OCTOBER 2023

Investment Insights

A\ STERRA

M U T UAL F UN D S

— OCEAN PARK

A S S ET M A N A G EMENT

Disciplined Risk Management

A Delicate Balance

A soufflé is a notoriously difficult dish to prepare. Slight deviations from the recipe in terms of
temperature or ingredient preparation can render a total failure. For untrained chefs, it can often be an
iterative process in pursuit of the goldilocks conditions necessary to produce the puffy cuisine.

Central bankers face similar challenges in calibrating monetary policy to achieve its dual goals of
minimizing unemployment while keeping inflation at bay. Even modest policy under- or overreactions

to an economy’s ever-evolving growth and inflation dynamic will often carry the threat of disequilibrium
that creates turbulence in financial markets. Guided by economic theory, as opposed to a proven recipe,
policymakers are arguably at an even bigger disadvantage than the soufflé culinarian.

One of the fundamental roles of a central bank is to smooth out a country’'s economic cycle through
monetary policy. This is no easy task, even in the best of times. Since the establishment of the Federal
Reserve Board in 1913, there have been nineteen recessions declared by the National Bureau of
Economic Research (NBER). But most importantly, only one of these episodes was classified as

a depression. In the 100 years prior to the existence of central banking in the US, the economy
experienced four episodes of depression.

Aside from avoiding depressionary economic conditions, a simple metric of success is the Misery Index,
which combines the unemployment rate with the rate of inflation. Since both high inflation and high
unemployment create economic discomfort, a lower reading is most desirable.

Dating back to the late-1940's, this metric has averaged 9.3% and peaked at 21.6% in 1980. Post-
pandemic, asynchronous spikes in unemployment and inflation pushed the index above average, but
lately it has fallen precipitously as inflation normalizes. In a perfect world, where they get the recipe just
right, the Fed would return to the low-unemployment and low-inflation regime of 2015-2019 when the
index averaged just 6%.
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Pressure Relief

As the Fed continues its campaign to defeat inflation pressure, it must take some satisfaction in the
progress it has achieved thus far. After peaking over 9% on a year-over-year basis in June of 2022,
headline Consumer Price Index (CPI) registered just 3.7% for the prior 12 months through August.
However, energy price fluctuations were meaningful contributors to both the rise and fall of this reading.
Acknowledging the fact that monetary policy has little influence over supply-driven energy prices, the Fed
prefers measures of inflation that exclude volatile food and energy prices.

In August, CPI excluding food and energy, commonly known as “Core CPl," reached 4.3% on a year-
over- year basis, down from a high of 6.6% in September of last year. A close cousin of Core CPI, the
Personal Consumption Expenditures Core Price Index (Core PCE), is the Fed's preferred inflation gauge
and followed a similar path. With the aim of bringing Core PCE all the way back down to its stated 2%
target, policymakers still have work to do on this front. However, base effects from the year-over-year

calculation may mask the progress being made. Over the past three months ending in August, Core PCE
has annualized at just 2.7%.

Core Inflation
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Growing concern that the Fed will go too far (by staying hawkish too long) in its pursuit of defeating
inflation has been weighing heavily on investor sentiment this year. An understanding that monetary
policy works with long and variable lags is not lost on Fed Governors or investors. In Chair Powell's

opening remarks at the press conference following the September FOMC meeting, he made a clear
statement acknowledging as much:

“In determining the extent of additional policy firming that may be appropriate to return inflation
to 2 percent over time, the Committee will take into account the cumulative tightening of monetary

policy, the lags with which monetary policy affects economic activity and inflation, and economic
and financial developments.”
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Gone For Good

The ultimate endgame for the restrictive monetary policy is not simply to get inflation back down to 2%,
but to ensure it stays there. To that end, the Fed is keenly focused on the hot labor market as a potential
source of kindling that could reignite the inflation fire they are so aggressively trying to put out.

While easing labor market conditions is somewhat antithetical to the other side of the Fed's dual
mandate, policy makers acknowledge there can be too much of a good thing. Perhaps the most vexing
development during the current rate hiking cycle has been the lack of reflexivity in the labor market.

