transaction fees and not
associated with any recommendations. Only top and bottom 10 portfolios by monthly return are shown due to space
limitations. All portfolio returns are available to subscribers on www.ndr.com (TO_RECS.RPT) or available by request.
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Energy relative strength breaking down
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Energy Select Sector SPDR (XLE) Relative Trends Daily Data 2019-04-03 to 2023-04-04

Energy Select Sector SPDR/Technology Select Sector SPDR (2023-04-04 = 21.81)
— 50-Day Simple Moving Average of Energy Select Sector SPDR/Technology Select Sector SPDR(2023-04-04 = 23.18)
- - 200-Day Simple Moving Average of Energy Select Sector SPDR/Technology Select Sector SPDR(2023-04-04 = 23.78)
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Energy Select Sector SPDR/S&P 500 Index (2023-04-04 = 41.66)
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Energy hanging by a thread
The chart to the left is informative on two
fronts: it acts as a proxy for our physical vs.
digital theme (top-clip) and visualizes our
recommendation vs. the broader market
(bottom-clip).

The S&P 500 Energy Sector has broken
down vs. the S&P 500 Technology Sector, as
Tech, up nearly 12% and the best performing
sector in March, posted its best monthly
return in more than a year. This reversed our
2023 outlook that physical themes would
perform better than digital themes in the
first half of the year. While we did expect
“the most oversold themes to rebound at
the beginning of a bull market,” we must
admit Tech'’s strong outperformance caught
us by surprise.
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A healthy correction

Key Takeaways

» Worries over banking sector
contagion in March have relieved
excesses in investor optimism.

» The recent correction in European
equities is consistent with a period
of consolidation within an upward
trending market.

» Longer-term survey sentiment
suggests European investors still
have a wall of worry to climb.

Excessive optimism relieved
Much of the investment narrative last
month centered on the market turmoil

and contagion fears that followed the U.S.
bank failures. And now in April, we see an
attenuation of the recession narrative. The
chart above showing an uptick in Google
searches on “Recession”, after falling
steadily from mid-October to early March.
The evolution of market narratives can also
be seen in the context of changing investor
sentiment.

In Europe, there had been an excessive
surge in risk appetite helped by improving
investor sentiment as the MSCI Europe
index rose 21% from the September low to
the high in February. But during February,
our European sentiment composite was

PERIODICAL | ISSUE: #MKTDG20230417
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Recession narrative returning?

MSCI Europe vs. Global Google Searches for 'Recession’

Daily Data 2018-11-30 to 2023-04-10

— MSCI Europe (EUR) (2023-04-06 = 1,756.97)
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MSCI Europe (EUR)
Price Return
2018-11-30 to 2023-04-06

Buy when indicator Signal | % Gain/ | % of Signal | % Gain/ | % of

reverses beloyv upper bracket. on Annum | Time on Annum | Time
Otherwise neutral. Buy 10.99 | 40.58 Buy 21.70 | 39.48

Chart arrows and performance statistics I:lKeutraI -2.82 | 1183 I\:eutral 4.69 | 1077
account for reporting lags. Sell -1.45 | 47.59 Sell -6.26 | 49.75

Customized version of EUR GT

flagging excessive optimism.

Viewed this way, investors had simply
become too complacent, and the market
had become vulnerable to negative news
flow. Therefore, given the bullish technical
indicators, the March drawdown can be
viewed as a normal consolidation within a
longer-term uptrend.

Below we review our European sentiment
indicators to provide more detail on the
drivers of our sentiment composite and the
implications for European equities.
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© Copyright 2023 Ned Davis Research, Inc. Further distribution prohibited without prior
permission. All Rights Reserved. See NDR Disclaimer at www.ndr.com/copyright.html.
For data vendor disclaimers refer to www.ndr.com/vendorinfo/

NDR

Excessive risk-appetite
recedes

Two key rules of research at NDR are “Don't
fight the tape” and “Beware of the crowd at
extremes.” In the first instance, we watch for
positive trends in risk appetite to provide
bullish signals for European equities.

