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Today’s Questions:

1.What is Money?

2.What is the Changing World Order?
3. What is the Paradox of Interest?
4.What is the Paradox of Value?

5. What is the Present Condition?

6. What are prospective future conditions?
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What is Money?

/° Medium of exchange?

o= Unit of account?

£5  Store of value?

=4 Standard of deferred payment?
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. Social Phenomena?

Source : Tripadvisor.com
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What is the Paradox of Interest?

/ What is Interest?

=, How do CB change economics?

&h, What is the effect of inflation?

E== The Fiction of the Fed




Central Bank Rates: The Bridge Across the River

Photo by Unknown Author is licensed under CC BY-NC



https://www.flickr.com/photos/21953562@N07/7572117852/
https://creativecommons.org/licenses/by-nc/3.0/

The Federal Beserve announced it does not anticipate
a rate hike until 2023, even as U.S. interest rates hover 1981/
near historic lows. 15.8%

U.5. Treasury Yield 16%

Following rampant inflation in the

Below, we chart over two centuries of U.S. interest rates. 1970s, Fed Chairman Paul Volcker
raised interest rates to record highs.

SOURCE: CHBC (APR, 2020)
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200 Years of interest
MR g1 a 2008 /2.3%
Between 2007 and 2008,

Rates 1798/ 8.1% 1869 /4.2% 1945 /1.7% ntei R IR
Bank credit surged with the 30,000 miles of railroads were Government debt skyrocketed 5.1% to 2.3% in efforts
introduction of America's first bank, constructed as the economy and interest rates dropped to curtail the subprime
with the economy cratering into boomed after the Civil War. aggressively to finance the war. mortgage and banking crisis.
recession shortly thereafter. SOURCE: FDIC (JAN, 2014) SOURCE: NEW YORK FED {FEB, 2020] SOURCE: FEDERAL RESERVE BDARD (SEF, 2020)

SOURCE: JOHNS HOPKINS (FER, 20118) 8%,

P

2016 /1.5%

Historical trends show
that a ‘lower for longer’
rate cycle is projected
for the
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What is the Changing World Order?

/ What has the past taught us?

® What is the cycle of cultural/economic
dominance?

&5, Where were we?

=== Where are we?




Stages of the Changing World Order

/4' THE RISE THE DECLINE
3

7

New Order

New Order

Strong leadership 9 Less productive @ Large debfs
Inventiveness 10 Overextended @ Printing money
Education 11 Losing competitiveness @ Internal conflict
Strong culture 12 Wealth gaps @ Loss of reserve
currency

Good resource allocation
Good competitiveness
Strong income growth

Strong markets and
financial centers *Source: Ray Dalio: Principles for Dealing with the Changing World Order:
Why Nations Succeed or Fail

@ Weak leadership
@ Civil war/revolution
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Dutch Empire to British Empire to U.S. Empire

CHANGES TO THE WORLD ORDER (CONCEPTUAL EXAMPLE)

Netherlands T
United Kingdom . United States -3
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) /1 China / | £
New / New / |2

World " World
Order _ _ Order _
Time -

Source: Ray Dalio: Principles for Dealing with the Changing World Order:
Why Nations Succeed or Fail




What is the Paradox of Value?

/ What is perception?
& What s reality?
&5, How do measurements work?

E== The Fictions




(Q

S&P Multiples Fall Below 25-Year Average

S&P 500 Index: Forward P/E ratio

28x
_ i . Std. dev. Over-

Valuation measure Description Latest 25-year avg. Junder-Valued
26x P/E Forward P/E 15.94x 16.85x 027

CAPE Shiller's P/E 28.74x 28.01x 0.11
24 x Div. Yield Dividend yield 1.76% 1.99% 0.70

P/B Price to book 3.36x 3.10x 0.32
29x P/CF Price to cash flow  12.14x 11.16x% 0.45

EY Spread EY minus Baa yield 0.93% 0.22% -0.36

+1 Std. dev.: 20.20x
18x
25-year average: 16.85x
----------------------- =. -— ] -— v L}
16x
Jun. 30,2022:
14x 15.94x
- aEr A E aE aE S E aE N S aEE .. ¢ A T Wyl .. ---- - aEn A - a A E S aE S E EaE - .
-1 Std. dev.: 13.50x
12x
10x
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Source: J.P. Morgan

Markets can overshoot in both directions as sentiment shifts. With multiples now
below 25-year averages, investors are eyeing earnings seasons for clues about
future growth.




