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Key Investment Themes for 2Q 2022

1. The global economy appears to be transitioning from mid to late-cycle. We will be repositioning portfolios for late-cycle dynamics in the next portfolio rebalance.

2. The Center for Disease Control (CDC) reports that 95% of Americans now believe they have some degree of immunity either due to infection or vaccination. This suggests the

pandemic will continue to wind down, which should give the economy a late-cycle boost.

3. U.S. GDP growth is expected to stabilize at around 2% in the coming quarters. Economic growth will likely be driven by strong consumer demand with unemployment rates

near full employment.

4. In 2022, the unemployment rate is expected to decline even further, reaching just 3.4%. This will mark the lowest unemployment rate since the 1950s, which we believe keeps

wage growth elevated well into 2023.

5. In February 2022, the inflation rate accelerated to +7.9% year over year after averaging about 2.0% over the previous decade. Investors expect inflation to remain high over

the next five years before easing. We have revised our forecast for the average rate of inflation over the next 5 years to about 3.3%.

6. Sustained high energy costs, like those reached during the 1973-74 Arab oil embargo and the 1978-79 Iranian revolution, have historically been a significant headwind for the

global economy. We expect to see lower levels of energy demand over the next decade due to improved technology and increased energy efficiency.

7. Treasury yields are likely to peak over the next 2-3 quarters, which would coincide with a weaker dollar. A weaker dollar ushers in more attractive investment opportunities in

Emerging Markets.

8. Global growth indicators, like the PMI Index and Mortgage applications, are still expanding, but the risks are now to the downside.

9. The Federal Reserve is signaling that it intends to aggressively raise its target interest rate over the balance of 2022. This does not mean the Fed will necessarily succeed. As

we have learned from recent history, the terminal rate, or the rate at which the Fed pauses and begins reversing course, has been lower in each subsequent cycle.

10. The Fed will begin shrinking its balance sheet in May, reducing the securities it is holding on its books, just as it did in 2017-2018. The Fed's balance sheet reduction will

contribute to monetary policy tightening over and above the expected increases in the policy rate.

11. Wellspring believes that the U.S. terminal rate is lower than the market's and Fed's forecast.

12. Large-cap stocks tend to do better than small and mid in late-cycle as the Fed hikes rates and global PMIs slow.

13. Markets can recover from intra-year drops and finish on a positive note, which should encourage investors to stay the course when markets get choppy.

14. Longer-term equities will continue to be a good place to allocate capital, but we think the market is likely to be volatile in the intermediate term.
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The U.S. Economy is transitioning to Late Cycle

The global economy appears to be transitioning from mid to late-cycle. The path and

duration of the crisis in Ukraine will be critical to the global outlook. Emerging-market

economies have generally been more susceptible to setbacks due to increases in funding

rates and tightening financial conditions. China may be nearing the trough of its growth

recession, with the iShares China Large-Cap ETF down 28% in the last 12 months.

In the U.S, the expansion is supported by the reopening of businesses, strong consumer

balance sheets, and favorable credit conditions. Consumer spending continues to be

supported by solid wage growth, but persistent inflation, notably at the gas pump and

grocery store, is negatively impacting sentiment. Although some of the inflationary

pressures are supply-related and likely to ease in the summer, ongoing labor-market

shortages lead to more persistent inflationary pressures and challenges for businesses.

Financial conditions remain highly accommodative (relative to past cycles), even as the

Federal Reserve expects to hike rates by 50 basis points on May 4th and again on June

15th. This would tighten monetary policy much more quickly than during the past three

cycles.

