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INSIGHTS & OBSERVATIONS

EcoNowmIc, PUBLIC POLICY, AND FED DEVELOPMENTS

* The economic highlight of December was the Federal Reserve *  While retail spending has been strong, in inflation-adjusted
bowing to market expectations by updating their “dot plot” to terms it has been flat to slightly negative for some time. A
show three rate hikes in 2022, up from an even split at the prior further upward revision to October’s already strong reading
meeting between no hikes and one. In some ways this was from 1.7% to 1.8%, and personal spending outstripping personal
unsurprising; in the post-Great Recession era, disagreements income by 0.2% in November’s report, offers additional evidence
between market expectations and the Fed dot plot have been of an unusually front-loaded holiday shopping season. These
resolved in favor of the market. give us reason to believe strong spending should moderate in

coming months, potentially helping to take the edge off

* However, market expectations are still evolving. A particular _ . .
inflation readings.

source of uncertainty lies with the labor market. November’s BLS

report of only 210k new jobs has been taken as evidence of a * For now, inflation remains high —both CPI and PPI surprised to
tight labor market. The unofficial “household survey” flagged the upside in November’s release. It is likely too early to

much higher job growth of 1.2M, whereas the BLS report estimate how the latest variant wave will impact future inflation
included a 594k increase in the workforce (those currently readings, but for now we will be paying close attention to
employed or unemployed but actively looking) and a 542k whether the annualized month-over-month trendlines show
decrease in the unemployed (no job but actively looking). This deceleration or remain elevated, and how core inflation

report aligns more with the “household survey” than the components not highly sensitive to the pandemic, such as
“headline” BLS numbers. A sizable upwards revision to shelter costs, are behaving in assessing the 2022 inflation
November’s report and a strong December jobs number could outlook.

shake the consensus view that tight labor conditions will drive

> i . . i Omicron remains a significant source of short-term uncertainty.
inflation via wage increase, a dynamic we have yet to see

The variant is far more contagious than previous iterations, with

materialize. the US setting a new daily record of more than a million new

* There is encouraging evidence of easing supply bottlenecks as cases on the 4th. While it appears to be less severe, this is not
auto production has begun to recover. The Motor Vehicles and yet entirely clear. Hospitalizations have not risen as aggressively,
Parts industrial production index rose from 85.1 in September to though they typically lag new cases and with widespread
95.7 in November, the highest reading since January and first vaccination and prior infections, breakthrough infections are a
back-to-back increase of the year. This suggests chip shortages much larger proportion of current cases than in waves past and
that have plagued production are starting to abate. Meanwhile, tend to be milder. In any event, we certainly hope the human
while the headline December ISM Manufacturing report missed, impact remains low.

the details were better, with employment indices improving, and
prices paid and delivery time indices hitting near term lows,
though the survey period was largely pre-omicron wave.

Change in Workforce and Unemployment Suggests Real Retail Spending Peaked in April
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EQUITY NEWS AND NOTES

A LOOK AT THE MARKETS

* Decembers are typically calm for the stock market, but this remain elevated. With corporate balance sheets fortified with
past month turned out to be the year’s most volatile as only cash, we expect to see above average buybacks, dividend
one trading day produced less than a +/- 0.5% move prior to increases, M&A activity, and capital expenditures. Evidence
Christmas. Despite this volatility, the S&P rallied 4.5% for the also suggests that supply chain constraints may have peaked
month, capping off a +11% quarter. The index is now on a 7- which should begin to alleviate some inflation pressures.
quarter winning streak, an accomplishment only matched 6  As always, there are also meaningful risks heading into the
other times since WWII. new year. The economy will have to deal with reduced

* The S&P 500 finished the year with a robust total return of monetary and fiscal policy support. Persistent inflation
+27.8%. How have equities historically fared after producing pressures, sustained COVID headwinds, and elevated
+20% years? Quite well, as the S&P 500 has returned +11.3% valuations are all concerns, along with a more hawkish Fed.
on average in such situations, with nearly 70% positive years. « The Fed has signaled that tapering of asset purchases will
R.ever5|on to the mean is a powerful investment maxim, yet likely end in the Spring. Key questions will be how they begin
history tells us momentum tends to be on the bulls’ side. shrinking a nearly $9 trillion balance sheet and when rate

