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What’s Happening:

¢ The Fed continued its pause in 2019 from the rate hikes it began in 2015
with Janet Yellen after reaching 2.5% this past December.

¢ Over the past Quarter, long term government bonds have rallied
(lowering interest rates), which has created periodic inversions of
the yield curve (short term rates are higher than long term rates).

e Part of the reasons for the lowering of rates is the global rate
environment, where overseas in Europe and Japan government 10-year
bonds have remained ultra-low (even negative) to combat slowing
growth and a overall lack of inflation.

What does this mean?

¢ The hopes of the Fed to raise interest rates prior to the next recession
were thwarted by market action in December. This has been positive for
risk assets, such as stocks, corporate bonds, as well as long term bonds.

¢ The inversion of the yield curve generally portends market expectations
of slowing growth, low inflation, and an expectation of the fed to lower
rates in the future.

e This environment can also lead to equity market action, as institutional
investors take advantage of lower funding levels to acquire companies.




Economy

Fiscal Policy

Geopolitics

What’s Happening:

The US Government has continued to run a large fiscal deficit, which has
been additive to US GDP. With low rates due to global demand of safe
assets, presently the historic deficit levels have not had major impacts
of Treasury demand.

What does this mean?

The budget has typically been run at a surplus this late in a market cycle in
prior expansions. Although the spending has not been penalized by higher
interest rates, the large amount of expenditures should rapidly grow the
amount of treasury bonds needed to be issued in the future, which may
lead to an explosion in costs if interest rates ever rise in the future. These
issues will be interesting to note during the next election cycle.

What’s Happening:

Trade war disputes with China and Europe have dominated headlines
and have had material effect on asset price volatility and economic
trade volumes. Heading into the next election cycle we would expect
these impacts to increase in frequency and volume, with the addition
of immigration policy gaining traction.

What does this mean?

The trade war with China has already caused disruptions to the global
business supply chain, with major companies like Apple looking to move
manufacturing outside of the country to avoid tariffs. On the opposite
side, Midwest farmers have been impacted by lower demand in soybeans
and other agricultural goods effected by Chinese tariffs. The extent of
the potential changes (higher prices, lower trade volumes) are yet to

be determined.
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Economy

GDP

What’s Happening:

Unrevised seasonally adjusted Q1 Real GDP growth (inflation adjusted)
increased 3.2%, higher than 2018 Q1 at 2.6% and Q4 3.0%

What does this mean?

Despite headline news, the US economy is still growing, with low
unemployment and inflation.

Mkets

Equity

// \\\ After a strong recovery from the Q4 market pullbacks in Q1, returns have
LCD
\

\ been mixed with Large Cap Developed markets having strong overall

‘ returns, with low to negative returns in Small Cap Domestic and Emerging

/

, Markets. Q2 experienced elevated volatility, as markets had mid-single
\ / digit pullbacks in May followed by historical rallies in June.

o — Fixed Income

/ \ The biggest impact in fixed income is the fed pause in short term rate
hikes transitioning into market expectations of potential rate cuts. As
J the continued trade war rhetoric has driven investors to safety, 10-year
treasury rates have once again flirted with 2%, causing an inversion in the
\ / yield curve (short term rates (3-mth or 2-year treasuries) yield more than
~_ longer term rates (10-year treasuries). The saying goes that yield curve
inversions have predicted 12 of the last 7 recessions, so although it poses
a cautionary sign, there are not always direct implications.
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Current
Strategy

TN Our opinion, along with several investment managers we follow, is the
/ \ global economy is slowing, and in the US, we are in the later stages of the
‘ ‘ business cycle. This slowing growth environment is still positive for risk
‘ \“ assets, and we have not made major changes to our portfolio allocations.

\ //' However, on an asset class level, we have look to tilt into higher quality,
\ / longer duration (interest rate sensitive) bonds as well as lower volatility
— equity strategies (particularly in international assets).

Exposure to real assets (Global REITs and Equity Infrastructure) have
particularly benefited from continued economic growth and lowering
interest rates, and we expect to continue our exposure.

The opinions voiced in this material are for general information only and are not intended to provide spe ifi

dual AII performance referenced s no guarantee of future results. All in
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Second Quarter 2019

This report features world capital market performance and a timeline
of events for the past quarter. It begins with a global overview, then
features the returns of stock and bond asset classes in the US and
international markets.

