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Happy New Year!

Financial Markets

We wish a very happy New Year to all of our readers.
We realize the past year has not been a particularly
happy one in the financial markets. The last week of the
year was relatively flat with no particularly dramatic
moves. Investors appeared fatigued from the prior 51
weeks. The S&P 500 closed down 0.14%, the Dow
down 0.17%, and the NASDAQ down 0.30%. The
leading sectors were Financials and Energy, while
Consumer Staples and Materials brought up the rear.
Performance for the year 2022 was far more dramatic
given high inflation and rising interest rates. The total
return (including dividend reinvestment) for the S&P 500
was -18.1%, the Dow -6.9%, and the NASDAQ -32.5%.
Both the S&P 500 and the NASDAAQ reflect larger
exposure to the weak Technology sector, where rising
rates had the most impact on stock valuations. It
appeared as if traders and portfolio managers were just
happy to get the year over with.

Economics

We have often written that the fascinating thing about
financial markets is they reflect not just financial matters
such as earnings, but the hopes and fears of the
population. This has clearly been the case in 2022.

An excellent way to begin this portion is to quote the
opening line of Martin Wolf's most recent column in the
Financial Times: “Few will regret the passing of 2022. It
has seen a brutal onslaught on a peaceful neighbor by a
vile despot.” Russia’s act of aggression dramatically
increased the cost of energy, adding to the already
rising inflation rate. Central banks around the globe had
been fueling national economies with low interest rates
to combat serious downturns caused by the pandemic.
As consumer demand and economic growth began to
return, inflation became a serious problem, forcing
central banks to reverse course and raise interest rates.
This, of course, led a downturn in global equity markets.
Where does that leave the economy and financial
markets now? Statistical analysis of markets is both
interesting and useful but far from perfect, so we urge
caution. What analysts at the Fed are looking for are

imbalances within the economy. For example, a
shortage in the labor pool driving up wages and causing
inflation. Another, which we mentioned earlier, is too
much money in the system chasing a stable amount of
goods.

There are signs that tighter monetary policy is slowing
the economy, which is what the Federal Reserve wants.
Alas, there are inflationary sources outside the realm of
normal economics. The pandemic disrupting supply
chains and the war in Ukraine driving up energy prices
are just two examples.

Financial markets are anticipatory creatures, so it is
interesting to look ahead at some possible future events
and consider what they may mean.

The war in Ukraine ends. Most likely, it is an
unsatisfactory ending. It would relieve pressure on
energy prices and would provide some relief from global
inflation. Russia would come out poorer and with their
reputation tarnished. Tensions would remain high.

China is likely to continue having economic difficulties.
Most readers are well aware of China’s problems
caused by its poor handling of COVID. With the
immediacy of their COVID challenges, some have
forgotten that China has a series of other substantial
headwinds. These include a very difficult real estate
problem, an ambitious Silk Road program that is not
paying off, a repudiation of Deng and reversion to Mao,
and, for the first time since Tiananmen Square, public
demonstrations against the government. As China
stumbles, look for India to make economic inroads at
China’s expense. One of the major problems holding
back India’s economic progress has been the
enormously large and complex bureaucracy. About five
years ago, India took the first step to reduce it. The first
step was to eliminate a very odd tax. India allowed each
of its states to tax products from each of its other states
as if from a foreign country. Interestingly, the Financial
Times recently ran a front page story about India making
inroads by taking manufacturing business from China.
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There are two interesting possibilities for the U.S. in
attempting to avoid a reoccurrence of supply chain
interruptions, help relieve employment shortages,
increase productivity, and assuage the feelings of those
who are concerned about immigration. The firstis a
large U.S. investment in its own productive resources
such as infrastructure and education. This adds to
production and holds down inflation while allowing for an
increase in wages. Second is to redirect some of our
supply chains to Central and South America. It
redistributes production and makes for better relations in
the Americas. The great majority of immigrants from the
south come looking for employment. Increasing
opportunities there would reduce the large flow from the
south and would also make the effort more politically
acceptable for some.

Conclusion

The above is an interesting 2023 wish list. Some may
actually come true. What are the likely events facing the
global economy in 20237 Although a recession in the
United States seems probable, we continue to believe
the most advantageous country to invest in remains the
U.S. ltis far ahead in fighting inflation and already has
programs in place to spark investment. The European
Union lags the U.S. in monetary policy adjustments in
general, and adjusting the Euro to accommodate the
industrial north and the agricultural south will be difficult
indeed. Atthe moment, the U.K. has too much to deal
with to be an investment target.

We wrote a lot about possibilities for 2023, but we
remind readers that some are more likely and some are
quite unlikely.
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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. ©2023, 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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