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Introduction

The past several months have been marked by a sudden return of market volatility. From rising short-
term rates and shifting Fed policy expectations to heightened concerns about international credit
exposures, there have been plenty of new developments. Read on for how Treasury Partners is

positioning portfolios in today’s market.

A Brief Word on Russia/Ukraine

Headlines across the globe are rightfully dominated by news of the ongoing Russian invasion of
Ukraine. This war has created new uncertainties for companies with material linkages to either
countries’ economies, particularly those with joint ventures or investments impacted by harsh

international sanctions against Russia.

We've always prioritized the safety of client assets, which includes actively seeking to minimize
exposure to potential geopolitical and accounting transparency risks. As a result, we have no direct
holdings backed by Russian or Ukrainian issuers. Some of the issuers currently held in client portfolios
have indirect exposure; for example, large international-facing banks hold loans linked to or backed by
Russian/Ukrainian companies or assets, and some companies in the energy industry have joint
ventures or operating agreements with Russian energy firms. For example, Apple recently suspended
product sales in Russia and Toyota has suspended auto production in St. Petersburg. For a more
complete rundown of such multinational corporate actions, please see Strategas Research Partners’

running list included as an appendix to this Alert.

Although the situation is still evolving and we expect further knock-on effects to unfold, at this time
we remain comfortable that the magnitude of any related exposure and losses will be manageable and
would not lead to material credit degradation. Clearly the situation is tragic and changing daily. Given
the material devastation within Ukraine and global impacts of the Russian sanctions, a deteriorating
global macroeconomic backdrop may be the most important consequence affecting our investment

landscape. We will of course continue to diligently monitor the situation.
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Sea-Change in Rates

The change in market rates since the beginning of Q4 2021 has been nothing short of astounding. The
front-end of the Treasury curve has ratcheted higher from near-zero levels, with 1 and 2-year yields in

particular rising in a parabolic fashion.

2-5 Year Treasury Yields
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As always, it all traces back to the Fed. Elevated inflation has compelled the Fed to rapidly pivot to a more
hawkish stance that dramatically shifted market perceptions of future policy decisions. In the span of five
months, the consensus has gone from debating whether liftoff would commence in 2022 to now penciling
in upwards of 5-7 hikes this year alone. Investors are also grappling with how to assess the potential
contours and impact of “Quantitative Tightening” or allowing bonds to roll off from the Fed’s balance
sheet. The Fed’s balance sheet has ballooned to a staggering $8.9 trillion, the equivalent of nearly 40% of
US annual GDP. With little historical record on the collateral impact of balance sheet runoff (and no prior
instances of active selling), what happens with QT represents the greatest “known unknown” overhanging

markets.
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Federal Reserve Balance Sheet as a Percentage of US GDP
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This confluence of changes has significantly altered the front-end of the curve, which now features

a much steeper slope up to two years and a much flatter tone from two to five years.

Treasury Yield Curve
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These massive adjustments have nevertheless been orderly, with no signs of undue credit stress.
Although they have lately ticked higher, credit spreads are still trading consistent with established
multi-year ranges. This benign credit environment makes sense given: (a) the underlying strength of the
American economy; (b) the post-Covid expansion continues apace with strong jobs growth; (c) still-

healthy consumer spending; and (d) resilient corporate cashflows and earnings growth.
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3 Year Corporate Bond Credit Spreads

.................... I ....................... .......................... .......................... ......................... s mosaemsas s ......................... ...................

BBB Ratings
A Ratings

Dec Mar

Source: Bloomberg

Treasury Partners View

We'll be blunt: we consider it highly unlikely that the Fed implements 6-7 hikes this year. Such a pace
would be more reminiscent of the tightening cycles of yesteryear (and the decision-making of a long-
gone generation of Fed officials). Everything we’ve observed about the temperament of current central
bankers since 2008’s Great Financial Crisis argues against their willingness to take such Volcker-like

actions.

