ASSET MANAGEMENT

Finding Opportunities Amidst an Ever Changing Macro Backdrop

Worst year since 2008

2022 was a year in which valuations corrected, and in some corners of the market collapsed entirely.
Performance of most all major asset classes was firmly in negative territory, with assets in the more
growth oriented, speculative, or profitless camps hit the hardest. Volatility surged, with 122 trading
days posting at least a 1% move in the S&P 500, the third most in the past 70 years (only 2002 and
2008 had more). The benchmark S&P 500 Index lost -18.1% on the year, the worst showing since
2008 on the continued anxiety surrounding interest rates, inflation, and the overall direction of the
US economy. Mid- and Small-Caps outperformed their Large-Cap peers by a healthy margin. Mid-
Caps returned -13.1%, outperforming by more than +500bps, while Small-Caps returned -16.2%,
outperforming by just under +200bps. The outperformance of Mid- and Small-Caps had much to
do with their overall sector composition skewing more towards Value than Growth, and having
lower starting valuations compared to many Mega-Cap (Growth) stocks. As a whole, Value (-5.3%)
handily outpaced Growth (-29.4%) on the year. 9 of 11 sectors posted negative returns on the year
led by Growth oriented sectors such as Communication Services (-39.9%), Consumer Discretionary
(-37.0%), and Technology (-28.2%). Individual Mega-Cap Growth stocks lost significant value,
including Apple (-26.4%), Microsoft (-28.0%), Alphabet (-38.7%), Amazon (-49.6%), Meta (-64.2%),
and Tesla (-65.0%). Notable positive performing sectors included Value driven Utilities, which
gained +1.6%, and Energy, which rose a staggering +65.7% on the year.
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Bonds fared equally as poorly, with the Bloomberg Aggregate Bond Index losing -13.0%, its worst
showing on record. Treasuries, investment grade and high yield corporate bonds, and fixed income
securities of nearly all types lost value. Bonds offered little hedge value against stocks as interest rates
rose. Bonds and Stocks both zigged, while few asset classes (i.e. Gold) zagged. Stocks and Bonds
both lost value for only the 4th time since 1929, as shown by the nearby chart from Blackrock. The
bedrock 60/40 portfolio comprised of the S&P 500 and Bloomberg Aggregate had its worst showing
in nearly 50 years.
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The Fed

The Federal Reserve raised interest rates by +425bps in roughly nine months, the fastest pace of
tightening on record. Hard to believe that just a year ago the benchmark Fed Funds rate was still
zero percent. The Fed’s urgency included “jumbo” rate hikes in 75bp increments multiple times as
inflation was rising rapidly and showing no signs of stabilizing or slowing. Fast forward just a few
months, and the Fed has already slowed their pace meaningfully, from 75bps in November, to 50bps
in December, and an expected 25bps on February 1. The market is currently pricing in a nearly
100% certainty that the Fed will raise a symbolic 25bps and potentially pause. The Fed pause is
widely anticipated, and reflective of slowing economic data, rapidly decelerating inflation, and the
fact that monetary policy acts with a lag. The impact of all of the rate hikes of 2022 have likely yet to
be felt, except perhaps in the housing sector, and will likely not be felt by the real economy until
later on this year.

With that said, underlying economic data has remained remarkably resilient. Consumption has
remained strong, although recently showed signs of slowing. With the consumer representing nearly
70% of the US economy, we would likely need to see a sharp drop off in spending before getting too
worried that a recession is imminent. If a recession happens at all, it would likely be one of the most
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telegraphed and anticipated in recent memory. Nearly % of those polled by The Wall Street Journal
back in October expected a recession in the next 12 months, while the most recent quarterly survey
of professional forecasters polled by the Philadelphia Federal Reserve indicated 43.5% felt the same,
the highest on record during the last 50 years. Taken together, market expectations of a recession
appear to be consensus.

Interestingly, while recession fears appear to be the market’s “base case” for 2023, it should be noted
that the labor market remains incredibly strong under the surface. At present time, the
unemployment rate stands at 3.5%, near record lows. There are more than 10 million job openings
in the US, more than the total number of people looking for a job, Service sector employment is still
below pre-pandemic levels. There has never been a recession post WWII with unemployment sub-
4%. This gives us confidence that any economic slowdown, or even recession, could be buffered by
the strong labor market, lessening any potential drop off in consumer spending. Even as news
stories of headcount reduction and layoffs at the likes of Microsoft, Google, Facebook, etc. grab
headlines, recent data from Zip Recruiter (the online job board) note that many of these workers are
getting snapped up in a matter of a few weeks, underscoring the demand for workers, especially
those highly skilled and tech oriented. Surely job gains are slowing, but the labor market remains in
expansionary territory.

