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Inflation, Markets, and Strategy September 23, 2022

The Federal Reserve raised the benchmark Fed Funds rate by 0.75%(75bps) Wednesday,
taking the overall range to 3%-3.25%. This is the highest since early 2008. Keep in mind two
things: 1. The Fed started the year near zero. 2. The Fed intends to keep raising rates until
they hit their ‘terminal rate’ endpoint of 4.6% in the first part of 2023.

That’s a huge move in just over one year. And Powell (Fed Chair) has recently stated: “The
FOMC is strongly resolved to bring inflation down to 2%, and we will keep at it until the job is
done.” Well, right now the posted inflation number is well over 8%, and 2% is a far cry from
that.

Full recession risk has gone up significantly — we are already in a technical recession as we
have had 2 consecutive quarters of negative GDP growth - and the housing market is
getting hit by a collapse in affordability driven by much higher prices and higher mortgage
rates (current 6.55% from a low of 2.65%). Keep in mind, the mortgage rates have been as
high as 18.63% in 1981 to a low of 2.65% in 2021. The overall average 30-year mortgage rate
has been 8%.

The recent driver of the poor market performance was that inflation did not decline further
as everyone had hoped for, but instead climbed higher (despite a fall in energy prices).
Unfortunately, at this time, inflation has become embedded in services and the labor
market, which means the Fed might need more large rate hikes to curb inflation. We have
seen outrageous levels of money injection from the federal government, and directly
because of this, asset inflation is here for a while.

The S&P500 hit a low in mid-June, and we have recently broken through a support level of
3915. Does this mean we repeat the June low of 36367 That might be the case, but not
necessarily; there are many factors to consider, and there have been many times this year
where the S&P500 has bounced (even double bounced) off a support level.

Every type of market always overshoots; whether it is the stock market, bond market, job
market, etc., and this is somewhat good news. We don’t see any market stopping at fair
value, they blow through it. Markets overshot up in 2021, and now we are seeing them
overshoot down. One thing is a verifiable fact: the US stock markets have never gone down
and stayed at the lows, or gone to zero; they always come back and the key is to be in a
good position to take advantage of that.

Our strategy: we have been much heavier in cash and one-month Treasury bills than we
have in years. Our holdings have vastly improved in quality and most are dividend-paying
higher-quality names. Most of our direct S&P500 exposure is hedged within that security
(this means it will move significantly less than the overall markets). In general, we continue
to hold strong companies as we have been avoiding small capitalization stocks, as well as
those with negative interest rate sensitivity.

© 2022 SharpePoint Private Client Group S/P



Our strategy: we have been much heavier in cash and one-month Treasury bills than we
have in years. Our holdings have vastly improved in quality and most are dividend-paying
higher-quality names. Most of our direct S&P500 exposure is hedged within that security
(this means it will move significantly less than the overall markets). In general, we continue
to hold strong companies as we have been avoiding small capitalization stocks, as well as
those with negative interest rate sensitivity.

Put simply: we continue to hold good names that we would be completely fine holding for
many years, and avoiding junk. Now is not the time for gambling, and it has not been for the
last year. We continue to hedge the portfolios with either cash, short-term bonds, or those
names that we feel confident will act either inverse to the market, or take advantage of the
higher inflation expectations.

We will continue to adjust as needed, but at this time, we expect to remain in some part of
the markets to take full advantage when the recovery happens. Currently, we don’t see the
economy fully recovering until well into the second half of 2023 (although the global
economic situation is fluid, and estimates may change) — but the stock markets will react
much earlier than that in anticipation.

Please reach out should you have additional questions or wish to discuss further.

Thank you,

“~Your SharpePoint Team

*Important Disclosures*

investment advice offered through SharpePoint, LLC , a Registered Investment Advisor.

The information provided here is for general informational purposes only and should not be considered an individualized recommendation
or personalized investment advice. The investment strategies mentioned here may not be suitable for everyone. Each investor needs to
review an investment strategy for his or her own particular situation before making any investment decision.

All expressions of opinion are subject to change without notice in reaction to shifting market or economic conditions. Data contained herein
from third party providers is obtained from what are considered reliable sources. However, its accuracy, completeness or reliability cannot
be guaranteed. Supporting documentation for any claims or statistical information is available upon request.

Examples provided are for illustrative purposes only and not intended to be reflective of results you can expect to achieve.

Past performance is no guarantee of future results and the opinions presented cannot be viewed as an indicator of future performance.

Investing involves risk including loss of principal.

Forecasts contained herein are for illustrative purposes only, may be based upon proprietary research and are developed through analysis
of historical public data.
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