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FORWARD EXPECTATIONS

Bill Henderly, CFA, Nvest Wealth Strategies, Inc.

Investment growth was furiously positive in the 125 days from March 23. At exactly 6 months off the
lows, the S&P500 generated its best ever 125-day advance, rising +48.4%. The previous best was
+48.3% realized on 9/3/2009 following the “Great Financial Crisis” of 2008. On September 2 (12 trading
days before the 125 day mark), the S&P set an all-time high with a whopping +61.4% climb off the March
lows. This is the strongest two-quarter rally in stocks since 2009. History offers encouraging thoughts
about forward returns. During the next 125 days, it is not unusual for the advance to slow its pace,
adding a historical average of just +4.3% (70% of the time); +12 months forward, the historical addition
averages +8.8% (74% of the time); and over +500 days (2 years), the S&P500 advances an average of
+17.9% (82% of the time). Historical forward returns offer encouraging information for long-term
investors. Certainly, other big market moves off the low experienced their share of noise and uncertainty
boosting concerns about remaining invested.

Despite the all-time high registered on September 2, stock prices slipped during the month generating the
first negative experience since the March low, declining -3.8%. Equities of all stripes and sizes corrected,;
value less than growth. That means 5 of the recent 6 months provided an exciting rebound. Fast market
rebounds often require a pause that refreshes, setting up for further advance. History also reveals that
September and early October offer seasonal challenges during most years. Nevertheless, with two of the 3
most recent months generating positive returns, 3Q stock performance was strong with a +8.9% advance.

For the YTD, which includes the huge stock market drop in February-March, returns for stocks and bonds
were positive, albeit small. Bonds are winning the race at this point in the year, but their margin is
shrinking — bonds returned +7.0% versus +5.6% for the S&P500 (stocks) thru September. Looking at
stock style performance, a huge performance difference exists between growth (+20.7%) and value
(-11.0%) styles. This huge differential is unlikely to last, as “reversion to the mean” (even compared to
S&P500 index) always occurs. It also means valuations for growth are rich and stretched; maybe priced to
perfection.

Why did the market show explosive recovery over the past 125 days even as COVID and the Great
Lockdown provided so much uncertainty? The answer is easy — M2, or money supply. Gains were driven
by Federal Reserve monetary policy; the money supply grew +23% year-over-year because the Fed
provided huge economic and financial market support (low/zero interest rates and Quantitative Easing, or
QE bond buying — see chart). Also the US government’s fiscal stimulus during the Great Lockdown to aid
furloughed/unemployed workers and businesses, together add nearly $4 Trillion of additional money
moving through the economic system. With the economy rebounding from deep lows, excess money is
moving financial markets in a huge way. The same is occurring globally.

As the 4Q begins, it is good to recall that this quarter is often the strongest performance season for stocks.
Like many sporting events, it's the 4" quarter when all the drama happens, while the 3 quarter is where
the doldrums occur. The stock market is not subscribing to a 2™ lockdown scenario - new data does not
support the idea and lockdown is increasingly viewed by scientists and academics as too blunt and an
ineffective tool; medical knowledge and treatment is also much improved during past 6 months.
Commodities, like copper, and other materials (cyclicals) are signifying economic recovery is underway and
continuing, even though the recovery from this point will be jagged and more challenging to achieve;
more fiscal aid may be needed to maintain economic momentum.

But what about market action in 4Q of an election year? History (since 1950) includes chaotic elections of
2000, 2008, and 2016. Those were choice elections between two new candidates that followed the 8-year
terms of incumbents. Since 1950, incumbents running for re-election won 8 of 11 times. Each time an
incumbent ran for re-election, the full-year market gains delivered a positive final quarter albeit similar for
all 4Qs, of +4.1%. The market tends to be much calmer in election year with an incumbent running;
though volatility during this election season is expected. By contrast when two newcomers vie for the
Presidency, more uncertainty exists regarding future policy direction and returns are softer. Could it be
that the 4Q performance is refreshing even in a year with COVID, the Great Lockdown, and more?

