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The third quarter of 2022 provided little respite for investors hoping to see a change in trend across
the financial markets after significant downside volatility in the year’s first half. While a relief rally was
witnessed in July, the positive sentiment spanning both risk-oriented and high-quality assets during the
month reversed course in August and September, with most major equity index levels establishing fresh
year-to-date lows and interest rates ascending to the highest level in more than a decade. Stubbornly
high inflation, historically tight labor market conditions, and a continued imbalance between aggregate
demand and available supply were critical factors behind increased tightening efforts by the Federal
Reserve (Fed) during the quarter.

Key policy actions by the Fed during the quarter included a doubling of the pace of quantitative
tightening through a reduction in balance sheet assets and a 75-basis-point hike to the federal funds rate
in September, formally placing the policy rate into restrictive territory. Global equity returns were
overwhelmingly negative in the third quarter, as domestic equities witnessed solid relative
outperformance versus their international developed and emerging market counterparts.

From a capitalization perspective, despite a general risk-off tone, small and microcap generated
meaningful relative outperformance versus large cap, while stylistically, growth outperformed value.
Bond sentiment deteriorated further—particularly among rate-sensitive sectors—as the combination of
Fed rate hikes and a sticky inflationary backdrop supported a further increase in interest rates. However,
a slight quarterly decline in high yield credit spreads provided a modest bright spot. Real assets were
not spared from the sell-off pressures that plagued the financial markets during the quarter, with
double-digit declines experienced across real estate investment trusts (REITs), global listed infrastructure,
and commodity futures.
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Economic Update

Steep Declines Beset Financials Markets in the Third Quarter as the Fed Pumps the
Brakes

The final month of the third quarter of 2022 presented market participants with much to digest. Notable
events included geopolitical developments such as the Bank of Japan’s (BOJ) intervention in the currency
market to help stem the yen’s decline versus the U.S. dollar (USD)—a move not observed in nearly a quarter
of a century—as well as new quantitative easing efforts by the Bank of England (BOE) aimed at restoring
financial market stability amid a sharp increase in UK gilt yields, double-digit inflation, and the weakest
exchange rate value of the pound versus the USD since the mid-1980s.

While the aforementioned policy moves of the BOJ and BOE in September were directed at easing
monetary conditions, in the U.S. the Fed took several steps to tighten monetary conditions. On the policy
rate front, the Fed hiked the federal funds rate by 75 bps at its late September meeting, placing the new
upper bound on the target rate at 3.25%, a rate that exceeds the long-run neutral level by 75 bps, formally
placing this key interest rate into restrictive territory. Additionally, the Fed increased the size of its
quantitative tightening campaign by doubling the monthly balance sheet runoff pace, increasing from a
previous pace of $47.5 billion per month to a new targeted rate of $95 billion per month.

Diverging policy trajectories between the Fed and other major global central bank players has been a key
driver behind the USD’s sharp year-to-date appreciation. According to the commonly cited ICE U.S. Dollar
Index (DXY), the USD stood at +17.2% by quarter-end—a nearly 20% gain year-to-date following a
6.4% increase in 2021. Various measures of the USD’s global exchange rate value stand at multi-decade
highs. The Bank for International Settlements' real effective exchange rate for the USD, an inflation-
adjusted and trade-weighted proxy of the currency’s relative value, increased to the highest reading since
1985 during the quarter, sitting more than two standard deviations above its long-run trend.
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International equity declines were
comparable to those of the U.S. market,
but USD strength has negatively impacted
U.S.-based investors; earlier this year, the
euro reached parity with the dollar for
the first time since 2002.

Inflation and the
Europe continued to
outlook for economic
PMI data declined, and the European
Central Bank hiked rates for the first
time in over a decade. UK equities
outperformed other European markets,
but the pound’s decline in response to
the announcement of the UK
government’s fiscal policy, which would
increase government borrowing,
weighed on returns in U.S. dollar
terms. The weakening of the British pound
caused large consumer staples and
energy sector companies to gain because
a large portion of their revenues are
generated overseas.

