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Outlook Summary

Market Valuation:

* US equity market is still historically expensive and the dividend yield is low relative to bonds

* US Treasury yields are off recent highs but remain well above average levels for the past 15 years

* Credit compensation has improved but remains below levels typically seen in recessionary environments

* Alternatives mixed — gold, energy positive, real estate problematic (debt dependent)

Economic Fundamentals:

* Recession likelihood high in the near term

* Inflation past peak, rate increases nearing the end but persistent inflation levels constrains Fed’s ability to ease policy in response to
economic weakness

* Banking sector — credit cycle to weaken

* Geopolitical issues and de-globalization

* Investment Strategy/Portfolio Positioning:
* Very active Q1 trading interest rate exposures
* Looking for opportunities in the spread sectors
* Credit/Equites to underperform in a more volatile and recessionary environment on a 12-month horizon
* Will look to reallocate when valuations are more reasonable, or fundamentals compel an allocation change
* Select exposures to low Beta, high dividend, stable business and thematic equites

* Debt encumbrances, financial and global instability could benefit gold
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Market Performance

Markets have been quite
volatile over the past 15
months. Energy has
been a top performer
with gains driven in early
2022 following Russian
sanctions. Gold has
performed well despite
real interest rates moving
sharply higher. Bonds
suffered their worst
decline ever last year, but
still outperformed equity
markets. We anticipate
continued
outperformance from

bonds in 2023.

® SPDR® Gold Shares Price % Change

© Bloomberg US Aggregate Level % Change

® S&P 500 Total Return Level % Change

© Energy Select Sector SPDR® ETF Price % Change
® Invesco QQQ Trust Price % Change

® Russell 2000 Level % Change
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Aggregate Equity Valuations Still Very High

While markets remain
well below their high
points reached in late
2021, overall equity
values remain
historically high at 145%
of GDP, slightly higher
than their peak at the
top of tech bubble in
early 2000 and well
above the long-term
average of abut 85% of
GDP. Substantial room
for further normalization

remains.

US Total Market Capitalization as % of GDP
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PE Ratio at a Historically High Level

A similar but different
valuation measure is the
Shiller P/E ratio which
looks at price relative to
average trailing earnings.
Prior to last year’s
decline, the P/E ratio had
reached its highest levels
since the peak of the
tech bubble. This
measure is not quite as
extreme as market cap to
GDP. Record profit
margins that have
exaggerated profits as a
share of GDP relative to

historical norms.

S&P 500 Shiller CAPE Ratio (1:SP500CAP)
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Equity Dividend Income Low vs. Treasury Yields

Equity valuation metrics o 5 Year Treasury Rate

© S&P 500 Dividend Yield
moved well above

historic norms over the
past decade in large
part because dividend
yields looked attractive
relative to bonds. That

situation changed last

year with the sharp

2005 010 2015 2020
® 5Year Treasury Rate - S&P 500 Dividend Yield
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Credit Attractiveness Improving But Still Not Compelling

Corporate credit
spreads widened
moderately last year,
leading corporate
bonds to
underperform
Treasuries. Further
spread widening is
likely this year, and if it
occurs will provide an
opportunity to
reallocate a portion of
Treasury exposure to
the corporate market
and other spread
sectors to enhance

returns.

Credit Compensation Below Prior Recession Levels

® US Corporate Master Option-Adjusted Spread
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Date Range: 12/31/1996 - 03/20/2023
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Real Bond Yields Are The Best in a Decade, Still Not Great

10 Year Treasury

) 10 Year Real Treasury Rate (1:10YRTR)
yields rose from

1.52% to a peak of

4.25% last year as

. . 2.40%
inflation accelerated

and the Fed
responded by raising
policy rates. Real
interest rates

(interest rates less
0.00%
expected inflation)

now sit at post-

financial crisis highs
1.20%

and offer reasonable 2005 2010 2015 2020

Date Range: 01/02/2003 - 03/17/2023
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Inflation Expectations Down But Still Above Fed’s Objective Level

Inflation spiked to its

# 7-Year Breakeven Inflation Rate
highest levels since the @ US One-Year Ahead Inflation Expectations

1980s last year. In

recent months both

short-term inflation 5.00%
expectations and

longer-term inflation

breakeven rates have

come down, though

both remain above

policy objectives and 0.00%
will act as a constraint

of the Fed'’s ability to

quickly back-off its 2.50%

2005 2010 2015 2020
tightening regime.
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Recession Likelihood The Highest Since The 1982 Recession

The aggressive
tightening cycle by the
Fed over the past year
has led to the steepest
inversion of the yield
curve since the early
1980s when the
economy experience
one of the deepest
recessions of the post-
war era. This recession
probability model
based on the yield
curve suggests a high
likelihood of recession
over the next 12

months.

