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Introduction

2019 was a positive year for virtually all major asset classes globally and, overall, a year that widely
exceeded expectations. At the end of 2018, the Fed was raising interest rates, recession fears were
widespread due to the ongoing trade war between the world’s two largest economic superpowers, and
all stock indices had fallen 15% or more within the fourth quarter. Butin 2019, the Fed pivoted from its
rate-hiking path and began to cut the Fed Funds rate while trade negotiations between the U.S. and
China progressed. In response, global stocks ended 2019 significantly higher than they closed 2018, U.S.
stocks ended the year near all-time highs, and U.S. interest rates fell in 2019, which boosted bond
prices.

Dec. 2019 5-Year 10-Year Category
Annlzd Annlzd

BarCap Municipal TR USD 0.31 7.54 3.53 4.34 US Muni Bonds
BarCap US Agg Bond TR USD -0.07 8.72 3.05 3.75 US Taxable Bonds
BoAML US High Yield Master II TR USD 2.09 14.41 6.13 7.50 US Corporate HY Bonds
JPM EMBI Global Diversified TR USD 2.01 15.04 6.24 6.90 Int'lI/Emerging Bonds (USD)
JPM GBI EM Global Diversified TR USD 4.13 13.47 2.78 2.71 Int'l/Emerging Bonds (Local)
HFRX Equity Hedge USD 1.22 10.71 1.52 1.16 Hybrid/Hedged Equity
D] Industrial Average TR USD 1.87 25.34 12.59 13.40 US Equity -- Large
S&P 500 TR 3.02 31.49 11.70 13.56 US Equity -- Large
NASDAQ Composite TR USD 3.63 36.69 14.93 16.05 US Equity -- Large
Russell 1000 TR USD 2.89 31.43 11.48 13.54 US Equity -- Large
Russell Mid Cap TR USD 2.29 30.54 9.33 13.19 US Equity -- Mid-sized
Russell 2000 TR USD 2.88 25.52 8.23 11.83 US Equity -- Small
MSCI All Country World Index ex-USA NR USD 4.33 21.51 5.51 4.97 Int'l Equity -- Comprehensive
MSCI EM NR USD 7.46 18.42 5.61 3.68 Int'l Equity -- Emerging
Bloomberg Commodity TR USD 5.04 7.69 -3.92 -4.73 Commodities
HFRX Global Hedge Fund USD 1.27 8.68 1.20 1.12 Multi-Asset Alternative Invm't

Source: Morningstar Direct. Data through 12/31/2019

In fixed income, the Bloomberg Barclays U.S. Aggregate Index, which in 2018 had broken even,
advanced more than 8.5% in 2019, lifted by falling interest rates. U.S. high yield bonds gained a solid
14.4%, thanks to both an economy that was stronger than had been feared at the end of 2018 and
higher commodity prices. In stocks, the S&P 500 finished up 31.5% for the year, the MSCI ACWI Ex-USA
gained 21.5% in 2019, and the MSCI EM advanced 18.42% (both in USD terms).

The United States and China remain the two engines of global growth. The U.S. likely grew 2.5% in 2019
and China 6.0%. The Euro area and Japan, on the other hand, are estimated to have grown less than 2%.
Germany and Hong Kong both had negative quarters in 2019, and emerging market countries with high
debt loads, such as Venezuela and South Africa, also suffered.
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As we enter 2020, Sage’s view is that global growth will accelerate modestly from 2019 levels, driven by
decreased trade tensions and the residual effect of the Federal Reserve’s rate cuts. The U.S. and China
have verbally agreed to a partial trade deal (i.e., “Phase One” deal) that should boost business
sentiment. Along with an exceptionally strong labor market, marked by low unemployment and positive
real wage growth, the U.S. economy enters 2020 poised to continue its role as a leading engine of
growth. Further, cyclical industries such as housing are likely to begin to see the positive effects of the
Fed’s “mid-cycle adjustment” in Q1 2020. However, the U.S. may continue to drive global growth
without a major change in the GDP rate, because the effect of the Fed’s monetary policy adjustment will
largely fill the gap of the fading fiscal stimulus that helped to boost GDP above 3% in the first quarter of
2019.

