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OVERVIEW

Key takeaways

A The economy is on track for
recovery with a strong labor
market approaching “full
employment.”

A Inflation remains elevated
due to persistent supply and
demand imbalances created
by the COVID-19 pandemic.

A Geopolitical events and their
effects on the U.S. economy

have recently come into focus.

A A hawkish tilt for the Federal
Reserve has pushed short-end
rates significantly higher with
more rate hikes expected
throughout the year.
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Economic data is steady.

Continued support from accommodative monetary and fiscal policies
as well as vaccination progress has facilitated business reopening and
consumer activity.

The Fed has shifted to a hawkish policy.

The most recent Summary of Economic Projections from the Fed shows
three rate increases in 2022 and several more in upcoming years.

Central banks will remove extraordinary policies.

With pandemic conditions waning, major central banks will begin the
process of removing extraordinary policies. We expect uneven policy
adjustments based on differing paces of economic recovery.

As inflation heads up, the outlook for the USD becomes murkier.
Short-term, higher inflation promotes higher interest rates, which has
lifted the USD; however, long-term, persistent inflation is currency
negative.

Markets and performance are solid.

U.S. equity markets performed solidly in 2021. Fixed income sectors
underperformed, as markets digested the prospects of rising rates.

Front-end rates have moved higher as a result of rate prospects.

Our strategy remains to optimize yield for client portfolios while staying
invested in high-quality securities and monitoring duration positioning.
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GDP: US Recovery
Is Underway

Q4 GDP increased 6.9%, which was
higher than market consensus, led
by anincrease in inventories,

GDP and Components
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which suggests restocking for Q1. 35
This brought the 2021 GDP increase ™ 25
to 5.7%, which is a solid increase
from the -3.4% of 2020 and the 15
largest advance since 1984.
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GDP is expected to normalize from
here with market consensus 5
showing a decline to 4% for 2022
and 2.2% for 2023. s
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Sources: Bureau of Economic Analysis, Congressional Budget Office and SVB Asset
Management. Data as of 2/3/2022. 2020 and 2022 data points are estimates. GDP
values shown are percent change vs. prior quarter on an annualized basis.
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Employment: Near Pre-pandemic Levels

The 2021 average job growth was 537,000 with approximately 6 million more jobs created than at the end of
2020. The unemployment rate continued its decline, falling to 3.9%, which is just above the 3.5% rate just
prior to the onset of the COVID-19 pandemic in February 2020. There continue to be more jobs available

(~11 million) than unemployed Americans (~6 million), as companies continue to report difficulty in hiring
despite rising wages.
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Consumption:
Solid Consumer
Spending

Consumption for 2021 increased
7.9, which was a solid rebound
from the -3.8% reading for 2020.

Retail sales on a year-over-year
(YoY) basis rose 16.9% through
December 2021.

Higher wages and savings rates
should lead to continued
consumer spending. As the
pandemic subsides, there should
be a continued rotation from
goods to services.

Sources: Bloomberg and SVB Asset Management. Data as of 2/3/2022.
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Inflation: Expected to coerc

Decline in 2 02 2 Core PCE  weeeeeee Fed AIT Average hourly earnings
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Inflation continues to run hot with the 7.5 |

December 2021 CPI YoY reaching 7%. Core 6.5

PCE, which is the Fed’s preferred inflation 5.5
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indicator, rose 4.9% on a YoY basis.

In addition to market forecasts, the Fed
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