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THE OUTLOOK FOR INFLATION:
EXPLORING UNCERTAINTIES IN THE WORLD
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The various federal fiscal and of even greater interest.

monetary stimulus programs
enacted to combat the economic
shock of the pandemic unleashed
a wave of spending before supply
chains were fully restored to
handle the onslaught. Not
surprisingly, the resulting imbalance of supply and
demand fueled inflationary pressures.

Potential economic impact

Where we are now is indeed a time when the whole world
is on high alert—and not just for inflation. Certainly, the
Russia-Ukraine geopolitical tensions in and of themselves
are extraordinarily challenging, but they also threaten to
impact the supply of goods ranging from oil and natural gas
to grains and metals (including seldom considered but vital
elements like palladium—the essential ingredient in catalytic
converters for automobiles).

What's caught policymakers by surprise, however, is the
magnitude, duration, and breadth of those pressures. In
addition to choked supply chains, tight labor conditions
brought on by greater workforce mobility
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For many consumers, inflation is a

substantial hardship. In January, the \ 14
Consumer Price Index (CPI) rose
75% from a year ago—the fastest
pace since February 1982. il (1
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economically broad-based.

You've already begun feeling the impact
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Source: Bureau of Labor Statistics, FactSet
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| believe successful
wealth management is
the result of an ongoing
collaboration between
investor and advisor, built
upon trust and maintained
according to the highest
standards of integrity

and expertise.

Brian D. Holmes,
MS, CFP?, CMFC, AIF®, President & CEO

ABOUT SIA

Signature Investment Advisors® (SIA)
is a Registered Investment Advisor

firm offering investment management
solutions that are tailored to meet the
unique needs of affluent individuals and
organizations. In partnership with your
wealth manager, we bring our combined
experience, expertise and high level of
service to provide a dynamic process
that can meet your investment objec-
tives and goals.

Marginal Rates

For tax year 2022, the top tax rate remains
37% for individual single taxpayers

with incomes greater than $539,900
($6473850 for married couples filing jointly).

The other rates are:

35% for incomes over $215,950
($431,900 for married couples filing jointly)

32% for incomes over $170,050
($340,100 for married couples filing jointly)

249% for incomes over $89,075
($178,150 for married couples filing jointly)

22% for incomes over $41,775
($83,550 for married couples filing jointly)

12% for incomes over $10,275
($20,550 for married couples filing jointly)

The lowest rate is 10% for incomes
of single individuals with incomes of
$10,275 or less ($20,5650 for married
couples filing jointly)

Source: Internal Revenue Service
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FIGURE 2: Food Inflation Fears

Gauge of Agricultural Commodities Hits Record High Amid Ukraine-Russia Tension
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Russia is one of the world’s largest oil and natural gas producers:

* While oil prices had already been rising, after Russia invaded Ukraine on February
24th, both Brent crude (the global benchmark) and West Texas Intermediate (the
U.S. benchmark) prices surged even more. Year-to-date, crude oil prices have
climbed about 50% or more for both WTI crude oil and Brent crude oil, according to
data from FactSet.

* The EU imports nearly half (47%) of its natural gas from Russia—more than
double the 21% purchased from Norway, the second largest supplier. Whether
through direct conflict interfering with pipelines that pass through Ukraine, or by
Russia simply choosing to embargo the sale of natural gas to the EU in response
to sanctions, Russian gas flows to Europe could be severely impacted. (Those old
enough will recall the economic damage caused by the OPEC oil embargo in the
early 1970s).

If Russian flows are cut off, Europe could theoretically import large amounts of
liquefied natural gas (LNG) as well as fuel from pipelines linking the continent to
Norway, Azerbaijan and Algeria. According to the Wall Street Journal, it also could
release gas held in a strategic reserve in Italy. But making up for a total loss of
Russian supplies would be all but impossible—and come at huge expense.

The uneven distribution of LNG terminals in Europe further complicates matters—a
third of Europe’s LNG-import capacity sits in Spain and Portugal (according to
analysts at S&P Global Platts); another 24% lie within the post-BREXIT U.K. And
as sanctions imposed by the West settle in over time, it may become increasingly
difficult for Moscow to facilitate the extraction and transportation of Russian oil
and gas.