Greater Than 20% Return Years For The S&P 500 liftoff begins. Th(? Fed dots pomt to3 h|ke.s in 2022, 3 more in
: T ) ‘23, and 2 more in '24, and while forecasting must be taken
Rank Y Ret Following Rank Y Ret Following . . . .
A X et year Return| " Sak eturn v oar Return with a grain of salt, market expectations have aligned for the
1 1933 54.0% 14% | 19 1938 311% 04% most part. Fed futures trading suggests rate hikes in March,
- 1958 9268 BLas 20 1 305% Zas June, and December. Of importance, the markets appear to
3 1935 47.7% 33.9% 21 2021 28.7% ? . - . i
4 1928 43.6% 8.4% » 2003 28.7% 10.9% have priced in these moves when viewed through the yield
5 1958 43.4% 12.0% 23 1998 28.6% 21.0% curve and an ongoing correction in higher valuation, rate
6 1995 37.6% 23.0% 24 1961 26.9% -8.7% ey e
7 1027 37.5% £5.6% 25 2009 26.5% 151% sensitive stocks. But as the chart below shows, Fed hiking
8 1975 37.2% 23.9% 26 1943 25.9% 19.8% cycles do not have to mean the end for equity bull markets. In
9 1945 364% -8.1% 27 1951 24.0% 18.4% . T - . .
i "~ o i - oo Al e our view the overndmg risk .comes from a potential disconnect
1 1997 33.4% 28.6% 20 1976 23.9% 7.2% between the Fed and financial markets. If we were to get
12 1960 9208 A% = 1596 250% 224% more than 3 hikes (not our base case) or a potentially faster
13 2013 324% 13.7% 31 1963 22.8% 16.5% .
54 1065 81.7% 167% 32 1985 256% £5% hiking cycle, we could see turbulence.
15 1950 31.7% 24.0% 33 2017 21.8% -4.4%
16 1989 31.7% -3.1% 34 1982 21.6% 22.6%
17 1955 31.6% 6.6% 35 1999 21.0% -9.1%
18 2019 31.5% 18.4% 36 1942 20.3% 25.9%

S&P 500 Around First Fed Rate Hikes vs. Speed of Hikes

% Gain Year Before 1st Hike ' % Gain During 1st Year
All First Hikes: 15.7% All First Hikes: 5.3% All First Hikes: 5.1%
— Slow Tightening Cycles: 14.7% — Slow Tightening Cycles: 10.5% — Slow Tightening Cycles: 1.6%
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* Along with hopes that the recent omicron wave eases, several - : ' b
other factors could drive stock prices higher in 2022. Global - ; | o
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easy. Real interest rates are decisively negative which should - ——
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give the “TINA” trade legs. Global equity fund inflows of over $1
trillion in 2021 should cool off but stay firmly positive in the
coming year. Corporate profits are expected to grow 8-9% in
2022 as consumer demand remains robust and profit margins
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FROM THE TRADING DESK

MUNICIPAL MARKETS

* QOver the course of 2021 retail demand for municipals did not
relent as evidenced by mutual fund inflows of $101.8 billion. By
comparison, total inflows for 2020, a year disrupted by initial
pandemic volatility, was about $40 billion. Looking back to 2019,
we experienced total inflows of about $94 billion. This year’s
relentless demand has been highly supportive of the tax-
exempt asset class, constraining municipal yields even in the
face of recent UST weakness.

* On the supply side, December issuance was $38.2 billion
according to The Bond Buyer, a level above the $34.8 billion
brought to market during the same month of 2020. On an
annual basis, issuers brought $475 billion of new supply for
2021, slightly below last year’s record issuance of 5484 billion.
Bond supply remains tight in both the primary and secondary
markets.

