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This market update is provided in partnership with Clearnomics, a market insights platform for
asset and wealth managers. Our goal is to help you stay abreast of ever-changing markets by
putting current conditions into the context of economic and market history. Every monthly update
will address key issues clients are asking about and share real-time insights you can use with your
clients. The updates will also provide practical historical stress-testing scenarios to help you

explore potential outcomes for portfolios in the current environment.

Global markets have fluctuated all year, alternating between pullbacks and recoveries that have
lasted months at a time. Most recently, equity markets have faced renewed uncertainty since
mid-August when Fed leaders reiterated their plans to keep policy rates higher for longer. The Fed
has been forced to walk a fine line between combating inflation, which requires tighter policy to

slow demand, and preventing a recession, which would normally require lowering rates.

The latest Consumer Price Index numbers show that prices are still rising, which raises
probabilities for Fed tightening through 2023, and could slow the economy further. The following
chart of leading economic indicators, a set of ten data points that are highly correlated with
economic growth and GDP, shows that year-over-year trends have flatlined in part due to tighter
financial conditions. The economy is clearly slowing and could decelerate further as the Fed

ratchets up policy rates.
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Leading Economic Indicators

Conference Board LEl year-over-year percent change
Recessions are shaded

15%

>
=

(]

(=

o

(¥
w
v

)

1990s
Economic Expansion

10%

5%

1980s
Boom

-5%

-10%
Tech Bubble

1970s

~159
15% Stagflation

-20% Global Financial Crisis
1970 1980 1990 2000 2010 2020

Latest data point is Jul 2022

Source: Conference Board,
NBER, Refinitiv

© 2022 Clearnomics, Inc

These concerns about the economy and the Fed have been driving stock market swings
throughout the year. Depending on how you count them, the S & P 500 has experienced at least
three distinct periods of declines that were interrupted by brief recoveries, with the longest
rebound occurring from mid-June to mid-August. Although investors naturally study each data
release, what drives markets in the long run is not the economic data on its own, but its impact on
corporate profitability. As the following chart shows, the broad market can be volatile over days,

weeks and months, but tends to follow the path of earnings over quarters and years.
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The Stock Market and Earnings

S&P 500 Index price and trailing earnings-per-share since 1990

@CLEARNOMICS

5000

Sep 12,2022
4110

— S&P 500 Index (Left) EPS $220
S&P 500 Earnings-Per-Share (Right)

4500
$200

4
7]
=
—
©
=
=2
]
o
e
(%]
v
)

4000

3500
$150

3000 Housing Bubble Peak
1565

2500 EPS $93

S&P 500 Index

Tech Bubble Peak $100
2000 1527

EPS $53

S&P 500 Earnings-Per-Share

1500

$50
1000

500

$0

1995 2000 2005 2010 2015 2020

Latest data point is Sep 12, 2022

Source: Refinitiv,
Standard & Poor’s

© 2022 Clearnomics, Inc.

This is because investors don't directly invest in the economy. Instead, when the economy grows,
investors benefit as companies earn more — which supports stock prices over time, and vice
versa. For this reason, investors closely watch each quarterly earnings season both to understand
how individual companies are doing and how the economic landscape is affecting sectors and
industries. Macroeconomic factors—such as a difficult hiring market, rising costs, high energy

prices and more—have directly driven performance across many parts of the market.

How do the earnings numbers look today? Current Wall Street estimates suggest that S&P 500
earnings-per-share could reach $222 at the end of the year, representing a 9.6% increase from
2021. This would be a new record level for the overall index, far above the $164 pre-pandemic
peak. These projections also anticipate that earnings could reach $235 per share one year from
now and achieve gains of 7% to 9% in 2023 and 2024. These numbers are all at or above the

historical average annual growth rate of 7.8% going back to the mid-1980s.
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Thus, expectations are still positive for corporate activity. This is partly because steadily rising
inflation can be positive for businesses because those with pricing power can raise prices,
boosting their top-line revenue growth. Since prices tend to be “sticky,” these increases aren’t
easily reversed. Of course, this is balanced against sharp increases in inflation that prevent
companies from passing along costs fully, all at once. For example, while national wages have risen
by 6.1% over the past year according to the Bureau of Labor Statistics, this represents a real cost

to companies even if it is less than overall inflation.

