Q/ INVESTMENT
O counseL

Complexity to Clarity

Weekly Market Insights

February 14,2022

A Cold Wind from the North

Financial Markets

U.S. financial markets suffered another week of
confusion. Monday through Wednesday equities
advanced. Although improving COVID trends initially
served as a tailwind for stocks, investors had to deal
with Thursday’s Consumer Price Index report which
indicated the highest rate of inflation in 40 years.
Markets declined in response. Investors also got more
concerned about the increasing possibility of Russia
invading Ukraine. Still, the crowning moment was when
James Bullard' delivered his thoughts concerning
inflation and what the Federal Reserve should do in
response. He suggested that the Fed’s first move
should be a 50 basis? point increase rather than 25 and
advocated for a more aggressive tightening posture for
the remainder of the year. Investors should remember
that Mr. Bullard is the President of the St. Louis Fed
which has been the home of more conservative
monetary policy research. It is unlikely that all Federal
Reserve presidents feel this strongly about rate
increases. James Bullard’s comments, along with the
inflation report and increasing prospects of hostilities in
Ukraine, changed the emotional tide and equity markets
turned south.

The Dow closed down 1.00% for the week, the S&P
down 1.82%, and the NASDAQ down 2.18%. The yield
on the 10-year Treasury rose above 2.00% for the first
time since July of 2019.

The Economy

As we wrote earlier, inflation appears to be one of the
main drivers of concern. Higher inflation means higher
prices, and, at a certain point, inflation has the potential
to change consumer behavior. The most recent
Michigan Consumer Sentiment Index fell significantly
from 67.2to 61.7. Lower consumer confidence is of

'James Bullard is the president of the Federal Reserve Bank of St. Louis.
2A basis point is one hundredth of a percent.

considerable concern to economists because it can lead
to lower consumer spending and a slowdown in the
economy.

The Fed is trying to perform a balancing act to bring
down inflation while avoiding a recession—a difficult
task indeed. In the past, we have written quite a bit
about monetary and fiscal policy. If the two work
together, good things can happen. Well thought out
fiscal policy can offset the recessionary impact of
tightening monetary policy while limiting any powerful
inflationary pressures. Congress and the President
must be careful while drafting legislation, selecting only
those policies that truly help the economy like improving
railroads, harbors, and education. These types of
projects should be welcomed. Interestingly, when
many of these initiatives were proposed, it was not the
firsttime. They were clearly stated in Mr. Trump’s
economic plan when he ran the first time.

An apparent positive in the fight againstinflation is the
prospect of a recovering labor force. Governmentlabor
statistics are indicating that labor supply may be
returning. This would relieve wage pressures and help
reduce inflation. Supply chain issues also look to be
improving, albeit at a slow pace. Still, this is another
positive argument against higher inflation.

China

When anyone is seriously analyzing the future of the
global economy, whether it be trade, production, growth,
or any other measure, China is the elephantin the room.
It is hard to remember any paper we have written where
China has not been a topic of discussion. ltis a very
difficult country and economy to analyze. First, because
its government is secretive. Second, there are serious
doubts about the accuracy of their published economic
statistics.
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China views itself as a wronged country, even more
so a country with a stolen empire. All countries that
have fallen from grace live with a romantic but false
sense of nostalgia. There is no denying that China
was a very large and rich empire. The empire
began to crumble with the ascendance of the
Empress Dowager Cixi (1835-1908). Thisled to
what the Chinese refer to as the “Age of
Humiliation.” After the Second World War, there
were two competing armies fighting to control
China—one led by Chiang-Kai-shek, the other Mao-
Zedong. Of course, we all know who won. Mao led
China through three decades of self-imposed
isolation and extreme economic hardship. When he
died in 1976, power shifted to Deng Xiaoping who
led China from late 1978 to 1989. He dramatically
changed China’s economy with a greater
acceptance of capitalistic policies. China grew
rapidly into an economic powerhouse and
remarkably reduced poverty as a result. The
country remained on that path until the ascendency
of Xi Jinping. When Mr. Xi came to power, many
China scholars believed he would accelerate
China’s acceptance of a modified version of
capitalism. Nothing could be further from the truth.
He reversed China’s “capitalism with Chinese
characteristics,” curtailed personal freedoms,
increased government intrusion, and expanded the
role of State Owned Enterprises (SOE).
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This is not the picture of a country that one can
have great faith in. All of this argues that the United
States and the West would be wise to reduce their
dependence on China and improve the resilience of
their supply chains. When trying to analyze China it
is important to remember that, yes, economic
success is important, but there is far more at stake
for President Xi and China—national pride and the
restitution of the Chinese empire may trump
economic motivations.

Conclusion

At the moment, there are too many moving parts to
be overwhelmingly confident with any short-term
predictions. We remain in the camp that the Fed
will not be as aggressive as Mr. Bullard suggested,
and we agree with those who argue that the labor
force will continue to recover. Furthermore, we
think that Congress will eventually reach an
agreement, and some limited form of fiscal stimulus
will pass. We remain positive on the United States
economy but a little less so in Europe. If hostilities
do occur in Ukraine, they will impact the European
economy far more than the U.S.
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I. Front End Disclosure

The information provided here is for general informational purposes only and should not be considered an individualized recommendation or
personalized investment advice. No part of this material may be reproduced in any form, or referred to in any other publication, without the express
written permission of 1919 Investment Counsel, LLC (“1919”). This material contains statements of opinion and belief. Any views expressed herein are
those of 1919 as of the date indicated, are based on information available to 1919 as of such date, and are subject to change, without notice, based on
market and other conditions. There is no guarantee that the trends discussed herein will continue, or that forward-looking statements and forecasts will
materialize.

Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no
guarantee that these investment strategies will work under all market conditions or are appropriate for all clients and each client should consider their
ability to invest for the long term, especially during periods of downturn in the market. No representationis being made that any account, product, or
strategy will or is likely to achieve profits, losses, or results similar to those shown.

All investments carry a degree of risk and there is no guarantee that investment objectives will be achieved.

This material has not been reviewed or endorsed by regulatory agencies. Third party information contained herein has been obtained from sources
believed to be reliable, but not guaranteed.

There is no guarantee that employees named herein will remain employed by 1919 for the duration of any investment advisory services arrangement.
1919 Investment Counsel, LLC is a registered investment advisor with the U.S. Securities and Exchange Commission. 1919 Investment Counsel, LLC, a
subsidiary of Stifel Financial Corp., is a trademark in the United States. 1919 Investment Counsel, LLC, One South Street, Suite 2500, Baltimore, MD
21202.©2022, 1919 Investment Counsel, LLC.

Il. Investment Analysis

The information shown herein is for illustrative purposes. 1919 may consider additional factors not listed here or consider some, but not all, of the
factors listed here as appropriate for the strategy’s objectives.

There is no guarantee that desired objectives will be achieved. 1919 has a reasonable belief that any third party information used for investment
analyses purposes is reliable but does not represent to the complete accuracy of such information by any third party.
lll. Portfolio Composition

For illustrative purposes. There is no guarantee that the portfolio composition for the strategy discussed herein will be comparable to the portfolio
shown here.
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