(Q

U.S. Markets Trade at Significant Premium

Historical Valuations: Regions

Price-to-book ratio, June 1989—-May 2022

The case for global diversification remains intact

6.00 ——US Market as sentiment can shift quickly.

Developed Ex US Market i i i
evelope are Recall it was just a decade ago that valuations

between US and international were similar!
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Source: Dimensional Funds




YOY 8.3% For Aug Next Release 13 Oct 08:30 Survey --
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GDP Growth and Real Market Returns

\ i)

The upper left quadrant Y
illustrates all the various
periods where annual
real GDP growth was
negative while market
returns were positive.

40%

20%

This is a great
illustration of the
forward-looking nature
of markets. If you're
worried, other investors
are too.

=15% =10% =5 5%

—20%

Annual US Stock Return in excess of 1-menth Treasury Bill

-40%

/ -60%

Annual Real GOP Growth

10%

15%

Source: Dimensional Funds
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What are the Present Conditions?

/ Where is Inflation?
«» Where is the Political Environment?
443, How are Returns Measuring up?

==l Recession? Shape? Stagflation?
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Source: White House




(Q

Year-over-year % change

A Long-Term View of U.S. Inflation

mmm Consumer Price Index for All Urban Consumers

25
1
20
15
L]
10
5
0
-5 Annualized gain (3/31/1947-6/30/2022)
CPI (y/y % change) Real GDP 500 P/E
-10
Below 1% 3.4% 4.9% 16.9% 25.0
15 1% to 4% 2.4% 3.2% 9.8% 19.7
4% to 9% 1.1% 2.5% 1.5% 14.2
20 Above 9% 1.0% 1.1% 0.7% 8.8

1915 1920 171925 1930 1935 1240 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

Historical inflation surges occurred during periods of significant social and economic
events, such as global wars, depressions, and pandemics. Higher inflation has historically
weighed on market returns and real economic growth.

Source: Charles Schwab; Ned Davis Research using monthly data available as of 6/30/2022. CPI Urban
Consumers YoY NSA (CPI YoY Index)



Inflation Spikes Most in Decades

CPland core CPI
% change vs. prior year, seasonally adjusted

15%
50-yr. avg. Apr.2022 May 2022
Recession Headline CPI 4.0% 8.2% 8.5%
| Core CPI 3.9% 6.1% 6.0%
12% ) Food CPI 40% 9.4% 10.1%
i Energy CPI 5.0% 30.2% 34 4%
Headline PCE defiator 34% 6.3% 6.3%
Core PCE deflator 33% 4.9% 47%
- ==q
9% : . | ; Recent CPI
‘ | | April: 8.3%
: : May: 8.6%
6% .
6 "ﬂ | | ; June: 9.1%
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Source: J.P. Morgan

4 )

We have not seen this level of inflation since the
1980’s. The Federal Reserve has the dual mandate of
employment and price stability. Thus, as a result of
near full employment and strong inflation, the Fed will
need to engage in monetary tightening.

. )




Democrats and Republicans more ideologically divided than in the past

Distribution of Democrats and Republicans on a 10-ifem scale of political value

2017

MEDIAN

Democ rai

1994 2004

MEDIAN  MEDIAN VEDIAN MEDIAN MEDIAN
Damoﬂrat Rapubllcan Damor.:rat Republlaan Republican

'y §

Consistently Consistently
yrservative

Consistently Consistently
conservative libera

I|r'r.— ([:-lLlrlHl..r iheral
a scaleof 10 political values questions (see methodology). The blue area in this chan represents the
JZ—*T_JJV I-‘:r ng independents, the redarea of Republicans and Republican-leaning
distributions is shaded purple
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Market Performance and US Congress

HYPOTHETICAL GROWTH OF $1 INVESTED IN S&P 500 INDEX K A century of StOCk\
January 1, 1926-June 30, 2022 data shows that
stocks have
trended higher

regardless of who
B Republican Howse and Senate B Democratic House and Senate B Mixed Cantro was |n powe r.

