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e Economic themes

*  Market themes
— Review December and 2021 performance

e 2022 Thoughts
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Economic Themes

*  When doves become hawks
— Sharp reversal of guidance from the Fed from “not thinking about thinking about” rate hikes for much of 2021 to
potentially 3-4 hikes in 2022, potentially as early as March
— From QE to QT
+ Asset purchases (quantitative easing) now being tapered at $30 billion per month (on pace to end in March)
+ 12/15 FOMC minutes suggested balance sheet reduction may be a 2022 event

» “Participants judged that the appropriate timing of balance sheet runoff would likely be close to that of policy rate liftoff than in
the Committee’s previous experience”

— 24 bpsincrease in 5yr Treasury yield last week tied with 2003 for the most to start a new year in at least 3 decades

* Economy still on a solid footing; Covid still a nuisance
— Tailwind of significant monetary and fiscal stimulus still fueling expansion to begin 2022
*  Growth expected to normalize toward longer-run trend rates in second half of the year

— Dec. purchasing managers indices (PMI) in Europe, Asia, and U.S. indicated that supply-chain disruptions and
associated cost increases abated somewhat

— Omicron variant likely a greater impact on supply side than demand (i.e., net inflationary)

— Housing market still has strong momentum, but affordability is now at the lowest level post-financial crisis
» Higher mortgage rates would further accelerate affordability decline
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Actual & Projected GDP Trend

Bloomberg Median GDP Survey*
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Housing Affordability

Ratio of monthly mortgagé housing costs to monthly median income (%)
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Note: The calculation for housing costs assumes an 80 LTV loan for a median priced house which as of 3Q21 stood at $351,000. It
includes average property taxes.
Source: J P. Morgan, Case-Shiller, CoStar, Bloomberg Finance L P.
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Changes in Treasury Rates & Slope

Tenor 1/10/2022 12/31/2021 9/30/2021 12/31/2020 YTD Change Q4 Change 2021 Change
(%) (%) (%) (%) (bps) (bps) (bps)
1-Month 0.04 0.02 0.04 0.03 0.02 -0.03 -0.02
3-Month 0.09 0.03 0.03 0.06 0.06 0.00 -0.03
6-Month 0.25 0.18 0.05 0.08 0.07 0.13 0.10
1-Year 0.43 0.38 0.07 0.10 0.05 031 0.27
2-Year 0.89 0.73 0.28 0.12 0.16 0.46 061
3-Year 119 0.96 0.51 0.17 0.23 0.45 0.79
5-Year 1.52 1.26 0.97 0.36 0.26 0.30 0.90
10-Year 176 151 1.49 0.91 0.25 0.02 0.60
20-Year 2.14 1.93 1.99 1.44 0.20 -0.05 0.49
30-Year 2.09 1.90 2.05 1.65 0.19 -0.14 0.26

Curves
3mo-10yr 1.67 1.48 1.45 0.86 0.60 0.03 0.63
2yr-5yr 0.63 0.53 0.69 0.24 0.45 -0.16 0.29
2yr-10yr 0.87 0.78 121 0.79 0.42 -0.43 -0.01
2yr-30yr 1.20 1.17 1.77 1.52 0.25 -0.60 -0.35
Syr-10yr 0.24 0.25 0.52 0.55 -0.03 -0.28 -0.31
Source: Bloomberg _-"‘.'",’:NESBEIEERS 7

Negative 2021 Returns For Much of the Investment Grade Universe —

2021 Fixed Income Returns
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Market Themes

* Rates market repricing for more hawkish Fed
Treasury yields up 15-25 bps YTD for 2yr and beyond, extending the Q4 sell-off

Front-end yields continue to reprice for rate hikes (futures and swaps markets now pricing for
3-4 hikes in 2022)

Increase in long-end yields largely attributable to balance sheet runoff speculation (QT)
3mo/10yr UST spread more than 20 bps steeper YTD (through Monday)

* Fixed income performance rebounded in December on a hedged basis

— In a microcosm of 2021 as a whole, total returns were mostly negative for IG fixed income
amid higher rates, but hedged/excess returns were mostly positive on the month thanks to
general spread tigthening

