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GIGO

Bill Henderly, CFA, Nvest Wealth Strategies, Inc.

In computer science and mathematics, the quality of output is determined by the quality of the input.
Or, as most know “garbage in, garbage out.” Such is an appropriate idea during any troubling time
and especially true for investors now. We last witnessed GIGO in February/March 2020 when COVID
created the Great Lockdown. Many spent too much time watching and listening to media — news,
social media, and similar which fostered great emotional worry. So too today; there is way too much
negative media about everything, including the economy and financial markets. How do you stay
positive? How do you stay on your plan; your path?

Be intentional about what you put into your mind — what you hear, read, and watch. GIGO, “garbage
in/garbage out” is quick to modify your future. We must be intentional to restate GIGO. It can
alternatively mean “good in/good out.” “Our attitudes determine our altitude” (John Maxwell). If the
nose of a plane is pointed down, it will fly into the ground. If the nose is pointed up, it climbs. So too
with our mental attitude.

Recall Y2K? Were you worried? That event was over 20 years ago. The fear was that computers
would crash because they could not make the change from 12/31/1999 to 1/1/2000. Many “experts”
suggested taking money out of the bank because the computers would crash and account balances
would be incorrect due to Y2K. Looking back (perspective), Y2K was nothing more than a new
millennium. Many individuals incorrectly listened to the “wolf.” Myopia is present today; it is seeing
only problems; whoa me! What a mess. Problems are immediate/now, and often lead to taking
wrong action. Amnesia is also present today; it is not remembering the past; the many blessings and
good. We lose sight of the long path that history provides.

It is very important to review the long path, the history of the financial markets. Reviewing over 100
years of financial market history shares a couple of key thoughts - stocks beat bonds, often, and by a
lot. And, it is appropriate to own more stocks than bonds, particularly to beat investors’ enemies of
taxes and inflation. Yes, “rainy” days are part of the history of the financial markets. Yet, history
advocates that all investors retain their focus - follow your financial plan — stay invested through it all
(never try to time the markets; it's always arriving late to the “party”). Time allows the magic of
compounding returns to work to your benefit; compounding is truly magical. That's best achieved by
being a “Rip Van Winkle" investor — taking a long nap which avoids hearing “garbage in” and remain
invested through the ups/downs/ups.

Investors need to stay informed; need to do their research. The key is what's the quality of the
“research” being studied? Listening to too much “bad news” media that continually yells “wolf” is
certain to ruin future success. We contribute to our own mental health; we contribute to our financial
success. “The greatest discovery of all time is that a person can change his future by merely changing
his attitude” (Oprah Winfrey). GIGO = focus on “good in/good out!”

THE WORLD CHANGED

An old adage: there are two types of economists — those who don’t know, and those who don’t know
that they don’t know. Most economists are in the same boat. They make educated “guesses” based
on experience. Doesn’t that sound similar to trying to predict the next move in the financial markets?

2022 is proving to be the “Year of Rates” — inflation and interest rates. Collectively the financial
markets generated their worst monthly returns in June. That means 2Q was worse than 1Q; together
the YTD is troubling, even disturbing. There was no place to hide. Bonds experienced their biggest
selloff in 40 years during the first half with the Bloomberg bond aggregate dropping -10.4% (short
maturities fared better). Stocks were spooked too (and it's not Halloween or October) as the S&P500
dropped -16.1% during 2Q and -20% for the YTD; tech stocks were rocked. The average domestic
stock fund is down over -16% (YTD and last 12 months). And cryptocurrency values imploded, down
-72% since November (was it really risk adverse?); it's a “teenager” again! In the “Year of Rates” all
eyes are focused on the Fed — their monetary policy actions of raising interest rates are aimed to fight
inflation, embedded in everything, and particularly noticed in energy and food prices.

It's challenging to offer encouragement when global financial markets remain (appear stuck) in
downtrends.

eThe -20% decline YTD (first 6 months) for S&P500 places it in undesirable company of 1962
(-23.5%) and 1970 (-21%) for the worst starts to a calendar year.

