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. General Economic Overview, Industry Overview and Company Outlook

Historical Data Consensus Forecasts**
2017 2018 2019 2020 2021|2022 2023 2024 2025 2026 2027 2028-2032

Real GDP* 23 29 23 -34 56|39 26 21 21 21 21 2.0
Industrial production* 1.3 32 08 -72 57 (43 26 22 20 19 1.9 1.9
Consumer spending* 24 29 22 -38 80|36 24 23 23 22 22 2.2
Real disposable personal income* 28 34 23 62 22|29 27 23 22 21 21 2.3
Business investment* 41 64 43 53 75152 42 36 31 32 32 3.1
Nominal pretax corp. profits* 45 83 27 52 246|6.0 3.3 41 44 45 45 4.3
Total government spending* 05 14 22 25 07114 16 NA NA NA NA NA
Consumer price inflation* 21 24 1.8 1.2 47 (48 26 24 24 24 24 2.3
Core PCE 1.7 20 17 14 33|38 26 NA NA NA NA NA
3-month Treasury bill rate 14 24 15 01 0108 15 15 19 22 22 2.3
10-year Treasury bond yield 28 27 19 09 16|22 25 29 31 32 32 3.3
Unemployment rate 44 39 37 81 54137 35 NA NA NA NA NA
Housing starts (millions) 1.2 13 13 14 16|16 16 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, January 2022.

In the 4th quarter of 2021, the U.S. economy pressed forth in its recuperation from the blow of the COVID-19
pandemic, posting strong gains in production despite continued disruptions to supply chains and labor availability,
soaring inflation, and the anticipation of waning monetary policy supports.

Supply chains across the globe continue to face challenges in capitalizing on vigorous consumer demand. With
COVID-19 case rates soaring, worker shortages continue to challenge supply, affecting both production and
shipping at the wholesale and retail levels. Although the unemployment rate continues to drop, nearing pre-
pandemic levels, labor market participation remained depressed throughout the quarter. Prior to the COVID-19
pandemic, the last time labor force participation was as low was more than 45 years ago.

Balancing a robust economic recovery with searing inflationary pressures continues to be a main challenge for the
U.S. Inflation reached 30-year highs during the 4th quarter, taking a toll on consumer sentiment. In December, the
Fed reiterated its plans to raise target interest rates and taper its bond-buying programs in 2022.

As the U.S. economy continued to expand during the 4th quarter, the Delta variant-dominant 4th wave of the
COVID-19 pandemic receded and gave way to the ultra-contagious Omicron variant. Omicron rapidly swept the
globe, becoming the dominant strain in the U.S. within 3.5 weeks after being declared a variant of concern by the
WHO. Daily confirmed cases of COVID-19 in the U.S. jumped by 3.5 times by the end of the 4th quarter and
continued to trend steeply upward. However, daily deaths, which lag one to two weeks behind case trends, were
down by nearly one-third at the end of December.

" Economic Outlook Update™ 4Q 2021 published by Business Valuation Resources, LLC, © 2022. Exhibit 2A: Forecasts.
2 Economic Outlook Update™ 4Q 2021 published by TagniFi, LLC, © 2022.
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Below is a summary timeline of key COVID-19 events in the U.S. during the 4th quarter of 2021:

U.S. begins the quarter at 107,684 daily cases, 1,848 daily deaths (7-day moving
average). 56% of Americans are fully vaccinated

FDA authorizes Pfizer-BioNTech COVID-19 vaccine for emergency use for children
5-11 years of age

October 1, 2021

October 29, 2021

November 26, 2021 WHO declares B.1.1.529 variant, named Omicron, a variant of concern
December 3, 2021 60% of Americans are fully vaccinated

December 13, 2021 U.S. reaches 50 million total COVID-19 cases

December 15, 2021 U.S. reaches 800,000 total deaths from COVID-19

Pfizer and BioNTech announce plans to trial 3rd dose of COVID-19 vaccine in children
under 5, extending vaccine wait for the age group

December 20, 2021 Omicron variant becomes dominant strain in U.S. according to CDC 1-week estimates