Given this generally favorable macroeconomic backdrop, Sage expects equities to continue to move
higher, albeit at a lower magnitude than 2019, and bonds to collect a coupon as interest rates trade
within the current range. We think that cyclical industries will lead the way, spurred by lower interest
rates and increased risk-taking by market participants. However, events such as the 2020 U.S. election,
Brexit, and continued negotiations between the U.S. and China are likely to lead to higher volatility in
asset prices than occurred in 2019.

2020 Outlook

Headed into 2019, we expected a deceleration of growth both in the U.S. and abroad, which seems to
have played out, as you can see from the nearby graph. The low starting point for equity markets, along
with positive developments throughout the year, led the equity markets to very strong returns for the
year.

4.5 2. Global Growth, 2017-20 _
Looking forward to 2020, we expect . (Percent)
global GDP growth to turn upward 40- -
based on three major themes: (1) : :
trade tensions becoming less of a
headwind than during the prior two
years, (2) the global economy
benefiting from the central bank easing 25-
that took place in 2019, and (3) the

35-

tight labor market in the U.S. 20 2017 18 ' 19 '
continuing to drive consumer strength
and spending. Source: IMF staff estimates.

First, throughout 2019 trade negotiations between the U.S. and other large countries (hamely China)
were a constant headline source of uncertainty. However, progress was made throughout the year, and
the U.S. administration began to prioritize stability over uncertainty as it headed into an election year.
Threats of auto tariffs on European cars have subsided along with steel tariffs on Brazil. The partial
“Phase One” deal between the U.S. and China was signed on January 15, although further negotiations
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will continue throughout 2020 with the Trade stagnating after 50 years of globalization
goal of reaching a comprehensive trade 6m/6m %, seasonally adjusted annual rate

deal in the coming years. Given how 15% 1
much global trade has stagnated since

the dispute between the U.S. and China  10% -
started to flare in 2018, the anticipated
improvement in relations could help to 5% A
lift the rate of global trade in 2020.

0%

Second, in 2019, the Federal Reserve
and many other central banks were
easing monetary policy. These changes
take time to work their way through the
economy. As a result, interest rate cuts
made by the Fed in July may just be starting to boost economic activity now in Q1 2020. For example,
interest rate declines may influence someone to buy a house at a lower rate, but it takes time for the
purchase to take place. The same dynamic is true for businesses. When lower rates are available for
debt, a business may decide to build a new factory or hire new workers but requires time to complete
its plans.

5% 4
2002 2004 2006 2008 2010 2012 2014 2016 2018

Source: Netherlands Bureau for Economic Policy Analysis. October 2019.

Lastly, the U.S. consumer remains strong, and the labor market has recently been friendly to workers, as
evidenced through low unemployment and higher wage gains. Euro-area growth offers less promise
due to political instability, but growth overall remains positive, and inflation remains moderate. Growth
for emerging markets, while unsteady in the first half of 2019, seems to have stabilized somewhat.
China’s economy has been hit by the uncertainty of the U.S./ China trade tariffs, but its government is
providing fiscal stimulus, and the transition of a manufacturing economy to a service economy is
continuing apace.

There are risks to such a positive environment, however, which we outline on the left side of the table

below. The most prominent risks in our view are (1) a re-escalation in trade tensions, (2) a U.S. election
result that has an adverse outcome for markets, and (3) the manifestation of risks related to rising labor
costs, including compressed profit margins, potentially restrictive monetary policy, and higher inflation.

On the flip side, a more positive market environment also is possible, outlined on the far-right column in
the table below. A market environment that surprises to the upside would likely include (1) a
comprehensive deal between the U.S. and China that boosts business sentiment, (2) technology
advances that raise productivity significantly, and (3) decreased populist tensions in Europe and Asia.
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More Adverse

2020 BASE CASE

More Positive

* Growth undershoots and slows, and
inflation rises meaningfully (but does not
spike as in the 1970s), which prompts the Fed
to act and credit to contract. Business and
consumer spending slow. A recession
(potentially shallow) is possible.
¢ A strengthening labor market, already near
full employment, leads to significant wage
increases that hurt profit margins and lift
inflation pressures.