We will be repositioning portfolios for late-cycle dynamics in the next portfolio

rebalance. The late-cycle phase of the expansion typically coincides with slowing but

positive economic activity. During late cycle, capacity is constrained, inflationary

pressures rise, the labor market is tight, and profit margins come under pressure. This

leads the Fed to tighten monetary policy over 12-18 months. During this time, investors

shift funds away from economically sensitive areas, such as consumer discretionary and

growth funds, and into more defensive sectors, such as consumer staples, value funds,

satellite assets, and intermediate duration bond funds.
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High frequency data continues improving

The US has made significant progress in managing the effects of COVID-19. In

the past 12 months, the US infection rate peaked at a 7-day moving average of

about 800,000 cases. Today, the infection rate is below 30,000 on a seven-day

moving average, and holding as the B2 variant of Omicron appears more

contagious than Omicron. A recent CDC report released in Q1'22 noted that

95% of Americans now believe they have some immunity either due to infection

or vaccination. Immunity has reduced the US fatality rate to about 650 people

per day. This is still too high, especially if you annualize that number (~420k).

We expect this number to continue to decline. Pfizer's drug reduces the fatality

rate by almost 90% for high-risk individuals if taken within a few days. This

suggests the pandemic will continue to wind down, which should give the

economy a late-cycle boost.

The chart on the left shows four high-frequency data measures, including

consumer debit/credit transactions (black line), hotel occupancy (green line),

seated diners (purple line), and TSA travelers (blue line). As the chart shows,

the number of people reserving places at restaurants is down only 3% from 2019

levels, while the number of reservations at hotels is down just 6% from pre-

pandemic levels. The number of people going through TSA checkpoints is still

off 11% weekly relative to where we were in 2019. But within that measure, the

number of people traveling is down 8% on weekends and 12-13% during

weekdays. This suggests that while consumer traffic has recovered, business

travel continues to struggle. Business travel may be one thing that has been

altered permanently because of the pandemic
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U.S. GDP growth is back above trend

The chart on the left shows the U.S. “real” inflation adjusted GDP peaking

in 2021 and then slowly declining after stimulus checks (red bars) and social

safety nets (green bars) dissipated. Real Q4'21 GDP growth of 6.9% was

buoyed by strong consumer spending, unemployment benefits (U.I.), and

restocking of inventories. At the end of the first quarter of 2022, the U.S.

economy had surpassed the output produced for the full year of 2019 by

about 0.4%. After a positive Q1'22, economic growth is expected to stabilize

during the year's remaining quarters. We now expect GDP to grow +0.5%

/+1.5% /+2.5% /+2.5% in Q1-Q4 2022 and +1.75% on a Q4/Q4 basis.

Since 2019, output per worker has increased to 2.7% year over year, more

than twice the rate of productivity growth in the past 20 years. At the same

time, few economists expect this productivity rate to persist, nor do they

expect recent gains to be given back. We believe new stay-at-home

protocols forced many employees to adapt, embracing more efficient work

habits. But the U.S. economic trend growth is sticky, and Wellspring expects

it to revert to its long-run average of 2.0% or less.
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Unemployment is nearing 70-year lows

The U.S. unemployment rate is just 3.62%. There have been just five

months since 1969 when the unemployment rate was lower than

today. Given the tightness in the labor markets, we expect wages to

continue growing rapidly. In Q1'22, wages grew +6.7% for

production and non-supervisory workers, the fastest growth rate in

over 40 years. The blue line in the chart shows year-over-year

growth in wages, and the black line shows the unemployment rate.

Year-over-year wage growth falls when the unemployment rate rises

(1990, 2001, 2008). In other words, wage growth decelerates only

when unemployment rises or when the number of workers exceeds

the number of available jobs. Given the steady demand for labor, the

unemployment rate is likely to decline even further in 2022. At 3.4%,

this would be the lowest unemployment rate since the 1950s, which

we believe keeps wage growth elevated well into 2023.
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Demand for labor remains at record levels

The Job Openings and Labor Turnover Survey (JOLTS) program produces

data on job openings, hires, quits, layoffs and discharges, and separations.

The data provided by JOLTS serves as a demand-side indicator of labor

shortages at the national level. In February, the total number of job

openings was 11.266 million, increasing +43.3% y/y. The job openings

rate, calculated as job openings as a percent of the sum of total

employment plus job openings, was 7.0% at the end of February compared

to 5.2% a year earlier. According to the BLS, a "job opening" is a specific

position that needs to be filled at an establishment.

