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Recession Watch-Revisited

Despite historically high inflation, a very hawkish Fed, still
snarled supply chains and the awful events in Eastern 10-Year Treasury Constant Maturity Minus 3-Month Treasury Constant Maturity
Europe, we remained more optimistic than not on the US 5
economy as we moved through 2022, a point of view that
we think has largely been proven correct (we recognize GDP
contracted by 1.1% during the first half of 2022,

but GDP expanded by 2.9% in Q3, and the economy is
heading into year-end on reasonably solid footing). 3
That said, six weeks ago we published a Weekly Wire titled
“Recession Watch,” making the case that an economic 5
downturn had become more likely. To back up just a bit, we
know that an inverted yield curve is a historic harbinger of a
US recession. That said, we don't think all parts of the curve 1
are created equally when it comes to their predictive power.
More specifically, into late October, the US 2 Year Note to
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Percent

US 10 Year Note part of the yield curve had been inverted
for some time but the US 3 Month Bill to US 10 Year Note
part of the curve (which for our money is the most
important part of the curve from an economic forecasting 1985 1990 1995 2000 2005 2010 2015 2020
perspective) had not inverted. Then, in late October, the US

3 Month Bill to US 10 Year Note part of the curve did invert,

and we took pen to paper on our “Recession Watch” note.

Stocks, bonds, and commodities (12/9/2022) Treasury rates (12/9/2022) Weekly reports
Well, as we move into mid-December, the US 3 Month 3 :
I ! Security name  Last TD chg YTD chg 12moch i This week (12/12/2022)

Bill to US 10 Year Note part of the curve is upside down S&P St)yo Q s g & Frice R ——
by app'rox?mately 85bps, j[he most ever.(see graph). A US MSCI AC 100.0 / 0.00 SuEliess el
rece'ssu')n is noF pre-qrdamed, but the yield curve and other World ex USA 101.0 / 0.00 e Nov CPI NSA Y/Y
key indicators, including money supply and The Conference MSCI EAFE
Board Leading E icInd inti i i 100.1 7 0.00

g Economic Index, point in that direction. MSCI EM Week of 12/5/2022
While we are cautious on the outlook for the economy next Bloomberg 101.0 / 0.00 o Nov PPl NSA Y/Y 7.4%
year, we are optimisFic Qn the o'utlook for U$ stocks and Barclays US Agg 90.15 1042/ 0.00 o e Ui Seriima
bonds next year, believing sentiment, valuation and a more Crude Oil WTI NSA 59.1

dovish policy posture at the Fed should support higher Natural Gas 108.0 / 0.00
prices for both asset classes as we move through 2023.

Source: Federal Reserve Bank of St. Louis
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Global stocks added to their recent rally in November, as intermediate-to-long-term interest rates declined significantly. The Federal Reserve raised their key short-term interest rate by 75-basis points for
the 4th consecutive time. However, shortly after the FOMC meeting we learned that the y/y increase in the Consumer Price Index (CPI) decelerated for the fourth consecutive month and came in softer than
expectations. This marked a near-term peak in long-term bond yields, and the reversal led to a significant rally in risk assets. US midterm elections led to some short-term uncertainty but proved to be virtually
a non-event as the market accepted a split government. Nonfarm payrolls, retail sales, new and existing home sales, and consumer sentiment all came in above expectations for the month. This positive
economic data coupled with somewhat softer Federal Reserve rhetoric throughout the month led the market to assign a greater probability to the potential for a soft landing. Negative year-over-year growth
was expected for third quarter corporate earnings; however, earnings managed to settle at a positive growth rate and exceed expectations. While broad commodity prices rose slightly during the month, the
price of oil and its distillates like gasoline continue to decline. Coupling this with recent drops in mortgage rates has helped to buoy consumer sentiment somewhat. Looking forward, both stock and bond
markets have become more attractive this year. While risks of policy mistakes and recession remain, today’s market environment is presenting longer-term opportunities across multiple asset classes.

SHORT-TERM FACTORS (< 6 months)

CHANGE NEGATIVE POSITIVE

Momentum () Solid gains in November build on October’s rally, but y/y returns remain negative
Trend - Major indices have moved above both short-term and long-term moving averages
Investor sentiment o Survey data is off of extremes, but contrarian view still indicates positive returns going forward
Seasonality () Markets are in the strongest seasonal period of the year, particularly following midterm elections

INTERMEDIATE-TERM FACTORS (6-36 months)

CHANGE NEGATIVE POSITIVE

Fiscal policy Split government unlikely to pass any meaningful legislation, particularly in the near-term

Monetary policy ([ ) Indications point towards the pace of rate hikes slowing in December, but still tightening
Inflation () Headline inflation has moderated, buty/y price increases remain at elevated levels
Interest rate environment () Longer-term rates declined significantly in December, but curve remains deeply inverted
Macroeconomic Economic data continue to show mixed signals, with labor market and consumer spending resilient
Business sentiment () Business confidence measures remain subdued with elevated inflation as a primary driver
Consumer sentiment o Consumer sentiment has rebounded over the past few months but remains depressed
Corporate earnings Earnings growth and surprises are below average, but Q3 earnings managed to deliver y/y growth
Credit environment () Level of credit spreads at or below long-term averages, defaults remain low, credit conditions modest

LONG-TERM FACTORS (36+ months)

Valuation U.S. equity valuations near long-term averages; overseas markets below average valuations
Business cycle Revised Q3 GDP shows moderate growth, avoiding near-term recession risk
Demographics Emerging markets possess more favorable trends overall than developed markets

For informational purposes only. Indices are unmanaged, and an investor cannot invest directly in an index. Source: Brinker Capital. Information is accurate as of December 5, 2022. Themes and specific funds utilized to implement
themes are discussed within the context of Brinker Capital's managed asset allocations and are based on current market conditions and constitute Brinker Capital's judgment and opinions, which are subject to change without notice.
Past performance does not guarantee future results. Statements referring to future actions or events, such as the future financial performance of certain asset classes or market segments, are based on the current expectations
and projections about future events provided by various sources, including Brinker Capital's Investment Management Group. These statements are not guarantees of future performance and actual events may differ materially from
those discussed. MSCI AC World ex US Growth: An index made up of approximately the top 50% of the MSCI AC World ex US Index as composite ranked by five growth rates. This is a common proxy used to represent the growth
segment of the developed international market. MSCI EAFE Index: A market-capitalized weighted index representing developed international equity markets located in Europe, Australia, Asia and Far East (EAFE). S&P 500 Index: An
index consisting of 500 stocks chosen for market size, liquidity and industry grouping, among other factors. The S&P 500 is designed to be a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics of the
large-cap universe. Companies included in the Index are selected by the S&P Index Committee, a team of analysts and economists at Standard & Poor’s. Barclays US Aggregate Index: A market capitalization-weighed index, maintained
by Barclays Capital, and is often used to represent investment grade bonds being traded in the US. MSCI Emerging Markets: a float-adjusted market capitalization index representing 13% of global market capitalization. Captures mid
and large cap across more than two dozen emerging market countries. Brinker Capital Investments, LLC a registered investment advisor.
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