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The growing “peak inflation” market consensus crashed into
the “stalling growth” call in May, after Walmart and Target
reported earnings misses, citing margin compression from
consumers substituting lower cost items. These announcements
spooked the market, and the yield curve reacted by beginning to
dial back rate hike expectations for the second half of the year.

Of note, aggregate retail sales have not actually slowed as much
as these earnings reports suggest. The May headline growth rate
fell short, +0.9% vs +1.0%, but March upwards revisions of +0.5%
to +1.4% more than made up for the miss. Large revisions make
it difficult to know how much trust to place in the data series,
although consumers appear to still be spending despite falling
inflation adjusted purchasing power.

How this is being financed is another question. The savings rate
fell to 4.4% in April, the lowest level since 2008, so the ability for
consumers to spend out of current income is strained. Consumer
total credit use rose by a record $52.4 billion with revolving
credit up a record $31.4 billion over the month, suggesting that
consumers may be turning to debt to finance spending.
Household cash as % of GDP also remains abnormally high. While
this is not broken out by income level, a large proportion is in
checking accounts, which implies that low- and middle-income
Americans (who tend to spend a greater proportion of their
disposable income) may still be well capitalized. If cash holdings
are a primary source of still-strong spending, the consumer may
prove to be reasonably resilient.

However, evidence of slowing growth was present in the Fed’s
latest “beige book” survey of economic conditions. Most
districts reported slight growth, with four reporting moderate
growth, and four explicitly noting a slowdown since the last
report. Labor remains a constraint, although coastal districts
referenced possible hiring freezes in anticipation of growth
slowdowns or other evidence of a softening in labor demand.

EcoNoMIC, PUBLIC POLICY, AND FED DEVELOPMENTS

There is little evidence yet in JOLTS (Job Openings and Labor
Turnover survey) data, as openings remain just off record highs.

On the inflation front, PPl and CPI both showed a deceleration
in April though surprising to the upside. Headline inflation was
impacted by a decline in gasoline prices that has since reversed.
Worryingly, categories such as truck transportation show
evidence of energy pass-through costs, indicating that a decline
in inflation could be slow until gas prices fall. April PCE was in
line with consensus and declined YoY from March, +5.4% to
+4.9%, though headline may rise in May due to gas prices.

OPEC+ provided encouraging news on this front at the start of
June, unexpectedly doubling scheduled production increases.
We caution that the increases are to be distributed pro-rata, and
with some member states already at capacity and unable to
meet their targets, actual increases may lag. Oil prices were
mostly stable on the news. Nonetheless, this was an about face
as for months the cartel had been saying more production was
not the answer.

May’s jobs report provided a degree of support to the Fed.
While new jobs came in slightly higher than forecast, +390k vs.
+318k, this was partially offset by modest downward revisions to
prior periods, and the unemployment rate held steady at 3.6%.
Average hourly earnings slowed as well, to +0.3% month-over-
month. Overall, this report was consistent with other evidence
that the Fed is making progress in their fight against inflation
and leaves rate hike and quantitative tightening paths intact.

As for Fed balance sheet reduction, the program began at the
start of June although coupon payments will not occur before
the 15t. With Treasury issuance expectations for the next
several months falling relative to prior estimates, the excess
supply the market will need to absorb should not be that
burdensome.
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US Retail Sales Falling Slower than Expected
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EQUITY NEWS AND NOTES

A LOOK AT THE MARKETS

Most US equity indexes ended the month of May little changed
with the Dow returning +0.04%, the S&P 500 +0.01%, and the
Russell 2000 flat. The exception was the tech-heavy Nasdaq
which dropped -2.1%. Although many Technology stocks moved
higher, the market-cap weighted sector was weighed down by
mega caps such as Apple and Microsoft. Energy, Utilities and
Financials led to the upside, while Real Estate and the Consumer
sectors - Staples and Discretionary — lagged due to weakness in
retailers.

Don’t let these modest moves in the broader averages fool
you; May was an extremely volatile month. The S&P 500 fell in
each of the first three weeks extending its weekly losing streak
to seven. A YTD intraday low (3,810) was hit on May 20t", briefly
crossing the bear market threshold of -20% off its January all-
time-high. The S&P followed with a strong rally (+6.6%) over the
final week of May, enjoying its best week since November 2020.
Volatility has been the norm, with the S&P 500 experiencing
+/- 2% or more daily moves 8 out of 21 trading days in May. To
put that in context, the Index has only averaged 16 +/-2% days
annually since 1928.