Valuations are cheap-”er” in many cases, and in others downright bargains

Valuations corrected meaningfully in 2022, with most of the froth coming out of even the most
speculative corners of the market. From “FANG” to BTC (Bitcoin), SPACs to NFTs, IPOs, to
anything left with an acronym, most were hit harder than the broad market. Nearly everything got
walloped as investors took a ready-fire-aim approach to their investments. Shoot first, ask questions
later. There were surely some babies thrown out with the bathwater last year, and there is value to be
had in select parts of the market. While the S&P 500 trades roughly in-line with its historical 10- and
25-year average Price to Earnings (P/E) ratio of 16x, that represents a material correction in the
context of history. With positive earnings growth and a slight dividend kicker, last year’s return of -
18.1% included more than -20% of multiple contraction. P/E corrections of 20% or more are rare,
and historically have offered investors an attractive long-term entry point. So while the S&P 500 has
definitely been cheaper in the past (i.e. 2008), they have rarely been cheap over the course of history.

Mid- and Small-Caps, on the other hand, look like downright bargains at current valuations. As we
wrote about back in July (and subsequently purchased on multiple occasions), Small- and Mid-Caps
are as cheap as we can remember when compared to Large-Cap stocks. Trading at 13x earnings,
both represent meaningful discounts to history, and continue to trade at some of the lowest levels in
more than 30 years. Cheaper than 2008 even. As the market’s recovery broadens out, market
advances are coming from a broader base. Market breadth is expanding, with the NYSE advance to
decline ratio at the highest level since September, Nearly % of companies within S&P 500 are above
their 200 day moving average, a measure of market trend. Long story short, equal weighting,
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focusing on Small- and Mid-Caps, or looking at the “average” stock in the market looks more
attractive than those with the largest market capitalization or growth prospects.
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International equities appear cheap too, especially those in Europe and Emerging Markets. Trading
at a significant discount to history and to US stocks, equity valuations reflect a lot of bad news.
Russia’s war in Ukraine and China’s Zero Covid policy had investors running for the hills for most
of 2022, but they’re slowly returning as China re-opens (and officially ended the aforementioned
policy in October) and the war enters year two without as severe an energy crisis or inflationary
shock as once feared. The weather was warmer than expected and Germany looks to be breaking its
dependency on Russian energy, building new liquefied natural gas (LNG) import terminals and
diversifying its energy base. Oil prices are about where they were a year ago, before the invasion.
China’s reopening may help slow the export of inflation, help Europe skirt severe recession, buffer
the global economy, and improve logistics and supply chains alike. All positive at the margin for the
economic and inflationary outlook globally, but especially for Europe. A lot has changed in a short
amount of time. Should the dollar continue its downward trajectory (it’s at the lowest levels since
June), international currencies will strengthen, and investors should most notably see a stronger
Euro (more than 50% of the Dollar Index). This would be additive to total returns for dollar based
investors investing internationally, previously a headwind for much of the past decade.

Bonds are also cheap, offering levels of yield we haven’t seen in over a decade, and in some cases
since before 2008. Short-term Treasuries yield nearly 4.75% risk free. In a world without any free
lunches, this one is pretty close. Short- and intermediate-term corporate bonds readily yield 4-5%.
High yield corporate bonds yield north of 8%. While yields have been higher in the past, today’s
starting point in yield is important. Cash is now a viable asset class and there is meaningful
opportunity cost to let funds stand idle.

The shape of the yield curve is wonky. The 2-year Treasury is below Fed Funds, indicating the
market expects rate cuts in 2023, with the inversion spanning the curve. The 10-year to 3-mo
Treasury spread is the most inverted on record, portending recession. The measure’s creator, Cam
Harvey of Duke University, says this time may be different. With the curve nearly flat from 10’s to
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30’s, the market is voting that long-term economic growth is going to be subpar at best (the old 2%
GDP may be more like 1.5-1.75%) and inflation expectations are well anchored. If a low inflation,
low growth future is in the cards, high quality bond duration looks like a viable hedge.

