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From Green Courses to Economic Forces

Spring in the northern U.S. transcends a mere change of seasons; it embodies a rejuvenation of spirit. The transition
from winter's monochrome to the vibrant hues of spring marks a period of new beginnings and warmth. Initially
tentative, tree buds begin to unfurl, and the air, though still crisp, carries the scent of growth.

This rebirth draws many outdoors, eager to engage in favored pastimes such as hiking, biking, and picnicking. Spring's
arrival in the Midwest signifies a change in weather and a cultural shift, heralding traditions deeply cherished by the
region. This year brought a particular reason to celebrate for many of us on March 19th, the vernal equinox aligning with
the NCAA March Madness tournament's commencement, signifying the season's dual commencement.

Springtime transitions us from indoor pursuits like March Madness to beloved outdoor traditions. Opening day for
professional baseball, the pageantry of the Kentucky Derby, and the excitement of the Indianapolis 500 are great annual
traditions that remind us that the worst of winter’s wrath is behind us.

One of my favorite spring traditions is The Masters golf tournament in Augusta, GA. Augusta National's immaculate
landscape and blooming azaleas inspire thoughts of warmer days and more time spent outdoors, mirroring our
anticipation for the months ahead.

This year's enthusiasm extends beyond traditional seasonal activities into the financial markets, where the focus shifts to
central banks' interest rate policies in spring and summer. As nature awakens, the financial sector anticipates a shift
towards more accommodating monetary policy and economic expansion.

Golf and Federal Reserve policy might seem worlds apart, yet both require strategic navigation and mental adaptability.
Success in both fields is measured not by single actions but by the cumulative effect of decisions made in response to
dynamic challenges.

Envision the Federal Reserve as a seasoned golfer at dawn, poised on a vast, sunlit course. Faced with the dual mandate
of promoting full employment and price stability, it contemplates the balance between force and finesse needed for the
initial drive. The journey toward economic balance unfolds with each step down the fairway, echoing the meticulous
strategy and flexibility required in both golf and monetary policy decisions. Adapting to unforeseen challenges—be it a
change in the wind for the golfer or inflationary pressures for the Fed—demands skill and resilience.

This March provided a great lesson on how monetary policy is not always globally coordinated. That became evident
when several central banks took center stage. The Bank of Japan delivered its first rate hike since 2007 and also decided
to halt their bond-buying program. Conversely, the Swiss National Bank reduced interest rates because of falling
inflation and weak global demand that could affect Switzerland’s economy. However, the Federal Reserve did not take
any of these steps; instead, it took a more optimistic stance for the U.S. economy moving forward with prospects of
future rate cuts. This fits their data dependent stance, as market-based leading indicators such as equity prices and
credit spreads are already discounting a soft-landing scenario supported by falling rates in the 2" half of 2024.
Nonetheless, bond markets still see Fed policy as tight or arguably getting tighter.

The U.S. economy remains resilient, and we expect growth to be close to trend and inflation to decrease slowly. In this
environment, we expect the Federal Reserve to cut rates around the year's second half. Markets are currently
discounting three rate cuts this year, approximately one every three months, beginning in June or July.
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CME FEDWATCH TOOL - MEETING PROBABILITIES

MEETING 4%-4.25%  4.25%-4.5% 4.5%-4.75%  4.75%-5%  5%-5.25%  5.25%-5.5%

https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html?redirect=/trading/interest-rates/countdown-to-fomc.html

Persistent Inflationary Pressures

Recent data show how stubborn inflation can be. U.S. CPI for February 2024 showed a monthly increase of 0.4%, and
core inflation (excluding food and energy) increased by 0.4% as well. This continued inflationary pressure, especially in
core measures, indicates that the central bank’s aggressive monetary tightening has not entirely solved the inflation
problem.

Below, the contribution of core services to the inflation rate can be seen. The black bars represent the contribution of
the CPI from core services, nearly all from shelter costs (aka “Owners’ Equivalent Rent”). One item of concern is the CPI's
energy component, shown in light blue. This component has been a tailwind for the last year and likely added to
inflation in March; crude oil and retail gasoline were up more than 6% during the previous 30 days.
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Bloomberg, Bureau of Labor Statistics.

The Fed’s preferred inflation measure, Core PCE, came in at 0.3% M/M for February, a bit high. Yet, very importantly,
inflation expectations seem anchored, as consumer expectations over the next 12 months ticked below 3% for the first
time in two years. Longer-term expectations also fell.

