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Executive Summary

> Inflation expectations and break-evens are converging towards Fed’s long run target

» Futures indicate Fed funds rate to reach over 5% by mid-year, in sync with Fed forecasts
»Post Powell's February 1 presser, Fed has finally convinced fixed income markets of its intentions to continue raising rates
»Post February 1, 1-year and 2-year rates have moved higher by 35bps and 50bps respectively
»Fed futures markets are now pricing in rate hikes that exceed the Fed’s own forecasts

» Fed funds rate above Core PCE for first time since inflation surge began post covid

» Long bond yields priced at recessionary levels offering moderate to less than fair value
» Strong recession indicator — inverted yield curve between 3s/10s - began signalling in October 2022

> Quarterly earnings are negative for Q4 2022 and forecast to contract again in Q1 2023 and Q2 2023
> Asset Class Valuations — TINA is no more with 5% Fed funds rate looming
» S&P 500 likely over-priced for a soft landing, difficult risk reward versus both short and long rates

» Additional Portfolio Considerations: Gold, International, Growth Value, Small Cap, Volatility
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Rates and Credit
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/ » Inflation forecasters largely believe the Fed and expect inflation levels to return to target within 1 year.

» Inflation expectations 1Yr forward are at 2.6% and 2Yr forward at 2.4%.

+ Breakeven inflation levels 5 and 10 years forward are at 2.5% and 2.4%, respectively, though have risen in the last few weeks.
* The Fed forecasts for core PCE are 3.5% for 2023, 2.5% for 2024 and returning to 2.1%, its long run target, by 2025.
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/ ¢ Markets have Spent the last several months FED FUND FUTURES - FORWARD CURVE
not believing the Fed and its forecasts. The FEBRYARY 17, 2023

Fed, in Dec/22, in its most recent summary
of economic projections, indicated a

terminal level near 5% by year end 2023. : /‘E\ﬂ—ﬁ_ﬂ_ﬁ__‘m
gs | ~ 1=

pricing in rate reductions and a pivot by

* Over the past two months, investors were ' /.m_fm
H2/23 ‘ //m

=Fed Funds Estimate - Probability Weighted

* Today participants are forecasting rate hikes 12—
in tandem with Fed forecasts and Fed '
rhetoric - pricing in rates above 5% by June
‘23 and expecting those levels to persist §39]
towards year end.

* Beaware, Fed will likely pivot quickly away ' Nov  Dec. 2023 Feb Mar** Apr May** Jun** Jul** Aug
.. actual) (actual) (actual) (actual)
similar to Q4 2018 reversal from ‘we are on il ab i

\ autopilot autopilot’. ** indicate Fed meeting during month /
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Fed funds rate above Core PCE for first time since inflation surge bega

/ * Fed funds rate now yielding 4.625% versus Core PCE, the Fed'’s preferred measure, at 4.4%.
» Fed funds rate is still lagging Core CPI which is running at 5.6% and Headline CPI at 6.4%, the real measure for U.S. households.
* Fed will need clear evidence of Headline CPI falling and remaining below the Fed funds rates prior to any rate reduction cycle.
* Long term break evens indicate rates above the Fed’s long run target of 2% - but seem to indicate minimal risks of stagflation or stop
and go economic growth.

U.S. Federal Funds Rate - Where is the Terminal Rate ?

CPIl Core Jan, 5.6%

CPIl Headline Jan, PCE Core Dec,
6.4% 4.4%

—

10Yr Breakeven
Inflation Rate -
2033, 2.4%

5Yr Breakeven
Inflation Rate -
2028, 2.5%

® CPl Headline Jan = CPlCore Jan * PCE Core Dec - S5Yr Breakeven Inflation Rate - 2028 10Yr Breakeven Iinflation Rate - 2033

Source: U.S. Bureau of Labor Statistics for inflation, Federal Reserve Bank of
Atlanta, FRED and Factset for yields and breakevens. February 17, 2023
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Long bond yields priced at recessionary levels offering moderate to less't

