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2022 Market Overview:
Forever Changes

Financial markets continued to stagger in the second quarter. Though the
pain was broad-based, the suffering was felt most acutely in the stock
markets, which posted the worst first half of a year since 1970.1 The

S&P 500 Index and the MSCI World Index both slipped into bear markets
during the period as they lost an additional 16.1% and 16.2%, respectively.?
Meanwhile, many of the first quarter’s equity market dynamics continued
to be felt in the second, most notably the significant outperformance of
value relative to growth.

With inflation showing few signs of abating from current multi-decade
highs, Federal Reserve rhetoric and action appears focused on achieving
price stability before elevated inflation levels become anchored in the
national psyche. This effort comes with no small risk, as past attempts

to engineer a “soft landing” have shown. With signs of strain already
evident in the real economy and bond market signals—and a variety of
other secular dynamics providing additional headwinds—it's clear central
bankers have their work cut out for them.

In an environment of pronounced volatility and uncertainty, First Eagle’s
Global Value team has continued to look for opportunities to allocate
capital to companies we believe possess scarce, durable assets that will
support business resilience over the long term, and do so at what we
consider attractive prices.

1. Source: Dow Jones Market Data; data as of June 30, 2022.
2. Source: FactSet; data as of June 30, 2022.
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KEY TAKEAWAYS

¢ We believe the very poor performance seen
across asset classes in the first half of 2022 is
mostly attributable to the conditions that were
extraordinarily supportive of asset prices,
including a very low cost of capital and very
low energy prices.

¢ While inflation remains elevated despite
tightening financial conditions, signs of
strain are evident in the real economy. The
accompanying pullback in long Treasury yields
and inversion of the yield curve suggests
the bond market is pessimistic about a “soft
landing” scenario.

¢ Areturn to the supportive conditions that
fueled markets following 2020’s Covid selloff
may be further off than some think, in our
view, especially if recession hits.

¢ The year-to-date selloff has created what the
Global Value team views as attractive oppor-
tunities to put money to work in companies
we believe will be resilient in the face of
volatile markets.

Views expressed are as of July 20, 2022.




Extraordinary Policy Accommodation Is Fading Fast

We believe the fall from grace across asset classes thus far in
2022 largely has been the result of the normalization of what had
been extraordinarily supportive conditions—including the shift
away from generationally low costs of capital and energy.

We believe the fall from grace
across asset classes thus far has
been the result of the shift away
from generationally low costs of
capital and energy.

With central banks led by the US Federal Reserve seeking to tame
multidecade-high inflation by dampening aggregate demand,
interest rates have moved higher across the yield curve, raising
the cost of capital for businesses and consumers that also are
contending with energy prices about double what they were 12
months ago. At the same time, there has been an unwind of the
massive fiscal stimulus that had helped fuel markets' rebound

from the Covid swoon; the US budget deficit is forecast to fall to
4.8% of GDP in 2022 and 3.8% in 2023, down from 12.4% in 2021
and approaching the 50-year average of around 3.5%.3

Toward the end of the second quarter and into the beginning of
the third, however, tighter financial conditions appeared to inspire
fear not just of an inflation-dampening economic deceleration

but of a full-fledged recession. Indeed, we have begun to see
signs that fiscal tightening and higher interest rates are causing
demand to soften; in the US, for example, consumer sentiment
has deteriorated, manufacturing activity is slowing and mortgage
applications are down.* The impact of recessionary concerns
was most evident in the bond markets. After climbing near 3.5%
by mid-June—from close to 1.5% to start 2022—the 10-year US
Treasury finished the first half of the year near 3.0%, a rally that
suggests to us that markets expect central bank policy restraint
to come to a premature end in the face of withering economic
growth.® Meanwhile, the yield curve inverted briefly twice during
the second quarter and has entered into a lengthier negative
position in early July; such inversions have long been regarded as
a potential harbinger of recession.®

Get Back

We think that a return to the conditions that prevailed in the
aftermath of the Covid-19 swoon—namely, moderate inflation
and a very low cost of capital—may be further away than some
may think. In fact, things may get worse before they get better,
especially if we are on the cusp of recession, suggesting a more
complicated investment environment looking forward.

Many of the components of core CPI—such as healthcare,
education, entertainment and rent—are quite sticky and may not
be as quick to soften as commodity-driven inputs, which could
keep core inflation prints elevated even as non-core elements
ease. A more accommodative Fed combined with a widening
current account deficit could weigh on the dollar, pushing the
cost of imports higher and adding to inflationary pressures. The
Fed balance sheet remains a concern as well; despite flat money
supply growth in 2022, we estimate there are about S5 trillion or
S0 in excess reserves as a result of pandemic-related accommo-
dations, and whatever surplus remains at the end of the current
Fed tightening cycle may be fodder for future pricing pressures.

Source: Congressional Budget Office; data as of June 30,2022.