0 Since 1950, there were 23 first half (6 months) negative stock market return experiences.
Performance in the second half of the year was a toss-up, a little better than a coin toss (for
better or worse).
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0 S&P500 volatility in the first half of 2022 was high with 90% of trading days experiencing
moves of greater than 1%, the highest since 2009 (99%,).
eThe YTD -10.4% bond index decline is atypical; declines for two consecutive quarters are very
rare.
eDuring 186 quarters since 1976, a negative quarterly return for both stocks and bonds occurred

“It will take time to repair the just 20 times; there were 5 instances where both stocks and bonds were negative for two

damage from the current sell consecutive quarters.
off. ...rallies can occur anytime 0 Bonds historically rally in the quarter following 2 negative quarters. Stocks were positive
during downturns; one of these during 3 of the previous 4 instances, while bonds returned positive results in all 4.
rallies will turn into the next eConsecutive negative quarterly performance for stocks and bonds was associated with a
bull market.” recession in 3 of 4 instances. Some economists now place the chance of a recession (2

consecutive quarters of negative GDP growth) at 50%; it all depends on inflation — when it
peaks, how sticky it is, and how fast it travels lower. The Russia/Ukraine conflict and repair of
supply chain challenges affect inflation fighting efforts.

It's difficult to predict what will happen in the coming quarter(s). It will take time to repair the
damage from the current sell off. Investor sentiment is low and the markets appear oversold. A
bounce, even several rally attempts are possible. Bear market rallies can occur anytime during
downturns, rising an average of +15% in less than 2 months. Separately, recall that during mid-term
election years the stock market experiences a pullback that averages -17%; which could mean much
of the pain of this midterm election year is past. Then, during the next year markets are generally
n V e S T encouragingly higher. One of these rallies will turn into the next bull market. It's difficult to
differentiate between a bounce in a downturn versus the start of something more durable. As there
WEALTH STRATEGIES s no crystal ball forecasting the market future, no one can identify which next rally is the one that

runs. Market turmoil and rainy days can be challenging for clients; they are exhausting for us as
well.

PS: A study by the University of South Florida indicates that shoppers who drink coffee before
pushing the shopping cart spend 50% more money than un-caffeinated. They bought more stuff
they didn't need. Consumer activity accounts for roughly two-thirds of GDP. Caution: drinking
coffee before shopping will not help the Fed curb demand, and excess spending will likely not help
you achieve your financial goals (Starbucks coffee is a lot higher than a year ago). If you drink it
before bed, your sleep may be delayed leading to watching the “bad news media.” | knew there
tightening actions - raising rates \ya5 3 good reason not to drink that stuff!
quickly and by a lot, with the BILLS TO PAY?

goal of SIO_W'ng the economy World governments created the Great Lockdown of the world’s economy in response to COVID-19.
and reducing demand. Over  1pei rachonse produced overwhelming fiscal and monetary stimulus to minimize a likely recession.
time, these actions will reduce  pjq they realize that the bill for supporting the global economy would come due sooner or later? As
inflation. Unfortunately, of the end of 2Q and the first half of 2022, is the debt paid in full or does a balance remain? Are

monetary policy acts with alag  there still bills to pay?
by 12 to 14 months.”

“The Fed and others are now
attempting aggressive

The Fed and other world central bankers just started to address paying the cost of excess money
supply. Stimulus money accelerated demand; staved off a recession (in 2020); but produced high
inflation because supply chains were damaged. Higher prices occur when demand exceeds supply;
the greater the demand vs supply, the faster and higher prices rise. Broken supply chains are still
being repaired to meet high demand.

Money supply (M2) peaked at +27% in February 2021 and is approximately +7% at current.

ANNOUNCEMENTS: Presently, the Fed response i; late or reactiqhary (not pr.ogressive). The Feq and others are now
attempting aggressive tightening actions — raising rates quickly and by a lot, with the goal of slowing
e Early July - 3Q 2022 fees collected and | the economy and reducing demand. Over time, these actions will reduce inflation. Unfortunately,

performance reports sent. monetary policy acts with a lag by 12 to 14 months. [Fiscal policy - like tax cuts or increases, or new
e September 5 - Labor Day; Stock and regulations generate more immediate impact on economic growth — changing business and
Bond markets both closed. consumer actions.] Inflation is influenced by excesses in money supply and other government policy;

e September 30 - End of 3Q. Quarterly high inflation and recessions signify government policy mistakes.