* The year closed with 10-year AAA muni/UST ratios at just over
68%, roughly in line with the 52-week average, but below longer-
term norms. The significant demand noted above is the primary
cause of the lower ratio data this year. As emphasized for some
time, we see greater relative value in the intermediate portions
of the curve with the spread between 2-10s at 0.79% vs. only

CORPORATE BOND MARKETS

* The last month of 2021 was a roller coaster ride for investment
grade credit spreads with buyers reluctant to take on additional
credit risk as the year concluded. Market skittishness was
influenced by growing anticipation of Federal Reserve policy
guidance as the December meeting approached. All ended well
though, as the market grew more comfortable with the Fed’s
tapering plans and rate expectations and investment grade
credit caught a bid with spreads ending the month 8 bps
tighter.

* If we widen the lens further, the Bloomberg Barclays IG
Corporate Bond Index began 2021 at an OAS of 96 and closed
just 4bps tighter at 92 OAS despite trading in a narrower 10 —
15bps range for most of the year. We anticipate slight spread
widening in 2022 that is likely to be orderly and range bound.

* Issuers took full advantage of benign market conditions in 2021
with investment grade supply of $1.41 trillion the second
largest year on record, trailing only 2020’s mammoth $1.75
trillion. An unexpected rush of new supply during the first two
weeks of the month led to a record $61 billion in December
issuance, unusual for a typically sluggish month. Primary
issuance market conditions continue to be favorable and the
appetite for investment grade credit should carry over into
2022. The market has embraced new supply and we expect to
see a similar size calendar this year.

* Retail investor sentiment, as measured by investment grade
corporate fund flows was mixed to close out the year. In the four
weeks preceding the last week in December, funds incurred just
over $9 billion of net outflows. This was presumably spurred by

0.46% between 10-30s. While the market is currently pricing in 3
Fed rate hikes this year, the short end of the muni curve is
remaining stubbornly low.

2021 US Municipal Net Fund Flows (S millions)
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the uncertainty around the omicron variant and future Fed
policy, which drove modest spread volatility in the first few
weeks of the month. This weakness marked the largest stretch of
outflows of the year. However, the trend may be short lived as
the last week of the month saw $2.22 billion of inflows. Over the
course of the year, 44 positive flow weeks far outnumbered the

8 negative ones. The ebb and flow of retail bond funds can be
volatile but overall investor appetite for investment grade
credit remains solid and should remain that way as we move
further into 2022.

2021 Corporate Bond Fund Flows (S billion)
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FINANCIAL PLANNING PERSPECTIVES

TAX PLANNING & RETIREMENT ACCOUNT BENEFITS

While the Build Back Better bill appears to be stalled if not on ice, and tax laws have not materialized to the extent anticipated, a few
2022 limitation changes are noteworthy. It is never too early or too late to begin investing in a retirement account, although the tax and
related advantages of doing so may not be optimized without a full understanding of one’s options. A baseline explanation follows, and
we also invite you to speak to your portfolio manager or a tax professional when considering what vehicles are right for you.

ACCOUNT TYPE PURPOSE |2022 CONTRIBUTION LIMIT | TAX STATUS/BENEFITS CONSIDERATIONS

Taxable Individual general n/a Income & gains taxable in
or Joint investing year incurred

Language in trust documents can specifically

general Income & gains taxable in control how assets are to be distributed
Revocable Trust . . n/a ) . .
investing year incurred upon death and amended anytime during
your life.
long-term Assets grow outside of your
& & 4 Once granted, funds are no longer under
next estate and are no longer .
Irrevocable Trust . n/a your control or for your benefit, as they are
generation- part of your taxable estate . .
at the direction of designated trustees.
focused upon death
retirement Ability to add additional funds through
. Funded with after-tax $; v . L &
and post- $6,000 (or $7,000 if 50 or ) taxable Roth conversions of traditional IRAs;
Roth IRA . future withdrawals are tax- . N .
retirement older)* free* worthy of consideration, ideally in lower AGI
investing years
can fund with pre or post-
retirement $6,000 (or $7,000 if 50 or tax earned in’Zome ’:)ut RMDs starting at age 72; subject to
investing older)*** ! withdrawal penalties before age 59 1/2

taxed upon withdrawal
can fund with pre-tax

RMDs starting at age 72; subject to
earned income, but taxed € 3 )