energy crisis in
impact the poor
growth. European

Japanese equities followed their
developed market counterparts, starting
the quarter strong and declining in
September. The Japanese yen weakened
throughout the quarter, approaching a
24-year low against the U.S. dollar amid

the Bank of Japan’s loose monetary
policy before the Ministry of Finance
intervened. Irrespective of the
macroeconomic data, individual
stock performance  was primarily

driven by corporate earnings results for
the March-June  quarter. Broadly
speaking, earnings and profit margin
results were ahead of expectations,
despite a slowdown in momentum.
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GLOBAL EQUITY MARKETS IN BEAR TERRITORY
FOR THE YEAR
Equity Indices Performance (Returns in U.S. Dollars)
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INTERNATIONAL CURRENCIES WEAKEN IN THE THIRD
QUARTER, DAMPENING U.S. INVESTOR RETURNS
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e Broadly, emerging market equity returns were negative.
Countries in close proximity to the Russia-Ukraine war, such
as Poland, Hungary, and the Czech Republic, were among
the largest decliners. China’s property market issues,
restrictive COVID-19 lockdown policies, and weakening
domestic demand contributed to poor performance over
the quarter. Conversely, Indian equity returns were positive
as economic growth was sustained, and Brazilian equity
performance led due in part to moderating inflation.
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FIXED INCOME

e The third quarter was a tale of two outlooks
as  July’s Federal Open Market
Committee (FOMC) meeting  left
market participants with hopes of a
dovish pivot  which were  firmly
extinguished following a hawkish and
direct speech from Chair Powell in
August. The 10-year Treasury marched
over 80 bps higher to end the quarter
at  3.8%. Highlighting the oppressive
volatility in the rates markets, the 10-year
Treasury vyield traded within a 1.4
percentage point range after reaching a
low of 2.6% in early July. The hawkish
undertone from FOMC participants led the
year Treasury to skyrocket from 1.3% to
4.2%, with most of the move taking place in
the second half of the quarter.

Inflation breakevens across the curve are
well off the highs reached earlier this
year as real rates move into positive
territory. A key takeaway from September’s
FOMC meeting was Powell’s desire to have
nominal interest rates above inflation
across the entire yield curve.

In a similar vein to the rates markets, credit
products benefited from spread
compression and falling rates in July and
August before the script flipped towards
widening spreads. New issue activity has
been anemic off the back of 2021’s record
pace. Still, IG issuers took advantage of
moderate appetite for new paper during the
qguarter and LL and HY markets saw several
high-profile hung deals, which pressured
spreads wider.

As measured by the BofA Move Index,
which measures volatility across the yield
curve, the U.S. rate markets have seen
volatility increase 70% since the beginning
of the year.
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BONDS HAVE NOT PROVIDED PROTECTION
Fixed Income Index Returns
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e The effects of central bank actions have also been
felt abroad. The strength of the U.S. dollar against the
Japanese yen caused the Bank of Japan to intervene in
the country’s currency market for the first time in
decades. Additionally, upward pressure in the UK gilt
market forced LDI investors to liquidate assets to fund
margin calls related to interest rate hedges. In response,
the Bank of England stepped in to buy gilts, thus
scrapping their goal of quantitative tightening.

© 2022 Fund Evaluation Group, LLC
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REAL ASSETS

REAL ESTATE

Publicly traded real estate securities
(REITs)  declined across all sectors
and regions during the quarter. U.S.

and European real estate continued to
sell off due to expectations of continued

interest rate increases and
concerns about economic weakness and
the consequential impacts on rent

growth, cap rates, and borrowing costs.

Data centers underperformed following
massive growth from the industry over the
past few vyears. The sector is facing
significant headwinds in securing power to
support new data centers, which could take
years to catch up to the surge in demand.
Health care REITs also underperformed and
were negatively impacted by their bond-
like profile, which made them less
attractive in a rising interest rates
environment. Self-storage REITs declined
slightly for the quarter, outperforming on a
relative basis, as the sector tends to be
more resilient in slowing economic
environments.