The March job survey report showed that about six million people were

unemployed. That's a 5.3 million gap between job openings and the

number of people unemployed. The growth in the labor supply has been

slow, but not because labor force participation rates have dropped. In the

18 to 64 demographic in the U.S., the labor force participation rate is

higher than three years ago. While we still have 900,000 people who are

not in the labor force because of the pandemic, that's a tenth of what it was

in June 2020. The real issue is demographics. The U.S. population growth

has been trending below one percent for several years. That means the U.S.

will continue to struggle with excess demand for labor for as long as the

expansion lasts.
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Long run inflation expectations are trending higher

One of the most significant macroeconomic effects of the COVID

epidemic has been increased inflationary pressures. In February 2022,

the inflation rate accelerated to +7.9% year over year after averaging

about 2.0% over the previous decade. The market-implied breakeven

inflation rate (top chart on the left) indicates that investors expect

inflation to remain high over the next five years before easing. The

last time the 5Y breakeven rate was above the 10Y breakeven rate for

a sustained period was the mid-2000s. This led to several years of

below-average returns in the market (2005 - 3.0%, 2007 - 3.5%).

Historically, Fed tightening has failed to ease inflation (bottom chart),

but it has slowed economic growth. High inflation plus slowing

growth is the definition of stagflation.
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Fed’s #1 Concern – Persistent Inflation

"Inflation is like fresh paint. The longer it hangs around, the stickier it becomes."

Dr. David Kelly, JPM

The Fed is concerned that the transitory part of inflation is becoming embedded in the

economy. The chart on the left separates inflation into its transitory and persistent

components. The top half of the graph shows the components of inflation that economists

consider transitory. The spike in energy prices that began in early 2021 took another leg

higher as Russian sanctions were enacted. However, an important expression in the

commodity market is, "the cure for high prices is high prices." In other words, as prices

rise, producers are willing to sell more. As prices fall, producers are willing to sell less.

At $100 per barrel, most energy producers are making record profits, which will bring

new energy supply online. Food, energy, and auto inflation are seen as transitory and

expected to see some relief in the second half of 2022. The inventory of new vehicles is

chronically short due to the lack of semiconductor chips. But eventually, the chips auto

manufacturers need will be delivered. “Food at home” increased 8.6% y/y vs 3.5% in the

same period a year earlier due to government stimulus to lower-middle-income

households. As social safety nets fade, food prices are expected to decline.

Alternatively, shelter accounts for about one-third of the consumer price index. Landlords

need to earn a return on their investment, particularly as interest rates rise and mortgage

rates rise. Owners' Equivalent Rent (OER) is tied to actual rents, which are impacted by

home prices, which are up 15-20% year over year. Restaurants, hotels, and transportation

prices have surged as demand recovered at a time these industries are having difficulty

finding and hiring employees. This has pushed up the structural costs of operating these

businesses. The persistent part of inflation has increased each month since March 2021

and continues to grind higher. We estimate that this side of the inflation equation is

running about 4% today.
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High energy prices expected to have limited impact on U.S. consumer

The 1973-74 Arab oil embargo followed by the 1978-79 Iranian revolution

that led to the quintupling in oil prices that increased energy costs as a share

of U.S. consumer expenditures to nearly 10% of consumer spending (chart

on the left). Unfortunately, this is about where the European consumer finds

him or herself today, which we believe will be a material headwind for

international funds. Fast forward to 2022, and U.S. consumer expenditures

on oil account for just 4.3% of U.S. consumer spending, or 60% less than it

did in the late 1970s. We expect U.S consumer expenditures on energy to

continue to moderate as renewable technology emerges and technology

developments find more efficient and less costly forms of energy.

The chart on the right shows U.S. net imports of oil as a share of U.S. GDP.

Because of ongoing technological improvements, more efficient

automobiles, and shale oil production, the U.S. is no longer a net importer

of energy. As oil prices rise, the American consumer will feel the impact,

but a large percentage of the money will circulate within the U.S. economy.

We contend the U.S. economy will weather the embargo on Russian oil

much better than many European and Asian markets.
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A lower dollar favors international equities

Fed tightening and rising yields helped strengthen the USD over the past year.