The report also illustrates the impact of globally diversified portfolios
and features a quarterly topic.

Market Summary

World Stock Market Performance

World Asset Classes

US Stocks

International Developed Stocks

Emerging Markets Stocks

Select Country Performance

Select Currency Performance vs. US Dollar
Real Estate Investment Trusts (REITs)
Commodities

Fixed Income

Global Fixed Income

Impact of Diversification

Quarterly Topic: The Uncommon Average




Market Summary

Index Returns

Global
International Emerging Global Bond
Us Stock Developed Markets R‘nal Us Bond Market
Market Stocks Stocks Market ex US
4.10% 3.79% 0.61% 1.29% 3.08% 2.75%

1ttt 11

Avg. Quarterly

2.0% 1.2% 2.9% 2.6% 1.2% 1.1%
Return
Best 16.8% 25.9% 34.7% 32.3% 4.6% 4.6%
Quarter 2009 Q2 2009 Q2 2009 Q2 2009 Q3 2001 Q3 2008 Q4
Worst -22.8% -21.2% -27.6% -36.1% -3.0% -2.7%
Quarter 2008 Q4 2008 Q4 2008 Q4 2008 Q4 2016 Q4 2015 Q2

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index perform nce does not reflect the
expenses associated with the management of an actual portfollo Market segment (inde S
), International Develc d Stocks ( ex US [ et div.]), Eme X g
obal REIT Index [net div.]), U onc et (Bloomberg Barclay gat ond Index), and Global Bc

JSD Bond Index [hedg ones Indic LLC
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Long-Term
Market Summary

Index Returns

Glabal
International Emerging Global Bond
Us Stock Developed Markets Rnal Us Bond Market
Market Stocks Stocks Market ex US
1 Year STOCKS BONDS
8.98% 1.29% 1.21% 8.81% 7.87% 7.61%

5 vears | | | | | I

10.19% 2.04% 2.49% 5.29% 2.95% 4.43%

10 Yours | | | ——

14.67% 6.75% 5.81% 12.19% 3.90% 4.44%

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the
expenses associated wnth the management of an actual portfolio. Ma




World Stock Market
Performance

MSCI All Country World Index with selected
headlines from Q2 2019
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These headlines are not offered to explain market returns. Instead, they serve as a reminder that investors should view daily events from a long-term perspective and
avoid making investment decisions based solely on the news.
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US Stocks

Second Quarter 2019 Index Returns

¢ US equities outperformed both non-US developed and emerging markets equities.
e Small caps underperformed large caps in the US.
¢ Value underperformed growth in the US across large and small cap stocks.

Ranked Returns for the Quarter (%)

Large Growth 4.64
Large Cap 4.25
Marketwide 4.10
Large Value 3.84
Small Growth 2.75
Small Cap 210
Small Value 1.38
World Market Capitalization—US Period Returns (%) AanaiEsd
AsselClass YTD 1Year 3 Years* 5 Years® 10 Years®
Large Growth 21.49 11.56 18.07 13.39 16.28
Small Growth 20.36 -0.49 14.69 B.63 14.41
Large Cap 18.84 10.02 14.15 10.45 1477
Marketwide 18.71 8.08 14.02 10.19 1467
Small Cap 16.98 =3.31 12.30 7.06 13.45
Large WValue 16.24 8.46 10.19 7.46 13.19
Small Value 13.47 6.24 9.81 5.39 12.40

Past performance is not a guarantee of future results. Indices ave not avallable for dlvect investment. Index performance does not refl
expenses associated wi s

Lar




International
@eloped Stocks

Second Quarter 2019 Index Returns

¢ In US dollar terms, developed markets stocks outside the US outperformed emerging
markets equities but underperformed the US equity market during the quarter.

e Small caps underperformed large caps in non-US developed markets.

¢ Value underperformed growth across large and small cap stocks.

Ranked Returns for the Quarter (%)

Local currency US currency

4.50
Growth
5.76
278
Large Cap
KW
0.85
Small Cap
1.76
0.99
Value
1.74
World Market Capitalization— .
International Developed Period Returns (%) T Annualized
Assat Class YTD 1Year 3 Years" 5Years®™ 10 Years”
Growth 18.89 4 36 942 4.02 7.81
Large Cap 14.64 1.28 9.01 2.04 B.75
Small Cap 12.88 £.17 B.38 3.39 9.19
Value 10.38 -1.80 8.54 0.01 5.62

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the
expenses associated h the management of an actual portf . Mark
In




Select Country

Performance

Second Quarter 2019 Index Returns

In US dollar terms, Switzerland and Germany recorded the highest country performance in
developed markets, while Hong Kong and Japan posted the lowest returns for the quarter. There
was a wide dispersion in returns across emerging markets. Greece recorded the highest country
performance with a gain of 23%, while Pakistan posted the lowest performance, declining 21%.