ST retirement $14,000 (or $17,000 if 50 or

i ti Ider)*** ithd | Iti f 91/2
investing older) upon withdrawal withdrawal penalties before age 59 1/
Employer-funded with pre-
SEP IRA retirement lesser of 25% of taxpdolylars ubut ta::d upon RMDs starting at age 72; subject to
investing compensation, or $61,000*** ! P withdrawal penalties before age 59 1/2

withdrawal
RMDs starting at age 72 (unless currently
employed with an employee sponsored
plan); subject to withdrawal penalties before
age 591/2

can fund with pre-tax
earned income, but taxed
upon withdrawal

retirement $20,500 (or $27,000 if 50 or
investing older)***

401k/403b

*Roth IRAs have contribution limits based on AGI earned; if jointly earned over $204k, then truncated, and if over $214k, ineligible.
**Subject to withdrawal penalties if held less than 5 years or under age 59 1/2 — income limitations may restrict ability to contribute directly. Please consult a tax expert.
***All contributions are limited, and if income is less than stated limit, contributions are capped at earned income limits.

Some retirement account contributions are viewed in aggregate. Contributing to one vehicle may limit one’s ability to benefit from contributions to others.
Contributions to workplace retirement plans are generally preferable to individual IRAs given their higher limits, and potential employer matches and profit shares.

Charitable Giving

* When paired with the appropriate estate planning and retirement planning strategies, charitable and personal giving can also create
valuable tax benefits.

* Areminder that one can make qualified charitable contributions of their required minimum distributions to 501c3 charities.

* Consider establishing a donor advised fund to front load planned charitable giving to potentially garner a significant taxable income
offset.

* Federal gift tax exemption thresholds for annual giving have increased to $16,000 per individual to any other individual in 2022.

For questions concerning our financial planning or wealth management services, please contact:
Jim O’Neil, Managing Director
617-338-0700 x775 | joneil@appletonpartners.com
www.appletonpartners.com
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APPLETON PARTNERS, INC.

® Founded in 1986 and located in Boston, MA
® 100% employee owned and operated
® Collaborative, team-oriented culture marked by personnel continuity

® Professional staff of 55 dedicated to supporting all aspects of our clients’
financial lives

® Personalized, high-touch service backed by recognized asset
OUR HERITAGE management expertise

® Entrusted with $12.5 billion of client assets (as of 1/3/22)

® Private client services should be customized and objective-based
OUR DEFINING ® Transparency and accessibility are core Appleton commitments

BELIEFS ® Goal-oriented and risk sensitive growth, income and tax efficiency are
integral to our portfolio management approach

® OQur active investment strategies emphasize liquidity and flexibility

® Separate accounts are best suited to meeting specific
investment objectives

® Qualitative insight and deep proprietary research can uncover attractive
investment opportunities

'A APPLETON
. PARTNERS, INC.
ONE POST OFFICE SQ. BOSTON, MA 02109 TEL. 617.338.0700 WWW.APPLETONPARTNERS.COM

This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational purposes only,
and not to suggest any specific performance or results, nor should it be considered investment, financial, tax or other professional advice. It is not an offer or
solicitation. Views regarding the economy, securities markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be
accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be credible, it has not independently
verified the correctness of any of their inputs or calculations and, therefore, does not warranty the accuracy of any third-party sources or information. Specific
securities identified and described may or may not be held in portfolios managed by the Adviser and do not represent all of the securities purchased, sold, or
recommended for advisory clients. The reader should not assume that investments in the securities identified and discussed are, were or will be
profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.
Investment process, strategies, philosophies, allocations, performance composition, target characteristics and other parameters are current as of the date
indicated and are subject to change without prior notice. Registration with the SEC should not be construed as an endorsement or an indicator of investment
skill acumen or experience. Investments in securities are not insured, protected or guaranteed and may result in loss of income and/or principal.



