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MEET A TEAM MEMBER ——

DARCI BAIRD
CTFA, Senior Financial
Consultant

A testament to her experience
and dedication to her clients,
Darci Baird has established
herself as one of the area’s
leading Financial Consultants.
With over 34 total years in the Financial
Industry, Darci has cultivated a wealth of
knowledge and experience, providing her
clients with the bestfinancial services available.
She has been with Citizens & Northern Bank
for 17 years and is currently Vice President,
Senior Financial Consultant and Certified
Trust and Financial Advisor. Darci graduated
from Mansfield University and The Cannon
Financial Institute’s Trust School.

Committed to her community, Darci is actively
involved in several organizations. Darci and
her husband, John, have two grown children
and three grandchildren and reside in Athens.
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Key Interest Rates
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2021 YTD STYLE PERFORMANCES™

US Equity Style

Equity Size Value Core Growth Value
Large 2516% 26.81% 27.60% | 21.97%
Medium 28.34% 2258% 12.73% | 21.85%
Small 2827% 14.99% 2.83% | 21.12%

MSCI World Style
Core
22.67%
17.63%

15.75%

Growth Short =
termed.
22.88% -1.19% -1.72%
12.32% -0.47% -1.00%
10.28% 5.96% 5.00%

US Fixed Income Maturity***

Long Quality
-4.65% | Government
-1.13% Corporate
9.01% High Yield

Source: Goldman Sachs Asset Management Market Monitor & Oppenheimer Markets Review At-a-Glance US Equity Style Returns - Russell Indices Past performance does not guarantee future results, which may vary.

**As of 12/31/2021




QUARTERLY REVIEW

AND THE BAND PLAYED ON

The Titanic took approximately two hours and forty
minutes from its initial iceberg collision to its foundering.
The ship’s band — hoping to help keep passengers calm
— continued to play (waltzes and ragtime numbers*) for
nearly all of that time, only stopping less than thirty
minutes prior to the ship going under. Today'’s financial
markets also keep “playing” amid threats of sinking
economic prospects. Global equity markets gained 7% in
the quarter (and 19% on the year) despite an ongoing
pandemic and the 10-year Treasury yield closed out the
year at a once unthinkable 1.5% despite high inflation
(7%). How should we think about this heading into 20227

The unsinkable Titanic. It was said “God himself could
not sink this ship.” With 16 airtight hull compartments —
four of which could fill without the ship losing buoyancy —
the claim seemed credible. Short of divine intervention,
today’s financial markets also seem unsinkable. Even in
the face of 30-year inflation highs, corporate profit margins
have increased and stock valuations remain elevated. A
once-in-a-century pandemic has not slowed markets
either; global equities are up 30% since COVID’s start.
Beyond healthy corporate fundamentals, low interest rates
and well-functioning credit markets are providing a ballast.
The current 1.5% yield on the 10-year U.S. Treasury
(UST) is about as low as interest rates have gone. Outside
of the worst of the pandemic (where the 10-year UST yield
hit 0.5%), the all-time low is 1.4% (set in July 2016).

FOURTH QUARTER 2021 TOTAL RETURNS (%)

Watching out for icebergs. So, what could sink this
ship? Federal Reserve action is high on the list. Should
inflation persist and the Fed be forced to raise interest
rates more than investors anticipate, stock markets could
suffer. Investors are already braced for more restrictive
central banks in 2022; consensus calls for the Fed to raise
rates roughly three times in 2022 — so there is some
cushion. Another obstacle for the economy to navigate is
the reduced thrust from fiscal policy as the past two years
of stimulus is not repeated. The consumer and investment
engines will need to fire to fill the void.

The importance of being prepared. Perhaps due to
overconfidence in the Titanic’s ability to stay afloat, the
ship was woefully short on lifeboats (about one-third of
what was needed). As a result, of the 2,000+ passengers
on board, only around 700 survived. Surviving a fall in the
stock market comes down to ensuring sufficient risk-
control assets (investment grade fixed income, inflation-
linked bonds and cash) aligned with risk tolerance. Some
question the ability for longer duration bonds to provide
the same level of protection as they have historically given
currently low interest rates with upside risk. But never
have investment grade bonds been significantly correlated
with stocks (>0.5); and, at the very least, these bonds
would still provide significant downside protection.

*The last song played is widely believed to be “Nearer, My God,
to Thee” but cannot be confirmed; some argue the bandleader
(Wallace Hartley) would never have played such a solemn hymn.

