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The financial markets have been volatile in 2022, following three consecutive years which provided strong, positive
returns in most diversified portfolios. Even with the pandemic drawdown/recession, the markets did very well

through that period.

In the history of the financial markets, drawdowns have happened regularly, and are the price (risk) that investors
accept in exchange for the potential of attractive returns on their investments over time. Even knowing this, a
market decline can feel particularly unpleasant after an extended period of positive returns such as were

experienced in 2019, 2020, and 2021.

Behavioral researchers have found that the psychological pain investors feel from losses is significantly more acute
than the pleasure they receive from gains of a similar size. This behavioral bias can lead to feeling that things are

worse than they really are, overlooking the good returns experienced prior to the turn of the calendar year.
Market Volatility

What is driving the increased volatility in the financial markets? The simple answer is, uncertainty. The world is
transitioning from a period of synchronized economic expansion, relatively stable prices, and international

cooperation, to one of economic decoupling, rising prices, and increasing geopolitical tensions.
The Fed

A brief review of how 2022 transitioned to an aggressive Fed trying to control the damage to their reputation:

The FOMC statement from March 17, 2021 opined that, “Inflation continues to run below 2%...the ongoing public
health crisis continues to weigh on...inflation...with inflation running persistently below this longer-run goal, the
Committee will aim to achieve inflation moderately above 2% for some time.” At this point, the February CPI data

was available showing inflation of 1.7%.

A month later, the FOMC statement from April 28, 2021 acknowledged that “Inflation has risen,” but characterizes
the rise as, “largely reflecting transitory factors.” The Minutes of the Federal Open Market Committee of April 27-
28, 2021 state that, “The 12-month changes in total and core PCE prices were expected to move above 2% in coming
months...Inflation was then projected to dip slightly below 2% in 2022 as the influence of these transitory factors
diminished. The March CPI data was available showing inflation of 2.6%.




This misunderstanding of the building inflationary pressures continued through most of 2021, until November 30™®
when Fed Chairman Jerome Powell said while discussing the characterization of inflation as transitory, “I think it’s

probably a good time to retire that word...factors pushing inflation upward will linger well into next year.”
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The Fed was completely wrong, their analysis was flawed, but not incompetent. It did discuss the base effect that
would push up inflation readings as the low pandemic inflation levels transitioned into the Year over Year CPI
calculation. They also considered the possibility of additional supply chain issues causing problems. The probability
that they assigned to ongoing issues (or new, compounding issues) appears to have been minimal. Even as issues
contributing to elevated inflation grew stronger and multiplied, the Fed’s blinders remained on. A behavioral
finance explanation for this could be anchoring and adjustment bias, where the initial estimate/expectation of
inflation (based on low pandemic or even pre-pandemic levels) becomes an anchor that keeps future revisions from
differing significantly, even as new information becomes available. The Fed’s analysis appears to have taken place
within ceteris paribus guardrails. Holding “everything else constant” is a way to simplify analysis, but a poor

assumption during a period of global turmoil.
Inflation

With the Federal Reserve slow to act, inflation has had quite a head start on their monetary policy response. The
Fed continued to purchase treasury and mortgage bonds as inflation pushed up, through, and far beyond their

target of 2%.
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CORE SERVICES ARE COMPRISING A GROWING PORTION OF INFLATION INDICES,
WHICH POINTS TO MORE PERSISTENT PRICE PRESSURES
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With inflation above 8% and the Fed Funds rate now at 1% following two consecutive hikes, there remains a

significant amount of work to be done. The most recent CPI release on May 11"

8.3%. While this is lower than the 8.5% from the prior month, and many headlines claimed that the March data was

(April data) showed an increase of

the high point for inflation that is yet to be seen. With the war in Ukraine continuing, and China’s zero COVID
policy still in place, there are too many variables still in play to make that call. “What we need to see is clear and
convincing evidence that inflation pressures are abating and inflation is coming down — and if we don’t see that,

then we’ll have to consider moving more aggressively.” - Chairperson Powell
War

Russia has shown itself to be willing to use energy as a weapon (cutting off gas supplies to Poland and Bulgaria, and
electricity to Finland), while threatening to do the same to other European nations. Moscow’s demand that
European energy customers begin paying in Rubles, rather than Euros or Dollars, has been described by the
European Commission as attempted "blackmail.” The uncertainty of the war hangs over the market. The world has
been receiving a constant drip of troubling news: consistent reports of civilian casualties and war crimes, displaced
refugees, the potential for expansion of the war beyond Ukraine, disruptions in the energy and agricultural markets,

and the rise of protectionism, with some countries banning wheat exports (e.g. Russia, and now India), and more.
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These all create greater uncertainty for the world, and uncertainty weighs on growth and financial markets.

