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SUMMARY

* We expect forward twelve months earnings growtt8-df0% which should be supportive for
equities over the next 6-12 months. The valueestiibuld continue to outperform growth.

» Analysis of the Conference Board’s Leading Econdmiicators signals widespread strength and
solid economic growth for 2022

* Market expectations of 5-9 Fed rate hikes in 2022far too optimistic. The Fed will not have
that much maneuvering room to raise rates thathapi

* The outlook for monetary policy suggests that dwstl be supportive of growth through 2022-23.
Policy is expected to gradually become less accodatnee in 2024, with an increasing risk of
recession.

» According to noted geopolitical analyst Marko Papacmerly with BCA Research, geopolitical
risk will remain elevated for at least the nextate. While the Russia/Ukraine war will keep
volatility high, a Chinese invasion of Taiwan wolld a potential game changer for risk assets.

* Gold has broken out of a multi-year cup with a harghttern, confirming a continuation of its
bull market trend, which began in early 2016.

» Arecent addition to our core holdings — Gold Roy&o. (GROY — NYSE).

THE LEADING ECONOMIC INDICATORS (LEI) ARE FLASHING A GREEN SIGNAL
The December LEI registered a gain of 0.8% from étoler with 8 of 10 components expanding.
Growth of the LEI slowed to 4.0% in 2H21 from 4.4f01H21. Nevertheless, we would characterize

growth as being both strong and widespread. Oallyais of Coincident Indicators of economic trends

also indicate strength, confirming the trend in ltis.
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Noteworthy is the Conference Board, creator ofLiig is predicting GDP growth at a relatively héwlt
2.2% annual rate for the first quarter of 2022, ahd robust rate of 3.5% for all of 2022. Thisubbe

well above the pre-pandemic trend growth.

The chart below shows a 12-month moving averagbeofil2-month rate of change in the LEI which is
used as a smoothing method to eliminate wide fatoos in the data. Its current reading of +9.8%rie
of the strongest in six decades and augers wetidotinuing expansion of the U.S. economy. Hisgally

this indicator has led the start of recession bg\@wrage of 6.7 months.
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THE FED TIGHTENING CYCLE COULD BE EXTENDED
Our analysis of monetary policy is that market etggons of multiple (5-9) Fed policy rate hiked22

is far too optimistic. The chart to follow, cowsteof Alpine Macro, shows the Fed funds rate adplist
for PCE inflation since 1980 in the upper panehown in the lower panel are two measures of the
Treasury yield curve, i.e., the 10-year minus thea@r yield and the 5-year minus the 2-year yidite
vertical lines drawn connect the points at which jfeld spreads reach zero bound with the adjusted
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policy rate at that point in time. That policyeakepresents r*, or the theoretical rate that lz@asavings
and investment generating maximum employment wéhle inflation.

Fed: Not Much Maneuvering Room For Rates
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A line is drawn connecting the points where theigalline intersects the policy rate. As show line
(red) is downward sloping, with each successivietéiging cycle peaking at progressively lower policy
rates. In the current cycle, the peak adjustettyoate is projected to be at -1%, according tpiAé
Macro. Given Alpine’s forecast that core inflatisimould taper to 3% in 2H22 coupled with a zeroenitr
nominal policy rate, the current estimate adjugtelity rate is -3%. This implies two percentagénfso

of potential tightening before interest rates rechwe expect this tightening cycle to be spreadr 3
years, implying 2-3 quarter point Fed rate hikesyear. Current elevated market volatility, witletvIX
above 30, also is a signal to the Fed to go slow.

TRACKING MONETARY POLICY
The indicator in the chart on page 4 depicts thgaekof monetary accommodation in the financialesys
It is produced by subtracting the five-year U.Sed3ury yield from the yoy change in nominal GDR& A

long as the treasury yield, representing the cbstpital, is less than the change in income, tbaetary

policy setting is deemed accommodative. An accodatiee policy historically promotes growth and is
favorable for risk assets. This occurs when tloecator depicted on the chart is above zero (hotedo
line). The latest plot represents the highestaspl®tween income growth and the cost-of-capitalvar

60 years, indicating that monetary policy is higabcommodative!