Reports sent early July. The financial markets are watching and reacting. Investors' reactions are expressed through volatility
o Our ADV Part 2A & B as required by as valuations are altergd. IQ essence, thg mfarkets are ”'voting” that j[he debt is still being paid, and

the SEC & Ohio (and other states) is will take longer; volatility will likely remain high. There is also the belief that the Fed cannot throw a

available to you anytime upon request. | life-line, or provide a backstop anytime soon to stabilize market worries about a recession; it is
determined to aggressively fight inflation. Higher interest rates (not higher taxes or regulations, or
new spending) can curb excess demand and sticky inflation over time.
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Time is needed to repair the market damage; to establish a market bottom. During this process, investors will see the markets
bounce from oversold conditions. Watch credit spreads — as lower quality bond yields widen because they expect higher risk
resulting from raising interest rates and slowing economic growth. At the same time, stock market leadership is defensive.
Currently, there are some early data points that appear near bear market lows — selling the YTD best performers (good stuff).
Also, the financial futures market predicts 5-year inflation expectations are declining, down from 3.2% to 2.5%. That's 5 years
away, but predicting declining inflation. Overall, there is limited evidence that the market is discounting trough data, peak
inflation, or a Fed pivot (from tightening) yet. The bear probably will test its low of June 16 when the S&P500 was off -23% and
the 10-year Treasury was 3.5% (prices were off -10.4%).

We cannot control the financial markets or even the bear. But, we can control our actions and reactions. Investors are correct in
being cautious, but also required to remain watchful. As we navigate the uncertain bear market path, client portfolios should not
undergo big or radical alterations; small adjustments can be appropriate. Bond allocations should focus on short and intermediate
duration with a quality bias. Bond market yields moved higher and faster than the Fed, meaning much of the Fed’s future action is
priced in; savers are earning higher yields. Similarly, stock allocations should remain diversified — a quality bias includes short
duration stocks (paying dividends) found in value style choices. Portfolios incorporated an energy ETF (highest dividend yield of
any stock sector) and recently a commodity ETF as a diversity hedge against inflation. As the bottoming process plays out, be
careful; don't be tempted to speculate with counter-trend rallies into former leaders or high risk areas. “Dead cat” bounces are
usual within bear markets. Bear market rules still apply as the Fed pursues its aggressive tightening policy. Market turmoil
ultimately diminishes as the Fed begins to pivot from tightening. Remember that one of the upcoming rallies will ultimately
become the start of the next, or new bull market. Investors need to be there before it starts; it's too late after.

iPod, iPhone, iPad... now the “l Bond”
Jordan Ranly | Nvest Wealth Strategies, Inc.

Similar to the steady stream of successful products developed by Apple, it seems the US government hit a homerun with the
Bond”. Although this US government savings instrument is not a new product, popularity is spiking (along with inflation) in 2022.
Through mid-June the government sold $14.4 billion of | Bonds, which is 40x more than was sold in all of 2020! We are receiving
a number of questions about “I Bonds”. As interest rates and inflation increase in 2022, the headline attractiveness of this
product is enhanced.

ul

So what is a “Series | Savings Bond”? What should investors know about this product?

A Series | Bond is an “adjustable rate” security that earns interest based on both a fixed rate (currently 0%) plus an inflation rate
(CPI-U) that is set twice per year. From the date of purchase, it will earn varying interest amount for up to 30 years, or until you
cash out, whichever comes first. Here is the information link for | Bonds: https://www.treasurydirect.gov/indiv/research/indepth/
ibonds/res _ibonds.htm

| Bonds are currently paying an attractive guaranteed return of 9.62%; it applies for 6 months after the initial purchase. Rates are
reset every 6 months based on current inflation data. One “catch” - each taxpayer is limited to purchase up to $10k of | Bonds
per year. This limit is per person, so a married couple could purchase up to $20k, but each individual needs to establish their own
account on the Treasury Direct website. As with many government ran services (think BMV), the process to setup an account and
purchase | Bonds can be quite cumbersome, but not totally unworkable.

Since the issuer, the United States Government, is considered risk-free, those inquiring about this savings vehicle are often seeing it
as a potential replacement for cash savings at the bank where yields are very little by comparison. While the return potential and
security are certainly attractive given the eye-popping inflation numbers over the last 6 months, we offer caution against viewing |
Bonds as a rainy-day emergency savings account. There is a no-exception to the one year minimum holding period for each
purchase, effectively limiting the liquidity aspect of this investment. In addition, if the | Bond is redeemed within 5 years, investors
forfeit the previous 3 months of interest (similar penalty exists for many bank CDs).

Finally, if the Fed accomplishes its mission of stamping out inflation, rates would fall to more historic levels (target of 2.0~2.5%), in
which case traditional fixed income securities would likely provide similar or better total return (and offer more immediate
liquidity). Over the long term, | Bonds will, by definition, never beat inflation, and after federal taxes are collected, investors may
actually lose some purchasing power. Traditional stock market exposure is still your best vehicle to combat the enemies of taxes
and inflation over time... especially with valuations more attractive now than entering the year (forward return expectations are
improved).