Recession Probability Model Has Never Had A Reading This High Without a Recession Occurring or Following

= S Recession Probability
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Housing Affordability At Lowest Level In The Last 30 years

The housing sector is i . ) . »
High Home Prices and Mortgage Rates Have Led to a Plunge in Housing Affordability

one of the most interest
® Us Fixed Housing Affordability Index

rate sensitive sectors of
the economy, and the
housing sector has
200.00
slowed sharply in
response to weakened
affordability associated
150.00
with the higher interest
rate environment today.
Housing tends to lead TYRT)
the broader business
cycle and suggests
housing activity will 50.00
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remain a source of
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Consumer Confidence Depressed Despite Low Unemployment

Consumer confidence Consumer Confidence Very Weak Given the Strength in Labor Demand and Asset Markets
fell sharply last year as ® US Index of Consumer Sentiment

inflation accelerated.
It remains depressed

today despite the

100,00
apparent strength in
the labor market.
Labor markets are 9000
likely to weaken over
the balance of the
year, which is likely to e
weigh on any
improvement in
confidence. a0.00
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Date Range: 11/30/1952 - 03/31/2023
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US Has Never Been More Indebted

Federal debt levels are
now approximately $10
trillion higher than was
the case before the
pandemic. Federal debt
(not including unfunded
entitlements) sits at a
record 120% of GDP and
is poised to continue
rising. This is a source of
potential instability for
the markets and a long-
term risk for the real
value of debt securities

and value of the dollar.

US Public Debt Outstanding (I:USPDO)
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Contact Information

Keith Hembre, CFA
Chief Investment Officer
khembre@liniam.com
612-760-2484

Mark Austin

Chief Executive Officer
maustin@liniam.com
612-760-2454

THIS PRESENTATION (THE "PRESENTATION") HAS BEEN PREPARED SOLELY FOR INFORMATION PURPOSES AND IS NOT INTENDED TO BE AN OFFER
OR SOLICITATION AND IS BEING FURNISHED SOLELY FOR USE BY PROSPECTIVE CLIENTS IN CONSIDERING LINIAM CAPITAL (“LINIAM" OR THE
"COMPANY") AS THEIR INVESTMENT ADVISOR. THE FOLLOWING PAGES INCLUDE ILLUSTRATIONS OF RETURNS FOR THE TYPES OF PORTFOLIOS WE
DESIGN FOR CLIENTS. THE INFORMATION CONTAINED HEREIN HAS BEEN PREPARED TO ASSIST INTERESTED PARTIES IN MAKING THEIR OWN
EVALUATION OF LINIAM AND DOES NOT PURPORT TO CONTAIN ALL OF THE INFORMATION THAT A PROSPECTIVE CLIENT MAY DESIRE. IN ALL CASES,
INTERESTED PARTIES SHOULD CONDUCT THEIR OWN INVESTIGATION AND ANALYSIS OF LINIAM AND THE DATA SET FORTH IN THIS PRESENTATION.
FOR A FULL DESCRIPTION OF LINIAM’S ADVISORY SERVICES AND FEES, PLEASE REFER TO OUR FORM ADV PART 2 DISCLOSURE BROCHURE AVAILABLE
BY REQUEST OR AT THE FOLLOWING WEBSITE: HTTP://WWW.ADVISERINFO.SEC.GOV/.

EACH RECIPIENT OF THIS PRESENTATION AGREES THAT ALL OF THE INFORMATION CONTAINED HEREIN IS CONFIDENTIAL, THAT THE RECIPIENT WILL
TREAT INFORMATION CONFIDENTIALLY, AND THAT THE RECIPIENT WILL NOT DIRECTLY OR INDIRECTLY DUPLICATE OR DISCLOSE THIS INFORMATION
WITHOUT THE PRIOR WRITTEN CONSENT OF LINIAM. RECIPIENTS WHO DO NOT DESIRE FURTHER INFORMATION AGREE TO RETURN THIS MATERIAL
PROMPTLY TO THE COMPANY.
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