Source: Bloomberg; data as of June 30, 2022.
Source: Bloomberg; data as of July 15,2022,
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However, our most pressing inflationary concern may be the

fiscal deficit. While the Congressional Budget Office forecast for
the deficit, mentioned earlier, is relatively sanguine, it's not hard

to envision multiple sources of negative drift that could push the
deficit as a percentage of GDP back into the double digits. Debt-
servicing costs appear biased higher as low-rate Treasury debt
matures and is replaced by issuance with yields in the 2-3% range.
An increase in unemployment off current low levels could slash tax
revenues while increasing expenditures in the form of automatic
stabilizers, while the country’s aging demographics have a similar
two-pronged effect on federal receipts and outlays. Meanwhile,
the capital gains tax windfall paid on 2021 market gains seems
unlikely to be repeated next year, taking another chunk out of the
revenue basket.

Source: Bureau of Labor Statistics, Institute for Supply Management, Mortgage Bankers Association; data as of June 30, 2022.
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Of course, other considerations are playing out beyond US shores.

While it seems to have receded from the headlines somewhat,

the war between Russia and Ukraine continues to impact market
dynamics, as evinced by the steady decline of the euro versus the
US dollar over the course of 2022. Already struggling under the
weight of high prices, Europe will soon head into colder weather
with the potential threat of a cutoff in Russian gas supply hanging
over its head; on the flip side, this prospect may prompt European
leaders to pressure Ukraine into reaching some sort of peace
agreement with Russia. Meanwhile, elevated food and energy
prices are fostering unrest worldwide, led by but not limited to
developing markets.

China, meanwhile, has pivoted from contractionary policy to once
again stoking its economic engine; not coincidentally, China was
one of the few equity markets to deliver a positive return in the

second quarter.” That said, it's unlikely that China will provide the
type of stimulus it did in 2008-09, which catapulted the country
out of its global financial crisis slump and bolstered the global
economy. Further, the periodic lockdowns’ associated with the
country’s zero-Covid policy may continue to cause disruptions to
global supply chains.

Things may get worse before
they get better, especially if we
are on the cusp of recession as
some fear.

Sowing Seeds

While the market's year-to-date swoon has been painful, the
selloff created opportunities for us to put money to work in
companies we expect to perform well over the long term, allowing
us to enlarge certain existing exposures and to add new ones.
Ultimately, we feel good about the prospects for the securities

7. Source: MSCI; data as of June 30, 2022.
Past performance is no guarantee of future returns.

we own and the prices we paid for them, and as a result we are
comfortable enduring the uncertainty and volatility we expect in
financial markets.
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The opinions expressed are not necessarily those of the firm and are subject to change based on market and other conditions. These materials are provided for infor-
mational purposes only. These opinions are not intended to be a forecast of future events, a guarantee of future results, or investment advice. Any statistics contained
herein have been obtained from sources believed to be reliable, but the accuracy of this information cannot be guaranteed. The views expressed herein may change at any
time subsequent to the date of issue hereof. The information provided is not to be construed as a recommendation or an offer to buy or sell or the solicitation of an offer to
buy or sell any security. The portfolio is actively managed and holdings can change at any time. Current and future portfolio holdings are subject to risk. The information in
this piece is not intended to provide and should not be relied on for accounting, legal, and tax advice.

Diversification does not guarantee investment returns and does not eliminate the risk of loss.
Risk Disclosures
All investments involve the risk of loss of principal.

There are risks associated with investing in securities of foreign countries, such as erratic market conditions, economic and political instability and fluctuations in
currency exchange rates.

Investment in gold and gold-related investments present certain risks and returns on gold related investments have traditionally been more volatile than investments in
broader equity or debt markets.

A principal risk of investing in value stocks is that the price of the security may not approach its anticipated value or may decline in value. “Value” investments, as a
category, or entire industries or sectors associated with such investments, may lose favor with investors as compared to those that are more “growth” oriented.

One cannot invest directly in an index. Indices do not incur management fees or other operating expenses.

Consumer Price Index (CPI) measures the monthly change in prices paid by US consumers. The US Bureau of Labor Statistics (BLS) calculates the CPI as a weighted
average of prices for a basket of goods and services representative of aggregate US consumer spending.

MSCI World Index is a widely followed, unmanaged group of stocks from 23 developed markets and is not available for purchase. The index provides total returns in US
dollars with net dividends reinvested.

S&P 500 Index is a widely recognized unmanaged index including a representative sample of 500 leading companies in leading sectors of the US economy and is not
available for purchase. Although the S&P 500 Index focuses on the large-cap segment of the market, with approximately 80% coverage of US equities it is also considered
a proxy for the total market.

MSCI Emerging Markets Index is a free float-adjusted market capitalization index designed to measure equity market performance of 23 emerging markets.
First Eagle Investments is the brand name for First Eagle Investment Management, LLC and its subsidiary investment advisers.

FEF Distributors, LLC (Member SIPC) distributes certain First Eagle products; it does not provide services to investors. As such, when FEF Distributors, LLC presents a
strategy or product to an investor, FEF Distributors, LLC does not determine whether the investment is in the best interests of, or is suitable for, the investor. Investors
should exercise their own judgment and/or consult with a financial professional prior to investing in any First Eagle strategy or product.

© 2022 First Eagle Investment Management, LLC. All rights reserved.
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