With that said, | Bonds can be a suitable investment vehicle when matching their use to a known purpose occurring within a time
horizon of one to three years. For example, if you have money ear-marked to support college expenses in two years, placing
money in | Bonds might be appropriate (up to the $10K limit per taxpayer) to earn higher returns.

Remember, as with most things in life and certainly true with investing, there is no free lunch. | Bonds may deserve a place in your
financial big-picture, but investors are encouraged to consider the purpose and time-horizon of the money being deployed. We
are happy to help clients explore this option and welcome additional questions or comments.


https://www.treasurydirect.gov/indiv/research/indepth/ibonds/res_ibonds.htm
https://www.treasurydirect.gov/indiv/research/indepth/ibonds/res_ibonds.htm

BENCHMARKING AS OF JUNE 30, 2022

Summary of index portfolio returns compiled by Nvest Wealth Strategies, Inc.

INDEX PORTFOLIO
Capital
Preservation
@ Income
Balanced
Conservative
@ Balanced
Balanced
Growth
Aggressive
Growth

STOCK/BOND
ALLOCATION

0% / 100%

20% / 80%

35% /65%

50% /50%

65% /35%

80% /20%

95% / 5%

| TOTAL RETURN THROUGH 6/30/2022 |

[2ND QTR|| YTD |[12 MTHS| |3 YEARS | | 5 YEARS |

Cumulative -1.8% -44% -47% 07% 55%
Annualized -47% 02% 1.1%
Cumulative -4.6% -7.7% -73% 40% 11.6%
Annualized -73% 13% 22%
Cumulative -6.0% 93% 84% 58% 15.0%
Annualized 84% 19% 28%
Cumulative -8.0% -11.6% -101% 87% 205%
Annualized -10.1% 28% 38%
Cumulative -10.0% -14.0% -11.9% 11.1% 252%
Annualized -11.9% 36% 4.6%
Cumulative -12.1% -16.14% -13.6% 142% 312%
Annualized -13.6% 45% 56%
Cumulative -134% -18.0% -14.9% 158% 343%
Annualized -14.9% 50% 6.1%

The index returns reflect returns of various mutual fund averages compiled by Morningstar and allocated as follows: Capital Preservation: 90% Bond Average, 10% Treasury Bill Index;
Income: 80% Bond, 10% Large Cap, 3% Mid Cap, 2% Small Cap, 5% International; Balanced Conservative: 65% Bond, 15% Large Cap, 5% Mid Cap, 3% Small Cap, 7%
International; Balanced: 50% Bond, 24% Large Cap, 7% Mid Cap, 4% Small Cap, 10% International; Balanced Growth: 35% Bond, 30% Large Cap, 9% Mid Cap, 6% Small Cap, 15%
International; Growth: 20% Bond, 38% Large Cap, 12% Mid Cap, 8% Small Cap, 17% International; Aggressive Growth: 10% Bond, 40% Large Cap, 15% Mid Cap, 10% Small Cap,
20% International. You cannot invest in these indexes or averages and all above indexes/averages include a 5% allocation to the Treasury Bill Index, reflecting a nominal level of cash.
The level of diversification represented by these benchmark averages may be materially different than actual client accounts; therefore, clients may experienced different levels of
performance volatility. Past performance is no guarantee of future results.

Money Growth Leads
Inflation by roughly
two years...

After an unprecedented
acceleration in the
growth of the Money
Supply (M2) following
COVID stimulus, it was
logical that inflation
might accelerate in the
years ahead. Now, the
Fed is intentionally
slowing the growth of
money to drain excess
liquidity and better align
demand with supply; if
history remains reliable,
inflation will not returns
to lower and more normal
historical levels
“overnight”.