December 17, 2021

December 27, 2021 CDC shortens recommended isolation and quarantine period

U.S. ends the quarter at 397,460 daily cases, 1,253 daily deaths (7-day moving

December 31, 2021 average). 63% of Americans are fully vaccinated

Despite the significantly mutated Omicron variant causing frequent “breakthrough cases” of vaccinated people
becoming infected with COVID-19, vaccines continued to prove highly effective at preventing serious illness and
death. Although a large part of the U.S. population is still unwilling to receive the shot, many experts predict that
rising global vaccination rates will help mitigate the dangers of COVID-19 mutation and global spread. Through
global vaccination efforts and the sheer infectiousness of the Omicron variant, enough immunity may be achieved
to push the pandemic into its endemic stage, where the circulating disease becomes limited in both deadliness
and reach due to immunity throughout the population. Some experts believe COVID-19 could become endemic in
the U.S. as early as 2022.

A multifactor indicator of economic strength, the Philadelphia Fed’s coincident index2 of economic activity in the
U.S. rose 0.4% in December 2021 and 1.2% during the 4th quarter. For the quarter, coincident indexes increased
in all 50 states. Coincident indexes reflect unemployment, payroll employment, manufacturing hours, and wages
and salaries. Unemployment, a major factor in the index, fell 0.8 percentage points over the quarter, yet the
unemployment rate and the number of unemployed people are up 0.4 percentage point and 0.6 million,
respectively, since February 2020.

December 2021 State Coincident Indexes: 3-Month Change

Less than -1.0%

Between -0.5% and -1.0%

Between -0.1% and -0.5%

Unchanged

Between 0.1% and 0.5%

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, 2022.
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The U.S. dollar index for goods and
services* rose 0.28% during the 4th
quarter of 2021 to a level 3.36% higher
than in December of 2020. The dollar
climbed in November to its highest
level of 2021 and remained high through
the end of 2021. The advancement
came as Fed chairman Jerome Powell
was renominated for his role, firming
investors’ expectations of target interest
rate hikes in the coming year. The
low-risk investment remained attractive
despite an uptick in global risk appetite
as talks sputtered on the beleaguered
Build Back Better bill in Washington,
and the Omicron variant pushed yet
another surge of COVID cases
worldwide.
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Trade Weighted U.S. Dollar Index

Source: TagniFi Econ
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e The Philadelphia Fed’s coincident index® of economic activity in the U.S. rose 0.4% in December 2021 and

1.2% during the 4th quarter.

o Real GDP for the 4th quarter of 2021 grew at an annual rate of 6.9%, bouncing back from a 2.3% showing

in the 3rd quarter.

e The U.S. dollar index rose 0.28% during the 4th quarter of 2021 to a level 3.36% higher than in December of

2020.

e The effective federal funds rate remained steady throughout the 4th quarter at 0.08%, near its all-time low.

e The 1-year and 2-year annual treasury yields ended the 4th quarter at 0.39% and 0.73%, respectively. The
benchmark 10-year treasury yielded 1.52% annually at the end of the quarter, while the 30-year treasury

yielded 1.90%.

e Unemployment fell to 3.9% in December 2021, and nonfarm payroll employment grew by 1.1 million jobs in

the 4th quarter.

e The Consumer Price Index rose 7.1% year-over-year in December, its fastest growth since June of 1982.

Excluding volatile energy prices, the index rose 5.6%.

e Crude prices ended the period at $71.71 per barrel, 0.1% higher than the prior quarter.
e New home starts® numbered 1.70 million in December, up 9.8% over September amid a severe shortage of

housing supply.

e The S&P 500 rose 10.6% during the 4th quarter of 2021. The Dow Jones Industrial Average climbed 7.4%
during the quarter while the Dow Jones Transportation and Composite Indexes jumped 17.7% and 10.7%,

respectively.

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.org/series/ DTWEXBGS, Jan 27, 2022.

5 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/lUSPHCI, Jan 28, 2022.

6 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, 2022.
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Real gross domestic product (GDP)7 for
the 4th quarter of 2021 grew at an
annualized rate of 6.9%, bouncing back
from a 2.3% showing in the 3rd quarter.
The 4th quarter built on more than a
year’s worth of gains to push real GDP
to record levels for the third consecutive
quarter.