Investors are left grappling with the question of whether recent
rally attempts merely reflect a short-term countertrend similar
to late March, or if we are seeing something more sustainable.
We remain cautious as several indicators normally associated
with cycle reversing capitulation such as VIX over 40, a spike in
the put/call ratio, or a surge in the percentage of stocks making
new lows, are not yet evident. Fleeting acts of equity market
support, such as short covering and month-end rebalancing, may
have been evident during the final week of May.

Although the bulls have not had much to get excited about of
late, a recent increase in corporate insider buying offers reason
for optimism. More importantly, the ratio of sellers to buyers
has fallen sharply. We find it reassuring to see insiders seeing
value in their share prices but even more encouraging that
selling appears to be subsiding. Other positive signs included
three straight 80+% advancing-volume trading days and
tightening credit spreads.

We expect further volatility until such time as meaningful
clarity is established relative to the market’s major headwinds:
inflation, the war in Ukraine, global supply chain constraints, a
slowing economy, and, most notably, how the Fed responds to
these challenges. As discussed in our recent equity market brief,
a major wildcard is the Fed’s ability to drive down inflation while
avoiding overtightening and pushing the economy into
recession. For now, we feel a near term recession is likely to be
avoided, although the window for a soft-landing is narrowing.

An item that gives us a glimpse into what the Fed may be
targeting can be seen in the chart below from the Chicago Fed.
The NFCI measures financial conditions and has an average value
of 0. Positive readings indicate tighter than average financial
conditions while negative values have been historically
associated with looser than average conditions. The Fed has so
far only raised Fed Funds by 0.75%, with balance sheet runoff
commencing on June 15t. Nonetheless, they have been hawkish
in their communications, and in response, the market has begun
doing the Fed’s heavy lifting by pressuring mortgage rates,
credit, and the US dollar. The market’s reaction has opened the
door for a slowdown or pause in the Fed’s rate hike cycle later
this year, a potential development that has arguably not been
priced into recent equity market weakness. We believe Fed
Fund rates will increase by another 0.50% in both June and July,
as the Fed must regain its inflation fighting credibility.

The labor market will be of great significance in evaluating the
inflation and interest rate outlook in the months ahead. The Fed
will want to see job openings (JOLTS) come down significantly
without greatly impacting the unemployment rate, as this would
offer evidence of an economic “soft-landing” that mitigates
inflationary pressures without tipping the economy into
recession. Should labor market pressures be reduced in such a
manner, the Fed would be more inclined to dial back its
monetary policy response, a scenario that would likely give risk
assets a lift.

Corporate Insider Trading Metrics Are Improving

S&P 500 Insider Buyers
(Rolling 4-Cuarter Sum)

Ratio Insider Sellers to Buyers
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Financial Conditions Are Steadily Tightening
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FROM THE TRADING DESK

* The past month saw a dramatic and welcome tightening of
municipal bid-ask spreads, as it appears investors recognized
the relative value of the asset class and became more eager to
put money to work. Recently elevated tax-exempt yields have
significantly changed the Municipal/UST yield relationship with
10Yr ratios exceeding 100% at times during May before
municipal outperformance towards the end of the month
brought ratios back into a 90% range. Anecdotally, our trade
desk has seen new issue deals many times oversubscribed and
quality secondary offerings trading very quickly.

* Despite such demand, the retail channels have continued to lag,
with 21 consecutive weeks of net outflows, although the pace
has slowed. Lipper Inc. reports YTD net municipal fund outflows
of $59 billion, a data point that highlights what is now the
second largest outflow cycle since fund flows began being
recorded in 1992. Nonetheless, Lipper reported positive inflows
into High Yield funds over the week ending June 1st, a
development of note given that high yield has often been a
leading fund flow indicator.

* According to The Bond Buyer, May issuance of $32.2 billion was
about 9% lower than last May. YTD issuance of $169.7 billion
also trails the prior by about 8.5%. Generally, lower net new
market supply is supportive of municipal prices, although the
recent slowdown in retail demand has played a meaningful role
in this year’s softer technical dynamics. With net negative

* Investment Grade credit spreads receded from YTD highs
reached during the middle of May based largely on trading
heavily influenced by technical factors. A lack of significant
issuance to close out the second half of the month contributed
to spread compression by hindering supply. Release of the
Federal Reserve’s minutes on May 25 also had an influence, as
a softer mood amongst Fed officials within a still hawkish
message led to credit catching a bid. As these dynamics played
out, the Bloomberg Barclays US Corporate Index saw OAS
compress 13 bps to 130 bps after beginning the month at 143
bps.