Zero COVID

China’s continued policy of Zero COVID has further strained already stretched supply chains. Economic
shutdowns have created domestic unrest and slowed Chinese growth to the point that stimulus measures are being

discussed.

Nottingham Advisors CIO Newsletter | 4




SHARP SLUMP
COVID and lockdowns drive China into contraction for a second time
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President Xi expects to be elected leader for life in November and is attempting to keep COVID numbers down and

growth strong until then.
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CHINESE ECONOMY’S SUDDEN STOP
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Chinese ports are backed up due to the shutdowns, delaying the movement of goods, and further exacerbating

supply lines.
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SHANGHAI SHIP JAM SPELLS SUPPLY CHAIN TROUBLE
Cargo and tankers in Shanghai port area on April 28, 2022
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This fosters higher prices/inflationary pressures for the countries waiting for the delayed goods.

If China does implement stimulus measures while continuing with the zero COVID policy, they will likely see

domestic inflationary pressures build.

Inversion

While more recently, we have experienced a steepening yield curve, there remains some concern over the yield

curve movement on April 1*. The 2-year treasury yield briefly exceeded the 10-year treasury yield.
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When longer maturity treasuries have lower yields than shorter maturity bonds, the curve is said to be “inverted.” A
yield curve inversion has typically preceded recessions by 12-18 months. The academic research that supports yield
curve inversions as a recession indicator uses a slightly more nuanced formula. Cam Harvey, a Duke professor who
developed the research, looks for a sustained inversion. He typically wants to see the inversion last for a full
calendar quarter. His research also focused on an inversion between the 3-month portion of the treasury curve and

the 10-year treasury yield. So far, neither of the two triggers that have historically started the recession countdown

clock have occurred.
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Other concerns include the Federal Reserve rate hiking cycle and historic oil price shocks. Both of these have

typically led to a recessionary period.

SURGE IN ENERGY PRICES SUGGESTS HIGH PROBABILITY OF RECESSION
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The Fed continues to convey confidence that they can avoid recession by orchestrating a “soft landing,” but their

track record does not lend support to this assertion.

9 Actions + 97) Ed Line Chart|
112/31/1998 18 05/20/2022 =8 Last Px__ Jlocal CCY |8 Key Events
W 3D M M YD IV 5 Max Daly¥ & Table + Quick-pdd - IRIEFENNN « / Edit Chort 4
Track # Annotate = New: Zoor B 700
High on 05/
Average

Low on 1.
Low Success Rate
j for
Recession Recession Soft Landings Recession

Hiking Cycle

Hiking Cycle

1999 | 2000 | 2001 | 2002 2 0 08 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015

We are actively monitoring these concerns.
Risk-Off

With these issues seemingly acting as storm clouds on the horizon, the financial markets have become skittish. Not
Pandemic or Great Financial Crisis level fear, but a more generalized concern. Emerging from all-time low interest
rates in the U.S., negative rates in Europe and Japan, creates valuation confusion. Future cash flows now must be
discounted at a higher rate, shrinking their present value. If the assumptions underlying these future cash flows
have become weaker, that creates additional downward pressure on the present value. Some Venture Capital backed
companies that had been rising stars have imploded or run into difficulty raising additional funds. The markets are
beginning to place a higher value on current cash flow, and becoming more skeptical about pro forma future

revenue.

Stocks

Global equity markets have repriced based on the less supportive backdrop. The broad equity indices have
performed in-line with one another, declining at a similar pace. U.S. exposure has held up well on a relative basis.
Small and Mid-Cap stocks have drawn down less than Large-Cap. We have favored U.S. exposure, and within our
U.S. exposure, we are overweight Small and Mid-Cap, capturing this performance. Within Emerging Markets, we
have been underweight China. This was also beneficial, as Chinese stocks have underperformed the broader

Emerging Markets index.
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This is visible within the U.S., the ACWI, and Emerging Markets. Wherever you look, value investing has staged a

comeback in 2022. Performance is still negative, but significantly less so than for Growth names, allowing Value

exposure to be a relative outperformer in 2022 after many years of lagging behind Growth.
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Bonds

The bond market has also faced a difficult environment this year. Inflationary pressures and a Federal Reserve that
was too slow to react led to a significant repricing of market yields in a short period of time. With treasury yields

adjusting significantly higher, bond prices declined along with the equity markets.
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Credit spreads have widened steadily through 2022. This has put additional pressure on corporate bond prices.
Investment Grade and High Yield bonds have all been affected. Current spread levels exhibit the concern in the
market over the uncertainties that exist, but are not currently pricing in a recession. This means there is the

potential for further widening if growth does contract significantly.
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Our fixed income positioning continues to revolve around two goals, having less interest rate risk/duration than our
benchmark, and having a higher portfolio yield than our benchmark. Positioning this way helps us to minimize the

negative impact that rising interest rates have on bond portfolio returns.