* Aggressive U.S. foreign policy causes geo-

* Economy grows at a modest pace between 1.50%
and 2.50%, aided by effects from the Fed's dovish
pivot in 2019. Business spending and cyclical sectors
such as manufacturing may pick up due to relief in
trade tensions and accommodative monetary policy.

* The Phase One trade deal agreed to between the
U.S. & China in December is implemented. Tensions
and tariffs do not re-escalate substantially, but no
comprehensive deal is reached in 2020. Frictions
remain as both countries vie for global dominance.

* Unemployment moves lower incrementally, likely

® Equity markets respond favorably to growth-
supportive monetary policy, slightly (but not
overly) accelerating inflationary pressures, and
decreased economic uncertainty.

¢ A strengthening labor market and near full
employment leads to modest increases in real
wage growth and greater consumption.

¢ U.S. / China reach a comprehensive trade
deal that causes positive sentiment to return to
global markets.

 Oil prices remain largely stable with no

United political tremors that worry global markets. ending the year between 3.2% and 3.8%. Wages may |major commodity price shocks or hits to
States Dollar rebounds to 2016 highs and exports rise somewhat. consumer spending.
stall, hurting corporate profits. * The Fed should remain on hold through 2020, since| ¢ Dollar weakens, boosting exports.

e The U.S. presidential election stokes inflation remains well-contained and the Fed may ® Congress passes fiscal stimulus package
worries about aggressive government allow it to run a bit above 2% given recent weakness. |including infrastructure reform, which catalyzes
regulation, higher taxes, and the Core fixed income returns are likely to be lower than |election-year economic growth.
reconfiguration of major portions of the in 2019 absent a sharp fall in bond yields. ® Equity valuations extend beyond recent
economy. * Unconstrained bond strategies have less duration |highs as trade, political, and profit concerns

¢ Equity valuations decline as interest costs risk than core bonds, and thus may supplement them |wane.
rise and/or growth slows, in part due to if yields creep higher or volatility spikes. * Technological advances boost productivity
concerns about trade policy or geopolitical ® U.S. stocks likely will appreciate modestly growth faster than currently expected, lifting
tensions. assuming easing trade tensions, mostly steady GDP and corproate profits.

economic growth, and benign Fed policy.

e Activist and nationalist parties become * Economic growth rebounds slightly in part from a ¢ Markets cheer the relatively smooth path
aggressively resurgent in places like France, resolution to Brexit uncertainty and reacceleration of |and terms of Brexit, protests in France and Italy
Spain, or Italy, pushing for exit from the EU growth in Germany. 2019 GDP estimated to be die down, and countries demonstrate greater
and creating greater economic uncertainty. between 0.75% and 1.75% amid growing exports due |coordination.

* Brexit becomes disorderly despite Boris to a stabilization in global trade policy. * Decreased trade tensions with the U.S. and
Johnson's December election victory, * Brexit proceeds in a generally orderly fashion with |increased demand from China boosts E.U.
Italy/E.U. relations worsen, and European no major disruptions despite some lingering manufacturing activity, growth, and equity
equities become volatile due to heightened uncertainty about post-Brexit economic conditions. |asset prices.

Europe political uncertainty. * European Central Bank remains accommodative, o Steeper yield curves, or just higher rates,

¢ Weak international growth, an unfavorable but there is limited scope and support for additional |help banking sector, which boosts credit
global trading environment, or a stronger than| monetary easing and even more negative rates. growth and broad market valuations.
anticipated Euro hurt European exports and * European equities underperform U.S. and EM o Risk of populism wanes, which lifts business
economic growth loses steam. equities as the easy monetary policy begins to end, |investment and consumer confidence.

* New leadership at the ECB mishandles economic growth continues to decelerate, and the
monetary policy and phenomenon of negative | risk of populism weighs on sentiment.
yielding debt; markets are disappointed.

e In China, social unrest and political
resistance (e.g., Hong Kong), and reduced or ® China's growth continues to stabilize in the 5.5%- * Economic growth is higher than expected. In
haphazard government policy foment a "hard- | 6.5% range as trade tensions with the U.S. level out |particular China's growth remains strong
landing" economic downturn; GDP growth and the government maintains some (decreasing) improving exports, stable trade policy, and
falls below 5%. economic support. government policy support.