Remember: despite inflation measures running well >5% YoY since early summer 2021, the Fed was still
engaging in Quantitative Easing until a few days ago. Importantly, at this point they own 25% of all

tradeable Treasury debt and haven’t so much as outlined a plan to reduce the size of their balance sheet.
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Total Federal
Reserve Treasury

Maturities Securities Holding
$6,624,902 $1,143,157
m $8,606,628 $2,203,397 25.6%

5-10 Years $4,046,733 $1,011,998
10-30 Years $3,580,885 $1,369,557 38.2%

Source: Bloomberg, St. Louis Federal Reserve - Federal Reserve Economic Data (FRED)
database, and Treasury Partners calculations as of 2/2/2022. All figures in millions.

Pivoting to a more modest 3-4 hikes in 2022 with some balance sheet runoff commencing in H2 is our
base case. Our view is informed by the seemingly little-acknowledged reality that traditional rate hikes
aren’t the only way to tighten financial conditions. Other direct Fed actions, such as adjusting the timing
and pace of balance sheet runoff, can act as ‘substitutes.” Additionally, indirect actions outside the Fed’s
control can also help do some of the heavy lifting — skyrocketing energy prices serve as a “tax” on

consumer spending and cool down economic activity.

Given the disconnect between our base case and the market’s expectations for Fed tightening, we think
current short-term rates present corporate cash investors with an excellent opportunity to extend
maturities. In fact, today’s Treasury yields have basically round-tripped over the past 5 years, the last time

we were in the early stages of a tightening cycle.
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2-5 Year Treasury Yields, Past 5 Years
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As our clients know, we suspended extending maturities starting in July 2020. Since rates spiked, we’ve
shifted our strategy and are aggressively extending maturities to increase portfolio yields. In addition,
surging 3- to 12-month rates have resulted in a wide gap between the yields on money market funds
(MMFs) vs. short-term Treasuries. We've been taking advantage of this gap by reducing MMF balances
and building liquidity ladders using 3-month Treasury bills. With MMFs currently returning
approximately 3 basis points, utilizing such near-term Treasury ladders generates a substantial 40 basis

point pickup.

As always, we thank our valued clients for your continued trust and confidence in our stewardship of

your cash management needs.
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Appendix: Multinational Corporate Actions

MULTINATIONALS ARE DESERTING RUSSIA

eMastercard has blocked cortain Russaan actvaty from its payment network.

®Visa has blocked cortain Russian activaty from its payment network.

e Amcrican Express announced it would halt rehitionships with Russian bank pantners.

eBlackRock stopped now share creation for the Shares MSCI Russaa ETF,

®HSBC is reportedly ending s eclationshaps with Russian banks.

oNYSE temponanly suspendead trading for Russia-based companics oa the exchange.

eNasdaq temporanly suspended trading for Russia-based companics on the exchange.

®DirecTV has removed Russa's RT network from its bnc-up.

o Netflix announced it would not air Russaan state TV Channcls.

®Roku bannad RT worddwide.

¢Google banncd Russia state mada advertming & content monctization, removed apps for RT and Sputnik from Phy Store.
‘ouTube blocked Russian state medu, including RT.

e Disncy suspended movic redeased in Russa.

#Spotify announced & would indcfinitcly cdose its Russian office.

#Sony suspended movic released in Russia,

oWamer Brothers suspended movie released in Russia

®Apple has pausad all product sales in Russia,

®Decll has suspended all product sakes in Russia and Ukraunc.

#Snap Inc has stopped advertiung sales to Russun and Belarusun entities.

®Mcta has stopped advertiung sales from Russan state media

o Twitter has temporanly paused adventnements in Ukraine and Russia,

oH&M Group has temporanly stopped sales in Russa.

o Nike has indicated #t no Jonger guarantees dedivery of goods to Russa.

eAdidas scvered its partnership wath the Russaan Foothall Unioa.

#Canada Goosc has suspended o commeree and whokesale sales to Russaa

eDiageo suspended sales in Russia,

¢lkea announced it was halung operatioas in Russa

o Toyota has suspended car production in Russaa.

