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\ ECONOMIC AND INDUSTRY OVERVIEW | Q42022

I. General Economic Overview, Industry Overview and Company Outlook

Historical Economic Data 2017 - 2021 and Forecasts 2022 - 2032’

Consensus Forecasts**
2018 2019 2020 2021 2022|2023 2024 2025 2026 2027 2028-2032

Real GDP* 29 23 28 59 2102 16 23 22 20 1.9
Industrial production* 32 07 -70 49 39|05 16 22 20 17 1.7
Consumer spending* 29 20 -30 83 28|08 15 22 22 21 1.9
Real disposable personal income* 33 35 62 18 64|16 26 25 23 22 2.2
Business investment* 65 36 49 64 36|06 18 32 31 30 2.7
Nominal pretax corp. profits* 86 39 -59 226 6.2 |-14 50 53 49 45 4.0
Total government spending* 1.7 33 26 06 -06[(09 NA NA NA NA NA
Consumer price inflation* 24 18 1.2 47 81|41 24 23 23 23 2.2
Core PCE 20 17 13 35 44|37 NA NA NA NA NA
3-month Treasury bill rate 24 15 01 01 21|45 31 26 25 25 24
10-year Treasury bond yield 27 19 09 16 30|38 33 33 32 32 3.1
Unemployment rate 39 37 81 54 36|44 NA NA NA NA NA
Housing starts (millions) 1.3 13 14 16 16 [ 13 NA NA NA NA NA
Source of historical data: U.S. Department of Commerce, U.S. Department of Labor, U.S. Census Bureau and The Federal Reserve Board.
Source of forecasts: Consensus Forecasts - USA, December 2022.

Summary of General Economic Overview - United States?

In the 4th quarter of 2022, the ongoing battle between inflation and interest rates threatened, but did not thwart,
economic growth. Gains in real GDP and a still-strong job market, with unemployment still equal to its low pre-
pandemic rate, stood out as bright spots in the economic landscape. Inflation finally showed signs of dulling its
roar, with energy prices down and the index for the remaining categories decelerating. However, the Federal
Reserve, still awaiting consistent evidence of inflation control, indicated that its target interest rate has not yet
peaked. The elevated interest rates have deflated a buoyant housing market and wreaked havoc in the bond
market. Despite a slight rebound in the 4th quarter, stocks also suffered the tolls of higher interest rates in 2022.

While GDP has continued to expand, many economists believe the days of growth to be numbered, pointing to a
drop in residential fixed investment and slowing economic activity as the 4th quarter went on. The Federal
Reserve's aggressive counter-inflationary policies, particularly interest rate raises, are expected to have a delayed
restrictive effect on the economy. FOMC members lowered projections of economic growth to 0.7% in 2023.

Both the stock and bond markets suffered the effects of the inflation-interest rate battle in 2022. While stocks
posted their worst-performing year since the Great Recession, higher interest rates drove bond yields up and
dragged prices down. The U.S. Treasury yield curve inversion—widely regarded as a harbinger of recession—
became more pronounced as the second half of 2022 progressed.

" Economic Outlook Update™ Q4 2022 published by Business Valuation Resources, LLC, © 2022. Exhibit 2A: Forecasts. Part of the contents
of the economic outlook section of this valuation report are quoted from the Economic Outlook Update™ Q4 2022 published by Business
Valuation Resources, LLC, © 2022, reprinted with permission. The editors and Business Valuation Resources, LLC, while considering the
contents to be accurate as of the date of publication of the Update, take no responsibility for the information contained therein. Relation of this
information to this valuation engagement is the sole responsibility of the author of this valuation report.

2 Economic Outlook Update™ Q4 2022 published by TagniFi, LLC, © 2022.
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A multifactor indicator of economic strength, the Philadelphia Fed's coincident index® of economic activity in the
U.S. rose 0.3% in December 2022 and 0.8% during the 4th quarter. For the quarter, coincident indexes increased in
28 states, decreased in 13 states, and were unchanged in 9 states. Coincident indexes reflect unemployment,
payroll employment, manufacturing hours, and wages and salaries.

December 2022 State Coincident Indexes: 3-Month Change

WA

Less than -1.0%

Between -0.5% and -1.0%

OR Between -0.1% and -0.5%

CA NE Unchanged

AZ KS Between 0.1% and 0.5%

OK Between 0.5% and 1.0%

Greater than 1.0%

Source: TagniFi Econ

3 Federal Reserve Bank of Philadelphia, Coincident Economic Activity Index for the United States [USPHCI], retrieved from FRED, Federal
Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/USPHCI, Jan 27, 2023.
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The U.S. dollar index for goods and
services” fell 4.8% during the 4th quarter
of 2022 but was up 5.4% since the end of
2021. Despite weakening throughout the
4th quarter as inflation began to cool, the

ECONOMIC AND INDUSTRY OVERVIEW | Q42022

Trade Weighted U.S. Dollar Index

130.0

125.0

dollar enjoyed its best year since 2015
amid high inflation and aggressive 1200
Federal Reserve interest rate hikes, which

totaled 425 basis points from March to 10
December. The specter of weak GDP 110.0
growth could temper the dollar’s success

in 2023, especially if inflation continues 105.0
to ease. But uncertainty elsewhere in the Source: TagniFi Econ 100.0

global economy, such as the war in
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dollar’s position in 2023.