* U.S. / China trade relations unravel and the | e Slightly rebounding growth across EM countries * The Fed delays hiking rates or moves more

China & knock-on effects cause business investment (est. 4%-6%) remains higher than in developed slowly than expected; the U.S. dollar weakens;
) to decline and growth to fall. markets (est. 1%-2%). EM currencies jump, fueling bond and stock
Emerging |, Commodity prices move downwards to * EM equity returns likely outperform foreign returns.
Markets |2015 levels, which hits hard countries like developed markets (DM) in 2020 as investors are  Valuations close the gap with U.S. stocks

Brazil, Russia, and other net-exporters.

¢ U.S. dollar strengthens significantly and
emerging market currencies experience
additional losses.

attracted to better valuations and higher growth
relative to the DM as trade tensions ease.

* DM bond returns mostly stable; opportunities
remain better in EM debt given higher yields, select
local currency dynamics, and potential for some
policy easing.

and deliver double-digit equity returns.
e Increase in credit growth in China spurs pick-
up in regional Asian economic activity.
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The U.S. Economy

The U.S. economy grew at an above-trend 2.5% (est.) pace in 2019. The consumer has been the primary
driver of growth, buoyed by a strong labor market. The U.S. economy is more services-based, as
opposed to manufacturing, than many other countries around the world. Countries that rely more on
service industries tend to be less cyclical and more dependent on consumer spending.

The current unemployment rate in the United States is 3.5%, which represents a 50-year low. Wage
growth has strengthened, but it is not so strong that it is hampering corporate profit margins. Further,
low oil prices should continue to increase consumption as 2020 gets underway.

Wage growth has outpaced inflation by a significant
margin, which means that the consumer has greater
buying power. The most recent figures show that wages
grew at approximately 3.1% year-over-year, while
inflation has hovered around 1.5%, as measured by the
Personal Consumption Expenditures (PCE) price index.
This implies that wages are growing at 1.6% on a real (i.e.,
after inflation) basis.

We believe that 2020 will see additional, if more limited,
improvement in the labor market and consumer spending,
as well as some improvement in business spending. Our
base case is that unemployment will decline modestly or
stay steady, and wage growth will modestly accelerate
particularly for lower-income workers as the labor market
remains tight. Asis shown in the nearby chart, wage gains
of the lowest 25% of earnings remain higher than that of
the highest 25% of earners. This gap widened in 2019,
and this is a trend that we expect to continue.

Median change in hourly wages from a year

garlier
W Lowest 25% M Highest25%
of earners of earners
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Source: Federal Reserve Bank of Atlanta

As shown below, economic sentiment improved throughout the back half of 2019, after being depressed

at the beginning of the year.

Economic Sentiment Index
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Consumer spending represents more than two-thirds of the U.S. economy. Business investment is also a
big portion of the economy and has been hampered by the trade war. As mentioned earlier, when there
is major uncertainty in the marketplace such as a trade war between the world’s two economic
superpowers, businesses may choose to delay expansion plans until more clarity is reached. Moreover,
throughout 2019 many businesses were feeling the lingering effects of restrictive monetary policy
implemented in 2018.

These two headwinds -- trade war and restrictive monetary policy -- appear now to be on the sideline,
thus providing a more supportive environment for businesses.

There are risks to this outlook, however, including a re-escalation of trade tensions and the 2020 U.S.
presidential election. Currently, the U.S. and China appear to agree that there will be no further
escalations while talks of a comprehensive trade deal continue, but that could change. Further,
campaigning for the U.S. presidential election will soon kick into high gear, and certain policy rhetoric
could be damaging to economic and investor sentiment. Neither of these scenarios is our base case, but
both are possible.

Overall, while not every sector is booming, the U.S. consumer is in good shape, jobs are plentiful, and
businesses continue to benefit from increased consumer spending. We expect U.S. economic growth to
moderate further from the likely approximate 2.5% rate in 2019 to a range of 1.50% to 2.50%.