The leading contributor was gross
domestic private investment®, boosting the
overall figure by 5.2%, attributable mainly
to nonfarm private inventory investment.
Personal consumption expenditures®
(PCE) contributed 2.3% of the growth

in real GDP in the 4th quarter, led by
broad increases in household services
consumption including health care,
recreation, and transportation.

Government expenditures ' constrained
4th quarter real GDP growth with a
negative effect of 0.5%. Government
consumption dropped at both the federal
and state and local levels. In the 4th
quarter of 2021, federally funded
pandemic assistance such as forgivable
business loans, grants for state and
local governments, and household
benefits expired or wound down.

Net exports'! had a neutral effect on
overall real GDP in the 4th quarter, as
both exports and imports increased.
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Annual Percentage Change in Real GDP

Source: TagniFi Econ
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7 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, 2022.

8 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/AOO6RY2Q224SBEA,

Jan 27, 2022.

% 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, 2022.

0U.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, 2022.

'U.S. Bureau of Economic Analysis, Contributions to percent change in real gross domestic product: Net exports of goods and services
[A0O19RY2Q224SBEA|], retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/AO19RY2Q224SBEA,

Jan 27, 2022.
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The Indgst_rlal_ Production Index'? is an Industrial Production Index
economic indicator that measures real 1200
output for all facilities located in the
United States manufacturing, mining, 110.0
and electric, and gas utilities. The
index stood at 101.9 at the end of the 100.0
4th quarter, up 1.9% since the previous 90.0
quarter.
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The Capacity Utilization Index 3, which Capacity Utilization, Manufacturing
attempts to capture industrial output 20.0
as a percentage of the economy’s 85.0
maximum production capacity, increased 20,0

to 77.2% during the 4th quarter, exceeding
its pre-pandemic level. Capacity utilization 75.0
reached a nearly 3-year high in November
2021 and remained near that peak in

December. The 10-year high for the 65.0
metric was 78.4% in August of 2018.
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"2 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/INDPRO, Nov 1, 2021.

'3 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/seriessMCUMEN, Jan 27, 2022.
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The effective federal funds rate# remained U.S. Treasury Yield Curve

steady throughout the 4th quarter at 0.08%, —021-12-31 2020-12-31

near its all-time low. Short-term treasury bond 2.5%
yields 15 were little changed during the 4th

quarter. Long-term treasury yields fell in 2.0%
November upon speculation about a change in

Federal Reserve leadership, then climbed after 15%

Jerome Powell was renominated and Fed plans

to raise target rates and taper bond-buying

programs proceeded. The 1-year and 2-year

annual treasury yields ended the 4th quarter

at 0.39% and 0.73%, respectively. The

benchmark 10-year treasury yielded 1.52% Source: TagniFi Econ
annually at the end of the quarter, while the

30-year treasury yielded 1.90%. ATV V) ?, ) 2
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In the 4th quarter of 2021, the Federal Reserve Federal Funds Rate

continued to keep the federal funds target rate 7%
steady at a range of 0.00% to 0.25% but Source: TagniFi Econ
reiterated its plans to increase rates and phase
down its aggressive bond-buying program in
2022. Investors expect the target rates to begin
rising in March of 2022. The effective federal 4%
funds rate '® was unchanged throughout the
4th quarter at 0.08%. 3%
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4 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.org/series/FEDFUNDS, Jan 27, 2022.

'5 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=2021-09-30, Jan 27, 2022.

'6 Board of Governors of the Federal Reserve System (US), Effective Federal Funds Rate [FEDFUNDS], retrieved from FRED,
Federal Reserve Bank of St. Louis; https:/fred.stlouisfed.org/series/FEDFUNDS, Jan 27, 2022.
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The yield on the benchmark 10-year U.S.
treasury'” ended the 4th quarter at 1.52%,
unchanged from the previous quarter, but
well below the average yield of 4.05% over
the last 30 years.

Moody’s Baa Corporate Bond Yield Index'8
ended the 4t quarter at 3.37%, matching its
3rd quarter level. Moody’s Aaa'® Index was
similarly little changed, ending the 4th quarter
at 2.71%, compared to 2.70% in the previous
quarter.