Ranked Developed Markets Returns (%)

Switzerland
Germany
Australia
Singapore
France
Metherlands
Swaden
Canada
New Zealand
us

Ireland

Italy

Austria
Spain
Partugal
Belgium
Israal
Denmark
Maonway
Finland
UK

Japan

Hong Kong

8.41

Greace
Russia
Thailand
Brazil
South Africa
Philippines
Poland
Egypt
Turkey
Czech Republic
Indonesia
Malaysia
Mexico
Qatar
Taiwan
India
Colombia
Korea
Peru

UAE
Hungary
China
Chile

Pakistan-21.22

Ranked Emerging Markets Returns (%)

23.44
16.66
9.65
1.73
6.06
4.24
3.89
357
273
2.64
2.63
1.38
127
1.18
0.70
0.21 |
-1.92
247 N
-2.27
-3.09 W
-3.93 |
4.1 ]
464 W

Past performance is not a guarantee of future results. Indices are not avallable for direct investment. Index performance d reflect the




Select Currency
Efcrmance vs. US Dollar

Second Quarter 2019

In both developed and emerging markets, currencies were mixed against the US dollar.

Ranked Developed Markets Returns (%) Ranked Emerging Markets Retums (%)
o Russian ruble (RUB) 418
Japanese yen (JPY) 273
Egyptian pound (EGP) 380
Canadian dollar (CAD) 223 Thai baht {THE) 348
Czech koruna {CZK) 2.96
Swiss fi CHF 214
wiss franc (CHF) Polish zlsty (PLN) 281
lsraell new shekel (ILS) 1.78 Fhilippine pszo (FHF) 243
South African rand (ZAR) 227
Danish krone (DKK) 1.44 Brazilian real (BRL) 154
H ian forint (HUF 1.06
Eure (EUR) 1.42 ngeutan forst HUF)
Peruvian sol (PEM) 0.97
Morwegian krone (NOK) 1.00 Mexican peso (MXN) 0.97
Indanesian rupiah (IDR) 0.80
H K dollar (HKD 048
iang Kang dollar (HEE) Indian rupee (INR) 0.36
Singapere dollar (SGD) 0.11 Chilsan peso (CLF) 0.22
Colombian peso (COP) 0.67
Swedish krona (SEK) 0.03 New Talwan dallar (TWD) 077
Malaysi inggit (MYR -1.21
Australian dollar (AUD) .21 alaysian ringgit (MYR)
Korean won (KRW) -1.69
New Zealand dollar (NZD) -1.52 Chinese yuan (CNY) =218
Turkizh lira (TRY) -2.32
British pound (GEP) 233
Pakistanl rupee (PKR) -11.85

Past performance is not a guarantee of future results. Indices are not avai le for direct investment. Index performance does not reflect
theexpenses associated with the management of an actual portfolio. a © MSC ed

9, all right ed




Real Estate Investment
Trusts (REITSs)

Second Quarter 2019 Index Returns

Non-US real estate investment trusts outperformed US REITs in US dollar terms.

Total Value of REIT Stocks

42
%

World
us

Q"-j

us

$684

Ranked Returns for the Quarter (%)

Us REITS 0.82

Global ex US
REITS

Period Returns (%)
AssalClass ¥TD

Us REITS 16.67
Global ex US REITS 14.68

1 Year

8.75
7.78

2.64

*Annualized

3Years® 5 Years® 10 Years®
irn 7.61 15.40
4.79 3.62 9.84

Past performance is not a guarantee of future results. Indices are not avallable for direct investment. Index performance does not reflect the

expenses associated with the management of an actual portfolio.




C_ommodities

Second Quarter 2019 Index Returns

¢ The Bloomberg Commodity Index Total Return declined 1.19% in the second quarter of 2019.
¢ Corn and wheat led performance, returning 14.24% and 13.36%, respectively.
¢ Natural gas and cotton were the worst performers, declining by 16.67% and 14.72%, respectively.

