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Market Recap

After a very difficult first half of the year, equity markets rebounded in July and August on investor hopes of an easing in inflation and a Fed pivot
or pause. The reprieve was short-lived however, as stocks tumbled to fresh lows in late September amid further aggressive central bank rate
hikes and statements of further tightening to come. 

Global stocks (MSCI ACWI Index) fell 6.82% for the quarter and are down 25.63% for the year. The S&P 500 dropped 4.88% for the quarter and
is down 23.87% for the year. Developed international markets (MSCI EAFE Index) fell 9.36% for the quarter and 27.09% YTD. Emerging Market
stocks (MSCI Emerging Markets Index) dropped 11.57% for the quarter, and down 27.16% YTD. Foreign stock market returns were negatively
impacted by the sharp appreciation of the dollar. The U.S. Dollar Index was up 7.1% for the quarter and a stunning 17.3% on the year, hitting a
20-year high (for US based investors, a stronger US dollar is a headwind to foreign equity returns).

Core investment-grade bonds didn’t avoid the Q3 carnage. The 10-year Treasury yield hit a decade high of 3.97%, causing the Bloomberg U.S.
Aggregate Bond Index (the “Agg”) to drop 4.75%. This puts the “safe-haven” Agg down an incredible 14.61% for the year to date. In other
segments of the fixed-income markets, high-yield bonds (ICE BofA Merrill Lynch U.S. High Yield Index) dropped 0.69% and floating rate loans
(Morningstar LSTA Leveraged Loan index) gained 1.37% for the quarter. For the year to date, floating rate loans have been one of the best
performers, down just 3.25%.

Inflation and Economic Outlook

The economic backdrop for the U.S. and global economy deteriorated further in the third quarter. Stubbornly high inflation remains the key
economic indicator. The Fed’s response to the sharp spike in inflation has been to aggressively raise interest rates – their only means of
bludgeoning economic activity to reduce aggregate demand and in turn bring inflation in line with their longer-term targets. This has been the
catalyst for the steep declines in both stocks and bonds.

The return of high inflation is now a dominant theme in the financial media, and for good reason: it upends a decades-long regime in which
mutually reinforcing low inflation and low interest rates drove up valuations on riskier assets like stocks, while the cost of most goods and
services remained relatively affordable.

While headline CPI inflation (which includes food and energy) seems to have peaked, core inflation measures have continued to rise and are far
above the Fed’s 2% target. This indicates inflationary pressures have become more widespread throughout the economy, rather than driven by a
few extreme outliers as in 2021.

Some of this broad-based core inflation is still due to the initial “transitory” COVID-related supply-side disruptions and production/distribution
bottlenecks, which central banks can’t do anything about. The good news is that many of these supply-chain disruptions are dissipating as the
pandemic recedes globally. However, the demand-side drivers of core inflation in the U.S. have not yet peaked, let alone demonstrated the
consistent month-over-month declines the Fed is looking for as “clear evidence” inflation is headed to their 2% target. As such, and as expected,
the Fed has continued its path of aggressive rate increases and has signaled there is more to come.
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The Fed’s policy hammer of higher interest rates will eventually pound down GDP growth and increase unemployment. The odds the Fed can
engineer an economic soft landing -- where the U.S. economy slows sufficiently to tame inflation but does not fall into a deep recession with
much higher unemployment – are increasingly slim. In fact, historically reliable indicators, including the Leading Economic Index (on the following
page) and an inverted yield curve, point strongly toward a recession, and that is now our base case scenario for the next 12 months.

While we weigh the evidence as leaning strongly towards a U.S. recession, there are still some positives supporting the economy and that may
mitigate the severity of a recession if/when it happens, including a strong labor market, rising wages, and a strong US consumer. Moreover, there
doesn’t appear to be any major, systemic economic/financial imbalances (e.g., unlike in 2007/2008).

Recessions are part of the normal economic cycle, and our investment success doesn’t depend on predicting them – thankfully. Whether the Fed
manages a soft landing or blows out a tire doesn’t make that much difference over the longer term; nor does the date at which the economy
bottoms and begins the next upswing. We already know that during cyclical downturns investors in riskier (but higher-returning) assets, like
stocks, anticipate a slowdown in corporate earnings and cause prices to drop in advance– as we’ve seen this year – resulting in higher return
expectations looking forward as the next cycle begins.
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How Inflation Impacts Financial Planning

Given the level of uncertainty around the trajectory of inflation, there is value in considering how it impacts all areas of one’s financial life and
planning. Since it’s over the long-term that inflation is more impactful, and with an appreciation for the damage inflation can do, financial
planning projections should include an assessment of the potential impact of rising costs on the different areas of a person’s spending, and how
those areas are impacted by the components of inflation, such as housing, food, energy, college funding, home purchases, medical expenses,
travel etc. The ability to fine tune assumptions to individual circumstances gives a clearer picture of where things stand and if any adjustments
need to be made.