/ * U.S. 10 Year Treasury yields have risen from 3.5% towards 3.8% in tandem with higher expectations for the Fed funds rate.
* The current yield curve inversion, (as measured by the U.S. 10 Year Treasury minus the U.S. 3 Month Treasury), is most inverted in
more than 45 years. Strong recession indicator began signalling since October 2022.
* Long bond investors seem to be pricing in a fast victory over inflation commensurate with an economic recession.
* U.S. 10 Year Treasury real yields, based on 5 year breakeven inflation rate are near 120bps above inflation and based on 10 year
breakeven inflation rates near 130bps above inflation. In a higher inflation environment, real yields above 150 bps and closer to 200bps
provide better risk reward and are closer to long run averages, though last cycle real yields were rarely above 100bps.
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Source: Federal Reserve Bank of Atlanta, FRED, February 17, 2023
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Quarterly earnings are negative for Q4 2022 and forecast to contract again i

s
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For Q4 2022, SP500 earnings are seen
contracting -3% and again by -5% in Q1
2023 and by -3% in Q2. Analyst forecast
strong growth in Q4, expecting H2 to
propel CY 23 earnings towards a 2%
gain for the year.

An earnings reacceleration in the face of
rising rates and a slowing economy
seems unlikely. Though a lower USD by
Q4 23 will add currency gains (+5%) for
multinationals

For many firms, Fed policy of lowering
inflation will transmit via weaker pricing
power and falling marqins, most likely
leading to lower earnings. This remains
a key concern for equity investors for the
remainder of this year.
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«  With U.S. 3 month to 12 month Treasury Bill yielding 4.8% to 5%, TINA is no more.

« PE multiples near 18x are priced for ‘no landing’ or immaculate disinflation which seems a low probability.
» Risk reward is against equities with S&P500 offering a historically low risk premium versus cash.

» Risk assets from equities to high yield bonds likely need to rerate lower given cash yields at 5%.

Asset Class Valuations: February 2023
Equities wvs. Bonds vs. Cash

S&P SO0 EARNINGS BONDS - INVESTMENT TREASURY - U.S. 10 CASH - U.sS. 3 MONTH
YIELD - 1 YR FORWARD GRADE - AAA YEAR T-BILL

Source:AK Global Investment Management, rates Factset and Federal
Reserve Economic Database, February 17, 2023
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/ « Since the market low in October, the SP500 has risen 16%, while earnings have turned negative, earnings growth estimates for CY 23

have been reduced to low single digits and the Fed has raised 150bps with expectations for more.

« This is the largest disconnect between market valuations and earnings and discount rates since the Fed began its tightening cycle.
* Market was pressured as long rates rose towards 4% in October 2022, earned a reprieve when 10 Year Treasuries fell back to 3.4%

and is now challenged by both short and long rates.

Market Scenarios for S&P SOO One Year Forward

3.5% US 10 Year Treasury

assuming a

-20%
/ -18.4% |

-25.4%

\ Source:AK Global Investment Management, based on consensus earnings

data quarterly and CY23/24 Factset | February 17, 2023 /
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Option markets see minimal concern with equity market va

/ * Current VIX level is near 19, spot on the long-term average.
* While options markets may have changed their stripes with a significant increase in the creation and trading of short term volatility
instruments, volatility may be under priced at this levels given the equity valuations or may be subject to more pronounced swings given
the higher ratio of short dated instruments

$VIX Volatilty Index - New Methodology INDX @ StockCharts.com
17-Feb-2023 Open 21.66 High 2162 Low 15.11 Close 20.02 Chg -0.51(-2.48%) v
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Source: Chart courtesy of Stock Charts, options source Bloomberg, Bianco
Research | February 17, 2023
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Gold, near all time highs, seems priced for stagflation given risin

/ + Gold, left to play second fiddle to crypto over the past several years, may have regained its footing.
« Even with rising cash rates in the near term, Gold could act as a portfolio offset to Fed policy error or as an offset to stop and go

inflation.
» Geopolitical backdrop provides further support.

$GOLD Gold - Continuous Contract (EOD) CME @ StockCharts.com
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\ Source: Chart courtesy of Stock Charts | February 17, 2023
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* U.S. outperformance of 212% over last 15 years similar to 220% outperformance from 1995-2000

« MSCI EAFE trades at its largest PE discount to the SP500 in almost 20 years.

+ MSCI EAFE dividend yield differential near highest in 20 years

+ MSCI EAFE holdings skew towards Materials and Financials versus SP500 significant skew towards Technology.

* U.S. under performance going forward likely requires period of outperformance from global energy and commodities.

