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Bill Henderly, CFA, Nvest Wealth Strategies, Inc.
Multiple Choice: Equities’ performance was choppy during 3Q2021 due to:

A) collateral damage from significant government interventions in the global economy during the

last 18 months

B) pieces of the economy are not fitting together well — supply shortages persist, shipping ports

are clogged; shipping and energy prices are surging

Q) Inflation appears sticky, not transitory

D) the Fed is expected to taper its bond buying program in 4Q (November), but not raise interest

rates until later 2022

E) Investors growing concerned about slowing economic growth, or stagflation

F) All of the above
What's your answer? Multiple-choice questions that are technical can be daunting when only a basic
understanding of the subject exists. They may be easier to answer when the question is very general
or when one develops a deeper understanding of topic. Free response answers may be preferred as
this format allows sharing understanding during the written response. This economic and market
topic area may not be of interest to you, as that's why you elected to work with Nvest Wealth
Strategies in the first place. In any case, the answer was provided via the title of this brief article: “All
of the above.”
Investors are continuing to weigh in with their answer via stock market action that reflects a fluid
environment during the 3Q2021. The market trend is still upward, but at a much slower pace.
Looking below the surface, there is much shifting around; momentum is tepid. In fact, the market
index is stuck trading in a narrow range since May 10™. Yet (you say),... the S&P500 managed to
establish 21 new highs during the past 3 months, bringing the total new highs for 2021 to 55 with
the last being September 2™. Since then, the market surrendered -5% while the average US stock
fund declined -1% for the quarter. That's the slowest quarterly return since this new bull market
began 18 months ago (3/23/2020); it's only the second negative but worst single month loss this year
(January dropping -1%). Many investors are surprised that only a few company stocks were behind
the most recent market high; and these stocks are now correcting as interest rates rise. Most investors
are also surprised that the average stock declined by double-digits over the summer, and recently over
60% of stocks are trading near 20-day lows. That's opposite of market action in the early days of a
new bull market when the majority of stocks are rising to achieve new highs. It is normal that as bull
markets age the number of “soldiers” following the “generals” declines a lot. Rotation occurs with
different areas leading and others resting. Important though - the upward trend is still in place. Don’t
fight trend even as momentum temporarily wanes.

Another quick question: What stock market sectors are best performing for the YTD?

A) Technology; B) Energy; C) Financial/banks; D) Health care.
If you answered Technology or Health care sectors = wrong. Best guess = Energy, followed by
Finance/banks. But during the course of this year, the answer changed a lot with sector rotation.
Client portfolios are a product of the market, as they travel in a similar path with the stocks and
bonds. The level of portfolio performance is a function of asset mix — percentage of stocks and bonds.
YTD performance returns are attractive; 12 month returns are fantastic, and new bull market returns
are unbelievable. The larger the allocation to stocks, the greater the portfolio performances. It is
critical to stay invested pursuing an appropriate long term investment objective (stock/bond
allocation). Don't get caught up with politics or other short-term noise; keep watching the underlying
economic and business environment.

Question: s it better to follow emotion when investing? Anyone working with us for a number of
years knows our answer: Trying to time the market or “playing it safe” is the biggest risk an investor
can take. Successful long term investors remain “time in the market”; we never advocate timing the
market (it's impossible).

ALWAYS A PIVOT POINT

Bill Henderly, CFA, Nvest Wealth Strategies, Inc.