Economic Highlights

The Philadelphia Fed's coincident index of economic activity in the U.S. rose 0.3% in December 2022 and
0.8% during the 4th quarter.

Real GDP for the 4th quarter of 2022 grew at an annualized rate of 2.9%, following a 3.2% increase in the
3rd quarter of 2022.

The U.S. dollar index fell 4.8% during the 4th quarter of 2022 but was up 5.4% since the end of 2021.

The effective federal funds rate rose 1.54 percentage points to 4.10% during the 4th quarter, continuing
the climb from near-zero levels that began in March.

The 1-year and 2-year annual treasury yields ended the 4th quarter at 4.73% and 4.41%, respectively. The
benchmark 10-year treasury yielded 3.88% at the end of the quarter, while the 30-year treasury yielded
3.97%.

Unemployment ended the 4th quarter at 3.5%, unchanged from the prior quarter. Nonfarm payrolls grew
by 0.7 million jobs in the 4th quarter.

The Consumer Price Index for all items rose 6.4% year-over-year in December, down from its 40-year high
of 9.0% in June. Excluding volatile energy prices, the annual increase was also 6.4%.

Crude oil prices ended the quarter at $80.16 per barrel, 0.3% higher than one quarter earlier.

New home starts fell to 1.4 million in December, down 5.7% for the quarter and 21.8% for the year.

The Dow Jones Industrial Average climbed 15.4%, the Dow Jones Composite rose 13.3%, and the Dow
Jones Transportation increased 11.1%. The S&P 500 was up 7.1% since the 3rd quarter.

4 Board of Governors of the Federal Reserve System (US), Trade Weighted U.S. Dollar Index: Broad, Goods and Services [DTWEXBGS],
retrieved from FRED, Federal Reserve Bank of St. Louis; https.//fred.stlouisfed.orq/series/DTWEXBGS, Jan 27, 2023.
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Business Activity

Real gross domestic product (GDP)® exceeded
expectations for the 4th quarter of 2022 to grow
at an annualized rate of 2.9%, following a 3.2%
increase in the 3rd quarter of 2022. After declines
in the first half of the year, the gains in the second
half of 2022 brought real GDP up 1.0% since the
end of 2021. The 4th quarter growth was broad-
based, with increases in all four major contributing
categories. Still, many economists expect the
ongoing surge in interest rates to dampen growth
in 2023.

Personal consumption expenditures® (PCE) had a

positive 1.4% effect on real GDP in the 4th quarter.

Growth in personal spending was led by broad
increases in services consumption, especially
health care and housing and utilities. Spending on
goods also rose, led by motor vehicles and parts.

Government expenditures’ rose at both the
federal level and the state and local level to
contribute 0.6% to the 4th quarter GDP gain.
Nondefense consumption led the rise in federal
spending. Higher state and local government
spending primarily reflected increases in
employee compensation.

Net exports® contributed a further 0.6% to real
GDP growth in the 4th quarter, as imports fell
more steeply than exports. The decline in imports
was led by durable consumer goods. Exports of
services rose, particularly travel and transport, but
were more than offset by lower exports of goods.

ECONOMIC AND INDUSTRY OVERVIEW |

Annual Percentage Change in Real GDP

Source: TagniFi Econ

2

1994-01
1995-032
1997-04
1999-01
2000-
2002-04
2004-01
2005-02
2006-032
2007-04
&

2001-032

199603

009-01
2000-02
2011-03
2012-04
20l a4-01
201502

016-03
200 7-04
2019-01
2020-02
2021-03
2022-04

o

Contributions to Percent Change in Real GDP

Source: TagniFi Econ

== = 0~ M F e ™ 2z} -r.*’ o |
go9ggogdgdogogogdg
~ 0 @ 0 U o O & 8 QL @
— = e = = = ]
2 O Qo o O Qo O o o Q o
Y o I o B o IR Y Y o R o I N o R = B = |
B Government Consumption Expenditures

Gross Private Domestic Investment

|

==
| —
L |

| |

1

]

[ B

n

04 2022

35%

255

10%

-20%

-30%

)

021-00
2021-03

2020-03
2020-04
2021-01
2021-04
2022-01
2022-02
2022-03
2022-04

3

Met Exports of Goods and Services

m Personal Consumption Expenditures

Gross domestic private investment® contributed 0.3% to the 4th quarter's gain in real GDP. A rise in private
inventory investment, one of the brightest spots in the real GDP landscape, was mostly offset by a decline in
residential fixed investment, especially new single-family construction and broker's commissions.