$SPX:$MSEAFE S&P S00 Large Cap IndexMSCl EAFE Index (EOD) INDX @® StockCharts.com
21-Feb-2023 Open 126 High 199 Low 194 Close 1.95 Chg -0.01 (-0.36%) v
— $SPY:FMSEAFE (Weekly) 1.95 (17 Feb)
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\ Source: Chart courtesy of Stock Charts JPMorgan data on PE, dividend yield
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Long period of outperformance for Growth over Value may h

/ * Growth stocks (23x PE) are at a moderate premium to Value (15x PE) versus historic ratios
» Operating margins for growth and value stocks are in line with historic ratios.
+ Skew in Growth Index towards top 6 names (AAPL, MSFT, AMZN, TSLA, NVDA, GOOGL) weighted at 33% makes relationship less

stable.

IWF:IWD iShares Russell 1000 Growth ETF/iShares Russell 1000 Value ETF NYSE @ StockCharts.com
17-Feb-2023 Open 1.42 High 1.52 Low 1.47 Close 1.42 Volume 1 Chg +0.01 (+0.45%) a
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\ Source: Chart courtesy of Stock Charts
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Large cap usually outperforms Small cap prior to economic Sic

/ » Significant large cap outperformance versus Small cap in 2020, reversed heading into 2021.
» Operating margins are within historic ranges, however, small cap margins are much more sensitive to slowing economic conditions.

$SPX:$SML S&P 500 Large Cap Index/S&P 600 Small Cap Incex INDX @ StockCharts.com
17-Feb-2023 Open .19 High 2.24 Low 2.16 Close 2.18 Volume 5 Chg -0.05 (-1.60%)w
— $SPX:$SML (Weekly) 3.18 (17 Feb)
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\ Source: Chart courtesy of Stock Charts
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Arun Kaul, CFA

-

President and Chief Investment Officer, Boutique CIO
Chief Investment Officer, C8 USA

Arun Kaul, CFA, President, and Chief Investment Officer. Mr. Kaul is responsible for managing the firm and leading the portfolio
management team. Mr. Kaul brings almost 30 years of industry experience.

Prior to founding Boutique CIO, Mr. Kaul was Chief Investment Strategist for a $4Bil bank-owned Chicago based advisory firm providing
OCIO solutions for community banks and private clients, President and Chief Investment Officer for a $2Bil Boca Raton based advisory
and consultancy firm providing customized investment solutions to high net worth individuals and Co-Chief Investment Officer for a half
a billion-dollar investment management firm and hedge fund responsible for all aspects of portfolio management, research, and
technology development.

Mr. Kaul has extensive experience researching and managing equity, fixed income, long-short equity, high-frequency trading, hedging,
and options strategy. He also has deep experience as a manager of managers and has directly interviewed, performed due diligence,
and vetted hundreds of managers covering equity, fixed income, real estate, private equity, and hedge fund strategies.

He has worked extensively with private clients, ultra-high net worth individuals, family offices, financial advisors, planners, and
institutions delivering broad investment management expertise. A key focus has been on providing customized and bespoke solutions
to all client segments. Mr. Kaul is a frequent speaker at industry conferences, universities, and corporate events has written for various
trade magazines, taught finance within the California State University system, and mentored numerous graduates and interns through
the firm’s Internship Program.
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Disclosures

-

This document is a general communication being provided for informational purposes only. It is educational in nature and not designed to be as advice or a
recommendation for any specific investment product, strategy, plan feature or other use.

All examples used are generic, hypothetical and for illustration purposes only. This material does not contain sufficient information to support an investment
decision and it should not be relied upon by you in evaluating the merits of investing in any securities or products.

All users should make an independent assessment of the legal, regulatory, tax, credit, and accounting implications and determine, together with their own
professional advisers, if any investment mentioned herein is believed to be suitable to their personal goals.

Investors should ensure that they obtain all available relevant information before making any investment. Any forecasts, figures, opinions or investment
techniques and strategies in this document are for information purposes only and are based on assumptions and current market conditions and are subject to
and will change without prior notice.

No warranty of accuracy is given and no liability in respect of any error or omission is accepted relating to any information within this document. Investment
involves risks, the value of investments and the income from them may fluctuate in accordance with market conditions. With any investment, investors may not
get back the full amount invested. Past performance is not indicative of future results. Current yields are not indicative of future results.

Copyright 2023 AK Global Investment Management DBA Boutique CIO. All rights reserved. This document may not be printed or reproduced without the written
consent of AK Global Investment Management, LLC.
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