But at the same time, we are mindful that
when these trends become extreme, there
is a higher likelihood of a reversal. This is
what we saw in March—a correction after a
period of extreme optimism.
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Sentiment moves back into the neutral zone

Our European sentiment composite (chart
right) is designed to flag extremes in
investor sentiment and consists of a market-
based and survey-based component.

The market-based component identifies
extreme moves in market indicators to
signal moments of excessive optimism and
excessive pessimism.

Market indicators include NDR’s Risk-On/
Risk-Off Index, the VSTOXX, and relative
performance of Cyclical versus Defensive
sectors.

As we noted last month, Cyclical sectors
had become excessively overbought
relative to Defensive sectors. The banking
worries in March then served as a catalyst
for a rotation out of Cyclical sectors into

MSCI Europe (EUR) vs. European Sentiment Composite Daily Data 2018-04-06 to 2023-04-06

—MSCI Europe (EUR) (2023-04-06 = 1,756.97)

1,778} 11,778
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(2018-04-06 - 2023-04-05)
. L Signal 1-Month 3-Months 6-Months % Time
Buy signal when indicator
below lower bracket. Buy 474 9.07 966 13.11
Neutral -0.44 0.51 121 69.63
Sell signal when indicator Sell 061 2292 273 17.25
above upper bracket.
All 043 1.20 1.97 100.00

Defensive sectors.

Statistics allow a lag of 1 market day.

Customized version of EUR_SENT.RPT

Excessive risk-on optimism relieved
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More generally, a broad range of risky

MSCI Europe (EUR) vs. NDR Risk On / Risk Off Index Daily Data 2006-03-22 to 2023-04-06 )
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Upward trend intact

From a broad market perspective, investors
have already put worries over the banking
sector behind them, with the MSCI Europe
staging a 5% recovery since its low in mid-
March.

Over the first quarter, the MSCI Europe
produced a healthy 7.9% price return,
significantly higher than the median Q1
return of 4.5% over the last 53 years.

Our pattern matching algorithm shows that
the overall trend of the European equity
market still looks like a bull market and is
likely to trend higher in Q2 (chart right).

Trend composite positive

..

MARKET DIGEST

Still looks like a bull market
MSCI Europe vs. NDR Pattern Matched Composite

EUROPE EQUITIES
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Broad trends still bullish
Indeed, broad market technical indicators
suggest more reason to be bullish than
bearish. The European trend composite
provides an overall measure of market
momentum and trend. In simple terms, when
the composite is above 50, it is bullish. It is
bearish when it is below 50.

The recent dip in equities has seen a loss of
some shorter-term momentum, taking the
composite from a maximum reading of 100
to 83 on March 22. But overall momentum
and trend remain strong, suggesting a
positive tactical outlook for equities (chart
left).

Above excerpted from: “What the market
is saying about risk” by Mark Phillips, April
4, 2023
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Leaning overweight but some offsets in the
indicator evidence

Still looks like a bull market

S&P 500 Index vs. Leading Indicator Model Daily Data 1980-02-08 to 2023-04-12

I<ey Takeaways — S&P 500 Index (2023-04-12 = 4,091.95)
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The NDR Leading Indicator Model (chart
above) continued on its 12/27/2022 buy
signal. I like this pure trend-following model
that uses 10 major indicators that tend

to lead or turn coincident with the stock
market.

The buy signal in December confirmed
NDR’s move to overweight stocks around
that time, and it reversed the 12/08/2021 sell
signal. But we have other models, like the
Fab Five, that have not confirmed, showing
some lingering conflicts among longer-term
indicator evidence.

One of the reasons | have respected the

Leading Indicator buy signal is that it came
after a long period of excessive pessimism

PERIODICAL |

ISSUE: #MKTDG20230417
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with the intermediate-term NDR Crowd
Sentiment Poll, showing extreme pessimism
at 40.8% bulls on 6/17/2022 and just 376%
bulls on 9/30/2022. This was the area of
maximum downside momentum of the

bear market. Our NDR Inflation Timing
Model gave a “sell signal” for inflation in the
summer of 2022, and long-term interest
rates have also fallen sharply. | think all

of this is an impressive bullish case and
explains why most stocks made their lows in
mid-2022.

