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Fed Faces 40-Year Fast Inflation, 50-Year Low Unemployment

Fed’s Powell: “Picture Is Plain to See: The Labor Market Is Extremely Tight...Inflation is Much Too High”
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2Q GDP Declines as Inflation Overwhelms and Higher Rates Take a Toll

Real GDP Growth (QoQ, SAAR, Percent)
15

10

-5.1

-10
2018 2019 2020 2021 2022

Page 3 Sources: Bureau of Economic Analysis, Stifel STIFEL ‘ EI;SS:aIPKAOaTISetS



2Q GDP Declines as Inflation Overwhelms and Higher Rates Take a Toll

Nominal GDP Growth (QoQ, SAAR, Percent)
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Inflation Erodes Strong Nominal Gains in Some Categories

Personal Consumption — Nominal Versus Real Government Consumption — Nominal Versus Real
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Interest Rate-Sensitive Categories Highlight Impact of Higher Rates

Personal Consumption — Durable Goods (QoQ, SAAR) Investment — Residential (qoQ, SAAR)
120% 80%
o,
100% 0%
80%
o)
60% 40%
40% 20%
[0)
20% 0%
0% :
-20% -20% 24" Worst Non-Pandemic
O Quarter Since Housing Crisis
-40% -40%
2018 2019 2020 2021 2022 2018 2019 2020 2021 2022
Investment — Business Equipment (Qoq, SAAR) Investment — Business Structures (QoQ, SAAR)
60% 30%
50% 20% ° Nominal
40% 10% | Y Real
30% 0%
20% - Rea. ‘. ;. e s Ty s e
0% -10%
10% 20%
0% et
_20N09
-10% 30%
-20% -40%
-30% . -50%
-40% -60%
2018 2019 2020 2021 2022 2018 2019 2020 2021 2022

Page 6 Sources: Bureau of Economic Analysis, Stifel STIFEL ‘ Elé(sgél{llfﬂoal?fets



Labor Market Hotter Than Expected Again in July

Monthly Nonfarm Payroll Growth vs Expected | Job Growth Outpaces Declining Expectations

1,200 - - 1,200
Total Nonfarm Payroll Growth
1,000 - e - 1,000
Expected (Bloomberg)
800 I 714 - 800
704 677 647 a8
600 - 557 504 528 | 600
. 447 424 398, 305 386 398 .
) 263
g 200 - - 200
2
=~ 0 - -0
M A M J J A S 0] N D J F M A M J J
Total Nonfarm Payrolls | Full Recovery of Lost Jobs 27 Months Later
155 152.504 152.536
150
145
140
135
. 130
S
£ 125
2018 2019 2020 2021 2022

Page 7 Sources: Bureau of Labor Statistics, Stifel STIFEL ‘ EI;SS[;FKAOaTISetS



Millions

Residual Damage to Labor Market Remains in Service Sector and Education

Service Sector Payrolls (change from February 2020)
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Unemployment Rate Now Below Pre-Pandemic Level

Unemployment Rate | Lowest Since 1969
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Traditional Metrics Show Increasingly Tighter Labor Supply

Measures of Underemployment and Long-Term Unemployed Back Near Historically Low Levels
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Imbalance Between Labor Demand and Labor Supply Biggest Post-Pandemic Challenge

Job Openings and Unemployed Persons

Unemployed Persons Per Job Opening
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Wave of Retirements Results in Loss of 2 Million Workers

Change in Number of Persons Not in Labor Force from February 2020
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Economic Imbalances Have Resulted in Inflation from Every Corner

Fed’s Preferred Core PCE and Drivers of Inflation
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Headline CPI Climbs at Fastest Rate Since 1981 | Nascent Evidence of Slowing in July

Headline and Core CPI (Year-over-Year)
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Food and Energy Prices Mixed in July | Energy Pulls Back While Food Continues Higher

Energy CPI
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Core Inflation Rises at Slowest Pace in 10 Months

Core Goods CPI
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Index

Reasons for Optimism - Commodity Prices Portend Easing of Some Cost Pressures

Raw Industrials Still Elevated but Decline 14% Oil Prices Still Elevated but Decline 29%
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Inflation’s Impact: Consumer Psyche

Consumer Confidence Regarding Buying Conditions for Big-Ticket Items

5 15%
4 n

3 10%

Real Personal Consumption

2 Year-over-Year, R-Axis
Al |
Al '
A' | A IJ AL i

“WMM M "i i » Ivan Ntﬂm’”"\“iﬂ!‘fw‘

" { i/ N MW‘”' VWA
| ' N\l ' f
V” : A/
, : \\ -5%
| Good Time to Buy Homes \

o
Good Time to Buy Appliances
Good Time to Buy Vehicles

o

1
[IEY

Std. Dev. From 40-Year Avg.

