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Who will buy U.S.-based bonds?

Key Takeaways

Some of the biggest bond buyers
have reversed course or are
about to do so. That could make
it difficult for bonds to break out
of their current trading range.

But the likelihood of recession
and a potential Fed pivot could
change the balance back toward
bonds.

Asset allocators will play a key
role.

One of the challenges for the U.S. bond
market to break below its current range
of 350% to 4.30% on the 10-year Treasury
is where the money will come from. The
biggest buyers of this debt have reversed
course or are about to do so, as shown on
the chart. Let’s take a look at the major
categories.

The Federal Reserve (i.e, the monetary
authority) was the biggest buyer of US. debt
during the pandemic. Over the two year
period from March 2020 to March 2022, the
Fed’s securities holdings ballooned by $4.7
trillion. The Fed is currently reducing its
holdings by roughly $80 billion per month.
That won't change until the Fed cuts rates,
which probably won't happen before the end
of 2023.
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Former bond buyers are now turning sellers
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Commercial banks were also big buyers.
During that same time, bank investments
increased by $1.9 trillion. But since then
investments have fallen by over $300
billion, although some of that is due to
lower bond valuations. As banks continue
to tighten lending standards and terms and
the economy likely enters recession, loan
demand will slow. At that point banks could
return to the bond market.

Overseas investors have been steady buyers
of US. debt, particularly in the first three
quarters of the year when the dollar went

on a tear. If we have seen the peak in the

refer to www.ndr.

U.S. dollar (NDR is currently bearish on the
buck), flows into U.S. debt could dry up.

Households and funds have also been
respectable buyers of debt. But inflows to
bond mutual funds and ETFs have turned
from positive to negative for most of this
year. Some money currently sitting in
equities and cash could move into bonds
next year.

Insurance companies and pension funds
should continue to be reliable buyers of
bonds, but they aren’t big enough to make
up for the other buyers.
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Fed shedding about $80 billion per month
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One way to take advantage of the strong Overseas buymg may dry up
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Net outflows from households for most of the year As the Fed continues to raise rates, cash
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For global asset allocation, NDR recommends marketweight
allocation to stocks, bonds, and cash. We are in line with our
Global Balanced Account Model estimate.

Equity Allocation

U.S. | We have a modest underweight to stocks in our asset
allocation recommendation but are neutral on an absolute
basis. The hawkish Fed has overwhelmed the positive tape
development in the summer, but sentiment is extremely
pessimistic. We favor small-caps over large-caps and Value

over Growth.

INTERNATIONAL | We are overweight Europe ex. UK. and

marketweight on all other regions.

Macro

ECONOMY | The global economy is in a sustained slowdown
due to waning monetary and fiscal support, stubbornly high
inflation, and rising geopolitical risk. While the slowdown
remains moderate, the risk of severe recession increases in
2023. Global inflation pressures are easing but will remain

historically elevated in the foreseeable future.

FIXED INCOME | We raised our bond exposure to 100% of
benchmark duration and are neutral on the yield curve. We
are overweight Treasurys, MBS, and CMBS and underweight
high yield and TIPS. We are marketweight everything else.

GOLD | We are currently neutral but will be watching our Gold

Watch Report for a bullish signal for a potential upgrade.

DOLLAR | We are bearish due to worsening momentum and

model readings.
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Economic Summary

Near term activity: @ Accelerating @ Neutral @ Decelerating

D TN M

Global Economy U.S. Economy U.S. Inflation
(2.9%) (1.5%-2.0%) (4.0%-45%)

Economic gauges reflect changes in near-term economic activity. Numbers in parenthesis

refer to NDR 2022 forecasts.
Global Asset Allocation

@ Overweight @ Marketweight @ Underweight

o
®  Stocks (55%) | Bonds (35%) | Cash (10%)
o

Benchmark: Stocks (55%), Bonds (35%), Cash (10%)

Equities — Regional Relative Allocation
®  Europe ex. UK. (14%)

US. (61%) | Emerging Markets (11%) | Japan (6%) | UK. (4%) |
Pacific ex. Japan (2%) | Canada (3%)

Benchmark — U.S. (615%), Europe ex. UK. (12%), Emerging Markets (11.2%), Japan (5.5%),
UK. (38%), Pacific ex. Japan (3%), Canada (3.1%)

Global Bond Allocation
® Japan (19%)
@® US. (55%) | Europe (25%)
® UK 0%
Benchmark: US. (57%), Europe (25%), Japan (15%), UK. (4%)