Bearish offsets
But the market has not done that much on
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the upside thus far.

| believe there are several offsets that have
held down the bullish forces like the fear of
recession, an actual recession in earnings,
the fact the Fed is still talking hawkish,
banking problems, etc. Stock market
valuation and high levels of debt warn me
of risks.

Above excerpted from: “Leaning
overweight but some offsets in the indicator
evidence” by Ned Davis, April 10, 2023
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Weighted unemployment rate down, confidence composite higher

Monthly Data 1995-01-31 to 2023-03-31

Room for optimism
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Improved picture of Misery Index breadth R A
P P \ A more negative picture is provided by
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Glossary of terms

Asset Allocation: Ned Davis Research, Inc. constrains the recommended equity weighting (which can theoretically range from zero to 100%)
to be limited to a minimum of 40% stocks and a maximum of 70% stocks. Due to the constraint on equity weighting, the combination of bonds
and cash can be weighted no greater than 60% and no less than 30% in NDR’s recommendations. The benchmark for bond allocation is 35%
and for cash is 10%.

Benchmark Duration: The most commonly used measure of bond risk, quantifies the effect of changes in interest rates on the price of a bond
or bond portfolio. The longer the duration, the more sensitive the bond or portfolio should be to changes in interest rates. Point of reference for
a measurement.

Beta: A number describing the relation of an investment return with that of the financial market as a whole. Numbers greater than one suggest
an investment will increase more than the broad market when it is rising, and have greater declines when the market is falling.

Breadth: A technical term used to demonstrate how broadly a market is moving.

Capital Market: Is a market for securities (debt or equity), where business enterprises (companies) and governments can raise long-term
funds.

Commercial Mortgage-Backed Securities (CMBS): A type of mortgage-backed security backed by commercial mortgages rather than
residential mortgages. When compared to a residential mortgage-backed security, a CMBS provides a lower degree of prepayment risk
because commercial mortgages are most often set for a fixed term.

Core Inflation: Is a measure of inflation which excludes certain items that face volatile price movements, notably: food and energy.

Cyclical Bear: Cyclical swings in the market can last from several months to a few years, and are designed to be in line with the primary trend.
A cyclical bear market is a cyclical swing when the market is in a downtrend.

Cyclical Bull: Cyclical swings in the market can last from several months to a few years, and are designed to be in line with the primary trend.
A cyclical bull market is a cyclical swing when the market is in an uptrend.

Deflation: Is a slight decrease in the general price level of goods and services. Deflation occurs when the annual inflation rate falls but stays
above 0%.

Demographics: Studies of population based on factors such as age, race, sex, economic status, level of education, income level, and
employment.

Echo Bull/Bear: An echo bear market is a shallower correction which occurs in the equity market that does not coincide with an economic
recession. An echo bull market is one that follows and echo bear market.

European Central Bank (ECB): Is the institution of the European Union (EU) which administers the monetary policy of the EU Eurozone
member states. It is thus one of the world’s most important central banks. The bank was established by the Treaty of Amsterdam in 1998, and
is headquartered in Frankfurt, Germany.

Eurozone/European Union: s an economic and monetary union (EMU) of the European Union (EU) member states which have adopted
the euro currency as their sole legal tender. It currently consists of Austria, Belgium, Cyprus, Finland, France, Germany, Greece, Ireland, Italy,
Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia, and Spain.
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Glossary of terms

Federal Open Market Committee (FOMC): A component of the Federal Reserve System, is charged under United States law with overseeing
the nation’s open market operations. It is the Federal Reserve committee that makes key decisions about interest rates and the growth of the
United States money supply.

Gross Domestic Product (GDP): The total output of goods and services produced in a given country during a given period.

Lagging Indicator: An economic factor that changes after the economy has already begun to follow a particular pattern or trend; used to
confirm long-term trends.

Leading Indicator: An economic factor that changes before the economy starts to follow a particular pattern or trend; used to predict changes
in the economy.