Ranked Returns for Individual Commodities (%)

14.24
13.36
8.98
8.37
457
270
1.41
041

Com

Wheat

Coffes

Gold
Unleaded gas
Kanszas wheat
Soybean meal
Silver

Soybeans
Brent crude oil
Soybean oil
Sugar
Heating oil
Mickel

WTI crude oil
Aluminum
Copper

Live cattle
Zinc

Lean hogs
Cotton
Matural gas

-0.26
-1.49
177
-2.31
-2.37
-2.75
=341
-7.35
-7.85
-9.45
-12.45
-14.38
-14.72
-16.67

Period Returns (%)

AsselClass

Commodities

Past performance is not a guarantee of future results. Index is not av

associated with the management of an actual portfoli
Individual commodities are sub-index values of the Bloomk

QTR ¥TD
<119

1 Year 3 Years®

5.06 -B.75 -2.18

dit r 1t the
o nde

ilable for direct investment. Index perform.
turn of the
Data provide

*Annualized

5Years" 10 Years®

815 -3.74

ce does not reflect the expenses
C yodity Total Return Index

7/



Fixed Income

Second Quarter 2019 Index Returns

Interest rates decreased in the US
Treasury fixed income market during
the second quarter. The yield on the
5-year Treasury note declined by 47
basis points (bps), ending at 1.76%.
The yield on the 10-year Treasury note
fell by 41 bps to 2.00%. The 30-year
Treasury bond yield decreased by

29 bps to finish at 2.52%.

On the short end of the curve, the 1-month
Treasury bill yield decreased to 2.18%,
while the 1-year T-bill yield decreased

by 48 bps to 1.92%. The 2-year T-note
yield finished at 1.75%, decreasing 52 bps.

In terms of total returns, short-term
corporate bonds increased by 2.09%.
Intermediate-term corporate bonds had
a total return oaf 3.13%.

The total return for short-term municipal
bonds was 1.12%, while intermediate
munis returned 1.98%. Revenue bonds
outperformed general obligation bonds.

Period Returns (%)

AssalClass

Bloomberg Barclays US Gowernment Bond Index Long

Bloomberg Barclays US Aggregate Bond Index
Bloomberg Barclays US TIPS Index

Bloomberg Barclays US High Yield Corporate Bond Index

Bloomberg Barclays Municipal Bond Index
FTSE World Gowernment Bond Index 1-5 Years

FTSE World Government Bond Index 1-5 Years (hedged to USD) 1.51

ICE BofaML 1-Year US Treasury Mote Index
ICE BofaML US 3-Month Treasury Bill Index

US Treasury Yield Curve (%)

4.00
3.00 6/30/2018
) : - W31/2018
200 A _ o
1.00
0.00
1 5 10 30
X r r ¥r
Bond Yields across Issuers (%)
fosan 3.32
2.90 268
2.00
10-Year US  State and Lecal AdA-BA, A-BBE
Treasury Municipals Corporates Corporates
" Annualized
aTR YTD 1 Year 3 Years® 5 Years"” 10 Years®
6.00 1082 1228 1.42 5.68 6.54
3.08 6.11 T.87 231 295 3.90
2.88 6.15 4.84 208 1.76 164
2.50 9.94 T.48 7.52 470 9.24
214 5.08 6.71 2.55 .64 4.72
1.92 2.27 257 0.67 £0.76 0.53
2.69 4.44 1.85 1.84 1.86
0.94 1.76 2.98 1.43 1.02 0.76
0.64 1.24 231 1.38 0.87 0.49

One basis point equals 0.01%. Past performance is not a guarantee of future results. Indices are not available for direct investment. Index
eld cur

ve data fr




Global Fixed Income

Second Quarter 2019 Yield Curves

¢ Interest rates in the global developed markets generally decreased during the quarter.
* Longer-term bonds generally outperformed shorter-term bonds in global developed markets.
¢ Short- and intermediate-term nominal interest rates were negative in Germany and Japan.
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1% 5Y 107 207 30y
s -45.3 -48.8 -41.4 -30.9 -28.0
LUk 28 -10.5 -138 -11.0 -6.0
Garmany -85 -19.3 -24.0 -30.1 -28.49
Japan -0.9 -5.8 -6.7 -11.0 -15.0
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Impact of
Diversification

Second Quarter 2019 Index Returns

These portfolios illustrate the performance of different global stock/bond mixes and highlight
the benefits of diversification. Mixes with larger allocations to stocks are considered riskier but
have higher expected returns over time.