1
N

5 -10%
1978 1983 1988 1993 1998 2003 2008 2013 2018

Fixed Income

Page 18 Sources: University of Michigan, Bloomberg, BLS, Stifel STIFEL ‘ Capital Markets



Inflation’s Impact: Inflation Weighing on Economic Activity According to PMls

S&P Global Manufacturing PMls S&P Global Services PMIs
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Inflation’s Impact | Fed Hikes 225 Basis Points in 4 Months, Fastest Liftoff in 40 Years

Fed Funds Rate and FOMC Median Projections (by Meeting)
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Treasury Yields | Yields Shoot Higher as Inflation Proves Non-Transitory

Rate Cycle Moves into New Territory: Weighing the Risk of Recession Against the Durability of Inflation
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Percent

Treasury Yields | 10-Year Pivots While 2-Year Grinds Higher

Curve Inverts on Rising Inflation, Strong Labor Reports, Hawkish Fed Response, and Recession Fears
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Treasury Yields | Yield Curve Rapidly Inverts to Deepest Inversion Since 2000

2YR/10YR Spread Has Historically Been One of the Most Accurate Indicators of Economic Downturns
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Treasury Trends During Interest Rate Cycles | Modern Fed Era Cycles
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Treasury Trends During Interest Rate Cycles | 1978-1982 Cycles

2-Year Treasury, 10-Year Treasury, and Fed Funds
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Fed Communications / Projections Sufficient to Keep Market-Based Expectations Anchored

TIPS Implied Inflation Breakeven Rates | Expectations Decline Across Horizon
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Dollar Environment Materially Different Than Early-Seventies

Dollar up 15 Percent Year-over-Year As Fed Leads Other Central Banks in the Pace of Tightening
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Forward Rates Imply Goldilocks Scenario

Fed Funds Futures | 1H23 Peak Then Decline
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Forward Curve | Short-End Higher Before Dropping
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Lindsey Piegza, Ph.D., Chief Economist | Publish Date: August 2022

Annual Rate
Q12022 |1Q22022 | Q32022 | 042022 | 012023 | 022023 | Q32023 | Q42023 | Q12024 | Q22024 2022 2023 2024

Grbwth indicators

GDP, QoQ % -1.6% -0.9% -1.1% -2.1% -0.8% 0.3% 1.1% 0.9% 1.4% 1.8% -1.4% 0.4% 1.6%
Consumer Spending, % 1.8% 1.0% -0.6% -2.3% -0.8% 0.1% 1.5% 1.2% 1.5% 1.6% 0.0% 0.5% 1.6%
Fixed Investment, % 7.4% -3.9% -0.7% -0.5% -2.5% -1.3% -0.8% 0.0% 0.5% 0.8% 0.6% -1.1% 0.7%
Housing Starts, k, end of quarter, yr end 1,716 1,559 1,500 1,480 1,425 1,400 1,475 1,525 1,585 1,630 1,480 1,525 1,630
Unemployment Rate, %, qrt avg, yr end 3.8% 3.6% 3.9% 4.4% 4.8% 5.2% 5.8% 5.6% 5.5% 5.3% 4.4% 5.6% 5.3%
Nonfarm Payrolls, k, qrt avg, ann avg 398 372 250 150 -75 -50 100 150 200 225 293 31 213
nflaion ndicators, Yovse yrend e g
PCE 6.6% 6.8% 6.8% 5.7% 5.4% 4.5% 3.9% 3.5% 3.2% 3.0% 5.7% 3.5% 3.0%
Core PCE 5.2% 4.8% 5.2% 4.5% 4.0% 3.7% 3.5% 3.2% 3.0% 2.9% 4.5% 3.2% 2.9%
PPI 11.6% 11.3% 9.6% 8.8% 7.2% 6.5% 6.0% 4.8% 3.9% 3.2% 8.8% 4.8% 3.2%
Interest rate, %, end of quarter, yr end