¢ General Motors announced a temporary suspending of vehicle exports to Rusua.

e Harlcy Davidson has paused busincss relationshsps in Rusua,

eVolkswagen announced suspension of production in two Russan citics and an export pausc.

e Mecrcedes-Benz suspendad exports of passenger cars and vans to Russaa, paused local manufactunng,

eBMW said it would suspend local production and expon for the Russian market.

¢ Honda suspended exports of motoreycles and vehicdkes to Russia

®Renault has paused local manufactunng in Russa

o FedEx suspended shipments to Russia

o UPS suspendad shipments to Russa.

oMacnsk suspended cargo bookings with Russia,

e MSC Mecditcrrancan Shipping Company suspended cargo booking with Russia,

#Bocing closcd Kyiv office, halted operatons at Moscow campus, and suspended support for Russan airdines.

e Airbus suspended support services to Russian aidines and supply of sparc parts to Russa.

o Delta has suspendad its alkance with Acroflot.

#Sabre Corp termunated its distnbution agreement with Acrotlot.

e Airbnb has suspended services in Russaa and Belarus,

oShell announced it would cxt all Russian operatons.

o BP announced it would divest its 20% stake in Rosncit.

e Equinor announced it would sever sts joent ventures in Russia

¢ Exxon announced # would not invest in new devdopments n Russia

eTotalEncrgics announced it would cease providing new capetal for projects in Russia

¢Intel has suspended chip shipments to Russia

©AMD has suspended chp shipments to Russa.

®SAP said it would stop busness in Russia “algnced with sanchons™.

¢ Oracle announced it had suspended all operanons in Russa.

Source: Strategas as of 3/4/22
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About Treasury Partners

For over 37 years, corporations, high-net-worth individuals, family offices, trusts, foundations and
endowments have sought our help to construct diversified portfolios positioned to perform throughout
market cycles. Among other industry recognitions, Barron's has ranked us in the top tier on its annual
listing of “America’s Top 100 Financial Advisors” every year since the survey was introduced in 2004.
Speak with Our Barron’'s Top-Ranked Team Today.

Richard Saperstein
Chief Investment Officer
Email: rsaperstein@treasurypartners.com

Daniel Beniak
Director
Email: dbeniak@treasurypartners.com

Phone: (917) 286-2777 Phone: (917) 286-2783
Treasury Partners info@t t
/A\ 505 5th Ave, 14th Floor & (917) 286 2770 Q :Ar/]wow.trr:aassuuerg?trnzg.sc'g?nm

New York, NY 10017

Disclosure

Treasury Partners is a group comprised of investment professionals registered with Hightower Advisors, LLC, an SEC registered
investment adviser. Some investment professionals may also be registered with Hightower Securities, LLC, member FINRA and SIPC.
Advisory services are offered through Hightower Advisors, LLC. Securities are offered through Hightower Securities, LLC. This is not an

offer to buy or sell securities. No investment process is free of risk, and there is no guarantee that the investment process or the
investment opportunities referenced herein will be profitable. Past performance is neither indicative nor a guarantee of future results. The
investment opportuni-ties referenced herein may not be suitable for all investors. All data or other information referenced herein is from
sources believed to bereliable. Any opinions, news, research, analyses, prices, or other data or information contained in this presentation
is provided as general market commentary and does not constitute investment advice. Treasury Partners and Hightower Advisors, LLC or
any of its affiliates make no representations or warranties express or implied as to the accuracy or completeness of the information or for
statements or errors or omissions, or results obtained from the use of this information. Treasury Partners and Hightower Advisors, LLC

assume no liability for any action made or taken in reliance on or relating in any way to this information. The information is provided as of
the date referenced in the document. Such data and other information are subject to change without notice. This document was created for
informational purposes only; the opinions expressed herein are solely those of the author(s) and do not represent those of Hightower
Advisors, LLC, or any of its affiliates.