U.S. Federal Reserve

U.S. monetary policy has been on a roller coaster throughout the past few years. During 2018 the
Federal Reserve raised rates four times, once each quarter, and began to reduce its balance sheet
through a process called quantitative tightening. As a result, financial conditions became significantly
more constrained, and the Fed realized at the beginning of 2019 that the effect of tightening was
greater than it had anticipated. No statement was more mistimed than Chairman Jerome Powell’s
announcement in his press conference in December 2018 that the balance sheet runoff program was on
“auto-pilot.” In January 2019, Chairman Powell reversed course and signaled clearly that the Federal
Reserve was on hold with respect to rate hikes and that the balance sheet size was flexible. This policy
pivot was perhaps the most important moment in 2019 in terms of restoring confidence that the Fed'’s
efforts to fight inflation would not induce a recession. In the second half of 2019, the Fed then reduced
interest rates by 0.25 percentage points on three separate occasions (July, October, November), and in
the fall, it began to expand its balance sheet again via repurchase agreements to aid with shortages in
liquidity.

After the past two very active years in monetary policy, we currently expect the Federal Reserve to take
no action in the way of interest rate changes. In Sage’s view, the bar is extremely high to raise rates due
to a lack of inflationary pressures, and financial conditions have gotten so easy with growth remaining
steady that it seems unlikely the Fed will cut.

In terms of inflation, there is very little evidence that inflationary pressures will drive up prices
excessively in the near term. In fact, the Fed has signaled that it is likely to adopt a formal change in the
way it targets inflation, namely, that it will follow average inflation targeting as opposed to the current
policy, which is better described as targeting a 2% inflation every year regardless of previous inflation
rates. Under the average inflation targeting scheme, the Fed would aim for 2% inflation on average over
the multi-year business cycle, which in practice means that inflation must run a little higher than 2%
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during expansions to make up for an expected or actual shortfall of the inflation target during periodic
downturns.

Since the beginning of the current economic cycle, for instance, the Fed’s preferred measure of inflation,
the core PCE price index, has stayed at or below its target of 2% in all but one reading, which occurred in
2012. A move to inflation averaging may mean that the Fed allows inflation to run at 2.5% (or higher)
for an extended period. In practice, this policy implies it will take a much higher level of inflation, which
we have not seen in more than a decade, for the Fed to implement aggressively restrictive monetary
policy through higher interest rates.

FRED q,_f — Personal Consumption Expenditures excluding Food and Energy (chain-type price index)

27

Parcent Change from Quarter One Year Ago

2010 2012 2014 2016 2018

Shaded areas indicate LS. recessions Source: U.5. Bureau of Economic Analysis fred stlouisfed.org

While we think it is possible the Fed will cut rates by 0.25% once in 2020, it seems more likely at this
point that it will not need to cut rates at all. As shown below, according to the Goldman Sachs U.S.
Financial Conditions Index, conditions for
companies were the most restrictive at the
beginning of 2019, but they are currently at one
of the easiest levels in the past five years. The
three major components of financial conditions
are (i) interest rates, (ii) credit spreads, and (iii)
equity prices. Currently, interest rates are near
all-time lows, credit spreads are well below
historical averages, and equity prices in the U.S.

2pects GS US Financial Conditions Index
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unforeseen changes the environment, such as a
re-escalation of trade tensions, the Fed seems
highly unlikely to change its rate policy in 2020 Thie Daily Shoc:
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rates is much higher than it is to cut rates one
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Global Central Banks

Due to the deceleration of growth in the global economy, 2019 was a year in which many central banks
eased monetary policy, and we expect more of the same in 2020. Trade tensions were a drag on global
economic growth, particularly in manufacturing, and many central banks cut rates to help boost
economic activity. The European Central Bank (ECB) had projected that it would raise rates in 2019,
which we doubted, and they were unable to follow through on their stated plan because of weakness in
critical areas. For instance, Germany, whose economy depends heavily on manufacturing, had one
quarter of negative GDP growth in Q2 and narrowly avoided a recession by posting 0.1% growth in Q3.
The response by central banks to broader economic slowdown has been to reverse the course of
guantitative tightening and planned rate increases and shift back to easing policy measures and lower
rates.