NATURAL RESOURCES

The energy markets have been volatile
during 2022. Numerous macroeconomic
factors continue to drive volatility in the
sector, including rising interest rates,
inflation, the Russian invasion of Ukraine,
the Nord Stream pipeline attack, and
OPEC+ production cuts, all supporting
higher price volatility in the energy
markets. A stronger U.S. dollar has
historically created downward pressure on
oil prices; however, persistently tight oil
supply and energy shortages in
Europe  have continued to keep energy
costs elevated.
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INTEREST RATE INCREASES IMPACTING REAL ESTATE
Trailing REIT Performance by Geography
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DATA CENTERS AND HEALTH CARE LEAD DECLINES
U.S. REIT Third Quarter Trailing Performance by Property Type
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On a year-to-date basis, industrial metals
continued to decline, mainly due to
recession fears. This is especially true in
China, a key driver of demand. The
country’s zero-COVID policy has led to
ongoing lockdowns throughout the year.
Historically, declining trading volumes of
industrial metals have been a key
indicator of a weakening economic
outlook.

INFRASTRUCTURE

Midstream energy was the only positive
returning  sub-sector within global listed
infrastructure  during the  quarter.
Midstream has outperformed primarily
due to debt reduction, share buybacks,
mergers and acquisitions activity, and
continues to benefit from resilient
cashflows amidst an environment of
unpredictable energy prices.

Global listed infrastructure continued
to post negative returns year-to-date
but outperformed the broader market.
Telecom infrastructure underperformed as
the industry struggled to grow following
the surge in demand during the height of
the pandemic when connectivity became
critical to those working and studying from
home. Additionally, toll roads and marine
ports have been significant detractors of
performance in infrastructure.
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DIVERSIFYING STRATEGIES ~ [[EPGE FUNDS HOLD STEADY

HFRI Indices Performance Returns (U.S. Dollars)
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e Equity hedge manager’'s continued
weakness in technology and
healthcare-focused strategies led to poor
returns. The only bright spots within
long/short equity were energy-oriented

managers who benefited from
persistent supply shortages. Additionally,
equity market-neutral  strategies,

which  attempt to remove general
market risk, performed well.

e Event-driven manager returns were
negative across the board except
for merger arbitrage strategies.
Activist managers, who tend to carry
higher equity beta, struggled toward
the end of the quarter, wiping out early
gains.
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IMPORTANT DISCLOSURE INFORMATION

This document is for information purposes only and is not intended as an offer or solicitation, or as the
basis for any contract to purchase or sell any security, or other instrument, or to enter into or arrange any
type of transaction as a consequence of any information contained herein.

The information enclosed in this presentation is confidential. By accepting it, you agree to treat it is as such
and any unauthorized use or disclosure of this presentation or the information enclosed herein is strictly
prohibited.

This presentation does not take into account your particular investment objectives, financial situation or
needs, and should not be construed as financial or legal advice. The information contained herein is
preliminary, is merely a summary, and is subject to change without notice.

Certain information contained herein has been obtained or derived from unaffiliated third-party sources
believed by Camden Capital to be reliable. Neither Camden Capital nor any of its affiliates or
representatives makes any representation or warranty, express or implied, as to the accuracy or
completeness of the information contained herein and nothing contained herein may be relied upon as an
indicator or representation as to prior or future performance. Some of the materials contained herein may
be characterized as “forward-looking statements”, which can be identified by the use of forward-looking
terminology such as “may”, “will", “should”, “expect”, “anticipate”, “target”, “project”, “estimate”, “intend”,
“continue” or “believe” or the negatives thereof or other variations thereon or comparable terminology, and
which may include, among other things, projections of future performance, estimates, forecasts, scenario
analysis, or pro forma information. Such forward-looking statements are based on assumptions with
respect to significant factors that may not prove to be correct and you should understand the assumptions
and evaluate whether they are reasonable and appropriate for your purposes.

All analyses and projections depicted herein are for illustration only, and are not intended to be
representations of performance or expected results. The results achieved by individual clients will vary and
will depend on a number of factors including prevailing dividend yields, market liquidity, interest rate
levels, market volatilities, and the client's expressed return and risk parameters at the time the service is
initiated and during the term. Past performance is not a guarantee of future results.

Investors should seek financial advice regarding the appropriateness of investing in any securities, other
investment or investment strategies discussed in this report and should understand that statements
regarding future prospects may not be realized.

Although information in this document has been obtained from sources believed to be reliable, we do not
guarantee its accuracy, completeness or fairness, and it should not be relied upon as such. This document
may not be reproduced or circulated without our written authority.

All data is as of September 30, 2022 unless otherwise noted.