Starting in March of 2020, the Federal Reserve
took the unprecedented measure of building

a portfolio of corporate bonds, effectively
backstopping the corporate bond market.
Shortly after doing so, the riskier Baa index
reversed its yield spike and began to fall
lower. The move was less dramatic for Aaa,
but both markets were affected directly by the
Fed’s $13 billion portfolio, as well as by its
expansionary operations in 2020. The Fed
indicated in December 2021 that its gradual
sell-off of its bond holdings would likely begin
shortly after its first target rate increase, widely
expected in early 2022. The tapering could

put temporary upward pressure on yields,
especially for the riskier Baa index.
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10-Year US Treasury Yield

Source: TagniFi Econ

Moody's Baa Corporate

Source: TagniFi Econ
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7 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/DGS 10, Jan 27, 2022.

8 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, 2022.

¥ 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, 2022.

HONKAMP KRUEGER & €O., P.C.

8


https://fred.stlouisfed.org/series/DGS10
https://fred.stlouisfed.org/series/DBAA
https://fred.stlouisfed.org/series/DAAA

L

The official unemployment rate?° fell to 3.9% in
December 2021, continuing its downward trend
toward its pre-pandemic level and outperforming
its 30-year average of 5.9%. However, the labor
force?! remained 2.3 million workers smaller
since February 2020, with a labor force
participation rate?? of just 61.9%. Prior to the
COVID-19 pandemic, the last time labor force
participation was that low in the U.S. was
February 1977. Economists polled by the
Livingston Survey?3 in December projected an
unemployment rate of 4.0% in June 2022,
declining to 3.8% in December 2022.

In what is becoming known as The Great
Resignation, nonfarm worker quits* set their
fifth record in eight months in November 2021,
with 4.5 million workers handing in their notice.
The number of quits jumped 8.9% from the
prior month and 37.3% from November 2020.
The unprecedented level of resignations has
been attributed to disparate reasons, with
burnout, anxiety, and dissatisfaction arising
from the COVID-19 pandemic on the one hand,
and increased opportunities on the other.
Even as quits set record highs, job openings
outnumber job-seekers by approximately

1.5 times, according to some estimates.

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; it fell to
7.3% in December 2021, its lowest level since
February 2020, prior to the onset of the
COVID-19 pandemic.
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Civilian Unemployment Rate

Source: TagniFi Econ
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20 U.S. Bureau of Labor Statistics, Civilian Unemployment Rate [UNRATE], retrieved from FRED, Federal Reserve Bank of St. Louis;

https://fred.stlouisfed.org/series/UNRATE, Jan 27, 2022.

21 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, 2022.

2 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, 2022.

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

research/livingston-survey, Jan 27, 2022.

24 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 28, 2022.
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% U.S. Bureau of Labor Statistics Total Unemployed, Plus All Persons Marginally Attached to the Labor Force, Plus Total Employed Part Time
for Economic Reasons, as a Percent of the Civilian Labor Force Plus All Persons Marginally Attached to the Labor Force (U-6) [UBRATE],
retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/U6RATE, Jan 27, 2022.
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Nonfarm payrolls?® grew by 1.1 million
jobs in the 4th quarter, although the job

Change in Nonfarm Payrolls

gains slowed later in the quarter. U.S. 16,000
nonfarm payrolls in December 2021 5,000
" w
totaled 149.0, up 6.4 million compared to ) I 5
the same period last year, yet still 3.6 o et 0 =
million jobs below their pre-pandemic -5,000 5‘5
(February 2020) levels. 0
-10,000 2
8
-15,000 3
=
-20,000
Source: TagniFi Econ
-25,000
[ o L e T o e I o I = O Ve o o o e T o I o Y o I e T o I T I |
o 4 oo A2 420 A0 420 A0 40 -0 -
Nt DD O AN DY DD N T 0O
S o220 2 2 dddddodo o
T © o O O o o O 0 o o o o o Q9 O
Lo I I I IR O I o A o Y ot N A o A o O o O o T o A o O o O o O o A |
Consumer Price Index
After many tame years, inflation is now 8%
at the forefront of the economic conversation. 7%
The Consumer Price Index?’ rose 7.1% 6%
year-over-year in December, its fastest 59
growth since June of 1982. Excluding 4%
volatile energy prices?8, the index rose 5.6%. 29
Notably, the price of a gallon of gas2® jumped >
57% from a national average of $2.17 in 1;
December 2020 to $3.41 in December 2021. D”
The Federal Reserve, attributing the 0%
. . . a,
inflationary pressure to ebullient demand -1%
outpacing constrained supply chains, further Source: TagniFi Econ -2%
developed plans to withdraw economic -3%
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and a gradual selloff of its massive bond
holdings, in contrast to historical inflationary
spikes when the Fed relied on blunter and
less predictable tools such as manipulating
the supply of circulating currency.