Ranked Returns for the Quarter (%)

100% Stocks 3.80
7825 3.08
S0/50 2.30
2575 147
100% Treasury Bills 0.60
Period Returns (%) * Annualized
10-Year
AssetClass ¥TD 1 Year 3 Years* 5 Years* 10 Years® STDEV
100% Stocks 1660 632 12322 6.74 10.73 1348
75125 1269 556 983 5.36 8.25 1011
S0/50 8.82 462 6.80 39 5.70 6.74
25175 498 351 4.06 2.39 3.09 3.37
100% Treasury Bills 118 223 1.30 0.80 0.43 0.21
Growth of Wealth: The Relationship between Risk and Return
$120,000 StockiBond Mix
$100,000 100% Stocks
$80,000 Al 7525
$60,000 50V50
§40,000 25075
100% Treasury Bills
320,000
£0
121988 121993 1211998 1212003 1202008 1202013 122018

1. STDEV (standard deviation) is a measure of the variation or dispersion of a set of data points. Standard deviations are often used to quantify the
historical return Volatlllty of a securlty or portfollo




'Ile Uncommon Average

Second Quarter 2019

I have found that the importance of having an investment philosophy—
one that is robust and that you can stick with— cannot be overstated.”

—David Booth

The US stock market has delivered an average annual return
of around 10% since 1926. But short-term results may vary,

and in any given perod stock returns can be positive,
negative, or flat. When setting expectations, it's helpful to see
the range of outcomes experienced by Investors historically.
For example, how often have the stock market's annual
returns actually aligned with its long-term average?

Exhibit 1. S&F 500 Index Annual Returns
1926-2018

Return (9%)

Exhibit 1 shows calendar year returns for the S&P 500 Index
since 1926. The shaded band marks the historical average of
10%, plus or minus 2 percentage points. The S&P 500 Index
had a return within this range in only six of the past 93
calendar years. In most years, the index’s return was outside
of the range—often above or below by a wide margin—with no
ocbvious pattern. For investors, the data highlight the
importance of looking beyond average returns and being
aware of the range of potential ocutcomes.

I US dollars, SAF data © 58P Dow Jones ndices LLC, a division of 2&F Global. Indices are nol avalable for direcl invesimenl Index relums ane nod repressnlative of
achual portfalios and do nat reflect costs and fess associated with an actual investmant, Past perfarmance is no quarantas of futura resuts, Actual retums may ba lowar
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The Uncommon Average

(continued from page 22)

TUNING IN TO DIFFERENT FREQUENCIES
Daespite the year-to-year volatility, investors can potentially

increase their chances of having a positive outcome by
maintaining a long-term focus. Exhibit 2 documents the
historical frequency of positive retums over relling pericds of

one, five, and 10 years in the LS market. The data show that,

while positive performance 15 never assured, investors' odds
Improve over longer time horizons.

Exhibit 2. Frequency of Positive Returns in the S&P 500 Index

Overlapping Penods: 1926-2018

CONCLUSION

While some Investors might find it easy to stay the course in
years with above average retums, periods of disappointing
results may test an investor's faith in equity markets, Being
aware of the range of potential outcomes can help investors
remain disciplined, which in the long term can increase the
pdds of a successful investment experence. What can halp
Investors endure the ups and downs? While there is no silver
bullet, understanding how markets work and trusting market
prices are good starting points. An assel allecation that aligns
with personal risk tolerances and investment goals is also
valuable. By thoughtfully considering these and other issues,
investors may be better prepared lo stay focused on their long-
term geals during different market envirenments.

In LS dolars. From January 1826-Decemiber 2018, thare are 89T overlapping 10-year periods, 1,057 avedapping S-year periods, and 1,105 averdapping 1-year perods.
Tha first pariod starts in January 1526, the sacond paried starts in Febnuary 1926, tha third in March 1526, and 50 on. S4P data & S&P Dow Jones Indicas LLC. a
division ol &P Glabal. Indices are nol available for direct investment. Index relums are nol representalive of aclual portfolos and do nol rellect cosls and Tees
assaciated with an actual invastmand. Past parfarmance s no guarantas of future results. Actual rabums may be lowar

sks, including

of principal. Diversificat
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