5 U.S. Bureau of Economic Analysis, Real Gross Domestic Product [GDPC1], retrieved from FRED, Federal Reserve Bank of St.

Louis; https.//fred.stlouisfed.org/series/GDPC1, Jan 27, 2023.

6 U.S. Bureau of Economic Analysis, Contributions to percent change in real gross domestic product: Personal consumption expenditures
[DPCERY2Q224SBEA], retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/DPCERY2Q224SBEA, Jan

27, 2023.

A0%

7 U.S. Bureau of Economic Analysis, Contributions to percent change in real gross domestic product: Government consumption expenditures
and gross investment [A822RY2Q224SBEA|, retrieved from FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/A822RY2Q224SBEA, Jan 27, 2023.

8 U.S. Bureau of Economic Analysis, Contributions to percent change in real gross domestic product: Net exports of goods and services
[AO19RY2Q224SBEA|], retrieved from FRED, Federal Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/A019RY2Q224SBEA, Jan

27, 2023.

9 U.S. Bureau of Economic Analysis, Contributions to percent change in real gross domestic product: Gross private domestic investment
[AOO6RY2Q224SBEA|], retrieved from FRED, Federal Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/A006RY2Q224SBEA, Jan

27, 2023.
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The Industrial Production Index'® is an economic
indicator that measures real output for all facilities
located in the United States manufacturing, mining,
and electric, and gas utilities. The index stood at
103.4 at the end of the 4th quarter, down 1.3% from
the previous quarter.

The Capacity Utilization Index", which attempts to
capture industrial output as a percentage of the
economy’s maximum production capacity, fell to
77.5% during the 4th quarter of 2022. December
2022's level was slightly higher than the 30-year
average of 76.9% for this metric, but 2.3% lower
than the previous quarter.

' Board of Governors of the Federal Reserve System (US), Industrial Production Index [INDPRO], retrieved from FRED, Federal Reserve
Bank of St. Louis; https.//fred.stlouisfed.org/series/INDPRQO, Jan 27, 2023.

" Board of Governors of the Federal Reserve System (US), Capacity Utilization, Manufacturing (NAICS), retrieved from FRED, Federal
Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/MCUMFEN, Jan 27, 2023.
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Industrial Production Index
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Interest Rates

The effective federal funds rate' rose 1.54 percentage U.S. Treasury Yield Curve

points to 4.10% during the 4th quarter, continuing the e R

climb from near-zero levels that began in March. Both ' ' 5.0%
short- and long-term treasury bond yields'® rose during \\ 45%
the 4th quarter, but the yield curve remained inverted as e, &} 5
long-term treasury yields continued to lag shorter-term 3.5%
yields. The closely watched two- and ten-year rates 3.0%

inverted early in July and have remained that way, with
the gap widening in the 4th quarter. The 1-year and é
2-year annual treasury yields ended the 4th quarter at ]
4.73% and 4.41%, respectively. The benchmark 10-year
treasury yielded 3.88% at the end of the quarter, while
the 30-year treasury yielded 3.97%.

Source: TagnifiEcon 0.5%
0.0%

Federal Funds Rate

Source: TagniFi Econ

In the 4th quarter of 2022, the Federal Reserve
continued their series of federal funds target rate
hikes with two increases totaling 125 basis points, a%
ending the quarter at a 15-year high: a range of 4.25%
to 4.50%. The committee indicated that despite recent

markers of softening inflation, more evidence was L
needed to recover confidence. Member expect target
rates will likely remain elevated throughout 2023 with o
an expected apex range of 5.00% to 5.25%.

0%
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2 Board of Governors of the Federal Reserve System (US), Federal Funds Effective Rate [FEDFUNDS], retrieved from FRED, Federal
Reserve Bank of St. Louis; https.//fred.stlouisfed.orq/series/FEDFUNDS, Jan 27, 2023.

'3 Selected Interest Rates Instruments, Yields in percent per annum, retrieved from FRED, Federal Reserve Bank of St. Louis;
https.//fred.stlouisfed.org/release/tables ?rid=18&eid=289&0d=2022-06-30, Oct 31, 2022.