Looking ahead, multiple catalysts, including lower PMIs and slowing U.S.

economic growth, suggest yields may be reaching a near-term peak. This points to

a weaker USD, which historically has favored international equities, particularly

emerging markets (E.M.). However, we are not yet ready to upgrade E.M. We

would like to see Treasury yields peak and the USD weaken over the next 1 to 2

quarters, as historically occurs after the first rate hike.

At its March FOMC meeting, the Fed raised the fed funds rate by 0.25%. The

USD's performance in the 12 months before and after the first rate hike is shown

in the top chart on the left. Historically, the USD strengthens into the first rate hike

as investors anticipate higher U.S. yields. The current cycle (purple line) is closely

following the average of the historical cycle, which implies there is potential for

the dollar to weaken in the coming months.

History shows that emerging market returns follow a tight return path after the first

rate hike. The bottom chart shows MSCI EM's returns during the 12 months before

the first rate hike is varied. The EM's win rate is 100%, with solid double-digit

returns during the first nine months. This suggests E.M. may be poised to

outperform through year-end.
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Global PMIs have rolled over 

The chart on this page shows the strength of the global economy over time as

measured by the Purchasing Managers Index (PMI). The PMI is designed to

help decision-makers, analysts, and investors assess current and future

business conditions. The PMI measures the direction in which economic

trends are headed in the manufacturing and service sectors. It outlines

whether the economy is expanding, stable, or contracting as viewed by

purchasing managers. A level of 50 marks the difference between

accelerating and decelerating growth in economic activity. A reading above

50 indicates that economic activity is expanding and vice versa. Green

indicates that economic growth is accelerating, while red indicates that

economic growth is decelerating.

In the chart, the top line represents what we can expect from global GDP over

the next quarter or two, which for now remains in an upward trend. However,

the war in Ukraine, Russian sanctions, and the lingering impact of COVID

infections across Europe are likely to slow activity. European and Japanese

PMI readings are already declining. As global central banks raise interest

rates, these trends will be closely watched. The Fed tells us that the economy

is strong and that it can withstand multiple interest rate hikes. However,

slowing global PMIs do not support these claims, except for the U.S., where

PMI values have been sustained in their 80th percentile, albeit rolling over

recently.
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The Fed may be overstating its ability to hike rates

For the first time in many years, investors and the Fed are aligned in their interest rates

expectations. Higher rates introduce monetary drag into the economy as the Fed removes

liquidity. The green dots on the left chart represent what the market thinks the federal fund

rates will be over the next three FOMC meetings. The blue dots are where policy makers say

they will push the federal funds rate. For once, investors believe the Fed's hawkish narrative.

Minutes from the March 2021 FOMC meeting showed Fed officials did not believe interest

rate hikes would be implemented until at least 2023. Instead, the Fed raised short term rates

on 3/16/2022, and indicated that it may implement additional rate hikes at each of the

remaining six Fed meetings scheduled in 2022.

While we do not assume investors are misreading the Fed's intentions of raising interest

rates, we do believe the Fed is exaggerating its ability to reduce the inflation rate. First, the

terminal rate, or the rate at which the Fed pauses and begins reversing course, has been lower

in each subsequent cycle. This is due to the increasingly large amounts of debt on the Fed's

balance sheets that seem to grow exponentially each year which restricts the Fed's ability to

raise rates aggressively. Second, if unemployment continues to trend lower, which seems

likely given the current mismatch between jobs available and the unemployed, then wage

inflaton is likely to remain elevated. Increased wages are one of the more direct and sticky

transmissions of inflationary pressures to the broader economy.