The message: To earn attractive returns over several years, one must remain forward invested. The huge
benefit of remaining invested is the benefit of compounding returns. Investing puts a sum of money away
for a period of time with the view of receiving back significantly more in the future. Compounded returns
are often misunderstood, and/or their benefits forgotten. Albert Einstein said, “Compound interest is the
eighth wonder of the world. He who understands it, earns it; he who doesn’t, pays it.” Compound
interest is not simple interest. Exponential growth (compound interest) is difficult for the human mind to
grasp. It is a geometric (multiplication) linking of returns together; not an arithmetic (addition) of returns.
Successful investors know that looking forward through the “windshield” offers success compared to
navigating via the “rearview mirror.” Keep your goals and expectations looking forward every day!
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UNCH

“All'in” is understood to mean all-embracing, all-inclusive, comprehensive, full, or being almost without
restrictions. Being “all-in” for life (from a 2010 song by Lifehouse) shares being committed for life,
even if there are difficult times which will surely occur. In another same named song by Matthew West
(2017), "all-in” means there is “no turning back.” “I'm going all-in” commits to “being surrendered”
and totally committed. There is little doubt regarding the outlook for global monetary policy over the
next few years. The message of the Fed and other central banks is “UNCH" - unchanged for quite a
while. That is significant for investors today, and over the next year or two. /t may be all an investor
needs to know (see the chart included at bottom of p4).

“UNCH"” means domestic and global monetary policy will remain super accommodative — low/zero
short-term interest rates plus QE action, as long as unemployment remains elevated; employment needs
to return to the recent cycle lows between 3.5%-4%. It may take a while for a jagged economic
recovery to improve in all its parts given uncertainties relating to COVID. Super accommodative means
central bankers are “all-in” and will continue to pump money into the financial system to backstop,
stimulate and boost economic growth. When there is excess money pushed into the financial system,
the excess money (not needed by the economy to finance growth) boosts financial asset prices.
Investors do not want to be out of the market (underinvested) during such times. That's “all-in” for
investors.

Following the speedy recovery of value from the March 23 market lows, many are concerned the
market is disconnected to the economy. Investors show concern for valuations because the economy
and earnings are not supporting current stock prices. Keep in mind that valuation multiples are poor
timing tools. History reflects this valuation disconnect is normal experience — valuations look extended
early because earnings are not yet showing recovery; they are bottoming. Also, unemployment lags
recovery because companies do not bring on workers until they are experiencing challenges meeting
increasing product and services demand. Recall, the last cycle took almost 5 years (2014) to reach the
previous employment peak (of 2008), during which stocks advanced +190%. In general, stock prices
bottom before economic and earnings recover by about 2 quarters on average (it took 4 quarters in
1990-91).

Current economic data indicates the US economy is improving and shows momentum. International
markets show improvement, albeit slightly slower. Overall, the recovery is advancing. The financial
markets are looking for additional domestic fiscal stimulus to aid progress. COVID's economic impact is
deflationary. Yet, given the magnitude of policy actions (monetary and fiscal) used to counteract it, the
end result may be inflationary. Last thought: during the recent decade, global central bank balance
sheets were expanded via QE policy (buying financial assets; policy was viewed as unconventional) to
boost economic growth. This decade may be that the expansion of government debt is viewed
acceptable. It is being pursued globally, but from our perspective it must someday be addressed, either
by taxes or growing our way out of deficit spending. Be watchful in coming years; we will.

The most important message: the market recovery is underway and ongoing. With the Fed policy
being “All-in” and UNCH for the foreseeable future, investors would be wise to avoid being under-
invested in stocks and risk assets (even in a presidential election year). Are you UNCH regarding your
investment and financial planning goals? Are you “all-in (no mental reservations)?”

FEAR OF VOLATILITY

Investors often confuse risk of loss with volatility. Risk of loss means investing in a stock (for example)
whose value goes to zero (business failure) or is permanently impaired. By contrast, volatility is the price
variation in stock prices. Sometimes volatility can rise, with prices changing quickly and unpredictably.
Often that occurs with short-term market news (noise; like election year politics). Those who confuse
volatility with risk of loss can end up selling at the worst time to avoid losing money. Tragically, that act
of selling (to avoid loss) locks in the loss they hope to avoid. It can also mean the loss of value related
to forgoing recovery and/or the future long-term positive return experiences stocks historically provide.
Investors who include a diversity of investments in their portfolios should experience diminished
volatility (versus owning one or a few concentrated positions), and risk of loss minimized or avoided.
Nvest invests client accounts using diversification of fund strategies in asset types — bonds (fixed income)
and stocks (growth) to reduce portfolio volatility and risk of permanent loss. Long term investors
understand that risk diminishes with the passage of time (time IN the market is critical)!