$10,000

* Shareholders
invest in
companies, not
political parties,
that focus on
growing their
profits and serving
customers.

§1,000

» Actions by
Congress of
course do impact
stocks, but the
forecasted effect
can often be

1926 1930 1940 1950 1960 1970 1980 1970 2000 2010 2020 K amblguous /

Source: Dimensional Funds
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(Q

Visualizing Annual Fixed Income Returns

The Worst Start to a Year for Fixed Income on Record
Bloomberg US Aggregate Bond Index: Growth of Wealth

$1.40 B 1976-2021
$1.30
$1.20

$1.10

L0038

$1.00

2022

50.80

ource: Dimensional Funds
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Visualizing Annual Equity Returns

Poor Performance to Start the Year in Equities
Russell 3000 Index: Growth of Wealth

$1.40 l_ 19792021
$1.30
$1.20
£1.10
$1.00
$0.90
S0.80

50,70
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Consumer Sentiment at Multi-Decade Lows

Consumer Sentiment Index and subsequent 12-month S&P 500 returns

120
Avg. subsequent 12-mo. S&P 500 returns
8 sentiment peaks +4 1% Jan. 2000: -2.0%
110 8 sentiment troughs +24 9% Jan. 2004:
+4.4% Feb. 2020:
/ Mar. 1984: +13.5% +29.0%
Aug. 1972: = Jan. 2007 Jan. 2015: 2.7
100 -6.2% -4.2% i 1 =2.7%
May. 1977:+1.2%
% ‘
A L e e o o - Il . om = — o —
Average: 85.6
80
Mar. 2003:
70 +32.8% Qct. 2005:
+14.2% Apr. 2020:
+43.6%
60 Oct. 1990: +29.1%
Feb. 1975: /
50 +99 99, Nov. 2008: Aug. 2011:
May 1980: Sentiment cycle turning point and subsequent +22 290 +15.4%
+20.0% ’ 12-month S&P 500 Indexreturn Jun. 2022:
. 50.0
40 T T T T T T T T T T T T T T T T T T T T T T T T T
7173 7S 7779 '81 '83 '85 87 '89 91 '93 95 97 99 01 03 0% OF 09 11 13 15 17 19 21

Source: FactSet, Standard & Poor's, University of Michigan, J.P. Morgan Asset Management.
Peak is defined as the highest index value before a series of lower lows, while a trough is defined as the lowest index value before a series of

higher highs. Subsequent 12-month S&P 600 returns are price returns only,
of current and future results,
Guide to the Markets - U.S. Data are as of June 30, 2022,

which excludes dividends. Past performance is not a reliable indicator

Extreme bearishness can make a case for bullish returns as bad news gets priced in.
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Stock Markets Through A Century of Recessions

PERFORMANCE OF A HYPOTHETICAL $10,000
INVESTED WHEN A US RECESSION BEGAN

\ 20,000 Recession

Start Dates
Over the past century, i
there have been 15 o Ocaber 1926
receSSIonS bl November 1948

August 1957

July 1981
In 11 of those 15 14,000 o0
instances, stock z Febray 1945

. o 12,000 January 1980

returns were positive 5 December 1969
two years after the Z oo ¢ Nownber 17
recession began. 3 December 2007
Average annualized 6000
returns 2 years out?

4,000 August 1929

/ 2,000
0

7.8%

0 3 ] 9 12 15 18 21 24
Months into Recession

Source: Dimensional Funds




(Q

Stock Performance Around Recessions

How Do Stocks Perform Around Recessions?

On average, stocks performed worse 1 year before a recession than during a recession. In the 2 years following a recession, price returns were positive

82% of the time.
Recession Length During
Start (Years) Recession 6M Before 12M Before 6M After 12M After 2Y After
7/31/1953 0.83 _m ‘—5% ‘—3% _17% -30% m
8/31/1957 0.67 ‘—4% _5% ‘—5% _15% I.aax _25%
4/30/1960 0.83 _1?% ‘~5% ‘%% _?% :"IU% ‘1%
12/31/1969 0.92 ‘-5% ‘-ﬁ% ‘-11% _ 14% .B% _34%
11/30/1973 1.33 ‘-13% ‘-9% ‘-13% 1% _23% _ 18%

. B
1
P}
&

1/31/1980 0.50 _?% _10% _14% _6% .8%
7/31/1981 1.33 _6% ‘1% _B% ‘—19% .20%

T
]
&

L B.J
R

7/31/1990 0.67 _5% _s% _3% ' 2% .8%

3/31/2001 0.67 ‘—2% ‘—19% ‘—23% ‘—6% i—la% ‘—?9@,
12/31/2007 1.50 m '—2% _4% _21% .12% m
2/29/2020 0.17 -1% 1% 6% 12% m ?