% 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, 2022.

27 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, 2022.

2 U.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, 2022.

29U.S. Bureau of Labor Statistics, Average Price: Gasoline, Unleaded Regular (Cost per Gallon/3.785 Liters) in U.S. City Average
[APU000074714], retrieved from FRED, Federal Reserve Bank of St. Louis; https:/fred.stlouisfed.org/series/APU000074714, Jan 27, 2022.
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The Producer Price Index?®° fell 0.9% in
December, the first over-the-month decline
since April 2020. Still, the PPl was 20.2%
higher in December than one year prior,
well above the 2.4% average annual
increase over the last 30 years.

Treasury Inflation-Protected Securities (TIPS)
are a longer-term Treasury debt instrument
which pays a fixed interest rate but adjusts
the principal value according to inflation,
effectively indexing interest payments to
inflation. TIPS have continued to sell at

a premium, reflecting higher inflation
expectations for the future; however, rising
supply and falling demand are expected
once the Fed moves to combat inflation
through bond selloffs. The 5-year breakeven
inflation rate3!, an indicator for the market’s
inflation expectations for the period, rose

to 2.87% to end the 4th quarter, slightly
higher than the 2.51% rate at the end of

the 3rd quarter.
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Producer Price Index

:TagniFiEcon

5-Year Breakeven Inflation Rate

Source: TagniFi Econ
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30 U.S. Bureau of Labor Statistics, Producer Price Index for All Commodities [PPIACQ], retrieved from FRED, Federal Reserve Bank of
St. Louis; https:/fred.stlouisfed.org/series/PPIACO, Jan 27, 2022.

$'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, 2022.
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West Texas Intermediate (WTI)

U.S. crude 0il®2 prices peaked in October at

_— ; $160
their highest value in seven years, the result Source: TaaniFi Econ
of a global shortfall in energy supply. In L] $140
November and December, prices fell nearly $120

back to prior-quarter levels amid speculations
about the release of reserve oil in multiple $100

o
countries and lockdowns in response to the 280 =
spread of the Omicron variant. Crude prices ' @
ended the period at $71.71 per barrel, 0.1% se0
higher than one quarter earlier. S0
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New Housing Starts
The housing market was characterized 25
by renewed efforts to meet pent-up
demand despite the continued challenges 20
of soaring materials costs and an ongoing v
labor shortage. New home starts33 g
numbered 1.70 million in December, 15 z
up 9.8% over September amid a severe @
shortage of housing supply. Multifamily 10 2
units led the climb, while single family g

home starts fluctuated over the quarter.
Prices of construction materials remain
markedly elevated, with an increase in

duties on Canadian softwood helping 0.0

0.5
Source: TagniFi Econ

to push lumber prices up 15.5% in ggggzggggggaggggaggggg
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December. Housing starts were 2.5% 2222202328888 gdgddgdgggd
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higher than last year and well above
their 30-year average of 1.33 million.

2 U.S. Energy Information Administration, Crude Oil Prices: West Texas Intermediate (WTI) - Cushing, Oklahoma [DCOILWTICQ], retrieved
from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/DCOILWTICO, Jan 27, 2022.

33 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, 2022.
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The cost of financing for would-be
homebuyers remained near record
lows in the 4th quarter, with the
30-year fixed-rate mortgage3*
ending the quarter at 3.11%.