¢ Bloomberg US Aggregate Index OAS -3 bps in December and -6 bps for 2021
— Agency MBS tightened 5 bps in December but now 6 bps wider in January
» Balance sheet runoff is biggest question mark for 2022 hedged performance
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Sector Returns

December-21 Year To Date Average
TROR Excess* TROR Excess* 2020 2019 2018 Annual
Cash' 0.01 - 0.05 - 0.54 2.21 1.83 1.53
Treasury? -0.28 -0.01 -1.10 -0.01 4.25 4.20 1.52 3.31
Agy Bullet & Callable’® -0.17 0.08 -0.86 0.05 3.35 3.78 1.71 2.94
15 Year MBS* -0.09 0.17 -0.41 0.56 4.43 5.49 1.01 3.63
30 Year MBS® -0.12 0.19 -1.24 -0.81 4.09 6.98 1.02 4.00
US Taxable Muni -1.47 -0.56 1.40 4.81 11.82 13.69 -1.10 7.93
US ACMBS’ -0.24 0.13 -1.85 0.57 9.02 7.42 1.06 5.77
IG Credit® -0.03 0.25 -0.35 0.81 571 7.15 1.00 4.59
HY Credit® 1.28 1.50 6.00 6.75 3.68 10.09 -0.05 4.49
S&P 500 4.47 - 28.68 - 18.39 31.48 -4.39 14.17
KBW Bank Index 1.20 - 38.34 - -10.31 36.13 -17.71 0.16
Sources:

1 ICE Treasury Bills 0-3 mo 6 ICE US Taxable Municipal

2 ICE US Treasuries 1-5yr 7 Bloomberg/Barclays Agency CMBS

3 ICE AAA US Agy 1-5yr 8 ICE US Corp 1-5yr

4 ICE BoA FNMA 15yr MBS 9 ICE US HY 1-5yr Constrained

5 ICE BofA FNMA 30yr MBS
* Excess vs. duration-matched Treasuries .
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ALM First Model Portfolio Returns

ALM First Model Portfolios Total Return (%) Summary

3-Year 5-Year Inception Inception
As of December 31, 2021 1-Month  3-Month YTD 1-Year Avg.Annual Avg.Annual Avg. Annual Date
Core Spread Portfolio® -0.11 -0.40 -0.75 -0.75 2.99 2.42 1.96 1/1/2011
ICE BofA 1-5yr Treasury & Agency Bullet Index -0.28 -0.68 -1.08 -1.08 2.42 1.89 152
Excess Return 0.17 0.28 0.34 0.34 0.57 0.54 0.44
Enhanced Liquidity Portfolio® -0.04 -0.16 0.23 0.23 1.84 174 1.09 1/1/2011
50/50 blend of ICE BofA 6mo & 12mo T-Bill Indices -0.05 -0.09 -0.03 -0.03 1.40 1.37 0.79
Excess Return 0.01 -0.08 0.26 0.26 0.45 0.38 0.30
IG Credit Portfolio® 0.12 -0.52 0.54 0.54 439 3.16 2.83 10/1/2011
ICE BofA 1-5yr Treasury & Agency Bullet Index -0.28 -0.68 -1.08 -1.08 2.42 1.89 1.36
Excess Return 0.40 0.17 1.62 1.62 1.97 1.27 1.47

! Returns are shown net of a 0.10% model fee. > Returns are shown net of a 0.05% model fee. > Returns are shown net of a 0.15% model fee.
* Actual fees will vary. Please see Model Fee disclaimer.
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The Last Fed Exit

MBS Spreads vs Fed Balance Sheet
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Looking Ahead

* Uncertain outlook for fixed income in 2022
— Additional increases in Treasury yields would be negative for fixed-rate bond returns on an
unhedged basis
— A hasty Fed exit, including 2022 balance sheet reduction/runoff, would expectedly be negative for
hedged portfolios
* Potential combination of spread widening and heightened rate volatility
— More positive (and possible) scenario: Inflation subsides faster than market anticipates allowing
the Fed a more gradual exit
— Remain long-run investors and keep portfolio duration on target
» Still constructive on shorter duration credit, both corporate and securitized