Median P/E: Numeric value separating the higher half of a sample, a population, or a probability distribution, from the lower half. This is the
middle price-to-earnings ratio of a series.

Mortgage-Backed Securities (MBS): A type of asset-backed security that is secured by a mortgage or collection of mortgages. These
securities must also be grouped in one of the top two ratings as determined by an accredited credit rating agency.

MSCI Emerging Market Index: An index developed by Morgan Stanley Capital International, Inc. (MSCI) as an equity benchmark for emerging
market stock performance. It is a capitalization-weighted index that aims to capture 85% of publicly available total market capitalization.
Component companies are adjusted for available float.
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For global asset allocation, NDR recommends an overweight
allocation to stocks and underweight allocations to bonds and
cash. Our recommendations are in-line with our Global
Balanced Account Model.

Equity Allocation

U.S. | Our US. asset allocation recommendation is 60% stocks
(5% overweight), 35% bonds (marketweight), and 5% cash (5%
underweight). On an absolute, basis we are marketweight the
S&P 500. Macro and earnings concerns are offset by extreme
pessimism and technical improvements. We favor large-caps

over small-caps and are neutral on Growth versus Value.

INTERNATIONAL | We are overweight United States and
Europe ex. UK, marketweight Japan, and underweight on all

other regions.

Macro

ECONOMY | The global economy is in a sustained slowdown
due to waning monetary and fiscal support, stubbornly high
inflation, and rising geopolitical risk. While the slowdown
remains moderate, the risk of severe recession increases in
2023. Global inflation pressures are easing but will remain

historically elevated in the foreseeable future.

FIXED INCOME | We raised our bond exposure to 110% of
benchmark duration. We are neutral on the yield curve. We are
overweight Treasurys and MBS and underweight high yield,
ABS and TIPS. We are marketweight everything else.

GOLD | We are currently bullish.

DOLLAR | We are bearish due to worsening momentum and

model readings.
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NDR HOUSE VIEWS (Updated April 6,2023)

Economic Summary April 17,2023

Near term activity: @ Accelerating @ Neutral @ Decelerating

TN TN M

Global Economy U.S. Economy U.S. Inflation
2.4%) (-05% - 05%) (30% - 35%)

Economic gauges reflect changes in near-term economic activity. Numbers in parenthesis
refer to NDR 2023 forecasts.

Global Asset Allocation

@ Overweight @ Marketweight @ Underweight

@®  Stocks (65%)
o

® Bonds (30%) | Cash (5%)
Benchmark: Stocks (55%), Bonds (35%), Cash (10%)

Equities — Regional Relative Allocation
®  United States (64%) | Europe ex. UK. (16%)
® Japan (6%)

®  Emerging Markets (8%) | UK. (2%) | Pacific ex Japan (2%) |
Canada (2%)

Benchmark — U.S. (61.3%), Europe ex. UK. (12%), Emerging Markets (111%), Japan (6.4%),
UK. (88%), Pacific ex. Japan (31%), Canada (31%)

Global Bond Allocation
® US (60%)
® Europe (25%) | UK. (5%)
® Japan (10%)
Benchmark: US. (65%), Europe (26%), Japan (14%), UK. (6%)

U.S. Allocation
®  Stocks (60%) | Large-Cap
@® Bonds (35%) | Mid-Cap | Growth | Value
® Cash (5%) | Small-Cap
Benchmark: Stocks (55%), Bonds (85%), Cash (10%)
Sectors
@® Technology (30%)
®  Real Estate (1%)

Benchmark: Technology (26.7%), Health Care (14.5%), Financials (10.8%), Communica-
tion Services (85%), Consumer Discretionary (11.3%), Consumer Staples (7.4%),
Industrials (81%), Energy (4.6%), Utilities (2.9%), Real Estate (2.7%), Materials (2.6%)

U.S. Bonds — 110% of Benchmark Duration
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See the signals.™

Founded in 1980, Ned Davis Research Group is a leading independent
research firm with clients around the globe. With a range of products
and services utilizing a 360° methodology, we deliver award-winning
solutions to the world's leading investment management companies.
Our clients include professionals from global investment firms,
banks, insurance companies, mutual funds, hedge funds, pension [T TING

and endowment funds, and registered investment advisors.