Source: TagniFi Econ
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The S&P Case-Shiller Home Price

Index (20-city)35 for November 2021

rose 18.3% since the previous November
with Phoenix, Tampa, and Miami reporting
the largest increases. Supply constraints
combined with mortgage rates continuing
to hover near record lows, pushed home
prices even higher, a dynamic seen since
the pandemic began.
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30-Year Mortgage Rate
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S&P Case-Shiller Home Price Index

Source: TagniFi Econ

2021-01
2021-11

04 2021

5.5%

5.0%

4.5%

4.0%

3.5%

3.0%

2.5%

25%
20%
15%
10%
5%
0%
-5%
-10%
-15%
-20%
-25%

34 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/seriessMORTGAGE30US, Jan 27, 2022.

3% S&P Dow Jones Indices LLC, S&P/Case-Shiller 20-City Composite Home Price Index [SPCS20RSA], retrieved from FRED, Federal

Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/SPCS20RSA, Jan 27, 2022.
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Personal Consumption Expenditures

40%
Personal Consumption Expenditures

(PCE)3® rose 2.4% in the 4th quarter to 30%
$16.3 trillion. PCE were up 13.0% since
the 4th quarter last year. Spending on 20%
services grew on broad increases in
household services consumption, led 10%
by health care and recreation services.
Spending for goods increased more 0%
moderately, with scattered increases
led by recreational goods and vehicles -10%
outpacmg various declines led by motor Source: TagniFi Econ
vehicles and parts. -20%
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Auto manufacturers reported 12.4 Auto and Light Truck Sales
million autos and light trucks sold®” 250
in December 2021, up 1.2% from
September. The lingering impacts of 22.5

a semiconductor chip shortage held

inventories near record lows and 200 £
continued to prop up prices for new 175 2
vehicle prices?8, which in December o
stood at an all-time high after rising 150 §
4.0% during the 4th quarter. Used car o
prices® also stood at a record high in 125 =
December after rising 8.8% over the 10,0
quarter. Source: TagniFi Econ
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3% 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, 2022.

37 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 28, 2022.

38 U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: New Vehicles in U.S. City Average [CUUR0O000SETAO1],
retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/ CUURO000SETAO1, Jan 27, 2022.

39 U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: Used Cars and Trucks in U.S. City Average
[CUSROO0O0SETAOQ2], retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/ CUSROO00SETAO2,
Jan 27, 2022.
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The University of Michigan’s consumer
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Consumer Sentiment Index

sentiment index# ended the 4th quarter 1200
at 70.6, after dropping to 67.4 in November, 1100
its lowest level in 10 years. The decline
reflected consumers’ outlooks on 100.0
skyrocketing inflation combined with
waning confidence in policymakers’ ability 200
to curb price pressures. Additionally, labor 80.0
turnover continued its intensified churn,
with worker quits setting a new record. /0.0
The consumer sentiment index remains 60.0
well above its previous low of 55.8 in Source: TagniFi Econ
August 2011 but far short of its 30-year 50.0
average of 87.6. 888488308830 8388488348334
piReggegesL8ggegpILsdsasy
2222 2ZR3RRRAIRARRAIAITIARIIIK
S&P 500
5,000
The table below shows the quarterly, 4800
year-to-date, and 12-month performance 4’600
of major U.S. equity indices. Capital '
markets made a strong showing in the 4,400
4th quarter of 2021 to cap a year of strong 4,200
corporate earnings growth and highly 4,000
supportive pandemic-era monetary policy. 3,800
The S&P 500 rose 10.6% during the 4th 3,600
quarter of 2021. The Dow Jones Industrial 3.400
Average climbed 7.4% during the quarter . 3’200
while the Dow Jones Transportation and Source: TagniFi Econ 00
Composite Indexes jumped 17.7% and NI IL NS EERREES SNy '
10.7%, respectively. B T T T I L R I |
RERE32858588888888¢88¢8¢:¢8
Closing % Change
Index Value Quarter YTD 12-Mo.
S&P 500 4,766.18 10.6% 26.9% 26.9%
Dow Jones Industrial Average 36,338.30 7.4% 18.7% 18.7%
Dow Jones Composite Average 12,266.85 10.7% 21.3% 21.3%
Dow Jones Transportation Average 16,478.26 17.7% 31.8% 31.8%
NASDAQ Composite 15,644.97 8.3% 21.4% 21.4%
Wilshire 5000 48,461.16 8.1% 22.8% 22.8%