14 Board of Governors of the Federal Reserve System (US), Federal Funds Target Range - Upper Limit [DFEDTARU], retrieved from FRED,
Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/DFEDTARU, Oct 30, 2022.
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10-Year US Treasury Yield

9%
Source: TagniFi Econ
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The yield on the benchmark 10-year U.S.
treasury® ended the 4th quarter at 3.88%, up e
0.05 percentage points from the previous e
quarter, but still slightly below the average yield 3%
of 3.91% over the last 30 years. 2%
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Mooady's Corporate Bond Yields
PR, e AN
Moody's Baa Corporate Bond Yield Index'® ended 10%
the 4th quarter of 2022 at 5.87%, down 0.20 9%
percentage points since the previous quarter. 8%
Moody's less-risky Aaa'’ Index slid 0.21 7%
percentage points during the quarter to a level of 6%
4.70%. 5%
4%
The Federal Reserve's hawkish stance on searing 5
inflation, with target rate hikes totaling 425 basis a0
points in 2022, heralded a difficult year for the "
bond market, placing upward pressure on yields Source: Tagnifi Econ ;.-*
and forcing prices, which move inversely to yields, Be-dI2E5NLSL822d3I385 Y
downward. ST FSS553858858248528:+¢9
fES2ZRRAARAARARIRRRISRA~NARA

'® Board of Governors of the Federal Reserve System (US), 10-Year Treasury Constant Maturity Rate [DGS10], retrieved from FRED, Federal
Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/DGS10, Jan 27, 2023.

6 Moody’s, Moody's Seasoned Baa Corporate Bond Yield [DBAA], retrieved from FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/DBAA, Jan 27, 2023.

7 Moody’s, Moody's Seasoned Aaa Corporate Bond Yield [DAAA), retrieved from FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/DAAA, Jan 27, 2023.
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Employment

The official unemployment rate'® ended the 4th

quarter at 3.5%, unchanged from the prior quarter. Civilian Unemployment Rate

The rate equaled its pre-pandemic (February 2020) 16%
level and stood well below the 30-year historical

average of 5.8%. The labor force' expanded by 0.4 L
million workers during the quarter. The labor force 12%
participation rate®® was 62.3% in December 2022, 10%
1.1 percentage points below its pre-pandemic level. 8%
Economists polled by the Livingston Survey?' in

December projected an unemployment rate of o%
3.7% in December 2022, steadily rising to 4.9% in 4%
December of 2023. 29

Source: TagniFi Econ

In November 2022, nonfarm worker quits®? stood 0%

82388383338 508238383382233
at 4.2 million, down 7.5% from their record high O L Gy N
. o . . D 2o o @ Q9 oo o dddod oo
in November 2021 but 21.1% higher than their T892 9288Ss88e988¢8

pre-pandemic level. The elevated level of quits,
sometimes referred to as The Great Resignation,
continues to disproportionately affect the leisure
and hospitality industry. Job openings?®® totaled
10.5 million in November 2022, 1.4 million below
their record high in March 2022 and 2.5 times the
number of resignations.

'8 U.S. Bureau of Labor Statistics, Civilian Unemployment Rate [UNRATE], retrieved from FRED, Federal Reserve Bank of St.

Louis; https://fred.stlouisfed.org/series/lUNRATE, Jan 27, 2023.

9 U.S. Bureau of Labor Statistics, Civilian Labor Force Level [CLF160V], retrieved from FRED, Federal Reserve Bank of St. Louis;

https.//fred.stlouisfed.org/series/CLF160V, Jan 27, 2023.

20 U.S. Bureau of Labor Statistics, Labor Force Participation Rate [CIVPART], retrieved from FRED, Federal Reserve Bank of St. Louis;
https.//fred.stlouisfed.org/series/CIVPART, Jan 27, 2023.

2! Federal Reserve Bank of Philadelphia, Livingston Survey, https:/www.philadelphiafed.org/surveys-and-data/real-time-data-

research/livingston-survey, Jan 27, 2023.

22 U.S. Bureau of Labor Statistics, Quits: Total Nonfarm [JTSQUL], retrieved from FRED, Federal Reserve Bank of St. Louis;

https://fred.stlouisfed.org/series/JTSQUL, Jan 27, 2023.

2 U.S. Bureau of Labor Statistics, Job Openings: Total Nonfarm [JTSJOL], retrieved from FRED, Federal Reserve Bank of St. Louis;

https.//fred.stlouisfed.org/series/JTSJOL, Jan 27, 2023.
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The U-6 unemployment rate?® is an alternative
measure of unemployment with a broader
definition, including such groups as discouraged
workers who are not actively searching for jobs
but want full-time work and part-time workers
who want full-time work. The U-6 unemployment
rate has generally followed the same pattern as
the official rate, and stood at 6.5% in December
2022, a new record low.

Nonfarm payrolls® grew by 0.7 million jobs in
the 4th quarter. U.S. nonfarm payrolls in
December 2022 totaled 153.7 million jobs, up
4.5 million from the prior December and 1.2
million above their pre-pandemic (February
2020) levels. The better-than expected job
market growth was led by the leisure and
hospitality, health care, and professional and
construction, and social assistance industries.
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U-6 Unemployment Rate

Source: TagniFi Econ
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retrieved from FRED, Federal Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/U6RATE, Jan 27, 2023.

% U.S. Bureau of Labor Statistics, All Employees: Total Nonfarm Payrolls [PAYEMS], retrieved from FRED, Federal Reserve Bank of St.