INVESTMENT OUTLOOK APRIL 2022 3



FRED, +#/ — cross bomestic produc Market Vied on s Treasury Securtes at -Year Consant Matury
»

A

WWJW\\ N
1™

1965 1970 1975 1980 1985 1990 199 2000 2005 2010 2015 2020

A0

The Fed is on a track to raise its policy rate % 2y 2024. Assuming inflation averages 3% over the
2022-24 period, the Fed funds could top out in 2822%. Should GDP growth slow to 3% and the
5-year treasury yield increases to 3%- 3.5%, tlbeeafientioned spread between income growth and the
cost-of-capital would approach zero. As showrhm preceding chart this would signal that real ghow
could turn negative (recessionary) which would ballenging for financial assets. However this is

unlikely to occur before 2024.

GEOPOLITICAL RISK WILL REMAIN ELEVATED

We believe there is minimal risk to the global emmy/trade from Russia’s invasion of Ukraine.

However, since Russia is a major energy exporighehn oil prices are a tax on consumption. Ancheti

in the February 28 issue of Barron’s noted thatkstoarket declines and rebounds following invasions
assassinations, embargos, terrorist attacks,extd.to be short-lived. For example, following 2601
terrorist attack it took stock prices 31 days tolgek to even. Following the Vietham 1968 TetdDfive,
the market took 65 days to fully recover. In tlstdraq invasion of Kuwait in 1990 stocks fullgoxered

their loss in 189 days.

Marko Papic believes that “geopolitical alpha” wiimain elevated for at least the next decadeth®n
other hand, he noted China invading Taiwan would b more negative event for the global economy.
China makes no secret in its belief that Taiwarughaltimately be under its sovereign rule. Chinae
already installed military infrastructure and arngems in the Sakoku Islands in the South China $ea.
the event that China initiates a military attaclkiagt Taiwan, a major global semiconductor supplier
financial market stability would be severely jeafiaed. Papic believes Premier Xi is in no hurrgtiack

Taiwan. Rather he will most likely sit back an@ $®w the rest of the world responds to Russia.
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OlL: FROM SURPLUS TO SUPPLY DEFICIT IN LESS THAN TW O YEARS

The chart to follow, courtesy of the Federal Reséward of St. Louis, shows the yoy change in ti& U

West Texas Intermediate oil price. The shadedoatrbars denote U.S. recessions. There were four
recessions over the past 37 years, roughly ong eleeiade. The most recent in 2020 lasted rougidy o
quarter and was atypical as it was largely relatethe COVID-19 pandemic. During the first three
recessions, oil prices peaked on a rate-of-chaay ia the recession, as evidenced during the BGlalf

and dot-com recessions. Oil prices peaked outsinths prior to the beginning of the Great Financia

Crisis Recession in 2007.

FRED — Crude Oil Prices: West Texas Intermediate (WTI) - Cushing, Oklahoma
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The recent surge in oil price momentum (yoy changehe largest in almost four decades, having
exceeded 200 %, although it has now backed of6&5%. The V-shaped recovery in the rate of change
reflects the fact that in April, 2020 prices bneftaded in negative -$37/bbl. This was causedgBc
long futures liquidation due to the pandemic dridemand collapse. As a result, oil inventoriegedr
and storage facilities (Cushing, Oklahoma) werkedilto capacity. Speculators were forced to pay
producers to take delivery against their maturimgifes contracts. That marked the major bottowilin
prices which have since recovered to over $100/bdl.by a strong rebound in demand. Meanwhile,

supply is constrained with producers maximizinghcdsw in lieu of increasing production.