We have consistently used inflation assumptions in our work with clients that are in line with long-term historical averages, and so they have
been higher than actual inflation for many years preceding the recent spike. This means smaller and less disruptive changes to assumptions and
actions will be needed now to reflect the changed world we find ourselves in. Anecdotally, most of our firm’s retired clients have experienced flat
to negative spending inflation during their consumption phase.

That said, it is nonetheless true that things have changed. As always, our goal with every client is to work together to consider both external
changes like inflation and investment returns along with any individual changes to their own circumstances. The goal is to create clarity on where
a client stands in terms of reaching their goals, and to make needed adjustments early so that time is their ally.

Portfolio Positioning *

Our focus is on longer-term fundamentals and valuations, and we are not in the business of making shorter term bets on the markets. However,
our analysis tells us that at current valuation levels, stocks may not be adequately discounting the potential for further earnings declines. At the
same time, the sharp increase in interest rates this year has driven bond yields up to more attractive levels – more attractive than they have
been in about a decade. On a relative basis, core investment-grade bonds now look much better versus stocks than at the start of the year. As a
group, these high-grade bonds are trading at price levels (discounts) unseen since the darkest days of 2008. Further, core bonds increase the
recessionary ballast of the portfolios and provide additional relative downside protection which would be especially helpful if conditions turn out to
be worse than currently anticipated.

When we weigh the shorter-term equity market downside risks and our medium-term (five-year) return expectations across the wide range of
scenarios we believe are reasonably probable, we think it makes sense to slightly reduce equity and credit risk across our moderate/balanced
portfolios and move into high-quality core bonds. It is possible stocks will decline further and reach levels that make them highly attractive for the
long-term, and as always, we will be looking at adding back to equities at that time.

The way that we balance risk is by creating diversified portfolios, and some of the alternative investments we hold for this purpose have been
bright spots in this tough year. Trend-following managed futures strategy, which have the potential to generate positive returns in both positive
and negative equity environments represents one of those areas and has posted gains in the mid-single digits over the quarter and returning
47.58% for the year. We have raised its target allocation as well, although there is no “free lunch” in investing and its continued relative out-
performance is no guarantee. 

*Positioning & Strategies do not apply to all portfolios

Certain material in this work is proprietary to and copyrighted by iM Global Partner Fund Management, LLC and is used by Rainey & Randall Investment Management Inc. with permission. Reproduction or distribution of this material is prohibited, and all rights are
reserved. iM Global Partner Fund Management, LLC is not owned by, affiliated with or supervised by Rainey & Randall Investment Management, Inc.

3 of 4



Currency Period End

USD ($) 09/30/2022

2022 Q3 Investment Letter

Closing Thoughts

It’s been a tough year, with most investors (ourselves included) braced for more to come. But all bear markets come to an end, and it is worth
remembering that the bottom can be the point at which things collectively feel worst. Our Q2 commentary outlined the myriad of outcomes for
bear markets since WWII and they all had one thing in common; they ended and new bull markets were born.  

We think long-term and remain dedicated to improving investor outcomes by keeping clients committed to their investment strategy throughout
complete market cycles. We view tactical allocation as a risk management tool that can offer a more complete diversification to help investors
arrive at their ultimate investment-planning destination while balancing risk.

As always, we encourage you to reach out to us and talk through these issues and address any questions you may have. We appreciate the trust
you place in us to guide decisions that help you reach your financial goals.

Warm regards,

Rainey & Randall Team

Notes: The historical index performance provided in this publication is for illustrative purposes and includes the reinvestment of dividends and income, but does not reflect advisory fees,
brokerage commissions, and other expenses associated with managing an actual portfolio. An index is an unmanaged group of securities considered to be representative of different
segments of the financial market in general. Index performance does not represent actual portfolio performance. One cannot invest directly in an index.

The information we provide to you in this publication is for informational and educational purposes only and is not intended to provide, and should not be relied on for, investment or any
other advice. It does not take into your particular financial circumstances and should not be construed as a solicitation or offer to buy or sell any investment or related financial products. We
urge you to consult with a professional advisor before acting on any information appearing or transmitted through this publication.

The information contained in this publication is supplied from sources we believe to be reliable, but we cannot guarantee its accuracy.  The opinion, analyses, and other information
expressed herein constitute judgments as of the date published, are subject to change without notice, and may not be updated to reflect new facts or assumptions.
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