Louis; https.//fred.stlouisfed.org/series/PAYEMS, Jan 27, 2023.
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Inflation

Still at the forefront of the economic conversation,
inflation slowed slightly in the 4th quarter of 2022, Consumer Price Index
largely reflecting lower energy costs. Inflation also cooled
during the quarter for food, medical care, and both used
and new vehicles. The Consumer Price Index®® for all
items rose 6.4% year-over-year in December, down from
its 40-year high of 9.0% in June. Excluding volatile energy
prices?’, the annual increase was also 6.4%. The average
price of a gallon of gas?® in the U.S. was $3.36 in
December 2022, 1.5% lower than the prior December,
having fallen during the second half of the year from its

record-high $5.06 in June. In the month of December Source: TagniFi Econ -
2022, lower prices for gasoline more than offset price
increases for shelter and various other items including 156
. . B8R4 22850833838028385 4
food. The Federal Reserve has been taklng action to curb o & ; g g O :.ﬁ g g = o : s :_: ﬂ ok E =
inflation with a series of 'Farget interest rate hlk.es .totallng E SaSe S E 2233 % S8538&838:53 2
4.25 percentage points since March 2022 and indicated
that it has not yet reached its intended peak of over 5%.
Producer Price Index
25%
20
15%
. : 108
The Producer Price Index?® fell 2.0% in December yet h
remained 6.9% higher than December 2021, outpacing 5%
the 2.9% average annual increase over the last 30 years. 0%
5%
-10%
— 15%
Source: TagniFi Econ —
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% U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: All ltems [CPIAUCSL], retrieved from FRED, Federal
Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/CPIAUCSL, Jan 27, 2023.

27U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: All ltems Less Energy in U.S. City Average [CPILEGSL],
retrieved from FRED, Federal Reserve Bank of St. Louis; https./fred.stlouisfed.org/series/CPILEGSL, Jan 27, 2023.

2 U.S. Bureau of Labor Statistics, Average Price: Gasoline, Unleaded Regular (Cost per Gallon/3.785 Liters) in U.S. City Average
[APUO000074714], retrieved from FRED, Federal Reserve Bank of St. Louis; https:/fred.stlouisfed.org/series/APU000074714, Jan 27, 2023.
29 U.S. Bureau of Labor Statistics, Producer Price Index for All Commodities [PPIACO], retrieved from FRED, Federal Reserve Bank of St.
Louis; https.//fred.stlouisfed.org/series/PPIACQ, Jan 27, 2023.
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5-Year Breakeven Inflation Rate

Treasury Inflation-Protected Securities (TIPS) are a 8%
longer-term Treasury debt instrument which pays a 3.6%
fixed interest rate but adjusts the principal value 3.4%
according to inflation, effectively indexing interest 3.2%
payments to inflation. Demand for TIPS flagged 3 0%
along with the rest of the bond market in 2022, 2 8%
yet could see more demand as economic slowdown 5 cne
concerns persist. The 5-year breakeven inflation
rate®, an indicator for the market's inflation 2%
2.3%

expectations for the period, rose to 2.33% at the Source: TagniFi Econ
end of the 4th quarter from 2.14% at the end of 2.0%
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West Texas Intermediate (WTI)
5160
U.S. crude oil®! prices fell early in the 4th quarter on Source: TagniFi Econ .
anxieties about demand, then rebounded as China’s
lockdown was lifted and inflation in the U.S. showed 3120
signs of easing. Crude prices ended the quarter at £100
$80.16 per barrel, 0.3% higher than one quarter 580
earlier. :
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%Federal Reserve Bank of St. Louis, 5-Year Breakeven Inflation Rate [T5YIE], retrieved from FRED, Federal Reserve Bank of St.

Louis; https.//fred.stlouisfed.org/series/T5YIE, Jan 27, 2023.

31 U.S. Energy Information Administration, Crude Oil Prices: West Texas Intermediate (WTI) - Cushing, Oklahoma [DCOILWTICO], retrieved
from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/DCOILWTICO, Jan 27, 2023.
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Housing

For the real estate market, which has in recent

years been characterized by powerful demand New Housing Starts

and meager supply, high interest rates have 1-5
begun to dominate the picture. Prices in major

cities trended downward in recent months, 20
though they remained higher than the prior year.

Home sales continued their 11-month decline. 1.5
After peaking early in the 4th quarter, mortgage

rates began to decline, giving cause for hope in 1.0
the flagging housing market. New home starts?

fell to 1.4 million in December; starts for single- 0.5

family homes rose while starts for multifamily Source: TagniFi Econ

buildings with 5 or more units were down 0.0
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sharply over the quarter. Total new home starts o oo o e B i B B e B R R )
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were down 5.7% for the quarter and 21.8% for - O - == = B B R = A == = ===~

the year, but still ended the 4th quarter at a level
slightly above their 30-year average of 1.3 million.