In the short-term energy stocks are vulnerabledoreection. Any diminution in Russia/Ukraine tems
could cause traders to “sell the news.” Howevag tb the growing gap between supply and demand,
and simultaneous inventory drawdown, we believe @myection in oil prices/energy stocks will be a
buying opportunity. For several years U.S. engrgijcy has been driven by the movement towards de-
carbonization. Given the elevated geopoliticdgisvidenced in the Russia/Ukraine conflict, speaify

the vulnerability of Europe to Russian gas, U.Sergy policy may now include a renewed focus on

increasing our investment in traditional fossillfue
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GO FOR GOLD — A MAJOR BREAKOUT CONFIRMED BY A POSIT IVE TREND CHANGE
As shown in the chart below, which plots the montfainge of gold beginning in 2012, the metal has

formed a massive cup-with-handle. In technicallyais jargon this pattern is indicative of longster
accumulation (the cup) and a corrective structtlhre fandle). The corrective pattern began withd gol
peaking in August 2020 at 2,062. Since then, ¢alsl formed a series of lower highs and higher lows
culminating in a tapered wedge or symmetrical giarwhich we have drawn. In late February, 2022
gold breached the downward sloping trendline ansl maw effected a major breakout. This was

confirmed by the 100-day moving average of priseng above the 200-day moving average.

GLD +1.49 (0.83%)
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GOLD ROYALTY, INC. (GROY- NYSE)

We believe GROY is a growth stock trading at a ggluce. The company was formed last year from a

merger of Ely Gold Royalties with Gold Royalty. id?rto the merger GROY had been spun out of Gold
Mining Corp. a mid-tier gold producer. We beliexgning a gold royalty company is a conservative way
to participate in a gold bull market. The businesgins with the acquisition of mineral claims whare
ideally positioned in close proximity to known depgs. Claims are held until an exploration company
interested in acquiring them, contacts the royhtilder, and offers to exchange them for a net @melt

royalty (1%-3%). The royalty typically covers futumine production and lasts over the life of theem

GROY has acquired interest in 192 royalties. Sarencurrently producing mines expected to generate
an estimated $7 million in revenue in 2022. Twenmtg are royalties with mines in the development
stage, with the expectation that the mines wilbtmucing within 12-18 months. GROY expects rewenu
to rise to $23 million by 2024. The remaining I64alties in their portfolio are in the early exgton

phase.

INVESTMENT OUTLOOK APRIL 2022 6



GROY owns royalties on two of Canada’s largest goides. These include a 2.5% nsr on the Malarctic
mine, owned and jointly operated by Agnico Eagld &amana Gold. The underground mine resource
is estimated at 2.35 million oz. gold grading 1§:&ms/ton. A second royalty, recently acquiredecs

the southern portion of the Cote” mine owned aratatpd by lamgold Mining. This royalty was acqdire
for $15.87 million from a private estate. A tedtali report covering the project envisions annual
production over an 18-year mine life averaging 86@,0z gold per annum at an all-in-sustaining obst
$802/0z. A third project currently underway is fRen, a joint venture between Barrick and Newmont
Mining. The Ren resource is 1.214 million oz. ggtdding 7.3 gram/ton. Any grade exceeding 7 gm/to
is considered high grade.

We are impressed by GROY management. David Garidathe CEO. David was formerly CFO of
Agnico Eagle and CEO of Goldcorp until its acquasitby Newmont in 2019.

GROY is currently offering to acquire Elemental Rty Company in a share for share transaction. We
expect GROY to become a consolidator in the roysftgce, where scale will enable them to acquire

interests in larger projects.

RISKS

* The Fed hikes rates aggressively into a slowingecty.
» High oil prices choke off economic growth.

» Earnings growth slows prompting a contraction ilcg/earnings ratios.

John Cooper, CFA
Vincent Catalano, CFA
Pete Daly

April 2022

The information set forth herein was obtained freaurces that we believe reliable, but we do not
guarantee its accuracy. Neither the informatiom,amy opinion expressed, constitutes a recommeordati
by us for the purchase or sale of any securities.

Discussions and calculations regarding potentiar&events and their impact are based solelysiniic
information and Stuyvesant’s estimates and/or opii are provided for illustrative purposes onhyd a
are subject to certain limitations. No guaranteelee made of the occurrence of such events actoel
impact such events would have on any investmeuntigé performance.
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