Central Banks: Walking a Fine Line

Central banks, mainly the Federal Reserve and the European Central Bank, are at a crossroads as they try to balance
between the taming of inflation without being detrimental to economic development. Recent comments reveal that the
Fed may keep rates unchanged a bit longer, while cuts may come later in 2024. At the same time, the ECB maintains its
current interest rates alongside a cautious approach regarding future policy shifts, indicating difficulties in steering their
economies towards sustainable growth and meeting price stability goals.
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Growth of Economy and Manufacturing Renaissance

Despite rising costs, there are clear signs of economic resilience and recovery. The JP Morgan Global Manufacturing
Purchasing Managers Index (PMI) registered expansion during the first quarter of 2024. The US economy remains
robust, bolstered by solid consumer spending and strong employment figures, among other factors. This environment
creates opportunities for a global manufacturing renaissance fueled by improved supply chain efficiencies and a
rebound in demand.

The manufacturing sector is on the brink of a significant transformation, propelled by technological advances and
changes in global economic trends. Innovations in automation, robotics, and artificial intelligence are set to boost
efficiency, lower expenses, and enhance product quality. With supply chains becoming more resilient and adaptable to
disruptions, the sector is preparing for a revival. The adoption of digital technologies, combined with a fresh emphasis
on sustainability and diversifying supply chains, heralds the dawn of a new era in manufacturing characterized by
growth, innovation, and resilience.

Conclusions

As we chart our course toward future financial landscapes, it's clear that the Federal Reserve, much like a seasoned
golfer navigating the challenging terrain of Augusta National, must demonstrate both precision and resilience. The Fed's
approach to adjusting monetary policy is akin to a golfer's strategic game plan—meticulously calculated and flexible,
where success is measured not by a single shot but by the cumulative effect of each decision made on the course.
Amidst the dual challenges of curbing inflation and encouraging economic growth, the Fed's policy moves must mirror a
golfer's adaptability and strategic foresight in overcoming the course's hurdles.

Wrapping up, the intricate dance between inflation trends and growth prospects necessitates a nuanced understanding
reminiscent of reading a long putt on a complex green. The Fed's policy decisions, paralleling a golfer's choice of club or
approach to a challenging hole, require a deep appreciation for the interconnected dynamics of the economy. Looking
ahead, the Fed's actions must embody the strategic depth and adaptability found in the game of golf, ensuring that each
policy move aligns with the broader objective of fostering a stable and flourishing economy.

Paul Fleming, CFA, CAIA
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The information in this document is not for any person in any jurisdiction where it would be unauthorized under local law or
regulation to distribute or use such information. There can be no assurance that the information obtained from what are thought to
be reliable sources will prove accurate or complete and may change without notice. It does not constitute a recommendation
regarding any investment strategy, is not intended as investment advice, and does not consider any investor's specific objectives,
financial situation, and needs. This report is for general informational purposes only and should not be regarded as an offer to sell or
a solicitation of an offer to buy any securities. This report is free because it does not constitute legal, tax, or investment advice or
consider all of a client’s particular circumstances. References to individual securities herein are for illustrative purposes only and do
not constitute recommendations to buy or sell these securities. Indices are unmanaged, and one cannot invest directly in them. All
samples used here represent the intellectual property of their respective owners and are subject to proprietary rights.

All types of securities investments involve risk, including loss of invested capital. Every portfolio has its risks: market risk, strategic
risk, adviser risk, and other risks related to investing in different investment vehicles within which these funds have been put. There
can be no guarantee that any financial instrument so targeted will achieve its objective, generate profits, or avoid substantial losses.
No security selection method or technique can eliminate all risks or ensure superior performance in every prevailing market
condition. Risk controls and parameters do not imply guaranteed return levels or limit downside exposure arrangements below-
defined thresholds. HPWM employs different techniques and approaches for risk management, although it may still incur risks
associated with trading activities.

Past performance is no indication of future results. In addition, some of the performance returns may be based on historical data
and do not reflect the reinvestment of dividends or income taxes on an individual investor’s performance, including only the net
changes in market value, and do not include any cash received by an investor as a result of their reinvestment of dividends or capital
gains distributions. Also, “net” means fees have been deducted. The net effect is that past performance is no guarantee of future
results. Forward-looking statements and assumptions are HPWM'’s current views or expectations of future events or results based
on proprietary and 3« party research. They should not be construed as an estimate or promise of results that a portfolio may
achieve. Actual results could differ materially from the results indicated by this information.
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