Average Return

= e

Cumulative price return of the S&P 500 during past recessions. Past performance is not indicative of future returns

Table: Darrow Wealth Management - Source: YCharts; Nber « Created with Datawrapper




Shrinking the Balance Sheet

The Federal Reserve balance sheet

USD trillions
$10
: Forecast™
%9 Balance sheet expansion under rounds of quantitative easing (QE), USD billions "
Announced Terminated Length(m) Treasurles MBS Balance sheet
Qe 11/25/2008 37312010 16 $300 $1,074 $1,403
$8 QE2 1132010 6292012 19 $829 -$196 $568
QE3 9132012 10/29/2014 25 $822 $874 $1,674
$7 QK4 3/23/2020 3/15/2022 24 $3.285 $1,367 $4,804
$6
$5
$4
$3
$2
Treasuries
$1
30

03 04 05 06 'Of ‘08 09 MO M "2 "3 "4 "5 M6 "7 M8 "9 20 21 2 23 M4

Source: J.P Morgan, Federal Reserve

/In addition to raising interest rates, the Federal Reserve will engage in quantitative
tightening (QT), a contractionary monetary policy tool to decrease the amount of
liquidity in the markets.

\What are the implications of monetary tightening?

~
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Monetary Tightening: A Fundamental Headwind

Fundamental Headwinds

» Discount rates increase for fundamental equity valuation

» Bonds mathematically reprice as interest rates rise
= Speculative behavior decreases as liquidity tightens

= Borrowing costs increase, which can impact default rates, high-yield
spreads, and asset values across the entire capital structure

Economic and Market Outlook

= Normalizing interest rate policy is likely healthy for the
economy long-term!

= Expect more market volatility as interest rates increase and
liquidity tightens.




(Q

Fed Rate Hikes Are Not a Bond Death Knell

: Expectations in fixed income markets get priced in quickly. Over recent decades, we’ve seen positive
1 performance in periods of rising interest rates. Bonds are the ballast of a portfolio, and with higher
| yields, they remain the ballast of a portfolio with higher expected returns.

Annualized Returns During Rising Rate Periods
Bloomberg Global Aggregate Bond Index (hedged to USD)

Fed Funds Rate Fed Funds Rate Fed Funds Rate Fed Funds Rate
+3.00% Over Period +1.75% Over Period +4.25% Ower Period +2.25% Over Period
Feb. 1994 - June 1995 June 1999 - Sep. 2000 June 2004 - Apr. 2007 Dec. 2015 - July 2019
6.00%
5.00% 4.83%
4.46%

4.16%
4.00% 3.86%
3.00%
2.00%
1.00%
0.00% ' |

Source: Dimensional Funds, Bloomberg




Employment Remains Strong

The strength of the employment market and high inflation are driving tightening monetary and fiscal
policy. In this inflationary environment, economic recovery and strong fundamentals can lead to
market turbulence because they add inflationary pressure.

Civilian unemployment rate and year-over-year wage growth
Private production and non-supenisory workers, seasonally adjusted, percent
16%

50-year avg. Apr. 2020:14.7%
Unemployment rate 6.2%
14%
Wage growth 4.0%

12%
Nov. 1982:10.8%

Oct. 2009:10.0%

10%
May 1975:9.0%

Jun. 1992:7.8%
8%

Jun. 2003:6.3% May 2022: 6.5%

6%

4% —————————

2%

May 2022:3.6%

0%

7193 75 'fr 79 ‘81 '83 'BS5 87 '89 '91 93 "85 97 89 ‘01 03 05 O7 09 11 M3 Y15 M7 M9 21

Source: BLS, FactSet, J.P. Morgan Asset Management.
Guide tothe Markets - US. Data are as of June30, 2022,




What does the Future Hold?
/* Changing World Order?
= China and Taiwan?