30-Year Mortgage Rate

The cost of financing for would-be homebuyers
eased slightly during the 4th quarter, with the
30-year fixed-rate mortgage* ending the
quarter at an average of 6.42% after peaking in
late October at a 20-year high of 7.08%.

Source: TagniFi Econ
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%2 U.S. Bureau of the Census, Housing Starts: Total: New Privately Owned Housing Units Started [HOUST], retrieved from FRED, Federal
Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/HOUST, Jan 27, 2023.

3 Freddie Mac, 30-Year Fixed Rate Mortgage Average in the United States [MORTGAGE30US], retrieved from FRED, Federal Reserve Bank
of St. Louis; https.//fred.stlouisfed.org/series/MORTGAGE30US, Jan 27, 2023.

HONKAMP,P.C. 13

millions of Units


https://fred.stlouisfed.org/series/HOUST
https://fred.stlouisfed.org/series/MORTGAGE30US

W\

The S&P Case-Shiller Home Price Index (20-
city)** fell for the fifth straight month but was
6.8% higher since the 4th quarter of 2021. Led by
Miami, Tampa, and Atlanta, 19 of the 20 cities
continued to report one-year price increases,
though the gains shrunk for each of the cities.

Consumer Spending

Personal Consumption Expenditures (PCE)*® rose
0.5% in the 4th quarter to $17.7 trillion. PCE were
up 7.4% since the 4™ quarter last year. Spending
decreased in December for goods such as gasoline
and motor vehicles and parts, but increased for
services including housing, air transportation,

and health care.

34 S&P Dow Jones Indices LLC, S&P/Case-Shiller 20-City Composite Home Price Index [SPCS20RSA], retrieved from FRED, Federal
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Source: TagniFi Econ
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Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/SPCS20RSA, Jan 31, 2023.
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35 U.S. Bureau of Economic Analysis, Personal Consumption Expenditures [PCE], retrieved from FRED, Federal Reserve Bank of St.

Louis; https.//fred.stlouisfed.org/series/PCE, Jan 27, 2023.

HONKAMP, P.C.

04 2022

25%
208G
15%

14


https://fred.stlouisfed.org/series/SPCS20RSA
https://fred.stlouisfed.org/series/PCE

\“ ECONOMIC AND INDUSTRY OVERVIEW | Q42022

Auto and Light Truck Sales
25.0

Auto manufacturers reported 13.3
million autos and light trucks sold®® in
December 2022, down 2.3% from
September. New vehicle prices®” built
on their record high by a further 0.7%
during the 4th quarter, while used car
prices>® fell 7.7% over the quarter.

Millions of Units

Source: TagniFi Econ
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Consumer Sentiment Index

The University of Michigan’s consumer
sentiment index® rose to 59.7 to end
the 4th quarter, continuing its rebound
from its all-time low of 50.0 in June yet
still well below its 30-year average of
86.9. December’s increase exceeded
expectations amid abating inflation
expectations. While consumer
expectations for the economy have
improved, they remain relatively weak,
with 65% of consumers expecting =0

=100)

75.0

65.0

Index (March 1996

55.0
Source: TagniFi Econ
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% U.S. Bureau of Economic Analysis, Light Weight Vehicle Sales: Autos and Light Trucks [ALTSALES], retrieved from FRED, Federal Reserve
Bank of St. Louis; https://fred.stlouisfed.org/series/ALTSALES, Jan 27, 2023.

37U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: New Vehicles in U.S. City Average [CUURO000SETA01],
retrieved from FRED, Federal Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/CUURO000SETAO1, Jan 27, 2023.

38 U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: Used Cars and Trucks in U.S. City Average
[CUSROO00SETAOQ2], retrieved from FRED, Federal Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/CUSRO000SETA02, Jan 27,
2023.

3 University of Michigan, University of Michigan: Consumer Sentiment [UMCSENT], retrieved from FRED, Federal Reserve Bank of St. Louis;
https.//fred.stlouisfed.org/series/UMCSENT, Jan 27, 2023.
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Capital Markets

The table below shows the quarterly, year-to-

date, and 12-month performance of major U.S. S&P 500
equity indices. Capital markets, which had 5,000
enjoyed bullish conditions during the initial 4.800
pandemic recovery, suffered a reversal of o
fortunes in the first three quarters of 2022 that -
brought the S&P 500 and Dow Jones Industrial 4,400
averages back down to late-2020 levels. 4th 4,200
quarter market conditions improved with 4,000
better than expected inflation and jobs report 3,200
news; during the quarter, the Dow Jones 3 600
Industrial Average climbed 15.4%, the Dow Jones . 2 400
Composite rose 13.3%, and the Dow Jones source: TagniFi Econ '
Transportation increased 11.1%. The S&P 500 NN I T OYREEE RS S oo A
was up 7.1% for the quarter. Still, it was not AR R A A A A A R EA R A R A R B R B~ B
enough to salvage a bearish year—the worst NNAN NN NN NN N NSNS N NN NN NN
since 2008 for the Dow Jones Industrial Average,
S&P 500, and NASDAQ Composite.
Closing % Change

Index Value Quarter YTD 12-Ma.