SENTIMENT

Important Information and Disclaimers

NDR (Ned Davis Research) uses the weight of the evidence and a 360-degree approach to build up to market
insights. When we say “evidence,” we mean processing millions of data series to fuel a historical perspective, build
proprietary indicators and models, and calm investors in a world full of bull/bear news hype and hysteria. We believe
that no client is too big or too small to benefit from NDR’s insights.

The data and analysis contained in NDR's publications are provided “as is” and without warranty of any kind, either
expressed or implied. The information is based on data believed to be reliable, but it is not guaranteed. NDR
DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY, SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.

NDR's reports reflect opinions of our analysts as of the date of each report, and they will not necessarily be updated
as views or information change. All opinions expressed therein are subject to change without notice, and you should
always obtain current information and perform due diligence before trading. NDR or its affiliated companies or their
respective shareholders, directors, officers and/or employees, may have long or short positions in the securities
discussed in NDR'’s publications and may purchase or sell such securities without notice.

NDR uses and has historically used various methods to evaluate investments which may, at times, produce
contradictory recommendations with respect to the same securities. When evaluating the results of prior NDR
recommendations or NDR performance rankings, one should also consider that NDR may modify the methods
it uses to evaluate investment opportunities from time to time, that model results do not impute or show
the compounded adverse effect of transaction costs or management fees or reflect actual investment
results, that other less successful recommendations made by NDR are not included with these model
performance reports, that some model results do not reflect actual historical recommendations, and that
investment models are ily constr d with the benefit of hindsight. Unless specifically noted on
a chart, report, or other device, all performance measures are purely hypothetical, and are the results of
back-tested methodologies using data and analysis over time periods that pre-dated the creation of the
analysis and do not reflect tax consequences, execution, commissions, and other trading costs. For these
and for many other reasons, the performance of NDR’s past recommendations and model results are not a
guarantee of future results.

Using any graph, chart, formula, model, or other device to assist in deciding which securities to trade or when to
trade them presents many difficulties and their effectiveness has significant limitations, including that prior patterns
may not repeat themselves continuously or on any particular occasion. In addition, market participants using such
devices can impact the market in a way that changes the effectiveness of such devices. NDR believes no individual
graph, chart, formula, model, or other device should be used as the sole basis for any investment decision and
suggests that all market participants consider differing viewpoints and use a weight of the evidence approach that
fits their investment needs. Any particular piece of content or commentary may or may not be representative of the
NDR House View, and may not align with any of the other content or commentary that is provided in the service.
Performance measures on any chart or report are not intended to represent the performance of an investment
account or portfolio, as some formulas or models may have superior or inferior results over differing time periods
based upon macro-economic or investment market regimes. NDR generally provides a full history of a formula
or model's hypothetical performance, which often reflects an “all in” investment of the represented market or
security during “buy”, “bullish”, or similar recommendations. This approach is not indicative of the intended usage
of the recommendation in a client’s portfolio, and for this reason NDR does not typically display returns as would
be commonly stated when reporting portfolio performance. Clients seeking the usage of any NDR content in a
simulated portfolio back-test should contact their account representative to discuss testing that NDR can perform
using the client’s specific risk tolerances, fees, and other constraints.

NDR'’s reports are not intended to be the primary basis for investment decisions and are not designed to meet
the particular investment needs of any investor. The reports do not address the suitability of any particular
investment for any particular investor. The reports do not address the tax consequences of securities, investments,
or strategies, and investors should consult their tax advisors before making investment decisions. Investors should
seek professional advice before making investment decisions. The reports are not an offer or the solicitation of an
offer to buy or to sell a security.

Further distribution prohibited without prior permission. Full terms of service, including copyrights, terms of use,

and disclaimers are available at https://www.ndrcom/web/ndr/terms-of-service. For data vendor disclaimers, refer to
www.ndr.com/vendorinfo.
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