Most risk assets rebounded nicely in the fourth quarter — even in the face of ongoing pandemic and inflation headwinds.
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KEY DEVELOPMENTS

Time for the Consumer to Step Up

A key risk heading into 2022 is the need for the private
sector — both the consumer and corporations (in the
form of capital expenditures/investment) — to fill in for
less government stimulus. As seen in the chart, budget
deficits are set to be cut in half over the next year.
While governments will still be spending, it's the year-
over-year (yly) change that impacts economic growth —
and that y/y change will be negative. Incidentally, less

FISCAL DEFICITS AROUND THE WORLD
BUDGET DEFICIT (%)
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government debt issuance also mutes the impact of
reduced central bank purchase programs.
Inflation is Playing Catch Up INFLATION’S 20-YEAR TRAJECTORY
Last year brought us something we haven’t seen in a INFLATION GAP (INDEXED ON 12/31/2001)
while: Inflation. The broadest measure of U.S. inflation Fedtarget ===U.S. actual (PCE)
(Consumer Price Index) was up 7% last year, while the 150 148.3
Fed’s preferred measure (core Personal Consumption 144.6
Expenditure) was up 5%. While something to watch, it's 125
worth noting the U.S. (and most other countries around
the world) are still playing catch up to the 2% trajectory
. 100
most central banks target (see chart, showing the past 2001 2005 2009 2013 2017

20 years). As such, central banks may be more tolerant
of inflation — but not too tolerant.

Monetary Policy Expectations Have Gone Up

Because of higher inflation, investors have moved up
their expectations for central bank tightening. Focusing
on the Fed, its fourth quantitative easing program is
scheduled to wrap up by March and markets have now
priced in around three rate hikes in 2022. Other central
banks — including the European Central Bank (ECB);
Bank of England (BOE); Bank of Canada (BOC) and
Royal Bank of Australia (RBA) — saw adjustments
higher last quarter as well (see chart). Risk assets likely
can tolerate some rate hikes, but not too many.

EXPECTED MONETARY POLICY IN 2022

PROJECTED RATE HIKES IN 2022 AS OF...
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COVID Deaths Not Going Up (as Much)

Unfortunately, the pandemic has been a “key
development” for many of our quarterly reports over the
last two years. The bad news is it made the list again
due to the spike in cases driven by the Omicron variant.
The better news is, thus far, hospitalizations and deaths
have been much less severe. This fact, combined with
a growing aversion to economic shutdowns and
restrictions, allowed many risk assets to ignore this
development. Going into 2022, COVID-19 is still
something to watch, but not to be overly fearful of.

EVALUATING THE WAVES OF COVID-19

DAILY PER 1 MILLION PEOPLE (U.S.)
e Cases (LHS) == Hospital patients (LHS)

Deaths (RHS)

1,500 12
1,000 8
500 4
0 0

Feb-20  Jun-20 Oct-20 Feb-21  Jun-21 Oct-21

Source: Northern Trust Asset Management, Bloomberg, Our World In Data. LHS and RHS mean left-hand side and right-hand side, respectively. Data as of 12/31/2021.
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MARKET REVIEW

Interest Rates

Front-end rates rose as the Fed reduced pandemic
emergency measures and pulled forward its rate hike
projections in response to upside inflation risks. The 2-
year Treasury yield nearly tripled during the quarter.
Despite elevated short-rate volatility, the long end of the
Treasury curve refused to follow suit. Back-end yields
fell as markets priced in more rate hikes, and longer
term inflation expectations barely budged during the
quarter. Higher short rates and stubborn long-end
behavior leave a flatter curve heading into 2022.

U.S. TREASURY YIELD CURVE

—e—12/31/21 UST curve —e=—9/30/21 UST curve

Credit Markets

Credit spreads widened during most of the quarter as
heavy supply exacerbated performance headwinds that
spilled over during periods of broader market volatility.
Investment grade spreads recovered some but not all of
that spread widening and ended the quarter 7 basis
points (bps) wider. High yield spreads recovered all and
more of the spread widening and ended 6 bps tighter.
Credit risk proved to be more rewarding than interest
rate risk as high yield returns outpaced investment
grade returns in the quarter (and for the full year).
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Equities

Despite higher inflation and rising short-term interest
rates, global equities finished the year strongly with a
6.8% quarterly return. Companies were largely able to
pass on cost pressures, profit margins were durable
and earnings marched higher. This was particularly true
for U.S. companies, as U.S. equities returned 9.4%.
Developed ex-U.S. equities reported similar earnings
growth but greater Omicron-related pressure led to a
more muted return (2.8%). Emerging market equities
fell 0.9% on a mix of growth and regulatory headwinds.