If interested: The Higher Wages of Growth, provides a review economic stats recently published by the
US Census Bureau: https:/nvestwealth.com/higher-wages-of-growth censusbureau_eco-review/.



https://nvestwealth.com/higher-wages-of-growth_censusbureau_eco-review/

NVEST NSIGHTS

DON’'T SURRENDER TO CASH

“Forced Perspective” is a technique employing optical illusions to make objects appear closer/farther, or bigger/smaller than they actually
are. Filmmakers would for example place a miniature dinosaur close to the camera so that it would look gigantic in the film. Similarly,

many tourists at the Leaning Tower of Pisa take a “selfie” with their smartphone camera, making it appear as though they are preventing
the  structure  from
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A key writing theme this year is “Seeing Clearly with 20-20 Vision.” We wrote about current worries while reminding investors to
maintain a long-term perspective. Successful investors tactically adjust toward areas they assess as better opportunities, but they should
not surrender to cash. This is true amid presidential elections wherein no investment in the stock market (S&P500) made at the beginning
of an election year since 1936 was negative 10 years later - including during economic setbacks, or external shocks like COVID. A “time-
in the market” strategy was always proven successful. Don't say it.... “But, this time is different” (4 most dangerous words in investing);
or that the prospect of short-term volatility cannot be tolerated. The resultant strategy of “surrendering to cash” should be avoided.

Some investors surrendered to cash earlier this year (and likely regret it today). While it may feel safer going to cash when markets are
volatile and/or tumbling, cash positions do not work as was in the past. If you surrendered to cash during the 1987 stock-market crash,
you were still making roughly 5% interest; in the dot-com bust, savings earned 4.5%; today money market funds yield near zero and
"high”-interest savings accounts yield around 0.5%.

Fleeing to cash also carries high risk of missing the rebound or meaningful appreciation in stocks — which is exactly the experience since
March 23. The market turned up even as the news continued getting worse; COVID infections didn’t peak until April, and lockdowns in
most states didn‘t begin to ease until early-June.

Further, surrendering to cash makes a lasting dent on net wealth. It destroys capital via locking in capital losses, often creating tax
liabilities, and crimping growth — all items that can never be fully recovered. Studies show when investors liquidate positions during
market downturns, they most often end up with less than if they sold at a later date when money was actually needed for spending.
Investors also often fail to consider tax consequences of selling. Paying taxes early is one of every investor’'s two enemies; the other is
inflation. Cash returns possess a perfect losing record after subtracting the effects of both taxes and inflation. Did you know that if
retirees try to “hide” in cash because of market fears, that RMD (required minimum distribution) rules will crush the growth opportunity
of your portfolio to provide for the remainder of your life? Holding cash is like having a “parking brake” applied while trying to drive
your car. It holds you back. Portfolio values are always reduced.

There are psychological barriers to consider as well. Behavioral studies reveal the longer one holds cash, the longer they remain and
cannot change. We observe this phenomenon from time to time, as prospective clients share stories about exiting during the great
financial crisis ("07-'09); or other similar events. While they desire to get reinvested, they simply cannot get comfortable re-entering given
current worries of this day. After missing “so much,” they now perceive the market as due for a pullback, which never seems to arrive in

a "big” way. If a “big enough” correction did occur, the environment again feels scary. They think they'll be able to get back in when
the conditions are right, but that usually does not occur.

The stability of cash can be alluring in the face of volatility and huge uncertainty. Please remember that the effects of owning cash are
not wise. That's why we advocate using a “buckets of time” focus directly linked to your time horizon and purpose for these savings.
This enables you to maintain a “time in the market” focus. We define risk as a permanent loss of capital; yet history reveals that with
sufficient time in the market you will be a “winner”.



BENCHMARKING AS OF SEPTEMBER 30, 2020

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

$TOCK/BOND | TOTAL RETURN THROUGH 9/30/2020 |

ALLOCATION

INDEX PORTFOLIO

[3RDQTR|| YTD |[12 MTHs| | 3 YEARS| |5 YEARS]

Capital 0% / 100% Cumulative 0.9% 2.5% 31% 82% 11.9%
Preservation Annualized 31% 27% 23%
Income 20% / 80% Cumulative 22% 21% 42% 105% 20.0%
Annualized 42% 34% 37%

Balanced 35% / 65% Cumulative 2.8% 1.9% 48% 11.9% 243%
Conservative Annualized 418% 38% 45%

Balanced 50% / 50% Cumulative 38% 1.6% 5.8% 141% 314%
Annualized 5.8% 45% 56%

Balanced 65% / 35% Cumulative 47% 11% 6.4% 155% 375%
Growth Annualized 6.4% 49% 6.6%
Growth 80% / 20% Cumulative 5.6% 0.8% 73% 17.8% 452%
Annualized 73% 56% 77%