FF 0.50 1.75 3.00 3.75 4.00 4.00 3.50 3.00 2.50 2.50 3.75 3.00 2.50
3month UST bills 0.50 1.67 3.10 3.80 4.05 4.00 3.40 2.90 2.45 2.40 3.80 2.90 2.40
2yr UST notes 2.34 2.96 3.20 4.00 4,25 4.00 3.25 3.00 2.40 2.40 4.00 3.00 2.40
5yr UST notes 2.46 3.04 3.05 2.85 2.75 2.70 2.65 2.50 2.30 2.30 2.85 2.50 2.30
10yr UST notes 2.34 3.02 2.90 2.70 2.70 2.65 2.60 2.45 2.25 2.20 2.70 2.45 2.20
30yr UST bonds 2.45 3.19 3.00 2.80 2.75 2.70 2.65 2.50 2.30 2.25 2.80 2.50 2.25
3mon to 2s spread bps 184 129 10 20 20 0 -15 10 -5 (1] 20 10 0
3mon to 10s Spread bps 185 135 -20 -110 -135 -135 -80 -45 -20 -20 -110 -45 -20
2s to 10s Spread bps 0 6 -30 -130 -155 -135 -65 -55 -15 -20 -130 -55 -20

Actual data in red (Source: Bloomberg) | GDP figures shown as annual change

With the onset of weakness increasingly apparent, yet prices still elevated beyond earlier expectations, the Fed will expectedly continue to move along a pathway to higher rates eventually surpassing earlier

forecasts and reaching a peak of near 4% early next year. As the Fed continues to focus on inflation, the short end of the curve will likely follow the upward trajectory of monetary policy. Meanwhile, the longer

end of the yield curve is likely to exhibit mounting downward momentum restrained by the prospect of ongoing — and compounding — negative activity as the Committee moves towards the terminal rate.

Only after inflation appears to be tamed will the Fed begin to loosen policy, likely mid-2023. Coupled with sustained positive growth returning to the domestic economy, potentially as early as next year, shorter

rates will expectedly subside, easing the curve inversion with steepness slow to return until late 2024 or until domestic activity can surpass a minimum of 2% GDP.

As Fed Chair Powell noted following the July rate announcement, predicting the market is difficult in the best of times, and given today’s unprecedented uncertainty, it is even more challenging. Thus, rather than

trying to pinpoint the exact level of rates, the more important takeaway from a forecasting perspective is understanding the directional momentum of rates and policy, as well as the potential factors driving that

pressure in one direction or the other.

Sources: Stifel Economics Forecast August 2022
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Disclaimer

This material is prepared by the Fixed Income Department of Stifel Nicolaus & Co (“Stifel”) and intended for Institutional Use Only and is not intended for use by
retail clients. The information contained herein has been prepared solely for informational purposes and is not an offer to buy or sell or a solicitation of an offer
to buy or sell any security or instrument or to participate in any trading strategy. Your decision to invest in any security or instrument, liquidate or hold a current
position should be made after consultation with legal, tax and accounting professionals in light of your own profile, investment strategy, and risk tolerance.

All materials, including proposed terms and conditions, are indicative and for discussion purposes only. Finalized terms and conditions are subject to further
discussion and negotiation and will be evidenced by a formal agreement. Opinions expressed are current as of the date of this publication and are subject to
change without notice and may differ from those of the Fixed Income Research Department or other departments that produce similar material. The
information contained herein is confidential. By accepting this information, the recipient agrees that it will, and it will cause its directors, partners, officers,
employees and representatives to use the information only to evaluate its potential interest in the strategies described herein and for no other purpose and will
not divulge any such information to any other party. Any reproduction of this information, in whole or in part, is prohibited. Except in so far as required to do so
to comply with applicable law or regulation, express or implied, no warranty whatsoever, including but not limited to, warranties as to quality, accuracy,
performance, timeliness, continued availability or completeness of any information contained herein is made. Any historical price(s) or value(s) are also only as
of the date indicated.

Stifel does not provide accounting, tax or legal advice; however, you should be aware that any proposed indicative transaction could have accounting, tax, legal
or other implications that should be discussed with your advisors and or counsel. The materials should not be relied upon for the maintenance of your books
and records or for any tax, accounting, legal or other purposes. In addition, we mutually agree that, subject to applicable law, you may disclose any and all
aspects of any potential transaction or structure described herein that are necessary to support any U.S. federal income tax benefits, without Stifel imposing
any limitation of any kind.

Stifel shall have no liability, contingent or otherwise, to the user or to third parties, or any responsibility whatsoever, for the correctness, quality, accuracy,
timeliness, pricing, reliability, performance or completeness of the data or formulae provided herein or for any other aspect of the performance of this material.
In no event will Stifel be liable for any special, indirect, incidental or consequential damages which may be incurred or experienced on account of the user using
the data provided herein or this material.

Stifel Nicolaus & Co is a broker-dealer registered with the United States Securities and Exchange Commission and is a member FINRA, NYSE & SIPC. © 2022
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