=100)

Index (March 1996

40 University of Michigan, University of Michigan: Consumer Sentiment [UMCSENT], retrieved from FRED, Federal Reserve Bank of St. Louis;

https://fred.stlouisfed.org/series/UMCSENT, Oct 30, 2021.
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Stock market volatility, as measured Voiatiiity Index (le)
by the Volatility Index (VIX 41), ended the 4th 45
quarter at 17.2, down 18.6% since the prior

quarter. The index began to spike in the last 40
week of November, reaching a peak on 35
December 1, as concerns deepened about
the ultra-contagious Omicron variant and 30
hawkish statements by Fed chairman
Jerome Powell. 25
20
15
Source: TagniFi Econ 0
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In December 2021, the FOMC revised their near-term inflation projections upward, and both their unemployment
rate and real GDP projections downward. Longer run projections for all three indicators held relatively steady.

The FOMC revised their projection for real GDP“2 to 4.05% growth in 2022, slowing to 1.90% by 2024. They
expected Personal Consumption Expenditures (PCE)*3 to fall to 2.60% by 2022 and taper to 2.10% in 2024. They
forecast that the unemployment rate* would be 3.55% in 2022 and 3.45% in 2024. Notably, the board projected
interest rate hikes each year through 2024, likely in response to the continued elevation in inflation figures.

FOMC Summary of Economic Projections

Year Real GDP PCE Unemployment

2021 5.50% 5.35% 4.25%
2022 4.05% 2.60% 3.55%
2023 2.25% 2.30% 3.40%
2024 1.90% 2.10% 3.45%

41 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, 2022.

42 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/lGDPC1CTM, Jan 27, 2022.

43 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, 2022.

4 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/lUNRATECTM,

Jan 27, 2022.

HONKAMP KRUEGER & CO.,P.C. | 16


https://fred.stlouisfed.org/series/VIXCLS
https://fred.stlouisfed.org/series/GDPC1CTM
https://fred.stlouisfed.org/series/PCECTPICTM
https://fred.stlouisfed.org/series/UNRATECTM

;'3 X ECONOMIC AND INDUSTRY OVERVIEW | Q42021

Summary of Economic Activity
Economic activity in the Seventh
District increased modestly in late
November and December, and /
contacts expected a similar pace of B o i)
growth over the coming months. Labor |
and materials supply constraints as | ; ) .
well as the spread of COVID-19 AN EEanGinca. | \ i\ Philadelphia
continued to weigh on the expansion. 4 : 7 ggﬂ":ﬂ:’;rs
Employment, consumer spending and : Richmond
business spending grew modestly;

manufacturing was up slightly; and

construction and real estate was flat. Alaska and Hawaii
Wages and prices rose rapidly, while are part of the
. . " . San Francisco District
financial conditions were little changed.

Agricultural incomes were strong for anh
2021.

Employment and Wages

Employment increased at a modest pace over the reporting period, and contacts expected growth to pick up over
the next 12 months. Contacts across sectors reported persistent difficulty in finding workers at all skill levels. In
addition, contacts noted some new hires did not show up on their expected first day or quit soon after. Many
businesses continued to limit operating hours because of labor challenges, especially in the restaurant, retail, and
manufacturing sectors. Rising COVID-19 cases led some companies to further delay plans to return to in-person
work, and there were reports of business closures after COVID-19 exposures forced a large number of workers to
quarantine. Some contacts expressed concern about the potential of vaccination requirements to limit labor
supply. Overall, wage and benefit costs increased robustly. A scarcity of applicants for open positions led
numerous contacts to raise wage offers, yet not all were successful in filling open positions. To retain workers,
many employers increased the frequency of pay raises. Furthermore, contacts said they were giving larger-than-
usual raises and year-end bonuses to account for inflation or share healthy profits with workers.

Prices

Overall, prices rose rapidly in late November and December, and contacts expected price increases to continue at
a strong pace over the next 12 months. There were large increases in producer prices, driven by pass-through of
higher costs for materials, labor, and transportation. However, contacts noted that some input prices, particularly
for energy and certain steel products, had stabilized after very large increases earlier in the year. Consumer
prices generally moved up robustly, with contacts pointing to solid demand, limited inventories, increased costs,
and a greater ability to pass cost increases on to customers as sources of the higher prices.