S&P 500 3,839.50 71.1% -19.4% -19.4%

Dow Jones Industrial Average 33.,147.25 15.4% -8.8% -8.8%

Dow lones Composite Average 10,962.83 13.3% -10.6% -10.6%

Dow lones Transportation Average 13.391.91 11.1% -18.7% -18.7%

NASDAQ Composite 10,466.48 -1.04% -33.1% -33.1%

Wilshire 5000 38,073.94 6.2% -21.4% -21.4%

Volatility Index (VIX)

Stock market volatility, as measured by the VIX %, 70
ended the 4th quarter at 21.7, down 31.5% since
the prior quarter but up 25.8% since the end of
2021. Fluctuations in the VIX marked a turbulent 50
year for capital markets plagued by anxiety about
inflation, hawkish Federal Reserve policy,
geopolitical unease, and mixed economic signals. 30

10
Source: TagniFi Econ
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40 Chicago Board Options Exchange, CBOE Volatility Index: VIX [VIXCLS], retrieved from FRED, Federal Reserve Bank of St. Louis;
https.//fred.stlouisfed.org/series/VIXCLS, Jan 27, 2023.
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Outlook

In June 2022, the FOMC revised their near-term inflation and real GDP rate projections slightly upward and
unemployment rate projections slightly downward. Little to no adjustments were made to longer-run projections
for the three indicators.

The FOMC revised their projection for real GDP*' to 0.45% growth in 2022, rising to 0.70% in 2023, then to 1.65%
by 2024. They expected Personal Consumption Expenditures (PCE) inflation*? to grow to 5.70% in 2022 but
moderate to 3.20% by 2023 and 2.50% by 2024. They forecast that the unemployment rate** would be 3.70% in
2022, rising to 4.55% in 2023 and 2024. The board again increased projections of future target rates and resolved
to uphold tight monetary policy against elevated inflation through at least the coming year.

FOMC Summary of Economic Projections

Year Real GDP PCE Unemployment

2022 0.45% 5.70% 3.70%
2023 0.70% 3.20% 4.55%
2024 1.65% 2.50% 4.55%
2025 1.80% 2.10% 4.35%

4! Federal Reserve Bank of St. Louis, FOMC Summary of Economic Projections for the Growth Rate of Real Gross Domestic Product
[GDPC1CTM)], retrieved from FRED, Federal Reserve Bank of St. Louis; https:/fred.stlouisfed.org/series/GDPC1CTM, Jan 27, 2023.

“2 Federal Reserve Bank of St. Louis, FOMC Summary of Economic Projections for the Personal Consumption Expenditures Inflation Rate,
Central Tendency, Midpoint [PCECTPICTM], retrieved from FRED, Federal Reserve Bank of St.

Louis; https.//fred.stlouisfed.org/series/PCECTPICTM, Jan 27, 2023.

43 Federal Reserve Bank of St. Louis, FOMC Summary of Economic Projections for the Civilian Unemployment Rate, Central Tendency,
Midpoint [UNRATECTM)], retrieved from FRED, Federal Reserve Bank of St. Louis; https.//fred.stlouisfed.org/series/UNRATECTM, Jan 27,
2023.
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Midwest Economy*

Summary of Economic Activity

Economic activity in the Seventh District
decreased slightly overall in late November L i
and December. Contacts generally . '
expected slow growth in the coming ® Santra 5 o | Philadelphia

months, though many expressed concerns ; 3 ‘Board of
- : Governors

about the potentla! for a recession this - Richmond
year. Employment increased moderately; By
consumer and business spending were L4
. . . Alaska and Hawaii

unchanged; nonbusiness contacts saw little are part of the

. .. . Fi i Distri
change in activity; manufacturing San Francisco District
decreased modestly; and construction and "

real estate decreased moderately. Many contacts indicated they were no longer facing supply chain disruptions.
Prices and wages rose moderately, though at a slower pace than last report, while financial conditions tightened
some. Agriculture incomes were strong in 2022.

Labor Markets

Employment increased moderately in late November and December, and contacts expected a modest increase in
employment over the next 12 months. Many contacts continued to report difficulty finding workers, though others
said they were able to meet their hiring needs. One contact noted that worker attrition had slowed. Another said
that offering longer but fewer shifts had attracted workers and helped those with childcare needs. Wage and
benefit costs continued to increase, though at a slower pace than in the prior reporting period. Compensation
increases were aimed both at attracting new workers and retaining existing talent.