U.S. Allocation
@® Cash(15%) | Small-Cap | Value
® Bonds (35%) | Mid-Cap
®  Stocks (50%) | Large-Cap | Growth
Benchmark: Stocks (55%), Bonds (85%), Cash (10%)
Sectors
@® Health Care (17%) | Energy (5%) | Materials (4%)
®  Consumer Discretionary (8%)

Benchmark: Technology (27.4%), Health Care (13.8%), Financials (10.7%), Communication
Services (9.3%), Consumer Discretionary (121%), Consumer Staples (7.0%), Industrials
(79%), Energy (4.0%), Utilities (2.7%), Real Estate (2.7%), Materials (2.5%)

U.S. Bonds — 100% of Benchmark Duration
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See the signals.™

Founded in 1980, Ned Davis Research Group is a leading independent
research firm with clients around the globe. With a range of products
and services utilizing a 360° methodology, we deliver award-winning
solutions to the world's leading investment management companies.
Our clients include professionals from global investment firms,
banks, insurance companies, mutual funds, hedge funds, pension TYPNTING

and endowment funds, and registered investment advisors.

SENTIMENT

Important Information and Disclaimers

NDR (Ned Davis Research) uses the weight of the evidence and a 360-degree approach to build up to market
insights. When we say “evidence,” we mean processing millions of data series to fuel a historical perspective, build
proprietary indicators and models, and calm investors in a world full of bull/bear news hype and hysteria. We believe
that no client is too big or too small to benefit from NDR's insights.

The data and analysis contained in NDR’s publications are provided “as is” and without warranty of any kind, either
expressed or implied. The information is based on data believed to be reliable, but it is not guaranteed. NDR
DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY, SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.

NDR'’s reports reflect opinions of our analysts as of the date of each report, and they will not necessarily be updated
as views or information change. All opinions expressed therein are subject to change without notice, and you should
always obtain current information and perform due diligence before trading. NDR or its affiliated companies or their
respective shareholders, directors, officers and/or employees, may have long or short positions in the securities
discussed in NDR'’s publications and may purchase or sell such securities without notice.

NDR uses and has historically used various methods to evaluate investments which may, at times, produce
contradictory recommendations with respect to the same securities. When evaluating the results of prior NDR
recommendations or NDR performance rankings, one should also consider that NDR may modify the methods
it uses to evaluate investment opportunities from time to time, that model results do not impute or show
the compounded adverse effect of transaction costs or management fees or reflect actual investment
results, that other less successful recommendations made by NDR are not included with these model
performance reports, that some model results do not reflect actual historical recommendations, and that
investment models are necessarily constructed with the benefit of hindsight. Unless specifically noted on
a chart, report, or other device, all performance measures are purely hypothetical, and are the results of
back-tested methodologies using data and analysis over time periods that pre-dated the creation of the
analysis and do not reflect tax qu y tion, commissi and other trading costs. For these
and for many other reasons, the performance of NDR’s past recommendations and model results are not a
guarantee of future results.

Using any graph, chart, formula, model, or other device to assist in deciding which securities to trade or when to
trade them presents many difficulties and their effectiveness has significant limitations, including that prior patterns
may not repeat themselves continuously or on any particular occasion. In addition, market participants using such
devices can impact the market in a way that changes the effectiveness of such devices. NDR believes no individual
graph, chart, formula, model, or other device should be used as the sole basis for any investment decision and
suggests that all market participants consider differing viewpoints and use a weight of the evidence approach that
fits their investment needs. Any particular piece of content or commentary may or may not be representative of the
NDR House View, and may not align with any of the other content or commentary that is provided in the service.
Performance measures on any chart or report are not intended to represent the performance of an investment
account or portfolio, as some formulas or models may have superior or inferior results over differing time periods
based upon macro-economic or investment market regimes. NDR generally provides a full history of a formula
or model's hypothetical performance, which often reflects an “all in” investment of the represented market or
security during “buy”, “bullish”, or similar recommendations. This approach is not indicative of the intended usage
of the recommendation in a client's portfolio, and for this reason NDR does not typically display returns as would
be commonly stated when reporting portfolio performance. Clients seeking the usage of any NDR content in a
simulated portfolio back-test should contact their account representative to discuss testing that NDR can perform
using the client’s specific risk tolerances, fees, and other constraints.

NDR'’s reports are not intended to be the primary basis for investment decisions and are not designed to meet
the particular investment needs of any investor. The reports do not address the suitability of any particular
investment for any particular investor. The reports do not address the tax consequences of securities, investments,
or strategies, and investors should consult their tax advisors before making investment decisions. Investors should
seek professional advice before making investment decisions. The reports are not an offer or the solicitation of an
offer to buy or to sell a security.
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