A turning or pivot point is when a very significant change occurs; a decisive moment. Sometimes an
event in history displays immediate repercussions, making its significance obvious at the time. Other
times, the impact of an event or decision, or person is clear only in retrospect. There are always pivot
points occurring, but not all create dramatic moments. We believe the US and global economic
system is experiencing a pivot point. Time will tell, in retrospect, as to how significant is this point.
The pivot was initiated with the Great Lockdown resulting from COVID, wherein governments flooded
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“During inflationary times,
bonds do not perform as well
(as stocks) as their interest
payments are fixed... investors
need growth assets - stocks, real
estate - that can receive price
appreciation to overcome the
effects of inflation.”
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the financial system with support and aid. Now, in late 2021, we are moving away from maximum
policy accommodation and stimulus as central bankers begin tapering off their bond buying
activities; they also state that they are not yet ready to begin raising interest rates, a tightening
monetary policy action. Government fiscal (tax, spending and regulatory/tariff) policy is attempting
to remain in full “spend” mode. The pivotal question: was policy action - that “broke all the rules”,
where “every snap was an audible or a broken play” creating huge deficit spending — the catalyst to
sticky, stubborn inflation and higher interest rates?  Savers welcome higher interest rates
(nonexistent for 15 years). Recent and current policy action may, when looking back, be the pivot or
turning point.

September was a “month to remember” as the Administration and Congress are confusing the
public focus on a bipartisan infrastructure package, plus an additional $3.5 trillion spending budget
(all social program oriented) with huge tax increase ideas, a potential government shutdown, the
debt ceiling, and the reappointment of current Fed Chairman Powell. That uncertainty appears to
not yet be ending and is creating a nervous bull (investor). These political pursuits are occurring on
the heels of massive monetary and fiscal stimulus that started in 2020. Amazing, many of the
current economic stats indicate our economic recovery at, above and beyond the pre-COVID levels;
except for unemployment. At this point, US job openings are going unfilled, with unemployment
still 5 million higher than pre-COVID levels. We read reports of the past wherein 100 people might
apply for 1 job; today, there are only 10 applicants and many do not show up for their interview.
Many employers cannot find qualified workers. That translates into small businesses reducing
working hours, even closing; and raising prices to cover increased wages and supply costs.

Could this translate into a challenging former economic condition, called stagflation (experienced
during the 1970s)? Could we be pivoting to a stagflation economic environment over the coming
years? Stagflation gets its name from stagnating (slowing) economic growth (outlook) with rising
inflation. Inflation can become a stubborn, sticky component that is difficult to alter. The Great
Lockdown (2020) altered the US and world supply chain — raw materials, manufactured products and
components, and shipping (boat, rail, truck) — causing the price for most everything to rise. There
does not appear any signs of cost pressure (+9.7% year over year) being alleviated soon. Unable to
find workers, and unable to meet increased demand, companies are deciding to produce higher
priced products in smaller quantity with the hope to maintain product revenues and profit margins
even while paying significantly higher wages. The product supply problem does not show immanent
resolution. The longer the supply-chain bottlenecks and employment shortfall exists, the more sticky
inflation will remain, creating a greater challenge to control thereafter.

Investing during an environment of sticky, stubborn inflation, or stagflation requires investing in
stocks, including those growing their dividends; also owning convertible bonds enhances returns.
During inflationary times, bonds do not perform well as their interest payments are fixed; they
cannot grow. Bond issuers like inflation, as repaying the bonds is with less valuable dollars; savers
dislike inflation because it erodes the value of the cash flows. To beat inflation, Investors need
growth assets — stocks, real estate — that can receive price appreciation. We are not advocating
owning all stock portfolios. Bonds offer diversification, liquidity, and enhance your flexibility from
where to source money in a variety of market environments. Owning bonds requires careful focus
on maturity and quality - owning bonds issued by better financed companies, and shorter maturities
due in 5 years or less (provides re-pricing opportunities during inflationary times). History shows that
stocks are good inflation fighters. Don't fear pivot points; it is important to keep investing via correct
asset choices during that time.

HAPPY ANNIVERSARY

Bill Henderly, CFA, Nvest Wealth Strategies, Inc.

September 30 (quarter end) marked the 40™ anniversary of the current bull market for bonds. Happy
Anniversary Bond Bulls! This bond bull market started September 30, 1981 with historically high
interest rates of 15.84% on a 10-year Treasury bond (mortgage bonds provided yields of 18.75%).
Inflation was sky high; it was hyper due to a quadrupling of oil prices in 1974-75. The prime (short
borrowing) interest rate was over 20%. | can attest..., no one enjoyed investing during this time.
Stocks struggled greatly, and investors were leery of owning bonds at 18%; who would want to
borrow money and pay 18% (that's junk bond rates; that's credit card rates today)?