As we enter 2020, liquidity from central banks is again turning positive. Put simply, restrictive monetary
policy shrinks the overall money supply, which decreases the possible demand for assets, including
stocks and bonds. The rate of change of money supply is what matters. As shown below, the growth of
the money supply should begin to accelerate in early 2020 (i.e., by decreasing at a slower rate). This
policy pivot away from restrictive policies (i.e., raising rates and quantitative tightening) to looser
monetary policy by the Federal Reserve and other global central banks is a very important theme and
should be supportive for equities (Source: BlackRock).
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We expect this trend of easier monetary policy by central banks to continue throughout 2020. The map
below shows which countries’ central banks are anticipated to cut rather than raise rates in the coming
12 months. As of now, no major central bank is expected to raise rates, and many are expected to cut to
spur economic activity in their respective countries.
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The Bloomberg Central Bank Outlook
How major central banks will change interest rates by the end of
2020

No change M Decrease M Unknown after December rate cut

Source: Central bank, Bloomberg
Note: Based on median estimates of latest surveys. All rate data as of Dec. 20.

This move towards easier financial conditions should be a positive for markets, but there is a risk that
the eventual benefits from additional monetary easing policies in Japan and Europe are not as great as
they were previously. The risk is particularly pronounced in Europe, where the ECB cannot cut rates
further and any easing would need to be via asset purchases. Said differently, many places including
Europe could be reaching a point where fiscal stimulus is needed to achieve higher levels of growth and
inflation. Europe’s structural issues remain due to the fragmented nature of the Euro Zone economic
and monetary union, which poses a continuing challenge to policy-setting.

Fixed Income Outlook

In Sage’s view, accommodative monetary policy and continued steady growth from the economy will
lead to a range-bound fixed income environment in both (1) interest rates and (2) credit.

Interest rates have fallen significantly in this economic cycle as a result of central bank bond purchases,
along with expectations for lower inflation and slower growth. As shown in the chart below, the U.S. 10-
year note yield fell precipitously throughout the first 8 months of 2019 but steadily rose throughout the
final quarter. Not coincidentally, the turning point for U.S./China trade negotiations occurred in
September, which lifted the sentiment of consumers and market participants.

Looking forward to 2020, in the context of a growing economy but accommodative central banks, Sage
expects rates to continue to rise modestly, but demand for yield to keep rates lower than we have seen
in recent years. Yields could creep higher, but we think they will remain range-bound throughout 2020.
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The other element of fixed income returns is known as bond “spreads,” which remain low on a historical
basis both in investment grade and high yield. Bond spreads measure how much investors are being
compensated to invest in risky debt versus government debt, and tighten (i.e., get lower) to reflect
improving economic conditions. When spreads get lower, bond investors benefit. When spreads widen
(i.e., get higher), bond investors see losses. Sage does not think that spreads can get much tighter, and
this initial condition will create a lower total return environment for fixed income investors going
forward.

10



S Sage Financial Group: 2020 Market Outlook

Spread analysis (bps)
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Source: Factset as of 12/31/19. Spread history measures past 15 years.

Further, there are some risks in corporate credit, especially in specific pockets such as leveraged loans.
Underwriting standards have continued to decline, which means that weaker companies can hold higher
levels of debt and continue to access capital markets. Over time, some of these weaker companies will
eventually go out of business, and investors may not be as protected as they had believed. These two
reasons — tight corporate bond spreads and worsening credit underwriting — are why we continue to
avoid an explicit high yield position in client portfolios.

Overall, we think that rates will rise modestly over the next year but largely trade within a tight range.
Demand for yield will likely cap rates below what we saw earlier in the current economic cycle. From a
spread perspective, we do not think that conditions can improve enough to lead to further spread
compression. An environment of slightly higher rates and stable spreads will likely leave fixed income
investors with a positive return in 2020, but lower than experienced in 2019.

Equity Outlook

Following a volatile 2018, 2019 was characterized by a correction-free climb upwards. As shown in the
chart below, the largest S&P 500 drop was only 7%, resembling the bull run of 2017. Thanks primarily to
progress on the trade front and easier monetary policy, 2019 was a banner year for major stock indices.
The S&P 500 returned more than 30%, and the global stock market, as measured by the MSCI ACWI, was
up approximately 25%. Looking forward, we expect that the global economy will continue to grow this
year and that equity returns will be moderate in 2020.