Aggressive 95% / 5% Cumulative 62% 03% 7.6% 18.4% 493%
Growth Annualized 7.6% 58% 83%

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.
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SELECTED MIUTUAL FUNDS - TOTAL RETURN PERFORMANCE SUMMARY
As of September 30, 2020

Taxable Short-Term Bond Average 1.0% 2.7% 3.3% 2.8% 2.4%
Taxable Intermediiate Bond Average 0.9% 6.5% 6.7% 4.9% 3.9%
Wells Fargo Ultra Short AS 0.7% 1.8% 2.3% 2.3% 1.8%
Vanguard Short Federal HS 0.4% 3.9% 4.3% 3.0% 21%
American Century Short Duration HS 0.9% 2.9% 3.3% 2.7% 2.3%
Pioneer Short-Term Income HS 2.8% -0.9% -0.3% 1.7% 1.6%
Doubleline Low Duration HS 1.4% 1.0% 1.6% 2.3% 2.3%
Vanguard Short-Term Investment Grade HS 0.9% 4.2% 4.8% 3.5% 3.0%
American Funds Bond Fund of America HI 1.0% 9.1% 9.5% 5.5% 4.4%
American Century GNMA Income HI -0.4% 3.1% 3.1% 3.1% 2.3%
Diamond Hill Corporate Credit LI 5.1% 3.9% 6.2% 5.9% 71%
Miller Convertible LI 7.7% 10.8% 14.0% 6.1% 6.9%

BOND FUNDS - TAX EXEMPT

Tax-Free Intermediate Bond Average 1.3% 2.5% 31% 35% 3.1%
Vanguard Muni Limited Term HS 0.9% 2.6% 3.3% 2.5% 2.1%
T. Rowe Price Tax Free $/1 HS 0.9% 2.6% 3.2% 2.3% 1.8%
Vanguard Muni Intermediate Term HI 1.3% 3.4% 4.1% 3.9% 3.5%
Vanguard Ohio Long-Term HL 1.4% 4.8% 5.4% 5.1% 4.6%
STOCK FUNDS - DOMESTIC
S&P 500 Index 8.9% 56% 15.2% 12.3% 14.2%
Equity Fund Average (Morningstar Mgr Agg US Core EW) 6.6% -3.8% 4.3% 5.1% 9.2%
Schwab Large Cap Growth LG 13.6% 24.6% 38.2% 21.5% 19.4%
Parnassus Endeavor LG 9.7% 1.2% 11.3% 7.1% 12.6%
T.Rowe Price Dividend Growth Lv 8.1% 1.9% 8.7% 11.8% 13.5%
WisdomTree US Quality Dividend Growth Lv 9.4% 3.9% 12.3% 11.6% 14.1%
American Century Equity Income Lv 3.9% -8.5% -4.1% 4.0% 9.4%
Hennessy Focus MG 5.4% -4.7% 0.3% 6.8% 8.8%
John Hancock Multifactor Mid-Cap MB 7.1% -3.4% 3.5% 6.5% 10.0%
John Hancock Disciplined Value Mid-Cap MV 5.5% -13.2% -7.8% 0.2% 5.9%
SPDR S&P600 Small Cap Growth SG 4.1% -7.9% 0.0% 3.5% 9.2%
Neuberger & Berman Genesis SB 4.9% 3.5% 9.6% 9.7% 11.9%
Diamond Hill Small-Cap SV 5.9% -21.5% -15.2% -5.7% 0.2%
SPDR S&P600 Small Cap Value Y 2.1% -22.7% -16.7% -4.4% 5.0%
STOCK FUNDS - INTERNATIONAL
Morgan Stanley EAFE Index (Foreign) 4.8% -7.1% 0.5% 0.6% 53%
Oakmark International Lv 3.6% -20.2% -11.4% -8.1% 2.3%
Schwab Fundamental International Index Lv 3.5% -14.6% -7.8% -3.2% 3.6%
John Hancock International Growth LG 11.5% 8.8% 18.4% 8.4% 10.5%
Thornburg Developing World LG 10.3% 0.8% 13.3% 5.6% 9.4%
Harding Loevner International Small Company SG 12.2% 2.7% 15.5% 4.7% 9.5%
Hennessy Japan LB 10.2% 11.4% 20.0% 11.1% 14.8%
STOCK FUNDS - SPECIALTY
Salient-Forward Select Income (REIT) MV 8.2% -11.2% -10.6% -1.8% 2.3%
Neuberger Berman Real Estate Securities MV 1.3% -7.4% -7.8% 6.1% 7.6%
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