REGIONAL EQUITY INDICES
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Real Assets

Global real estate (GRE) finished the year strongly with
an 8.9% quarterly return. After a weak 2020, GRE
outperformed global equities in 2021 with help from
moderating virus headwinds and falling longer term
interest rates. In fact, since the 10-year Treasury yield
peaked in March, GRE has returned 22.9% on an
annualized basis. Natural resources also returned more
than global equities on the quarter (7.3%) as commodity
demand held up and investors took a liking to the asset
class’ inflation protection properties.

REAL ASSET INDICES

Natural resources
Global listed infra.
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Source: Northern Trust Asset Management, Bloomberg. Returns in U.S. dollar terms. UST = U.S. Treasury.
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MARKET EVENTS
m4Q 2021 global equity total return: 6.8%

Cumulative return (%)

8

OCTOBER

NOVEMBER

DECEMBER

e Global energy prices surge to new
records as shortage fears mount.

0 September Federal Reserve
meeting minutes signal asset purchase
tapering should begin later this year and
potentially end by mid-2022.

@ China 10-point plan on how it will
address its economic challenges points
to targeted stimulus and ongoing
regulatory headwinds.

9 Bank of Canada votes to end
quantitative easing and announces it is
considering raising rates sooner than
previously thought.

@ President Biden unveils new $1.8
trillion reconciliation framework that
doesn't include direct corporate or
personal tax rate hikes.

e Fed announces it will begin tapering
at a pace of $15 billion per month with
the option to adjust the pace if needed.

o House of Representatives passes
$555 billion bipartisan infrastructure bill
(signed into law in mid-November).

0 U.S. CPI surprises to the upside at
6.2% year-over-year (y/y) and inflation
pressures broaden.

@ South Africa warns of fast-
spreading Omicron variant and World
Health Organization labels it a variant of
concern.

@ In congressional testimony, Fed
Chair Powell suggests accelerating
tapering and retiring the word "transitory"
(as it relates to inflation) is appropriate.

° Congress announces compromise
to lift debt ceiling (signed into law on
12/16/2021).

° Pfizer-conducted lab study shows
three doses of its vaccine offer similar
protection against Omicron as two doses
did for the original strain.

G U.S. CPl rises to 6.8% yly — the
highest reading in over 30 years but in-
line with expectations.

@ Fed doubles the pace of tapering
and new dot plot shows median
projection of three rate hikes in 2022.

e Food & Drug Administration (FDA)
authorizes Pfizer's COVID-19 treatment
pill, Paxlovid.

* Not FDIC Insured * Not Financial Institution Guaranteed * Not A Deposit * Not Insured By Any
Federal Government Agency * May Lose Value

Prepared by Northern Trust Asset Management for Citizens & Northern Wealth Management.

Indexes used: Bloomberg (BBG) 1-3 Month UST (Cash); BBG Municipal (Muni); BBG Aggregate (Inv.
Grade); BBG TIPS (TIPS); BBG High Yield 2% Capped (High Yield); JP Morgan GBI-EM Global Diversified
(Em. Markets Fixed Income); MSCI U.S. Equities IMI (U.S. Equities); MSCI World ex-U.S. IMI (Dev. ex-
U.S. Equities); MSCI Emerging Market Equities IMI (Em. Markets Equities); S&P Global Natural Resources
(Natural Resources); MSCI ACWI IMI Core Real Estate (Global Real Estate); S&P Global Infrastructure
(Global Listed Infrastructure).

IMPORTANT INFORMATION. The information is not intended for distribution or use by any person in any
jurisdiction where such distribution would be contrary to local law or regulation. Northern Trust and its
affiliates may have positions in and may effect transactions in the markets, contracts and related investments
different than described in this information. This information is obtained from sources believed to be reliable,
and its accuracy and completeness are not guaranteed. Information does not constitute a recommendation
of any investment strategy, is not intended as investment advice and does not take into account all the
circumstances of each investor. Opinions and forecasts discussed are those of the author, do not necessarily
reflect the views of Northern Trust and are subject to change without notice.