Hindsight is 20/20, but foresight is legally blind. Hindsight would advocate buying all the zero-
coupon (rate) bonds available — they were priced at a compounding 18% rate which means there is
no re-investment rate risk; you earn 18% per year until maturity. 18% compounded for 10 years is
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better than the average annual 10-year return on stocks. This was a layup which investors did not want because they could not see how
the “back of inflation” could be broken. Inflation is not an investors’ friend; it is one of our two investment enemies (other being taxes).

Then in 1981 President Reagan and Congress cut income tax rates (top marginal rate was 70%!) in half. That initiated, or was the pivot
or catalyst for a 40 year bull market in bonds. A bull market in bonds occurs because interest rates fall. Recall, as interests rates fall,
bond prices rise. For the last 40 years, interest rates were on the glide path of a brick — downward. As you know, the last 15 years, with
ZIRP (zero interest rate policies) paid on savings and bonds is next to “zero”. Savers earn trivial interest.

Forty years later, we may be at another inflection point. The 40-year bull market for bonds may be ending, meaning rates may be
starting a trip upward. That's because of current uncertain inflation expectations — is it becoming sticky and stubborn? Even in 2021 we
can see three distinct yield phases for the 10-year Treasury...1) January to April: yields went from 0.9% to 1.75% (big move up); 2) April
to August: yields fell from 1.75% back to 1.15%; and 3) August to today: yields rising to 1.50%. This is likely because of too much
government spending, supply-chain bottlenecks, and rising inflation everywhere while the economy recovers from the Great Lockdown.
Even oil and gas (briefly discussed above) is hitting the highest prices in years (creating inflation). Bond investors are trying to anticipate
current government policy action, and are concerned about the US government deficit situation and prospect for higher taxes.

Are these “fun” times for savers and investors? If the bond bull market is over, the “fun” appreciation environment for bonds is
complete. Investors must pay close attention to bond quality and maturity. All investors must continue to monitor changing US and
global government policy actions in the form of spending and taxes; economic growth conditions, and the path of inflation expectations
and interest rates. Savers should welcome higher interest rates (to a degree). Don’t be unnerved. Owning stocks is very important to
combat the effects of inflation. Historically, dividends contributed nearly 50% of the total return over time based on data going back to
the 1930s. Stock dividends are likely to be more important as we pivot throughout the 2020s. It is important for diversification benefits
to own both bonds and stocks, even when inflation appears to be sticky.

Did you know?....Nvest Wealth Strategies celebrated its 15% anniversary this year? Nvest was “born” in May 2006. Thank you for asking
us to be your investment advisor and assisting you with LIVING LIFE financial planning. Thank you for sharing our services abilities with
your family and friends.

(TAX) CHANGE IS IN THE AIR

Steve Henderly, CFA | Nvest Wealth Strategies, Inc.

It is often said that there are just two certainties in life: Death and Taxes. Or how about “the only constant in life is change”? In 2021, it
is hard to recall a client conversation where the topic of potential tax policy changes did not arise. Since COVID, government policy was
all about huge stimulus and spending; as we shift our attention to the final quarter of 2021 and beyond, the conversation is increasingly
about how all additional spending proposals will be paid for (via taxes — both corporate and personal).

What are we hearing/reading on proposed tax changes being debated; what's likely to occur? While we do not hold ourselves out as tax
professionals (nor intend this as tax advice), negotiations by policymakers are ongoing. Remember, investors have two enemies—taxes
and inflation. Below is a quick summary of key tax increase targets:

¢ Income and taxes on capital gains: tax rates are proposed to rise for households making $400k/year or more. Capital gains for those
same individuals could rise to an effective rate of 28.8% when also factoring in the 3.8% healthcare-related surtax (vs. 23.8
currently); earners at $1 million+ would see capital gains rates at 43.4% (vs 23.8% currently).

o Corporate Tax rates: may increase from 21% currently toward 25%, reversing much of the 2017 corporate tax cuts.