Russia is a major producer of copper and aluminum, and combined with Ukraine,
the two nations account for 29% of the global wheat supply. They're also a leading
producer of urea and potash (essential components in fertilizer production).
Reductions in the supply of any of these items would likely push food prices higher.

Supply chains are global. We import not only finished goods but also commodities
from across Europe (including Russia). But manufacturing any goods in
Europe depends on having the resources to be able to produce those products

continued on page 4...



2022 INTERNATIONAL WOMEN'S DAY

Tuesday, March 8th marked
International Women’s Day - a global
day to celebrate the social, economic,
cultural and political achievements

of women, and a call to action for
greater equality. This year’s theme of
#BreakTheBias is one that calls every
employer to step up and create a
workplace that’s:

* Free of bias, stereotypes, and
discrimination;

* Diverse, equitable, and inclusive; and

* Where difference is valued and
celebrated.

At SIA, we've always held fast to the belief that gender
equality isn't just a women’s issue — it's a business issue.
One that helps us bring a greater diversity of opinions,
insights and viewpoints to the challenges associated with
managing your wealth. It's just one of the many reasons we're
proud and honored to have so many women in key leadership
roles throughout our organization including:

Sabina Pinsky
Senior Marketing Associate

October 2005

Alina Barrass
Director of Client Services

January 2013

Liselotte Richards
Operations Specialist

August 2014

We’re inspired by each of these valuable
contributors and look forward to cultivating
future generations of empowered women at
SIA. To learn more about what you can do
each and every day to help foster equality,
please visit internationalwomensday.com.

THANK YOU!

CENTURY CITY, CA

Rachel Otto
May 2015

Vanessa Garcia
October 2017

Ariana C. Rodriguez
November 2017

Ellen Baldecchi
July 2018

Katharine Neary
July 2020

Marlene Escobedo
October 2020

Briana Bowker
January 2021

Sarah Bau
November 2021
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economically—and any increased costs for, say, electricity
powered by natural gas, or commaodities such as aluminum or
palladium, etc. can make those finished goods or components
more expensive. This, in turn, would drive inflation higher here
as well. Meanwhile, if Europe is forced to import grain from
the U.S. to offset Russian supply issues, it creates competition
that can drive up food costs here. (See Figure 2)

There are also less obvious potential supply chain disruptions.
By restricting its sale of palladium to the West, Russia could
further impact auto producers that are already struggling to
overcome a semiconductor shortage. That can drive up car
prices even more — and could further limit the availability of
some autos.

How the Fed might respond

While these are all ‘what if’ scenarios, it's important to
remember that what consumers and businesses expect
inflation to be in the coming months and years influences
their behavior now. It's why the Fed pays close attention to
inflation expectations—and why it may make policy decisions
in part to influence those expectations which (as the adjacent
chart clearly depicts) are soaring. (See Figure 3)

The Fed’s go-to response in these situations is tightening
monetary policy—usually by lifting the short-term rates it
controls directly, as well as by allowing maturing securities to
roll off its balance sheet, both of which, in turn, may drive up
longer-term bond yields. The resulting higher interest rates
may reduce demand and slow the economy, to help better
match demand with the available supply. Higher rates cannot,
however, repair supply chains, bring more people back into
the labor force, or solve geopolitical dilemmas.

But what if this geopolitical dilemma is enough to damage
confidence all by itself and slow the economy on its own—

without any restraint from the Fed's monetary policy actions?
Remember what happened when Irag invaded Kuwait in
19907 Energy prices surged, and consumer confidence
tanked from the subsequent war. The result? A recession and
a bear market. The Fed needs to guard against tightening too
much if the economy already slows on its own due to higher
oil prices or a shock to business and consumer confidence.
Otherwise, it creates the risk of a policy error.

Geopolitical concerns, rising energy prices, and a falling stock
market can all conspire to slow the economy by subconsciously
prompting consumers to spend less. And these recent factors
may add a wrinkle to the Fed's plans to simply increase interest
rates to control inflation.

Yes, the world has become more complicated of late. But
there are still actions you can take today to help offset the
potential impacts of inflation and geopolitical uncertainty—
setting up your portfolio for future success.

FIGURE 3: Inflation Expectation
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Source: University of Michigan. Shaded area indicates U.S. recession.
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