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Market Outlook 2022:
From Revival to Moderation

Over the last two years, we saw the sharpest contraction in 3
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will present a continuous fundamental recovery but new
clouds, such as high inflation, elevated valuations and the
Covid-19 omicron variant, continue to dot the horizon.

financial markets since the Great Depression, followed by
one of the fastest recoveries fueled by extraordinary

The Covid-19 recovery has been more robust than previous post-recession recoveries, but will that continue? The
following chart shows that the average recovery phase in past recessions has lasted approximately 15 months. With
global economic activity rebounding, and monetary and fiscal support likely to be withdrawn, we may be past the
recovery phase and we must be prepared for a new moderation regime where growth stabilizes and volatility

increases.
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The Great Revival

The recovery was kickstarted by an unprecedented monetary stimulus that was much larger than during the Global

Financial Crisis. Balance sheets of the G4 central banks as a percentage of GDP have increased 1.5 times to 58%.
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The remarkable speed at which Covid-19 vaccines were developed and rolled out has allowed economies to reopen.

The following chart shows that life has almost returned to normal in several developed countries.
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The Great Moderation

The annual GDP growth of 6-8% in 2021 will be a thing of the past as we progress beyond the low-base effects.
The International Monetary Fund (IMF) forecasts GDP growth of 4-5% in 2022 and 2-3% in 2023.

The U.S. economy is on a solid footing. Consumers are in good shape, job openings are 1.5 times pre-Covid levels,
total compensation has grown 3.7%, far exceeding historical numbers, and consumer savings have spiked sharply

during the past two years.

However, a few clouds are on the horizon. The first is inflation, with the U.S. core Consumer Price Index (CPI) at
30-year highs. A critical driver of the inflationary spike has been a shift in spending from services or consumable
goods to durable goods (bicycles, home appliances, furniture, consumer electronics). The following charts show a

sharp spike in durables CPI, which is traditionally stable.
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As we emerge from the pandemic, this trend should reverse, along with supply chain disruptions. Although

inflation and supply chains will prove to be “long-term” transitory, investors should factor in inflation risk in

portfolio construction.

Credit conditions remain healthy as shown in the financial conditions index. Although central banks will gradually
withdraw monetary support, credit conditions should continue to remain benign for corporates albeit volatility is

also expected to rise.
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In summary, the macroeconomic picture continues to look healthy. The following recession indicators that we

follow show no sign of double-dip recession.

Recession Indicator Watchlist
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Risks and Returns in the New Moderation Regime

Our team studied the historical risk and returns of asset classes during the acceleration phases and compared them
to phases of moderation. Public market returns should compress heading into the moderating growth phase of the
cycle. Meanwhile, volatility is expected to be higher. As an example, the S&P 500 index averaged 18% annualized
returns in the acceleration phase and 7% annualized in the moderation phase with the average drawdown being
10% in the acceleration phase and close to 12% in the moderation phase. We remain convinced that private markets
offer better risk-adjusted opportunities than public markets. For instance, yields continue to be compressed in the
fixed-income market, with U.S. 10-year treasuries trading at negative real yields and corporate bonds yielding less
than 3% in real terms.
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A similar picture appears in public equities with price-to-earnings multiples near record highs. Ned Davis Research
(NDR) projects that U.S. equities will produce a 10-year annualized return of 5.6% while the average long-term

historical return on public equities is close to 7%.
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Meanwhile, private market opportunities continue to look attractive. Adding alternative investments to a
traditional balanced portfolio, therefore, can deliver better investment returns, and this outperformance should be
sustainable as skilled managers continue to leverage their expertise to capitalize on inefficiencies. Our team is able
to identify opportunities and be paid for illiquidity premium, especially on the private equity side, and generate

attractive cash yield in real estate equity and real estate debt.