Prices

Prices rose moderately in late November and December, which was a slower pace of increase than in the last
report. Contacts expected a similar rate of price increases over the next 12 months. Producer prices rose
moderately, with reports of higher overall energy and raw materials costs. One contact noted that shipping costs
had largely stabilized, and another reported that declining fuel prices were lowering production costs. Consumer
prices generally moved up due to solid demand and passthrough of higher costs, though there was growing
consumer resistance to paying higher prices.

Consumer Spending

Consumer spending was little changed on balance. Nonauto retail sales for the holiday season edged up, slightly
exceeding expectations. Categories that registered growth included consumer electronics, grocery, discount
stores, cell phone plans, and specialized goods such as formal apparel and small kitchen appliances. Weaker
spending categories included furniture and toys. Retailers increased promotions prior to Christmas and boosted
them further after Christmas to sell off excess inventories. New vehicle sales were little changed, and dealers were
concerned that rising inventories and financing rates would hurt profitability. Used vehicle sales decreased slightly,
and prices continued their fall from peak levels earlier in 2022. Overall, leisure and hospitality spending was up a
bit, while some airlines and cruise lines noted that the level of spending was well above last year's. Movie ticket
sales were also up.

Business Spending

Business spending was little changed overall in late November and December. Capital expenditures remained
stable on balance, with contacts highlighting purchases aimed at greater automation. Demand for commercial and
industrial energy decreased slightly while residential energy consumption rose. Retail inventories remained
elevated overall, and contacts said retailers were reducing orders and ramping up promotions to help pare them

4 Primary Source: Federal Reserve, Beige Book — March 8, 2023, “Summary of Commentary on Current Economic Conditions” Extracted
wholly or largely verbatim and/or substantially paraphrased.
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down. Vehicle inventory levels continued their slow and steady climb. In manufacturing, inventories were
somewhat elevated, as supply issues continued to lead firms to hold unfinished products. That said, many contacts
indicated they were no longer experiencing supply chain disruptions.

Construction and Real Estate

Construction and real estate activity decreased moderately over the reporting period. Residential construction
activity declined modestly overall, led by a pullback in single family homebuilding. Contacts reported that
multifamily construction and remodeling activity were stable. Residential real estate activity fell moderately. Home
prices moved down modestly, but rents were up modestly. Nonresidential construction declined slightly. One
contact said that while there is still work in the pipeline for the next 6 to 12 months, high interest rates were
weighing on new projects, leading to worries that work will dry up later in 2023. Commercial real estate activity
decreased moderately, with contacts reporting that obtaining financing for deals was very difficult. Prices were
down moderately, while rents decreased modestly. Both vacancy rates and the availability of sublease space
increased modestly.

Manufacturing

Manufacturing demand decreased modestly in late November and December. Contacts reported improvements in
the availability of inputs, which helped them further reduce order backlogs. Steel production declined slightly in
November as demand slowed. Fabricated metals demand was flat on balance, with contacts highlighting growth
in defense industry sales but declining orders from the housing and automotive sectors. Several fabricated metals
contacts noted long lead times for copper. Auto production decreased slightly, while heavy truck demand
increased slightly. Heavy machinery orders were steady.

Banking and Finance

Financial conditions tightened some over the reporting period. Participants in the equity and bond markets
reported lower asset values and increased volatility. Business loan demand fell moderately, with contacts pointing
to declines in commercial real estate lending. Business loan quality decreased slightly, though one contact noted
that loan quality remained strong in multifamily housing as rents stayed high. Business loan standards tightened
slightly. Consumer loan volumes fell modestly, with contacts continuing to note declines in mortgage lending in
the face of higher rates. Consumer loan quality and standards remained the same.

Agriculture

After a strong year for District agricultural income, contacts expected lower but still solid returns in 2023. A
contact suggested that many farmers will spend their gains on equipment and trucks, especially as availability at
dealers had improved. With rivers rising, barge shipments returned closer to normal levels, easing shipping costs
some. Furthermore, prices for inputs such as fertilizers, chemicals, and energy all moved down during the
reporting period, and there was less concern about the availability of inputs. However, some contacts expressed
worries about higher interest rates on farm loans. Soybean prices were higher, whereas corn prices were little
changed. Egg and cattle prices continued moving up, while dairy and hog prices generally continued to move
down. Most major agricultural prices ended 2022 higher than they were at the end of 2021.

Community Conditions

Community development organizations and public administrators reported little change in overall economic
activity in late November and December. State government officials saw healthy growth in tax revenues over the
reporting period. Demand for unemployment insurance remained low. Small business support organizations said
clients continued to face margin pressures due to rising input costs, leading to increased loan delinquencies. In
addition, higher interest rates were making small businesses reluctant to take on working capital loans. Nonprofit
organizations said that uncertainty about the employment outlook was complicating low- and moderate-income
households' long-term financial decisions, such as whether to pursue homeownership. Philanthropic organizations
continued to face the challenge of balancing increased requests to address basic needs—such as food
insecurity—with lower revenues.
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