Furthermore, those who have historically looked for 5-7% annual portfolio returns can now come
close to hitting those targets with bonds, or at least significantly less equity exposure than previously
required. Asset allocations can be adjusted to de-risk portfolios and achieve more income and
stability to help investors achieve their long term goals and objectives.
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It’s always darkest before the dawn

2022 saw stocks and bonds correct due to rising rates and rampant inflation. 2023 should be the year
in which investors focus on corporate earnings as inflation comes back under control. With nearly
50% of the S&P 500 scheduled to have reported by this week’s end, investors should have a real time
bottoms-up view of the health of the consumer and near-term outlook for the economy. Earnings
estimates have fallen coming into earnings season, but not off a cliff. The Dollar was a headwind in
2022, but could be a tailwind in 2023. Inflation coming down should help both consumers remain
resilient, and companies maintain profit margins. Companies have raised prices and consumers
largely haven’t balked. In cases where consumers have balked to a degree, companies have raised
prices greater than volumes have fallen. The previously mentioned layoffs and job cuts should help
bolster earnings at the margin as companies’ right size. Ultimately, if earnings come into focus and
take center stage, the challenge will be determining what multiple to pay for those earnings in the
future. Is it the 14x trough in 2008, the 16x long-term average, or a more recent 18x in a world
where macro risks recede and markets can once again focus on company specific items?

Inflation by many measures is slowing meaningfully, and has been since June. Headline CPI has
fallen for six straight months (from 9.1% Y/Y to 6.5% Y/Y), including -0.1% M/M in December, the
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tirst month of decline since May 2020. Core CPI (ex food & energy) has fallen for three straight
months (from 6.6% Y/Y to 5.7% Y/Y). Gas and other commodity prices are lower (although higher
this month), manufacturing prices paid continue to fall as supply chains improve, while headline
inflation has cooled. Rents are falling sharply in real time according to the likes of Redfin and
Zillow, two online marketplaces. Strip out the stubborn and antiquated “owners’ equivalent rent”
from CPI, and CPI less shelter has collapsed. Last month alone, owners’ equivalent rent added
+0.8% to CPI when we can see in real time that rents were negative. This gives us confidence that
the noisiness of shelter in CPI may abate, and inventors can focus on the critical drivers of inflation,
or more importantly the fact that the Fed may just engineer a soft landing. The money supply is
shrinking, with M2 contracting for the first time in history, reversing the pandemic acceleration
from multiple avenues of stimulus which saw M2 explode more than 25%. Milton Friedman
tamously quipped that inflation is a monetary phenomenon, and with M2 contracting, inflation
should continue to slow as fewer dollars chase goods and services. Time will tell, but the runway to a
potential soft landing is lit.

Finally, the sum total of consumer anxiety can be seen in the University of Michigan Consumer
Confidence Index. The latest reading of 59.7 from December is in the ballpark of trough readings
from other major market turning points over the past 50 years. Consumer sentiment is bleak,
highlighting the damage done in markets last year. A lot of bad news was priced into markets in
2022, and markets reflect that lack of optimism.

Consumer Sentiment Index and subsequent 12-month S&P 500 returns
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Peak is defined as the highest index value before a series of lower lows, while a trough is defined as the lowest index value before a series of
higher highs. Subsequent 12-month S&P 500 returns are price returns only, which excludes dividends, Past performance is not a reliable indicator
of current and future results.
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Portfolio positioning

In summary, there’s ample opportunity for investors looking to play offense, defense, or a little bit
of both. At Nottingham we’re straddling the fence, finding opportunities to add to attractive long-
term positions (i.e. Small- and Mid-Caps, International, Fixed Income), while also playing defense.
While the runway to a soft-landing is lit, the runway could narrow or the lights dim at a moment’s
notice, finding ways to hedge portfolio risk is still critically important. We’ve recently added to
positions in defensive sectors and income generating assets, while maintaining healthy exposure to
cash/cash equivalent and precious metals to manage some of that risk.

After a strong start to the year for financial markets, Fed Chair Powell is set to take the mic
Wednesday afternoon. With markets continuing to price in rate cuts and with economic conditions
easing (i.e. higher asset prices), Powell could pull a Jackson Hole and give a hawkish speech to
jawbone equity markets lower and bond yields higher. Inflation could remain stickier than
anticipated, and of course the US (and the world) could fall into recession. While all of those
scenarios have a non-zero probability, the bottom line is that our Team continues to find attractive
investment opportunities despite this significant uncertainty. It’s time to nibble, both strategically
and tactically, while playing both offense and defense in today’s market.

Thank you for the opportunity to be stewards of your capital and for your continued trust in our
Team. To hear more about our outlook and how we’re positioning portfolios for a range of
outcomes, please give us a call. We’d love to hear from you.

Matthew J. Krajna, CFA
Co-Chief Investment Officer
January 2023
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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.
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