These factors make the current and remaining earnings seasons this year important gauges of how
companies are adapting to this inflationary environment. So far, companies are still posting positive
results, even though consensus forecasts and company guidance are gradually coming down.
Whether these numbers decelerate further depends (as discussed above) on how the slowing

economy may affect profits.
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Sector Earnings and Valuations

Earnings Growth and P/E Ratios, Next Twelve Month Estimates
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These patterns also hold true across many sectors. Nine of the eleven sectors are expected to
have positive earnings growth over the next year, as shown in the chart above. Sectors such as
consumer discretionary and industrials are expected to grow earnings significantly faster than the
overall S&P 500. One exception is real estate, which is facing a “housing recession” due to rising
mortgage rates and softening demand. Rising earnings have also helped to improve the

price-to-earnings ratios across sectors such as energy, financials and communication services.

Thus, the historical perspective in this market update underscores the fact that earnings growth is
a primary driver of markets in the long run, and remains positive. Still, these expectations may
continue to slow as the Fed tightens rates and the economy decelerates. This can create many
investment challenges and highlights why many investors need a trusted advisor who can help
them stay diversified through difficult times. This should also prompt investors to consider their
portfolio allocations carefully and watch not only the broad economic data, but also its

pass-through to earnings.

History-driven simulation provides a principled, systematic way for advisors and investors to
quantitatively stress-test their portfolios based on these effects and understand the spectrum of

likely outcomes.

Please contact Addepar Research at research@addepar.com to model your portfolios through our

new stress-testing capabilities. We'll continue to add new scenarios every month.

New Scenarios:

Scenario Description

Sector Returns Historical performance of Fama French sectors simulated

through economic environments.
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Disclosures

All information provided herein, including without limitation, all text, data, graphs and charts (collectively, the
“Information”) is the property of Addepar and its third party data providers, and is provided for informational
purposes only. The Information may not be modified, reverse-engineered, reproduced or re-disseminated in whole
or in part without prior written permission from Addepar. All rights in the Information are reserved by Addepar.

The Information may not be used to create derivative works or to verify or correct other data or information without
prior written permission from Addepar. For example (but without limitation), the Information may not be used to
create indexes, databases, risk models, analytics, software or in connection with the issuing, offering, sponsoring,
managing or marketing of any securities, portfolios, financial products or other investment vehicles utilizing or based
on, linked to, tracking or otherwise derived from the Information or any other Addepar data, information, products or
services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information.

Addepar and its third party data providers make no express or implied warranties or representations with respect to
the Information (or the results to be obtained, but rather the use thereof), and to the maximum extent permitted by
applicable law, Addepar and its third party data providers expressly disclaim all implied warranties (including,
without limitation, any implied warranties or originality, accuracy, timeliness, non-infringement, completeness,
merchantability and fitness for a particular purpose) with respect to any of the Information.

Information containing any historical information, data or analysis should not be taken as an indication or guarantee
of any future performance, analysis, forecast or prediction. Past performance does not guarantee future results.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its
management, employees, advisors and/or clients when making investment and other business decisions. All
Information is impersonal and not tailored to the needs of any person, entity or group of persons.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial
product or other investment vehicle or any trading strategy.

Addepar does not recommend, endorse, approve or otherwise express any opinion regarding any issuer, securities,
financial products or instruments or trading strategies and Addepar research products are not intended to constitute
investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may

not be relied on as such.

This document is proprietary and confidential to Addepar. Neither this document nor its contents may be
reproduced or redistributed without the prior written approval of Acervus.

Information presented is current as of the date shown. Investing involves risk and past results are no guarantee of
future results.

© 2022 Addepar. All rights reserved.
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