This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or recommendation with
respect to any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients should not rely upon this information as a
substitute for obtaining specific legal or tax advice from their own professional legal or tax advisors.

Past performance is no guarantee of future results. Performance returns and the principal value of an investment will fluctuate. Performance returns contained
herein are subject to revision by Northern Trust. Comparative indices shown are provided as an indication of the performance of a particular segment of the
capital markets and/or alternative strategies in general. Index performance returns do not reflect any management fees, transaction costs or expenses. It is not
possible to invest directly in any index. For additional information on fees, please refer to Part 2a of the Form ADV or consult a Northern Trust representative.

C&N Wealth Management

For more information please contact:

Philip A. Prough, CFP
SVP/Senior Investment Officer

PhilipP@cnbankpa.com

Jay M. Over, CFA, CIPM
Trust Investment Officer
JayO@cnbankpa.com

Northern Trust Asset Management is composed of Northern Trust Investments, Inc. Northern Trust Global Investments Limited, Powered by
Northern Trust Fund Managers (Ireland) Limited, Northern Trust Global Investments Japan, K.K, NT Global Advisors, Inc., 50 South -

Capital Advisors, LLC, Belvedere Advisors LLC and investment personnel of The Northern Trust Company of Hong Kong Limited N7, NORTHERN
and The Northern Trust Company. \/ TRUST

© 2022 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, lllinois 60603 U.S.A. ©2022. All Rights Reserved.



TWIN PEAKS?

Equity markets ended 2021 on a strong note, following
typical seasonal patterns. However, volatility in both
interest rates and equities has picked up as of late. Real-
time economic data is showing the negative effect of the
Omicron variant, while persistently high inflation has
pushed the Federal Reserve into a distinctly more hawkish
stance. Market expectations of interest rate hikes have
edged up in the last month, while volatility in interest rate
markets has increased noticeably due to investor
uncertainty. Financial market history can provide some
comfort to investors, as the exhibit below shows. Equities,
along with bonds, can perform well during interest rate
hike cycles — especially when they are well-telegraphed.
In the last seven rate hike cycles, stocks only generated a
negative return during the 6-month period before and after
the initial hike once — and that was accompanied by a
whopping 3.25% increase in the Fed funds rate.

While we made no changes in our global policy model this
month, our risk case around inflation did change
significantly. Previously, we were concerned about Fed
overreaction to inflation, while now we are concerned that
persistent inflation could justify a more hawkish Fed. The
first quarter of this year could see “twin peaks” in COVID
and inflation, especially in the developed world. While the
recent surge in the Omicron variant has dented current
activity, that will likely subside faster than the risk of

RATE HIKE RESILIENCY

VIEWPOINTS

February 2022

disruption in supply chains. COVID case counts in Asia
haven'’t yet come close to the surge seen in the West —
which represents a production risk in countries like China
with a zero-COVID public health policy.

We continue to focus more on the implications of inflation
than just on the level of overall prices. Corporate pricing
power remains strong, offsetting increased costs and
buttressing profit margins, earnings and stock prices.
Bond markets have had a difficult month since the Fed
pivot, but the 10-year Treasury yield of ~1.8% remains
well-behaved and within our expected range of 1.5—2.0%.
We think the Fed’s accelerated timetable around tapering
its asset purchases, and then the potential for shrinking its
balance sheet (see our discussion in the interest rate
section) will be executed with a close eye on the impact on
fixed income markets. With nominal rates still low overall,
we continue to underweight fixed income and favor risk
assets in our global policy model. We expect developed
markets to outperform emerging markets again in 2022,
and we continue to favor high yield bonds over investment
grade bonds due to their lesser interest rate sensitivity.
Finally, global natural resources remains a favored asset
class as a play on economic growth and constrained
supply, and as a hedge against continued high inflation.

Stocks can handle initial rate hikes well, while substantial rate hikes tend to have a more limiting impact.

RETURNS 6-MONTHS BEFORE THROUGH 6-MONTHS AFTER INITIAL RATE HIKES

® S&P 500 index
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Source: Northern Trust Asset Management, Bloomberg. Total returns for long bonds: Bloomberg U.S. Long Government/Credit Index;
intermediate bonds: Bloomberg Intermediate U.S. Government/Credit Index. Data as of 1/14/2022.
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Some products are not FDIC insured or guaranteed, not a deposit or other
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investment risk, including the possible loss of the principal amount invested
and are not insured by any other federal government agency.