11
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S&P 500 intra-year declines vs. calendar year returns
Despite average intra-year drops of 13.8%, annual retums positive in 30 of 40 years
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Source: FactSet, Standard & Poor's, J.P. Morgan Asset Management

As we survey global conditions, we think that easing trade tensions, non-restrictive monetary policy, and
an uptick in global economic growth will boost stocks, although the gains are likely to be lower than in
2019 partly because of full valuations. Companies that are focused on faster-growing emerging markets
are likely to lead the way, while Europe may remain challenged due to structural issues such as
demographics and fragmented politics, along with the fact that its central bank has very little room to
boost growth through monetary policy.

In last year’s Outlook, we noted that the “CNN Fear & Greed Index [had] calculated that [at the time]
there is ‘extreme fear’ in the markets,” which was likely a counter-indicator that would lead to positive
returns in 2019. On this front, we were

correct. At the end of 2019, the CNN Fear & Greed Index

Fear & Greed Index was on the other What emotion is driving the market now?

. . Previous Close
end of the spectrum, registering as ‘ g e @
“extreme greed.” Although that reading -
. . - 1 Week Ago
is concerning on the surface, there are ( N Now:  Exireme Greed @
legitimate reasons, as we have explained Extreme
e e . . . Greed 1 Month Ago

above, to be optimistic heading into the @ Greed
new year, including easing trade 100 1 Year Ago

. . . . Extreme Extreme Extreme Fear @
tensions, a slight pick-up in global Foar Grood

economic growth, and mostly stable Fed
policy in the U.S. and responsive central banks abroad.

12
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An examination of global equity valuations may help to explain the current CNN Fear & Greed Index
reading for U.S. stocks. As you can see from the graph nearby, as of 12/31/2019, U.S. stocks (measured

Global valuations by the S&P 500) were trading at a next 12-month
Current and 25-year historical valuations* valuation level above the index’s average over the last
57"l s r5.2x 25 years. The same is true for developed market stock
== 25-yearrange . L 4.8x indices as a whole, with Europe in particular just
i | i peeking out above its average valuation level. EM
285 stocks were essentially level with their 25-year average
! 40 level.
21x i [ 36x
; 326 Against the backdrop of a truce to U.S./China trade
% . i 2oy 7 tensions, a more dovish policy pivot by major global
E 7% @ ’ ; central banks, continuing U.S. consumer spending
E soxfil 2.4x g sentiment and outlays, and China’s recent fiscal
a i 20x stimulus and loosening of financial conditions, EM
13x I I I . 6 equities might be among the more attractive
70 opportunities within global equities; however, they
: 12 remain right at their 25-year average.
b b 0.8x
| 0.4x Put differently, none of these equity indices or
. | | o composites is significantly undervalued. After a year of

US. DM Europe EM : strong returns as 2019 was for stocks, with valuations
at these levels, it would not be unheard of for some
bout of price volatility or a correction to occur, which is
perhaps an implication of the CNN Fear & Greed Index. The point of that indicator is simply that U.S.
equities are priced at levels that have typically seen future returns lower than those that pumped up the
index to levels in the 90s (the current level is 95).

Source: FactSet, J.P. Morgan Asset Management.

Overall, we think that equity markets have many tailwinds, including improving economic growth and a
better trade environment. However, we take both of these factors -- the greed/fear reading and the
global valuation metrics -- as signals to investors to have more modest expectations about returns for
the next 12 months. These expectations might still be positive, as ours are, but there are reasons to
keep them modest.

Portfolio Implications

Our outlook for 2020, as outlined above, influences our thinking about portfolio positioning in the
following ways.

e Fixed Income:

o United States: In the U.S., bond yields will likely trade within a range but not suffer a
sustained spike higher. However, because of the potential for a “watch-and-see”
approach by the Fed and the potential for steady economic growth, we have a little less
duration in our portfolios than we would generally expect to have over the long term.

o Foreign bonds: The persistence of low and some cases negative bond yields in
developed market countries such as Japan and Europe makes EM bonds, with higher
yields and a backdrop of likely increasing growth, more attractive to us on a relative
basis.
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e Equities:

o United States: Given our outlook for relatively steady growth and no recession, we
anticipate maintaining our slight overweight to U.S. stocks with a bias toward large-
caps.