» Higher rates/steeper curve positive for banking
— Through Monday, KBW bank stock index +9.91% YTD vs. S&P 500 -1.97% YTD
— Market pricing for more valuable deposit franchises

— Depository bond portfolios are funded, so any accounting loss from declining asset values is
offset by positive economic impact on core liabilities (and wider NIM looking forward)
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Contact Us with Questions

Jason Haley

Chief Investment Officer
214-451-2395
jhaley@almfirst.com

Hafizan Hamzah
Director, IMG
214-451-2427
hhamzah@almfirst.com

Michael Oravetz
Senior Director, IMG
214-451-3496
moravetz@almfirst.com

Conrad Lofton
Associate, IMG
214-451-2431
clofton@almfirst.com

IMG@almfirst.com

Robert Perry
Principal
214-451-2432
rperry@almfirst.com

Chris Eckhoff

Senior Associate, IMG
214-451-3481
ceckhoff@almfirst.com

Philip Stiehl
Associate, IMG
214-987-1562
pstiehl@almfirst.com

Griffen Powter
Analyst, IMG
214-451-3988
gpowter@almfirst.com

Rachel Acers
Director, IMG
214-451-2398
racers@almfirst.com

Gleb Barkovskiy
Associate, IMG
214-451-3998
gbarkovskiy@almfirst.com
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Disclaimer

Returns are gross of fees, unaudited, and estimated using the Modified Dietz method. ALM First does not have complete discretionary trading authority over each account
reflected in the performance discussed herein. Some clients had investment results materially different from those portrayed in this document. These data were compiled from
client portfolios that consistently accepted ALM First investment advice.

Investments in securities are valued based on quotations obtained from independent pricing services or independent dealers. With respect to securities where independent
valuations are not available on the valuation date, or where a valuation is not deemed reasonable by ALM First, ALM First will determine the fair value. The fair valuation
process requires judgment and estimation by ALM First. Although ALM First uses its best judgment in estimating the fair value of investments, there are inherent limitations in
any estimation technique. Future events may affect the estimates of fair value and the effect of such events on the estimates of fair value, including the ultimate liquidation of
investments, could be material to returns. The production and delivery of this material to any investor/recipient does not establish any express or implied duty or obligation
between ALM First and any such investor/recipient, including (without limitation) any duty to determine fair market value or update such material.

This report was prepared as of the date indicated herein. No representation or warranty is made by ALM First that any of the returns or financial metrics detailed herein will
be achieved in the future, as past performance is not a reliable indicator of future results. Certain assumptions may have been made in preparing this material which have
resulted in the returns and financial metrics detailed herein. Changes to the assumptions may have a material impact on any returns or financial metrics herein. ALM First
gives no representation, warranty or undertaking, or accepts any liability, as to the accuracy or completeness of the information contained in this report.

This report was prepared for informational purposes only without regard to any particular user’s investment objectives, financial situation, or means, and ALM First is not
soliciting any action based upon it. This material is not intended as, nor should it be construed in any way as accounting, tax, legal, or investment advice including within the
meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act. Certain transactions give rise to substantial risk and are not suitable for all
investors. The strategies discussed herein can have volatile performance and may employ leverage. Moreover, investment advisory fees and expenses may offset trading
gains.

This report was prepared by ALM First Financial Advisors, LLC. The hereto mentioned report contains information which is confidential and may also be privileged. It is for the
exclusive use of the intended recipient(s). If you are not the intended recipient(s), please note that any distribution, copying, or use of this report or the information contained
herein is strictly prohibited. If you have received this report in error, please notify the sender immediately and then destroy any copies of it. ALM First neither owes nor accepts
any duty or responsibility to the unauthorized reader. ALM First shall not be liable in respect of any loss, damage, or expense of whatsoever nature which is caused by any
use the unauthorized reader may choose to make of this report, or which is otherwise a result of gaining access to the report by the unauthorized reader.

© ALM First Group, LLC. All Rights Reserved.
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3800 Maple Avenue, Suite 600
Dallas, TX 75219
Phone: 800.752.4628

Fax: 214.987.1052 ALMFIRST

www.almfirst.com
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