As former president of the Federal Reserve Bank of New York and vice-chairman of the

Federal Open Market Committee said in a recent Bloomberg article, "it's hard to know how

much the U.S. Federal Reserve will need to do to get inflation under control. But one thing is

certain: To be effective, it'll have to inflict more losses on stock and bond investors than it

has so far."
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The Fed is targeting $100B run-off per month of its balance sheet

Reserve Bank Credit, or interest-bearing assets on the Fed balance sheet,

sits at $8.9 trillion, compared to $4.2 trillion before the current QE regime

began. The $5.7 trillion in Treasurys holdings represents 24% of Treasury

debt held by the public, compared to a $2.56 trillion government bond

portfolio representing 14.6% of total marketable Treasury holdings 24

months ago. According to the latest minutes, policy makers agreed that a

monthly cap of $95 billion, including $60 billion in US Treasury notes and

$35 billion in mortgage-backed securities (MBS), would be appropriate

with a phase-in period over three months.

When the Fed last shrank its balance sheet in 2017, it began with monthly

caps of $6 billion in Treasuries and $4 billion in mortgage-backed

securities, eventually rising to $30 billion and $20 billion. It is widely

expected that the Fed will begin reducing its balance sheet in May at a rate

of $95 billion per month. Because the recovery has been stronger and

faster than the Fed anticipated, policymakers expect to shrink the balance

sheet more rapidly than in the previous recovery. The caps set to govern the

pace of asset roll-off will be significantly larger and phased in much faster.

The reduction in the balance sheet will contribute to monetary policy

tightening over and above the expected increases in the policy rate. The

runoff in the balance sheet is a critical issue that we plan to monitor

closely. Its impact can potentially pull forward the possibility of a recession

and a corresponding bear market in stocks.
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Fixed income valuations have improved 

The fixed income part of the market has had a challenging start to the year, with long-duration

bonds declining by 14.4% over the past three months. Since 1997, this 3-month return represents a

-3.1 standard deviation event. The Empirical Rule states that 99.7% of data observed following a

normal distribution lies within three standard deviations of the mean. So the massive drawdown

in bonds during the first quarter was a rare event, occurring on less than 0.3% of all days. The

catalysts driving the selloff in bonds are well-known, including the spike in inflation, aggressive

Fed-speak, and investors quickly pricing in 5 to 6 rate hikes through yearend.

The blue diamonds in the top chart show on the left side of the page show that the current level of

spreads has moved off the bottom of their long-term range (size of the grey bar). Except for

mortgage-backed securities (MBS) and levered loans, every sector experienced increased spreads

during the first quarter. As a result of the increase in interest rates, spreads widened, creating new

investment opportunities. Municipal bond spreads, for example, are now in line with their 15-year

median. The same is true for dollar-denominated emerging market debt, which is expected to

benefit from higher commodity prices. Even investment-grade corporate bonds have come off the

bottom and are beginning to look attractive. Investors deploying new capital today are investing at

higher and more attractive rates.

Wellspring's view is that the neutral rate of interest, also known as the terminal rate, is much lower

than the market's and Fed's forecast. The three-sigma event that occurred in bonds in Q1'22 has a

risk/ return profile that history shows is asymmetric, with a 94% win rate and a ~10% median and

average price returns on an absolute basis. These returns do not factor in the higher coupon rates

earned on bonds today. The bottom chart shows that long-duration bonds have typically performed

well after prior -2 stdev drawdowns. The recent -3 stdev long-duration drawdowns suggest the

market is already pricing in aggressive Fed tightening.
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Alternatives sources of income to support portfolios

Fixed income serves two purposes in portfolio construction – first, its a

source of income generation, and second, it acts as a ballast to dampen

market volatility. Given generational low yields, Treasury bonds (shown

as the blue diamonds in the bottom left corner of the chart) may not be

as effective a hedge as they once were. Alternatively, ABS and Direct

Lending assets offer above-average yields and low volatility.

Wellspring advocates a barbell approach to investing in fixed income,

repositioning funds away from U.S. Treasury bonds and into securitized

paper, investment-grade corporates, preferred stock, and municipal

bonds. We further diversify fixed income by including high yield and

emerging markets debt to help generate incremental income.