In the July FOMC press conference, Chair Powell made note of the fact that the unemployment rate was
unchanged from March of 2022 when liftoff began.

This is not to say the Fed desires to put people out of work, but rather to neutralize the threat that an
excessively tight labor market and the resulting wage pressure pose to stable prices. In Powell's standard
opening at each post-FOMC meeting press conference of late he emphasizes: “...without price stability,
we will not achieve a sustained period of strong labor market conditions that benefit all.”

Subscribing to the economic theory that wage growth in excess of the inflation target plus productivity
gains would be a source of demand-driven excess inflation, the Fed cannot feel as comforted with the
pace at which wages are climbing. Average hourly earnings grew 4.3% over the past 12 months through
August compared to 2.9% growth in 2019. Assuming productivity growth will remain consistent with

the post-GFC average of 1.4%, we believe the Fed will want to see the wage growth rate fall 1% before
contemplating a more dovish stance.

US Average Hourly Earnings
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With more than a century of experience under its belt, the Fed has seen many business cycles, but none
that have directly comparable circumstances. Rather than relying on inapplicable economic forecasting
models, policymakers will be guided by real-time data to feel their way back into the sweet spot of low
inflation and low unemployment. Humility and good fortune will be essential ingredients for this recipe.
For this reason, investor anxiety will remain heightened until success is within sight.
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activities, in collaboration with Sierra co-founders David Wright and Kenneth Sleeper. An accomplished
investment management executive, his career of more than 20 years includes leadership roles in asset
allocation, manager research and portfolio construction. James earned a Bachelor of Science in Finance
from DePaul University and is a CFA® and CAIA® Charterholder.

RISKS AND DISCLOSURES:

Past performance is not an indication of future results and there is no guarantee that any investment strategy
will achieve its objectives, generate profits, or avoid losses.

Investors should carefully consider the investment objectives, risks, charges and expenses

of the Sierra Mutual Funds. This and other information about the Funds is contained in their
prospectuses and should be read carefully before investing. The prospectuses can be obtained by
visiting sierramutualfunds.com or by calling toll free 1-866-738-4363 (1-866-RETI-FND).

These materials may not be copied, altered, or redistributed without the prior written consent of Ocean Park
Asset Management, Inc or Wright Fund Management, LLC.

This information is for educational purposes and is not intended to provide, and should not be relied upon
for, accounting, legal, tax, insurance, or investment advice. This does not constitute an offer to provide any
services, nor a solicitation to purchase securities. The contents are not intended to be advice tailored to any
particular person or situation

Unless otherwise noted or sourced within, the statements herein are the opinion of the author. The
statements have been made based on publicly available information and proprietary research but remain
the opinion of the author unless noted otherwise. We do not guarantee the accuracy or completeness of the
information provided in this document. All statements and expressions herein are subject to change without
notice. Any projections, market/economic outlooks or estimates herein are forward-looking statements
based upon certain assumptions and should not be construed to be indicative of the actual events that will
occur. Other events that were not taken into account may occur and may significantly affect the statements
made herein. Except where otherwise indicated, the information and statements provided herein are based
on matters as they exist as of the date of preparation and not as of any future date, and we are under no
obligation to correct, update or revise the information in this document or to otherwise provide any additional
materials.

The Sierra Mutual Funds are distributed by Northern Lights Distributors, LLC, member FINRA/SIPC. Advisory
services are offered through Ocean Park Investment Management, Inc. and Wright Fund Management, LLC,
each being a registered investment adviser (“RIA") regulated by the U.S. Securities

and Exchange Commission (“SEC"). The advisory services are only offered in jurisdictions where the RIAs are
appropriately registered. The use of the term “registered” does not imply any particular level of skill or training
and does not imply any approval by the SEC. For a complete discussion of the scope of advisory services
offered, fees, and other disclosures, please review the RIA's Disclosure Brochure (Form ADV Part 2A) and Form
CRS, available upon request from the RIA and online at https://adviserinfo.sec.gov/. We also encourage you to
review the RIA's Privacy Policy and Code of Ethics, which are available upon request.

Wright Fund Management, LLC is the investment adviser to the Sierra Mutual Funds.
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