The equivalent of a balanced portfolio with 40% fixed income and 60% public equities in the private markets is
expected to generate a nominal return of 8.2% or 6.2% in real terms (see chart below). Private equity is expected
to be the largest contributor of return in a diversified private markets portfolio, hence our overweight to this asset

class in a diversified private markets portfolio.

Private Markets Portfolio
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Petiole has been building a customized private markets portfolio across sectors, geographies, and top-tier sponsors

globally. Contact us to learn more.
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Disclaimer

This presentation was issued by Petiole Asset Management AG (“PAM”) on January 19, 2022 and is provided to you for informational purposes
only and contains proprietary information that may not be reproduced, distributed to, or used by, any third parties without PAM’s prior written

consent.

This presentation is not intended for citizens or residents of the United States of America or “US Persons” as that term is defined in “Regulation
S” of the US Securities Act of 1933. If any, no investment products presented here are permitted for sale under the Securities Act of 1933 or any
other regulation applicable in the United States. Accordingly, no investment product may be offered or sold directly or indirectly in the United

States of America to residents and citizens of the United States of America or to “US Persons”.

All information, figures, calculations, graphs and other numerical representations appearing in this presentation have not been audited and may
be subject to change over time. Furthermore, certain valuations (including valuations of investments) appearing in this presentation are subject
to change as they may be based on either estimates or historical figures that do not reflect the latest valuation. Although all information and
opinions expressed in this presentation were obtained from sources believed to be reliable and in good faith, no representation or warranty,
express or implied, is made as to their accuracy or completeness. The information contained herein is not a substitute for a thorough due
diligence investigation. Past performance is not indicative of and does not guarantee future performance. The performance data do not take
account of the commissions and costs incurred on the issue and redemption of units. Exit timelines, prices and related projections are estimates
only, and exits could happen sooner or later than expected, or at a higher or lower valuation than expected, and are conditional, among other
things, on certain assumptions and future performance relating to the financial and operational health of each business and macroeconomic

conditions.

PAM makes no representation or warranty, express or implied, with respect to any statistics or historical or current financial data, whether
created by PAM through its own research or quoted from other sources. With respect to any such statistics or data delivered or made available
by or on behalf of PAM, it is acknowledged that (a) the investor takes full responsibility for making its own evaluation of the materiality of the

information and the integrity of the quoted source and (b) the investor has no claim against PAM.

To the extent this presentation contains any forecasts, projections, goals, plans and other forward-looking statements, such forward-looking
statements are inherently subject to various parameters, most of which are difficult to predict and many of which are beyond PAM’s control
and may cause actual performance, financial results and other projections in the future to differ materially from any projections of future
performance, results or achievements expressed or implied by such forward-looking statements. Investors should not place undue reliance on
these forward-looking statements. PAM undertakes no obligation to update any forward-looking statements to conform to actual results or

changes in PAM’s expectations, unless required by applicable law.

PAM makes no representation or warranty, express or implied, with respect to any financial projection or forecast. With respect to any such
projection or forecast delivered or made available by or on behalf of PAM, it is acknowledged that (a) there are uncertainties inherent in
attempting to make such projections and forecasts, (b) the investor is familiar with such uncertainties, (c) the investor takes full responsibility
for making its own evaluation of the adequacy and accuracy of all such projections and forecasts so furnished to it and (d) the investor has no

claim against PAM.

This presentation represents a summary of certain information, the full terms of which are contained in a Private Placement Memorandum that
should be reviewed for a more complete understanding of the investments and their risks. In addition, this presentation does not constitute and
should not be construed as investment advice, tax or legal advice, an offer to sell, or a solicitation to buy, any instrument or other financial
product, nor does it amount to a commitment by PAM to make such an offer at present or an indication of PAM’s willingness to make sure an

offer in the future.

Petiole Asset Management AG is a company limited by shares with registered address at Bahnhofstrasse 64, 8001 Zurich, Switzerland and is

authorized as investment manager by the Swiss Financial Market Supervisory Authority FINMA.

All rights reserved. Copyright © 2022 Petiole Asset Management AG
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