Alternatives to fixed income, such as hedge assets and direct lending

products, also offer incremental value to traditional portfolios in a low-

interest-rate world. The green diamonds in the center of the chart

highlight core assets such as real estate and infrastructure that provide

credit-like levels of yield but without significant amounts of equity risk.
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Late Cycle dynamics favors Large cap over Small

A sustained manufacturing expansion (top chart) and recent yield curve inversion

(bottom chart) favor Large Caps over Small Caps. The two trends suggest that the

economic cycle in the U.S. is transitioning to late stage, and investors should be

more cautious about the future. A high beta portfolio does not provide a clear

advantage, especially as the Federal Reserve tightens. Although the S&P 500's

Growth tilt may pose a risk for Large Cap stocks as "real" yields rise, Small Caps

funds usually underperform in late cycle due to higher beta. When the PMI has been

above 55 for more than 15 consecutive months, Large Cap typically outperforms

Small-cap funds 80% of the time over the next 12 months with a median return of

8%. Forward returns indicate that the manufacturing expansion is already priced

into equities at this stage of the cycle.

In late March, the 10Y-2Y Treasury spread inverted. The bottom chart shows the

average return path for Large and Small Caps during the 12 months before and 24

months after prior inversions. Two issues stand out here. First, inversions are not

always bearish events. Following the past five inversions, Large Caps produced

double-digit gains over the next 12 months 4x, while Small Caps were positive 3x.

Second, Large outperformed Small by +10% during the 12 months after 3 out of 5

inversions but underperformed by less than -3% following the other two inversions.

The risk/reward setup is skewed in Large's Cap's favor.
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Earning power & mean reversion suggest MSD returns 

Wellspring expects full-year normalized earnings for the S&P500 of $217 vs. consensus estimates of $225.50, about 3.8% lower. The chart on the left shows that corporate earnings 
have been above trend (red dotted line) since year-end 2020, likely pulling forward some returns. We expect this above-trend growth to mean revert of the next 12-36 months and 
possibly even overshoot to the downside. At its current price of 4,500, the  S&P500 is valued at 20.0x forward 12-month earnings (blue bars in chart on left). This puts stock valuation 
in the top 20% of the market since 1988, which we believe limits the potential upside in stocks. Assuming the U.S. economy enters a recession at some stage in the next five years and 
corporate earnings decline 3 to 5%, we estimate the CAGR of the S&P500 would be about +4.6%. If inflation is higher than forecasted or earnings multiples compress more expected, 
returns on stocks could be less.
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Intra-year volatility should be expected

The S&P500 returned 27% in 2021 with only a 5% drawdown. The drawdown was just a third of the average drawdown for equities in the U.S. over the past 42 years. Periodic

corrections in the market are normal. Since 1980, the S&P 500 Index has experienced an average 14% peak-to-trough decline. Half of the years since 1980 have seen at least a

10% correction. We expect volatility to remain high in 2022 with a broader distribution of possible outcomes. Markets can recover from intra-year drops and finish on a positive note,

which should encourage investors to stay the course when markets get choppy. Topping the list of investor concerns are 1) inflation's impact on long-duration assets; 2) the economic

fallout from Russia's invasion of Ukraine 3) a more hawkish central bank and higher rates; 4) Omicron's impact on the reopening of the global economy, especially in China; 5)

elevated U.S. stock valuation and the potential for asset bubbles; 6) China's credit contagion. Each of these has the potential to drive volatility higher in 2022. After a banner year in

2021 for the S&P500, adopting a more conservative positioning of assets in the portfolio appears prudent.
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Diversification benefits of Satellite Assets 

The chart at the top of the page shows the S&P500 total return divided into

dividend income and capital appreciation. Long term, dividend income has

accounted for about a third of the overall returns in the equity market. Given

elevated PE multiples, we believe dividends will account for a larger share

of equity returns moving forward, similar to what was experienced during

the 1970s.