Consumer Spending

Consumer spending increased modestly from a high level over the reporting period. Holiday spending met or
slightly exceeded forecasts. Nonauto retail sales increased moderately, with contacts noting greater spending on
groceries and pet supplies, as well lumber and building materials. Sales remained elevated in the apparel,
furniture, and appliance categories. Thrift and discount stores also reported strong sales. Consumer electronics
were a clear “laggard” according to one contact, decreasing modestly amid tight inventories. Light vehicle sales
were little changed. Although vehicle inventories were modestly up, low levels continued to limit volumes. Dealer
profit margins remained strong, reflecting both high vehicle prices and increased service department activity.
Leisure and hospitality activity was flat overall, though restaurant spending increased modestly.

4 Primary Source: Federal Reserve, Beige Book — July 14, 2021, “Summary of Commentary on Current Economic Conditions” Extracted
wholly or largely verbatim and/or substantially paraphrased.
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Business spending increased modestly in late November and December. Retail inventories remained at low levels
in numerous sectors due to domestic and international supply chain challenges, and contacts expected the issues
to persist into the second half of 2022. Manufacturing inventories changed little and were still tight, with shortages
of a wide range of inputs, most notably certain metals, chemicals, and electrical components. Demand for
transportation services remained high, even as many contacts reported continued domestic and international
shipping delays and elevated cargo and freight rates. Capital expenditures increased moderately, with contacts
highlighting technological upgrades (such as new automation equipment) and facility expansions. Contacts
expected a similar increase in capital expenditures over the next twelve months. Residential and commercial
energy consumption increased slightly, notably in leisure and hospitality, while industrial consumption decreased
slightly.

Construction and real estate activity was little changed relative to the previous reporting period, though contacts
said there were more projects in the pipeline. Residential construction was flat, while residential real estate
activity decreased slightly. One real estate contact indicated that uncertainty surrounding the economy and the
pandemic contributed to the slowdown. Home prices and rents increased modestly. Nonresidential construction
was steady over the reporting period. Contacts indicated that long lead times and labor shortages persisted.
Commercial real estate increased slightly, with activity in the industrial and multi-family sectors continuing to
outpace that of the retail and office sectors. Sales and prices were up slightly for commercial properties.
Commercial rents and vacancy rates were unchanged, though the availability of sublease space edged up.

Manufacturing production increased slightly in late November and December, with many contacts reporting
growth in order backlogs. Despite strong demand for most manufacturers, ongoing capacity constraints due to
challenges securing inputs, particularly labor, limited production gains. Auto output rose only slightly, as
assemblers and suppliers continued to face shortages of microchips and other materials. Demand for heavy
trucks picked up on top of an already strong level, but production of new trucks held steady, leading to higher
prices for used trucks. Contacts reported little change in overall steel demand, which stayed strong. There was a
small increase in steel availability as capacity utilization ticked up. Demand for building materials was flat at a high
level, supported by solid orders for commercial and residential construction.

Financial conditions were unchanged on balance over the reporting period. Business loan demand increased
slightly, notably for commercial real estate, equipment, and commercial lending. One contact also reported
increases in business loan refinancing. Business loan quality decreased slightly, while standards loosened
slightly. In consumer markets, loan demand was unchanged on balance, as were loan quality and standards.

High prices and bumper corn and soybean harvests led to strong agricultural income in 2021. Agricultural lenders
reported few issues with credit quality. Expectations are for income to be lower in 2022 than in 2021, as recent
growth in input prices outpaced growth in agricultural goods prices and farmers expected the trend to continue.
More crop farmers than typical applied fertilizer on fields during the fall because of expected cost increases and
questions about future availability. Contacts also voiced concerns about pricing and availability of other inputs,
with a jump in forward contracting to ensure supplies for 2022. Prices for corn and soybeans rose during the
reporting period, supported by weather problems in South America and a pickup in ethanol production. Prices for
cattle, hogs, eggs and dairy products moved higher. Farmland prices stayed on a rapid upward trend.
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