¢ Small business owners with >$500k of income will see their taxes increase while losing some meaningful deductions.
¢ Value of itemized deductions may be limited to 28% — meaning high-earners would receive a smaller tax benefit than heretofore for
things like charitable donations, traditional retirement account contributions, mortgage interest, etc.
¢ Many tax people suspect the $10,000 deduction cap on combined state and local taxes (SALT) will be eliminated; meaning
that payment of all state and local income/property taxes could become deductible again; increasing the probability that
itemizing deductions is more attractive vs. using the standard deduction;

o Estate taxes: the lifetime exemption may be reduced from current $11.3million/person to $6million/person effective in January (4
years ahead of schedule) — meaning the estate tax would be a wealth reduction factor for more families than current.

O It seems increasingly unlikely that an originally proposed change to eliminate the beneficial step-up basis will survive; this
would tax the appreciation on assets (including real estate, small businesses and farms) moving to beneficiaries of an estate.

e Roth IRA Conversions: may become more tightly restricted. Proposed legislation may eliminate conversion of after-tax IRA
contributions to Roth (no more “backdoor” Roth contribution) starting in 2022. If income is more than $400k, one could also be
prohibited from converting pre-tax retirement money to Roth IRA accounts after 2032.

O "Mega-Backdoor Roth” provisions available in a few (but growing number of) company 401k plans is being considered for
elimination (this seems like low-hanging fruit).

Based on respected Washington policy research we receive, those with annual earnings below $400k should worry less about many of
the proposed changes. For those above that threshold or with large estates, changes appear significant. These wide ranging, massive
income and wealth tax changes would not be received well by the financial markets if fully implemented; they would represent the
largest tax increases in over 50 years. Tax increases (like inflation) lower investment returns and wealth. On the other hand, the failure to
enact these huge tax changes would be bullish for all. If it's been a while since we updated your LIVING LIFE projections, or if you are
concerned about how some tax proposals may impact your current savings or giving strategies, we invite you to connect with us so we
can review your personal plans together; we can help determine if any additional strategies may be appropriate to explore.



BENCHMARKING AS OF SEPTEMBER 30, 2021

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

S10CK/BOND | TOTAL RETURN THROUGH 9/30/2021 |

ALLOCATION

INDEX PORTFOLIO

[3RD QTR|| YTD |[12 MTHS| |3 YEARS| |5 YEARS |
Capital 0% / 100% Cumulative 01% 05% 15% 98% 118%