The chart at the bottom of the page shows asset classes like E.M. debt,

preferred, high yield, and real estate - each generating attractive yields

relative to U.S. equities and Treasury securities. U.S. equities are currently

yielding a low 1.34%, and the 10-year treasury yields just 2.75%. We

believe satellite assets offer an attractive combination of higher income at

reduced volatility to supplement this income. A more holistic approach to

income generation is required in the near term.
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Asset allocation decisions drive portfolio returns 

2021 2016

By studying the changes in asset allocation for Institutional and Endowment portfolios over the past five years we gain insight into the collective wisdom of investment

committees across the U.S. While only a snapshot in time, the allocations and perhaps more important - the changes in allocation reflect investment committees’ outlook for a

specific risk asset. For example, over the past five years Endowment Funds (dark green bars) increased their allocation to equities from 27.0% to 35.2% (+8.2%) while Corporate

DB Plans reduced the allocation from 48% to 32.1% (-15.9%). The increase to equities by Endowment funds was sourced primarily through a reduction in the allocation to Real

Estate. Over the past five years, real estate returned +12.6% annually while US equities returned +17.8%. Obviously, the increased allocation to Equities added value to

institutional portfolios. Alternatively, Corporate DB Plans derisked portfolios, increasing their allocation to fixed income from 38% to 49.9% over the past five years, sourcing

funds primarily through a 15.9% reduction in the allocation to equities. Asset allocation decisions are important. The Family Office/High Net Worth model leans toward the

Endowment model, with a growing allocation to satellite, hedge assets and private equity.
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It’s Time in the Market not Market Timing

The chart of the left shows the range of outcomes for rolling periods (1-, 5-, 10-, & 20

years) for stocks, bonds and a 50/50 blend over the last 71 years. For example, since

1950, the 10-year return on stocks has ranged from +19% to -1%, with 95% of the

rolling 10-year periods posting positive returns. For the 10-year period ending 2021,

stocks returned +15.8% per year.

The S&P 500 has gained an average of +11.1% per year (total return) over the last 50

years (i.e., 1972-2021). In the past three years, the S&P500 has returned +28.9%,

+16.3% and +26.89% (2019, 2020, 2021, respectively). The NASDAQ composite

returned +35.2%, +43.6% and +21.4%, in 2019, 2020, 2021, respectively, equal to

+33.1% per year and its best 3-year run since 1997-1999. We believe it’s reasonable

to assume some pull-forward of future returns has occurred as a result of extreme Fed

policy.

Since 1950, the S&P500 index has been up 54% of 18,118 trading days, 61% of 864

months, 67% of 288 quarters and 74% of 72 years. The S&P 500 has been positive in

17 of the last 19 years. Over the long-term, the S&P 500 has been up 40 of the last 50

years, i.e., 80% of the time.

The total return for the S&P 500 over the last 30 years (1992-2021) was a gain of

+10.6% per year. If you missed the 30 best percentage gain days over the last 30

years (i.e., 30 days in total, not 30 days per year), the +10.6% annual gain falls to a

+4.4% annual gain.

Stay the course!



LIVE WELL. SLEEP WELL.

Risks and Disclosures

This document is a general communication being provided for informational purposes to Wellspring clients only. It is educational in nature and not
intended to be taken as advice or a recommendation for any specific investment product, strategy, plan feature, or other purposes in any
jurisdiction, nor is it a commitment from Wellspring Financial Advisors, LLC, to participate in any of the transactions mentioned herein. Any
examples used are generic, hypothetical, and for illustration purposes only. This material does not contain sufficient information to support an
investment decision and should not be relied upon by Wellspring clients or others in evaluating the merits of investing in any securities or products.
Investors should request an independent assessment of the legal, regulatory, tax, credit, and accounting implications and determine if any
investment or asset class mentioned herein is believed to be appropriate to their personal goals. Investors should ensure they obtain all available
relevant information before making any investment. Any forecasts, figures, opinions or investment techniques and strategies set out are for
information purposes only, based on certain assumptions and current market conditions and are subject to change without prior notice. All
information presented herein is accurate at the time of production, but no warranty of accuracy is given, and no liability in respect of any error or
omission is accepted. It should be noted that investments involve risks, and the value of investments and the income from them may fluctuate under
market conditions and taxation agreements, and investors may not get back the full amount invested. Both past performance and yields are not
reliable indicators of current and future results.