& Crypto?

Central Bank?

Technology disruption?
-_—aw>
Demographic/longevity risk?
- _
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Thought exercises
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What happens if Taiwan is invaded by
China?

. What shape will the next recession take?
. What if Central banks ban crypto

currencies?

. What if Central banks enact crypto?
. What happens when passive funds are

more than 50% of all investments?

. What alternate means are available for QT?
. What is the prospect of longevity risk?
. What major disruptive technology will be at

the forefront in 5 years?

. What happens in our profession in 5 years?



@ SEQUOIA

FINANCIAL GROUP

DISCLOSURES

This material does not constitute tax or legal advice. You should consult with a qualified tax, legal or financial advisor prior to making a final decision. The financial
instruments discussed in this brochure may not be suitable for all investors and investors must make their own investment decisions based upon their specific financial
situations and investment objectives. Information has been obtained from sources believed to be reliable, but we do not guarantee their accuracy or completeness. While
we have taken great care in the preparation of these materials, we cannot be responsible for clerical, computational, or other errors. Except where otherwise indicated
herein, the information provided herein is based on matters as they exist as of the date of preparation and may not be updated or otherwise revised to reflect information
that subsequently becomes available, or changes occurring after the date hereof.

AWARD DISCLOSURES

Industry Recognition: For each award/recognition, SFA applied to the sponsoring organization to be considered for and awarded the recognition and is not required to be a
subscriber to the sponsoring organizations (with the exception of the Schwab IMPACT Best-in-Business Award- please see below) to be considered to receive their rankings
or awards. These rankings and awards are not representative of any one client's experience and is not indicative of our firm’s future performance. All awards and
recognitions have been independently granted as SFA has no affiliation with any of the sponsoring organizations. Please note that awards are not a referral to,
endorsement or recommendation of, or testimonial for the advisor with respect to its investment advisory or other services.

Charles Schwab
Best-in-Business IMPACT Award® — 2019

As Schwab describes, The IMPACT Awards® are given each year to independent advisor firms that have demonstrated excellence through leadership, innovative
business practices, client dedication, and fresh thinking. Only Schwab business partners may participate. The Best-in-Business IMPACT Award goes to an independent
investment advisory firm that has been in business for at least 10 years, has a track record of growth and excellence, and uses technology solutions to help expand market
reach, practice management and employee development techniques, operational efficiencies and responsiveness. Candidates must also use Charles Schwab & Co, Inc.
or Charles Schwab Bank as a custodian for client assets and have at least $25 million in AUM. No fees were paid or incurred for this recognition.

One Of America's Best RIA Firms
(Formerly known as Barron's Top 50 RIAs, expanded to 100 spots in 2021)

Sequoia placed 66th on this list in 2021. Barron’s weighs dozens of qualitative and quantitative components, including assets managed, the size and experience of teams,
regulatory record of the advisors and firms, succession planning, technology spending, and staff diversity. No fees were paid or incurred for this recognition. As of
12/31/21 we have not purchased anything to promote this award.

Investment advisory services offered through Sequoia Financial Advisors, LLC, an SEC Registered Investment Advisor. Registration as an investment advisor does
not imply a certain level of skill or training.

©2022, Sequoia Financial Group, all rights reserved.



	The Future of Money�Leon C. LaBrecque,�JD, CPA, CFP®, CFA�VP: Head of Planning Strategy�Sequoia Financial Group
	Today’s  Questions:
	What is Money?
	Slide Number 4
	What is the Paradox of Interest?
	Central Bank Rates:  The Bridge Across the River
	Slide Number 7
	What is the Changing World Order?
	Stages of the Changing World Order
	Slide Number 10
	What is the Paradox of Value?
	Slide Number 12
	Slide Number 13
	Slide Number 14
	Slide Number 15
	Slide Number 16
	What are the Present Conditions?
	Slide Number 18
	Slide Number 19
	Slide Number 20
	Slide Number 21
	Slide Number 22
	Slide Number 23
	Slide Number 24
	Slide Number 25
	Slide Number 26
	Slide Number 27
	Slide Number 28
	Slide Number 29
	Slide Number 30
	What does the Future Hold?
	Thought exercises
	Slide Number 33