In 2022, we have seen stock and bond prices move lower in tandem (lower left quadrant).

The returns reveal how rare this situation Is... largely due to late policy adjustments, but grossly compounded by some very bad luck with external factors
(the Ukrainian war, China Covid resurgence, etc..), whose outcomes are still uncertain today..”
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Historical returns show that this is an unusual scenario. Traditionally, high quality bonds can be expected to
provide diversification, with bond prices moving inversely to stocks. This reduces portfolio volatility and allows for

rebalancing opportunities.
Bitcoin

Bitcoin/crypto exposure had been trumpeted by many as a store of value, or the equivalent of “digital gold.” The
2022 experience has not been supportive of this assertion, with Bitcoin declining significantly more than either the
S&P 500 or the broad-based bond indices. Bitcoin was roughly in line with the market decline though March 31,
then declined at triple the rate of the S&P 500. It is not a store of value, it is a risk asset.
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Conclusion

As we approach mid-year 2022, we continue to focus on managing portfolio risk. The environment has shifted and
we are responding. One of the benefits of a globally diversified portfolio is that it allows us to take advantage of
relative value opportunities across the globe. As there are new developments, and valuations change, our team
reacts to that by adjusting our outlook and how it is reflected in portfolios. We continue to diligently monitor the
developments discussed as well as others, to position portfolios appropriately for market conditions. We work and
live in the markets. I like to say it is a lifestyle choice. Downtime is limited, there is always something happening in
the markets that needs our attention. Fortunately, we enjoy the intellectual challenge of our profession, and the
reward of helping those depending on us, to accomplish their financial goals. Do not hesitate to reach out if you

would like to discuss your portfolio, or simply chat about our market outlook.

Timothy D. Calkins, CFA
Co-Chief Investment Officer

Experience the Nottingham difference for yourself
100 Corporate Parkway | Suite 338 | Amherst, NY 14226 | 716-633-3800 | www.nottinghamadvisors.com
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Nottingham Advisors, LLC ("Nottingham") is an SEC registered investment adviser located in Amherst, New York. Registration
does not imply a certain level of skill or training. Nottingham and its representatives are in compliance with the current registration
and notice filing requirements imposed upon SEC registered investment advisers by those states in which Nottingham maintains
clients. Nottingham may only transact business in those states in which it is registered, notice filed, or qualifies for an exemption
or exclusion from registration or notice filing requirements. For information pertaining to the registration status of Nottingham,
please contact Nottingham or refer to the Investment Advisor Public Disclosure Website (www.adviserinfo.sec.gov). Any
subsequent, direct communication by Nottingham with a prospective client shall be conducted by a representative that is either
registered or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.

This newsletter is limited to the dissemination of general information pertaining to Nottingham’s investment advisory services. As
such nothing herein should be construed as the provision of personalized investment advice. The information contained herein is
based upon certain assumptions, theories and principles that do not completely or accurately reflect your specific circumstances.
Information presented herein is subject to change without notice and should not be considered as a solicitation to buy or sell any
security. Adhering to the assumptions, theories and principles serving the basis for the information contained herein should not
be interpreted to provide a guarantee of future performance or a guarantee of achieving overall financial objectives. As investment
returns, inflation, taxes and other economic conditions vary, your actual results may vary significantly. Furthermore, this newsletter
contains certain forward-looking statements that indicate future possibilities. Due to known and unknown risks, other uncertainties
and factors, actual results may differ materially from the expectations portrayed in such forward-looking statements. Readers are
cautioned not to place undue reliance on forward-looking statements, which speak only as of their dates. As such, there is no
guarantee that the views and opinions expressed in this article will come to pass. This newsletter should not be construed to limit
or otherwise restrict Nottingham’s investment decisions.

This newsletter contains information derived from third party sources. Although we believe these third party sources to be reliable,
we make no representations as to the accuracy or completeness of any information prepared by any unaffiliated third party
incorporated herein, and take no responsibility therefore. Some portions of this newsletter include the use of charts or graphs.
These are intended as visual aids only, and in no way should any client or prospective client interpret these visual aids as a method
by which investment decisions should be made. We have provided performance results of certain market indices for illustrative
purposes only as it is not possible to directly invest in an index. Indices are unmanaged, hypothetical vehicles that serve as market
indicators and do not account for the deduction of management fees or transaction costs generally associated with investable
products, which otherwise have the effect of reducing the performance of an actual investment portfolio. It should not be assumed
that your account performance or the volatility of any securities held in your account will correspond directly to any benchmark
index. A description of each index is available from us upon request.

Investing in the stock market involves gains and losses and may not be suitable for all investors. Past performance is no guarantee
of future results.

For additional information about Nottingham, including fees and services, send for our Disclosure Brochure, Part 2A or Wrap
Brochure, Part 2A Appendix 1 of our Form ADV using the contact information herein.




