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Summary

Are We in A
Recession?

No, but things can change! ...

Most econmist see a slowing
economy that will lead to a
shallow recession. They point
to the Federal Reserve Bank
which continues to raise interest
rates to slow the economy and
reduce inflation.

The Longer View

Blackrock, the world's largest
money manager, expects
inflation to cool but stay
persistently higher than the
Central Banks target rate of 2%.
Blackrock's reasoning is that a
progressively aging population
results in a reduced work-force,
which increases labor
bargaining power and hence
inflation. This may result in
working age people getting a
larger slice of the economic pie.
(see article on Millennials)

At this time we are slowly
starting to invest in companies
with good Earnings and Strong
Balance Sheeis

This investment letter
is mailed quamr@/ to
our clients and
frienc[s.

1st Quarter 2023
DJIA 33274.1 S&P 500 4109.33 Nasdag 12,129.4

Shifting Expectations

The first quarter certainly brought a welcome relief from the
bear market all around the world. After double-digit losses in
2022, most stocks are up in 2023: The NasDagq after suffering
a loss of approx. 37% in 2022, was up 20.7%, the EAFE or
international index was up 9.5%, the S&P rose 7.5% and the
Dow Jones rose 1%. We may have turned the corner, but
looking back at a full 12 months, still shows losses.

The 1st quarter saw a reversal of 2022 market trends. Growth
stocks went higher while value and dividend stocks which held
up best in the bear market, struggled.

Stocks or Equities continue to move on shifting expectations
about the Economy and Federal Reserve Policy. Last month,
they swing from one extreme to another. swinging from one
extreme to another last month. In early March, Jerome Powell,
the Fed Chairman, was suggesting a higher interest-rate to
slow stubborn inflation. Then, seemingly out of nowhere, came
the second largest bank failure in U.S. history and recession
fears again surged. Over the next few paragraphs we discuss
Bank Bail Outs and examine the Overall Condition of the
economy.

The Bank Bail Out

| studied economics at and one thing | learned was everything
is connected. The chart on the back of this page shows that
interest rates not only went higher but happened over 7 or 8
months compared to a normal cycle of 18 to 25 months.
Interest rates were so low banks could make profitable loans
fixed for 5 to 10 years at rates at 5 to 6%. However, when
interest rates rose so quickly, these loans deserved a rate of
8 to 9%. The loans priced at 5 to 6% dropped in value when
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interest rates were raised so sharply. | worked as a corporate lender for 5 years and
believe the loans are well secured and can be repaid from earnings. This is known as
the credit risk, which is low. However, the interest rates, when the loans were issued (ie
5 to 6%) were low compared to the higher current rates of over 8%. This is known as
the interest rate risk which is high. On April 14th, Jamie Dimon, head of J P Morgan
Bank, thinks the crisis will blow over and banks will absorb these losses over the next
several years. We agree, but it will be harder to get loans which in turn will slow the
economy and inflation. The bottom line here is: Agaressive Lenders have headed for
the hills for now!

Siowing the Economy Down to Fight Inflation

Meanwhile, Chairman Powell, has been raising interest rates in an attempt to slow the
and reduce inflation and he is succeeding to some extent. Charts on the back of this
page show decreases in the number of people leaving or quitting jobs, reduced job
openings and increased layoffs. The question is ...Is this enough? Inflation peaked in
June 2022 at over 8% and is expected to be at 3.53% by the end of 2023. Inflation is
the continual rise in prices which fuels higher demand for wages. Powell's goal is to get
it down to 2%.

In our last letter, we quoted Blackrock, the world's largest money manager, who expects
inflation to cool but stay persistently higher than the Ceniral Banks target rate of 2%.
Blackrock's reasoning is that a progressively aging population results in a reduced work-
force, which increases labor bargaining power and hence inflation. This may result in
working age people getting a larger slice of the economic pie. (see article on
Millennials)

Powell stated there will be one more increase in interest rates of approximately 1/4 of
1%. Then he:will stop and let the higher interest rates work through the economy and
hopefully have a soft landing or a recession that is short lived. As noted above, tighter
bank lending standards will help slow the economy down as well. Right now, 2 year
interest rates are higher than 10 year rates. When this happens, usuzlly a recession is
just around the corner. It is hard to predict the future but it is difficult fo believe, at this
time that everything will go as planned .... we think it will be harder to get inflation back
to 2% but will review the data from week to week.

Congclusion

With most signs pointing to higher interest rates going into a period of slower growth we
are cautious, yet realize it's best to invest when things are down for the long term.
Stariing January 2022 we started reducing or selling high priced technology stocks and
focused on more conservative, dividend paying equities, and ceriificates of deposit. |
included an article ouflining how it is best 1o stay invested so you don't miss the markets
best days. We continue to believe the market will be higher a year from now. We
welcome your calls.

Kenneth A Gilpin CFP, Sound Investments Inc. 913-908-4366
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$10,000 invesied in the S&P 500 (12/31/07-12/31/22)

Stayed fully invested §35.461
8.81% annualized total return . | v

Missed 10 best days $15 246
y

3.29%

Missed 20 best days
issed da 59,748

-0.17

$6,399

Missed 40 best days $4 401

=5.329

S0 $10,000 $20,000 $30,000 540,

Data is historical. Past performance is not a guarantee of future results. The best time to invest assumes shares are bought when market prices are low
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ST ng o predict the best time to buy and sell, you may miss the market’s biggest gain:
J (S]] o

For informational purposes only. Not an investment recommendation.

Investors should carefully consider the investment objectives, risks, charges, and expenses of a fund before investing. For a prospecit
if available, containing this and other information for any Putnam fund or product, call your financial representative or call Putnam at

the prospecius carefully before investing.

Putnam Investments | 100 Federal Street | Boston, MA 02110 | putnam.com