M2 Money Growth &

CPI Inflation Lagged 2 Years

. M2 Y/¥
CPI, Lagged Two
' Veors % Change

Jan-63

Jan-71

Jan-7g Jan-87 Jan-0g Jan-o3 Jan-i1 Jan-1g
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SELECTED FUNDS - TOTAL RETURN PERFORMANCE SUMMARY
As of June 30, 2022

Taxable Short-Term Bond Average -2.0% -4.9% -5.2% 0.2% 1.1%
Taxable Intermediate Bond Average -4.9% -10.5% -10.7% -1.0% 0.7%
Alllspring (fka Wells Fargo) Ultra Short AS -0.8% -1.9% -2.0% 0.6% 1.2%
Vanguard Short Federal HS -0.9% -3.8% -4.4% 0.3% 1.0%
American Century Short Duration HS -1.2% -3.8% -3.8% 0.7% 1.3%
Pioneer Short-Term Income HS -1.5% -3.9% -4.0% 0.0% 0.9%
DoubleLine Low Duration HS -1.5% -3.3% -3.4% 0.1% 1.1%
Vanguard Short-Term Investment Grade HS -1.9% -5.6% -6.2% 0.1% 1.2%
American Funds Bond Fund of America HI -5.1% -10.3% -10.0% 0.1% 1.3%
American Century GNMA Income HI -3.9% -8.1% -8.7% -1.6% 0.1%
BrandywineGlobal Corporate Credit (a biamond-Hil corp cred) LI -8.6% -12.1% -10.9% 1.3% 3.0%
Miller Convertible LI -9.5% -11.2% -9.4% 4.2% 3.9%

BOND FUNDS - TAX EXEMPT

Tax-Free Intermediiate Bond Average -3.0% -85% -8.3% -0.3% 1.2%
Vanguard Muni Limited Term HS -0.4% -3.4% -3.4% 0.5% 1.2%
T. Rowe Price Tax Free S/I HS -0.6% -4.0% -4.1% 0.1% 0.8%
Vanguard Muni Intermediate Term HI -2.5% -7.8% -7.5% 0.0% 1.4%
Vanguard Ohio Long-Term HL -5.1% -11.2% -10.6% -0.2% 1.7%
STOCK FUNDS - DOMESTIC
S&P 500 Index -16.1% -20.0% -10.6% 10.6% 11.3%
Equity Fund Average (Morningstar Mgr Agg US Core EWY) -15.6% -20.0% -16.3% 7.0% 7.4%
Schwab Large Cap Growth LG -22.3% -29.0% -20.2% 12.4% 13.8%
Parnassus Endeavor LG -13.1% -18.0% -14.8% 15.6% 11.5%
T.Rowe Price Dividend Growth Lv -11.1% -15.4% -5.3% 9.9% 11.4%
WisdomTree US Quality Dividend Growth Lv -9.4% -12.2% -2.1% 11.8% 11.7%
American Century Equity Income Lv -8.3% -7.8% -2.1% 5.4% 6.8%
Hennessy Focus MG -14.4% -22.4% -16.0% 5.6% 7.6%
John Hancock Multifactor Mid-Cap MB -15.6% -20.3% -14.1% 7.6% 8.4%
John Hancock Disciplined Value Mid-Cap MV -13.8% -14.2% -9.3% 7.5% 6.6%
SPDR S&P600 Small Cap Growth SG -15.6% -23.7% -19.7% 6.0% 7.3%
Neuberger & Berman Genesis SB -12.7% -22.3% -15.3% 6.6% 8.8%
American Centry Small Cap Value Y -12.2% -16.5% -13.4% 10.5% 7.8%
Avantis US Small Cap Value N -14.1% -13.6% -8.7% N/A N/A
SPDR S&P600 Small Cap Value SV -12.7% -14.2% -14.0% 8.0% 6.7%
STOCK FUNDS - INTERNATIONAL
Morgan Stanley EAFE Index (Foreign) -14.5% -19.6% -17.8% 1.7% 2.2%
Oakmark International Lv -11.8% -19.4% -22.7% 0.5% -0.4%
Schwab Fundamental International Index LV -12.5% -12.6% -12.1% 3.5% 3.4%
John Hancock International Growth LG -14.2% -25.9% -26.1% 2.3% 4.5%
Thornburg Developing World LG -13.5% -22.6% -29.0% 0.0% 3.1%
Harding Loevner International Small Company SG -17.1% -28.8% -25.2% 1.2% 2.4%
Hennessy Japan LB -17.9% -33.0% -30.6% -4.2% 0.8%
Invesco S&P500 Eq Wt Energy MV -7.8% 30.7% 40.0% 11.6% 6.0%
Direxion Auspice Broad Commodity ETF N/A -3.4% 11.8% 18.8% 15.7% 9.2%
Salient-Forward Select Income (REIT) MV -7.3% -9.8% -5.9% 1.7% 1.5%
Neuberger Berman Real Estate Securities MV -14.8% -20.3% -7.2% 6.4% 7.7%
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