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Macro/Market Update

The global economy ended 2022 on a weak
note, according to the latest global S&P Global
Purchasing Managers’ Index (PMD. The global
composite PMI was little changed in Decem-
ber, edging up 0.2 points to 48.2. This marked
the fifth straight month of contraction and the
second-lowest reading since the initial COVID
lockdowns in 2020. Both the services and
manufacturing sectors registered declines in
tandem for the fourth straight month, a condi-
tion also last observed in early 2020. The latest
level in the composite is historically consistent
with a 04% contraction in global real Gross Do-
mestic Product (GDP) growth
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The near-term economic outlook is murky.
Although global output contracted at a slightly
slower pace, overall new orders shrank at the
fastest pace since May 2020. Moreover, his-
tory suggests that the past year’s tight mon-
etary policy will continue to negatively impact
the global economy for at least the next six
months. The future output index (gauges ex-
pectations over the next year) improved, but it
remained at historically low levels, suggesting
some caution about the outlook.

However, there may be some tentative signs
of stabilization ahead. The global bullwhip, a
measure of new orders relative to inventories,
ticked up for a second straight month, as busi-
nesses continued to pare back the massive
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inventory accumulated in late 2021/early 2022.
Also, global supply chain pressures continued
to ease, with the supplier delivery index rising
to its highest level since January 2020.

During January, the MSCI All Country World
Index CACWD outperformed the Bloomberg
Barclays Global Aggregate Bond Index by
over 390 basis points (bps). It was the largest
performance spread for stocks over bonds in
January since 2019. The equity comeback of
the past three months has been broadening
out globally, with the US. market now partici-
pating to a greater extent and the performance
of risk-on proxies becoming more decisive
relative to the performance of risk-off proxies.
Since the 2022 extremes in sentiment and
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valuation data, reflecting the highest levels of
pessimism since 2020, the markets have been
responding to signs that last year’s expecta-
tions for economic weakness, stagflation and
earnings deterioration have become less likely.

The equity allocation remained above bench-
mark allocation for February as two-thirds of
the top-level indicators favored equities over
fixed income. More global equity markets are
trending higher, which supports an overweight
equity allocation. In December, only 40% of
global equity markets traded above their 50-
day moving averages. During January that
number improved to 85% (chart at right). When
more markets are in uptrends, the global equity
market is less susceptible to larger declines.
Historically, greater equity market upside par-
ticipation has favored stocks relative to bonds.

Weekly Data 2022-01-28 to 2023-01-27

Percentage of MSCI ACWI Markets Above Their 50-Day Moving Averages Rising; Favors Equities

— % of MSCI ACWI Markets Above 50-Day Moving Average(2023-01-27 = 85.1%)
Last Signal : Favors Stocks (2023-01-06)
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Global PMI Breadth Improving: Favors Equities Weekly Data 2022-01-28 to 2023-01-27 The Purchasing Managers' Index (PMD
mll= Four-week Change in % of Countries PMI Above 50(2023-01-27 = 0.00) breadth indicator measures the four—week
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Although it did not change signals this month,
the global high yield option-adjusted spread
(OAS) indicator continues to favor equities
(chart at right). Global high yield OAS has nar-
rowed over 150 bps since late-September. This
OAS indicator measures risk appetite within
the fixed income market. With global high
yield OAS narrowing, bond investors are not
demanding higher yields for taking on more
risk as they are not as concerned with default
at this time.

Weekly Data 2022-01-28 to 2023-01-27
Global High Yield Average Option-Adjusted Spreads Narrowing; Favors Equities

— Global High Yield Avg. OAS(2023-01-27 = 4.91)
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Baltic Dry Index More Than 40 Percent Below Trend, Favors Fixed Income

Weekly Data 2022-01-28 to 2023-01-27

mll= Baltic Exchange Dry Index % Above /Below 13-Week Moving Average(2023-01-27 = -45.10)
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Not all indicator changes favored stocks. The
Baltic Dry Index (BDD indicators compares
global shipping rates relative to their 13-week
moving average. Entering this week, the Baltic
Dry index (BDI) was more than 45% below its
13-week moving average, the largest gap since
August (chart at left). Such a deficit typically
indicates global economic weakness, which
favors fixed income over equities.
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Equity Allocation Summary
During January all equity areas jumped over
600 basis points (bps). US. Small Caps (IJR)
and USS. Growth (VUG) soared over 950 bps.
It was the best monthly return for VUG since
July. International Developed (IEFA) and
Emerging Markets (IEMG) increased more
than 8%. US. Value (JUSV), IEFA, IEMG, VOO,
and IJR each received more than 10% alloca-
tion for February (chart at top) due to their

technical composite scores (chart at bottom).
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Fixed Income Allocation
Summary

Al fixed income areas gained during Janu-
ary. US. Long-Term Treasurys (TLT) had its
best month since January 2020 as it jumped
more than 700 bps. Emerging Market bonds
(EMB), US. High Yield (USHY), and US. Invest-
ment Grade (VCIT) all gained over 300 bps.
EMB and VCIT received over 5% allocation for
February (chart at top) due to their technical
composite scores (chart at bottom).
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Dynamic Allocation Strategy

Ned Davis Research Disclaimer:

The data and analysis contained within 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. All performance measures do not reflect tax consequences, execution, commissions, and other trading costs, and as such investors
should consult their tax advisors before making investment decisions, as well as realize that the past performance and results of the model are
not a guarantee of future results. The NDR Dynamic Allocation model is not intended to be the primary basis for investment decisions and the

usage of the model does not address the suitability of any particular investment for any particular investor.

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.
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