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Breaking the Tape

Rallies in both the stock and bond markets during the fourth quarter of 2022 were a welcome means of
closing out a year that offered little else for investors to celebrate. To be sure, 2022 was an unforgettable
year in financial market history for all the wrong reasons. Most notably, the unprecedented rout in the
bond market revealed the largely underappreciated risk for a supposedly “safe haven” asset class.

Bond yields surged on the heels of rising inflation pressure and the hawkish central bank policy aimed
at bringing it back in check. The yield on the bellwether 10-year Treasury Note, which began the year at
a meager 1.52%, rose to a peak of 4.24% in early October before settling down to 3.88% by the end of
the year. The 2.36% increase from the end of 2021 was the largest positive change in the 10-year’s yield
during a calendar year since1962.
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Rising interest rates put pressure on equity valuation multiples, which were trading at lofty levels at the
beginning of last year. However, the pain in the equity market was not felt equally. High-growth sectors,
like Communication Services, Technology and Consumer Discretionary, which had benefited most from
ultra low-rate environments in 2020 and 2021, took the brunt of damage in 2022 - weighing heavily on
return of the broad market averages.
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Meanwhile, so-called “old economy” sectors, like Health Care, Consumer Staples and Ultilities, proved
far more resilient as investors sought a more defensive posture under threat of a potential recession.
Benefiting from reopening demand and a geopolitical driven supply shock, energy stocks stood in a
league of their own in 2022 gaining almost 65%.

S&P 500 Sector Performance
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For the full year, a combination of double-digit declines in both the S&P 500 Index and the Bloomberg
Aggregate Bond Index led balanced portfolios to experience their worst calendar year loss since 2008.

Too Much of a Good Thing

With inflation pressure accelerating at a rapid pace heading into 2022, central bankers began scrambling
to reverse the flow of liquidity they had been pushing into the economy over the prior two years and
reestablish their inflation fighting credibility. The drastic, yet necessary, monetary policy tools engaged in
the early days of the pandemic, in conjunction with unprecedented fiscal stimulus, undoubtedly saved
the global economy from a potential depression and stabilized financial markets. However, by the end of
2021, it was clear that such uber-accommodative policy had overstayed its welcome.

By keeping emergency monetary policy in place long after it was truly necessary, inflation surged to levels
not seen in 40 years. As the Fed and other global central banks began to appreciate how far behind the
curve they were, the policy impulse turned increasingly hawkish.

Over the course of the last seven consecutive Federal Open Market Committee (FOMC) meetings
beginning in March, the Fed increased its Fed Funds Rate range from 0%-0.25% to 4.25%-4.50% - a level
not seen since 2007. In concert with reducing its balance sheet or quantitative tightening, the Fed hopes
to cool demand enough to bring inflation back down to its 2% target and keep it there.
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Cooling demand means slowing economic growth possibly to the point of causing a recession - a risk
Fed Chair Jerome Powell seemed quite willing to take when he remarked that higher interest rates “will
bring some pain to households and businesses” in his brief-but-direct August Jackson Hole speech.
He would go on to add that “a failure to restore price stability would mean far greater pain.”

Recent inflation readings suggest progress is being made on this front. Headline CPI from July through
November averaged a 2.4% annualized rate compared to 10.6% over the first six months of 2022.

Inflation Downshift
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Despite Chair Powell's repeated statements reaffirming the Fed's commitment to continue down a
hawkish path “until the job is done,” investors have been skeptical of the central bank's resolve (or need
for it) in the face of weakening economic data. Inverted yield curves and weakening company survey data
have been flashing historically reliable warning signs that a recession is on the horizon.

Meanwhile, the Fed appears to be maintaining a perspective that a recession could be a necessary evil
given the historically tight labor market. Getting inflation down to 2% is only half the job. Keeping it there will
require wage pressure to dissipate by restoring balance to the supply-and-demand dynamic for labor.

So far, progress on this front has been modest with job openings continuing to far exceed the supply
of unemployed workers. A glimmer of hope appeared in the December Non-Farm Payroll report, which
showed average hourly earnings increased less than expected in addition to a downward revision to
November's reading.

In a Goldilocks “soft landing” scenario, hawkish monetary policy will rebalance the labor market by simply
destroying excess demand for workers without tipping scales in the other direction. The possibility

of — and desire for - such an outcome has been suggested by Chair Powell, while acknowledging it may
not be the most probable, given the imprecision of monetary policy's impact on the economy.

Investors have good reason to be skeptical. The Fed has clearly prioritized its price stability mandate
over full employment by repeatedly communicating that the risk of doing too little to fight inflation is far
greater than doing too much.

Outlook

Recent evidence that inflation pressure is subsiding in response to restrictive policy already in place
sparked optimism that the Fed and other central banks can afford to be less hawkish, thereby
decreasing the odds of a recession. At the moment, Fed Fund Futures market pricing suggests that the
Fed is likely to pause rate hikes below 5% and begin easing later this year.

This outlook disagrees with the Fed's current view, which holds significant implications for both stock and
bond performance in 2023. In other words, we expect the direction of financial markets to largely hinge
on the whether or not the Fed's outlook converges to the market's, or the other way around. The equity
market will be particularly vulnerable to further selling pressure if the Fed maintains its set course.

Our strategies benefitted from the flexibility to sell market risk and hold cash during episodes of extreme
stress in 2022. Amid such a pivotal, yet unpredictable, standoff, we believe having the ability to be truly
tactical will be a valuable feature again this year.
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Investments in Mutual Funds involve risk including the possible loss of principal. There is no assurance that the Fund's will
achieve their investment objectives. Mutual fund investing involves risk, including the loss of principal and there can be no
guarantee the strategies and processes discussed will be successful.

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Sierra Mutual Funds.
This and other important information about the Sierra Mutual Funds can be obtained in the prospectus, which can

be obtained on our website www.sierramutualfunds.com or by calling 1-866-738-4363. The prospectus should be read
carefully before investing. The Sierra Mutual Funds are distributed by Northern Lights Distributors, LLC, member
FINRA/SIPC.

DISCLOSURES:

This material is not intended to be a recommendation or investment advice, does not constitute a solicitation to buy or

sell securities, and is not provided in a fiduciary capacity. The information provided does not take into account the specific
objectives or circumstances of any particular investor, or suggest any specific course of action. Investment decisions should
be made based on an investor’'s objectives and circumstances and in consultation with his or her advisors. Economic
conditions remain highly uncertain and there is no guarantee that the information presented in this commentary will

come to fruition.

Neither Ocean Park Asset Management, Inc., nor Wright Fund Management, LLC are affiliated with Northern Lights
Distributors LLC.
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