* Despite fluctuation in investor sentiment and tightening
financial conditions, corporate bond issuers that came to market
towards the end of the month found strong investor reception
to their deals and lower concessions than 2022’s overall
average. That being said, $87 billion of new supply fell well
short of $135 billion consensus expectations in May, despite
issuance typically being heavy during that period. On a YTD
basis, Investment Grade new issuance of roughly $645 billion is
off 5% year-over-year, as equity market weakness and overall
risk asset volatility are likely slowing the new issue calendar.
Relative to credit spreads, this is a positive technical factor.

MUNICIPAL MARKETS

issuance expected over the summer months, and much higher
yield levels in place than was the case in 2021, we anticipate
late May’s firming in tax-exempt market pricing to be
sustained.

Municipal Bond Issuance (Smillion)
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CORPORATE BOND MARKETS

* The US Treasury curve was in a bear flattening mode most of
the month with the front end rising significantly more than
longer maturities. That was to be expected given the most
recent rate hike. The 10Yr UST hit 3.12% (YTD high) at the close
of the first week of May before subsequently dropping to 2.74%
and closing the month at 2.84%. Our baseline estimate for the
10Yr UST over the remainder of the year lies in a range of 2.75%
to 3.25%.
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ROTH IRAS: A POWERFUL RETIREMENT SAVINGS OPTION

Roth IRAs: A Powerful Retirement Savings Option

A challenging market environment such as we are currently experiencing has silver linings, including potential opportunities to garner
long-term tax benefits by repositioning retirement investments. More specifically, let’s look at how recent market weakness can be used
to your advantage through a Roth IRA conversion.

WHAT IS A ROTH *  Roth conversions allow account holders to convert all, or a portion of, assets held in a traditional IRA to a

CONVERSION? Roth IRA either in the form of cash or investments.

*  Given that contributions to traditional IRAs are made on a pretax basis, doing so requires paying taxes
on funds being converted to a Roth IRA based on current income tax rates.

* By contrast, funds in a Roth IRA are contributed post-tax and are not subject to taxation either while
held in the account or upon withdrawal. Whether converting to a Roth IRA is likely to be beneficial to you
and, if so, when the optimal time might be to do so, is largely a function of a few primary factors.

* The amount that you choose to convert is taxable at one’s current income tax bracket, and it is
therefore best to make a Roth conversion in a year when your income is lower than average, or if you
believe you are likely to be in a higher tax bracket in the future.

e The Tax Cuts and Jobs Act of 2017 reduced income tax rates for most high-income earners, however
these lower tax rates are due to sunset on December 31, 2025. Therefore, it may be worth considering a
Roth conversion ahead of potential future tax rate hikes.

* Quite simply, a lower tax bracket at the time of the conversion than in the future can generate significant
tax savings. As always, we recommend consulting with a CPA or other tax advisor, as individual tax
circumstances differ.

MARKET * Difficult market environments may also enhance the appeal of Roth IRA conversions. That is because

CONDITIONS current year taxes due on a Roth conversion would be reduced in accordance with asset values.

* For example, consider a rollover IRA account valued at $250,000 on January 1t that subsequently fell in
value to $200,000 by May 15th. An investor making a full Roth account conversion would now have
$50,000 less subject to taxation.

ADDITIONAL ROTH * Roth IRA account holders are not mandated to take required minimum distributions (RMDs); therefore,

IRA BENEFITS AND those assets are able to continue growing tax-free if the funds are not needed for other reasons.

ORI TR * Should one wish to withdraw funds, Roth IRAs also allow for penalty free withdrawal of principal 5 years

after the first contribution even if the account holder is less than 59% years of age.

* Taxes may be paid with funds held outside of IRAs, an option that allows retirement savers to avoid
eroding IRA growth potential.

* It should be noted that individuals cannot “re-convert” to a traditional IRA should the market values drop
further, or if they are later in a lower tax bracket.

Sometimes, taking proactive steps today can pay considerable dividends tomorrow. We encourage clients who may be interested in Roth
IRAs to contact your Portfolio Manager to discuss the merits of this retirement savings option.

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

® Professional staff of 53 dedicated to supporting all aspects of our clients’
financial lives

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

® Entrusted with $11.5 billion of client assets (as of 6/1/22)

® 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
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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
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