o Foreign stocks: EM stocks may present a better return opportunity than developed
market foreign stocks because of lessened but remaining uncertainty about Brexit and
structural (demographic and political) challenges in Japan and Europe.

e Alternative Investments:

o Inview of low current interest rates, tight spreads (from a fixed income perspective),
and average or somewhat elevated stock valuations (from an equity perspective), we
will be on the watch for opportunities to add diversifying strategies in 2020.

o Incorporating non-traditional assets and strategies into our current portfolios could
allow for additional sources of potential return since we think that in the coming years
portfolios may not need to rely as heavily on traditional stocks and bonds as they do
now.

Concluding Thoughts

We expect global growth to rise modestly in 2020 from near 3% to near 3.5%, and this expansion may be
led by emerging markets. A combination of easier monetary policy/financial conditions and stabilization
in trade disputes should ensure that the U.S. avoids recession and continues to grow. While we think
that a recession in the U.S. is unlikely, we do think that full equity valuations (at or above 25-year
averages) and the possibility of idiosyncratic economic or geopolitical events (including the U.S.
presidential election) could introduce the risk of corrections at times. Overall, we believe that the mid-
cycle adjustment to lower interest rates by the Fed and more accommodative monetary policy by other
global central banks, combined with strong employment and consumer spending in the U.S. and the
promise of an end to escalation in trade policy, is likely to result in a continuation of economic
expansion and conditions that support positive, if more moderate, returns in financial markets.

No one can predict how the markets will behave, or what political and world events will unfold. What
we can do is be mindful of our clients’ long-term goals so that we can position their portfolios for a wide
range of potential present-day economic outcomes. At the start of last year, many investors expressed
worry about owning stocks and other more aggressive investments. We assured them that we hold
these assets not because we know precisely that a given calendar year will produce good results, but
because over a multi-year perspective stocks and other related investments are still likely to be the
highest returning asset class despite a series of mostly unpredictable ups and downs along the way. We
continue to hold them for the same reason and despite the possibility of an occasional hiccup. We
continue to hold a mix of bonds and other diversifying investments for related reasons—not because of
a guarantee that one of them will perform spectacularly in a given year, but because over time
portfolios appropriately mixed with diversifying assets are more likely than not to help clients advance
toward their financial goals.

14



S

Sage Financial Group: 2020 Market Outlook

The information and statistics contained in this report have been obtained from sources we believe to be reliable but cannot be
guaranteed. Any projections, market outlooks or estimates in this letter are forward-looking statements and are based upon
certain assumptions. Other events that were not taken into account may occur and may significantly affect the returns or
performance of these investments. Any projections, outlooks or assumptions should not be construed to be indicative of the
actual events which will occur. These projections, market outlooks or estimates are subject to change without notice. Please
remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of
risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product or any
non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation or prove successful.
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of
current opinions or positions. All indexes are unmanaged and you cannot invest directly in an index. Index returns do not include
fees or expenses. Actual client portfolio returns may vary due to the timing of portfolio inception and/or client-imposed restrictions
or guidelines. Actual client portfolio returns would be reduced by any applicable investment advisory fees and other expenses
incurred in the management of an advisory account. Moreover, you should not assume that any discussion or information
contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Sage Financial
Group. To the extent that a reader has any questions regarding the applicability above to his/her individual situation of any
specific issue discussed, he/she is encouraged to consult with the professional advisor of his/her choosing. Sage Financial Group is
neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or
accounting advice. A copy of the Sage Financial Group’s current written disclosure statement discussing our advisory services and
fees is available for review upon request.

Sage Financial Group has a long track record of citations and accolades. Rankings and/or recognition by unaffiliated rating
services and/or publications should not be construed by a client or prospective client as a guarantee that s/he will experience a
certain level of results if Sage is engaged, or continues to be engaged, to provide investment advisory services. Nor should it be
construed as a current or past endorsement of Sage by any of its clients. Rankings published by magazines and others generally
base their selections exclusively on information prepared and/or submitted by the recognized advisor. For more specific
information about any of these rankings, please click here or contact us directly.

© 2020 Sage Financial Group. Reproduction without permission is not permitted.
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