Preservation Annualized 15% 32% 23%

Income 20% / 80% Cumulative 02% 29% 77% 159% 24.8%

Annualized 77% 51% 415%

Balanced 35% /65% Cumulstive -03% 42% 109% 191% 31.8%

Conservative Annualized 109% 6.0% 57%

Balanced 50% / 50% Cumulstive -04% 6.1% 154% 24.0% 432%

Annualized 154% 74% 74%

Balanced 65% / 35% Cumulative 07% 7.9% 20.0% 284% 54.1%

Growth Annualized 20.0% 87% 9.0%

Growth 80% /20% Cumulative -08% 9.9% 249% 337% 672%

Annualized 249% 102% 10.8%

Aggressive 95% /5% Cumulative -1.0% 11.1% 283% 36.7% 753%

@ Growth Annualized 283% 11.0% 11.9%

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, 2021

Taxable Short-Term Bond Average 0.1% 05% 1.6% 3.4% 2.4%
Taxable Intermediate Bond Average 0.0% -1.3% -0.3% 53% 2.9%
Wells Fargo Ultra Short AS 0.1% 0.4% 1.0% 2.1% 1.8%
Vanguard Short Federal HS 0.0% 0.0% 0.5% 3.3% 1.9%
American Century Short Duration HS 0.3% 1.4% 2.5% 3.2% 2.4%
Pioneer Short-Term Income HS 0.4% 2.1% 3.9% 2.7% 2.1%
DoubleLine Low Duration HS 0.2% 0.8% 1.6% 2.4% 2.1%
Vanguard Short-Term Investment Grade HS 0.1% 0.3% 1.2% 3.9% 2.6%
American Funds Bond Fund of America HI 0.2% -1.2% 0.2% 6.2% 3.4%
American Century GNMA Income HI 0.0% -1.0% -0.4% 3.5% 1.7%
BrandywineGlobal Corporate Credit (ta biamond-til corp crea) LI 0.6% 3.2% 8.8% 7.6% 6.8%
Miller Convertible LI -1.6% 0.3% 8.1% 7.7% 6.4%

BOND FUNDS - TAX EXEMPT

Tax-free Intermediate Bond Average -0.3% 1.1% 3.1% 4.5% 2.7%
Vanguard Muni Limited Term HS -0.1% 0.3% 1.0% 2.9% 1.9%
T. Rowe Price Tax Free S/I HS -0.1% 0.2% 0.9% 2.8% 1.7%
Vanguard Muni Intermediate Term HI -0.3% 0.6% 2.2% 4.7% 2.9%
Vanguard Ohio Long-Term HL -0.4% 1.1% 3.2% 6.0% 3.9%

STOCK FUNDS - DOMESTIC

S&P 500 Index 0.6% 15.9% 30.0% 16.0% 16.9%
Equity Fund Average (Morningstar Mgr Agg US Core EW) -1.3% 15.5% 38.5% 12.3% 13.7%
Schwab Large Cap Growth LG 1.5% 15.6% 29.1% 22.8% 22.8%
Parnassus Endeavor LG -4.5% 20.5% 51.7% 19.3% 17.9%
T.Rowe Price Dividend Growth Lv 0.6% 13.2% 26.6% 15.4% 15.3%
WisdomTree US Quality Dividend Growth Lv -0.9% 10.6% 21.2% 12.4% 15.2%
American Century Equity Income LV -0.5% 9.3% 20.8% 8.3% 9.2%
Hennessy Focus MG 0.8% 22.5% 35.6% 14.8% 13.8%
John Hancock Multifactor Mid-Cap MB -0.3% 15.2% 38.5% 13.6% 14.5%
John Hancock Disciplined Value Mid-Cap MV -1.7% 17.7% 43.1% 10.3% 10.8%
SPDR S&P600 Small Cap Growth SG -1.5% 14.6% 48.7% 10.0% 14.8%
Neuberger & Berman Genesis SB 0.6% 9.1% 31.6% 13.8% 15.3%
American Centry Small Cap Value SV -2.8% 27.9% 69.8% 13.7% 13.9%
Diamond Hill SmaII-Cap (swapped to ASVIX/SLYV in June) N 1.9% 22.9% 55.7% 7.2% 8.5%
SPDR S&P600 Small Cap Value SV -4.1% 25.2% 66.3% 8.3% 11.9%
STOCK FUNDS - INTERNATIONAL

Morgan Stanley EAFE Index (Foreign) -0.5% 84% 25.7% 7.6% 8.8%
Oakmark International LV -5.0% 8.0% 42.0% 5.6% 8.3%
Schwab Fundamental International Index Lv -0.8% 12.9% 37.5% 6.6% 8.7%
John Hancock International Growth LG -2.3% 7.3% 20.4% 12.8% 12.7%
Thornburg Developing World LG -6.5% -1.1% 20.3% 13.7% 10.7%
Harding Loevner International Small Company SG 2.2% 9.8% 26.6% 11.8% 12.3%
Hennessy Japan LB 8.9% 1.8% 14.7% 9.1% 12.2%

STOCK FUNDS - SPECIALTY

Salient-Forward Select Income (REIT) MV 1.6% 11.9% 22.1% 5.2% 3.4%
Neuberger Berman Real Estate Securities MV 0.1% 21.6% 29.3% 14.2% 9.7%
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