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Market Performance
Is Amazon's dominance

of online retail good for

Equities LAST WEEK QTD

consumers?

Total U.S. Market! +1.72 +1.72. +4.99
In the midst of a trade war, Domestic Large-Cap Equity? +1.56 +1.56 +4.25
what's giving investors Domestic Small-Cap Equity® +3.12 +3.12 +11.02
reason to breathe easier International Equity® 1027 1027 351
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History suggests recent U.S. Developed International Equity +0.57 +0.57 2.20
outperformance may be Emerging Market Equityé -0.71 -0.71 -7.32
short-lived Fixed Income LAST WEEK YTD ‘18

U.S. Investment Grade Bonds’ +0.24 +0.24 -1.38

Cash Equivalent?® +0.03 +0.03 +0.80

Commodities LAST WEEK YTD ‘18

Commodity® -1.34 -1.34 -1.34
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Week in Review
|

It was a standout week for the U.S. equity markets. The Russell 2000 Index led the way with a gain of more than 3%. Growth did
well as the Russell 3000 Growth Index was up more than 2%. Value lagged but has since increased by 1%. International markets
lagged sharply as the MSCI ACWI ex-U.S. was up 27 basis points and emerging markets were down 71 basis points.

It was a decent week for bonds as the Bloomberg U.S. Aggregate Bond Index was up 24 basis points. The 10-year U.S. Treasury
yield ended the week at 2.82%. Commodities struggled and were down 1% on the week.




Are Dynasties a Good Thing?

Dynastiesin some form have been
around forever. These days they
are discussed frequently in sports,
and they typically refer to teams
or individuals that dominate their
sport for an extended length of
time. That includes the old and
new New York Yankees, the old
Boston Celtics in the 1960s and
the 80s, the Showtime Lakers with
Magic Johnson, the New England
Patriots, and the Golden State
Warriors. Heck, I would even say
Tiger Woods is a dynasty!

There are good and bad sides
to dynasties. The good? They
draw in viewers. People talk
about and watch those teams or
individuals. Look no further than
the ratings when Tiger Woods is
in contention for a tournament
victory. We love them, and we
hate them, which brings us to
the bad - those teams or players
who know they are going into a
season or tournament with no
chance to win.

This also carries over to business.
Amazon could be viewed as a
dynasty. Its objective is certainly
to dominate the market for an

extended period of time. That
can probably be taken a step
further. It seems Amazon wants
to be the market.

Do consumers benefit from this?
Do we love or hate this? We shop
on Amazon to get what we want
at the best available price. It's the
only name many people think of
when they shop online. Amazon
has become the dominant online
retailer, and the company's success
has translated into huge gains for
its owners as the accompanying
chart shows. The bad? There are
numerous other retailers, large
and small, struggling to compete
and survive.

COMPANY MARKET CAP.

Several other businesses could
be considered dynasties in
the current market. Apple,
Microsoft, and Google come
to mind. It's the world we live
in now. But when dynasties
falter, sometimes they never
recover. The Chicago Bulls with
Michael Jordan was a dynasty
in the 1990s. Jordan remains
a dynasty, but the team does
not. We can look back to the
not-so-distant past for an
example. Blackberry dominated
for a decade, from the mid-
90s to about 2010. Everyone
who worked on Wall Street had
one. Then Apple took over, and
where is Blackberry now?

MARKET CAP. % CHANGE

12/2007 12/2017

Sears $12.7B $0.44B 3 -96%
JCPenney $10.62B $1.04B 4-90%
Kohl’s $15.5B $8B $-47%
Macy’s $13.2B S7.6B $-42%
Target $44B $33B 3-25%
Best Buy $21.6B $17.6B J-16%
Nordstrom $8.9B $7.5B 3-15%

Walmart $196.3B $288.1B 146%

Amazon.com $39.6B $555.3B M1,318%

Source: ycharts.com (values for 2007 and 2017)




Sell the Rumor, Buy the Fact

Despite concerns about the
Federal Open Market Committee
(FOMC) minutes, a potentially
damaging wage component in
the June jobs report, and the
beginning of an official trade
war, investors were pleasantly
surprised and rewarded with
market-friendly data that sent out
a coast-is-clear signal for now.

The equity  markets, both
domestically and globally, have

had a rough go the last several
weeks as the escalation of trade
war rhetoric continued. The
markets took a turn for the better
mid-week. First, the FOMC
minutes portrayed a very strong
economy, indicating rate hikes
should be gradual. The minutes
also mentioned intensified risks
around the U.S.-China trade war.
These were cited by "many” rather
than “some,” which nudged the
market to expect the Federal

Reserve (Fed) will be slower to
raise rates.

OnFriday morning, the allimportant
payroll data was released. While the
headline number portrayed solid
growth, the equity market took
solace In the less-than-expected
wage gains and the increase in the
overall unemployment rate from
3.8% to 4%. Those trends gave the
Fed more cover to raise rates even
more slowly moving forward.

Average Hourly Earnings of All Employees: Total Private

N o o ~
wl (@] (@] (@)

o
o

Percent Change from Year Ago

1.5

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: U.S. Bureau of Labor Statistics as of June 2018. Shaded area indicates U.S. recession.
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https://www.clsinvest.com/2015/03/18/all-in-an-east-coast-guy-in-a-midwest-home/

America the Beautiful

Content  provided  by:  Grant
Engelbart, CFA, CAIA, Portfolio
Manager

The United States of America
has been one of the most
amazing success stories in
history, particularly financially,
after winning its independence
from the British Empire. What
began as a fledgling emerging
economy has grown to capture
more than 50% of the world's
market-cap in just over 200
years. For context, the United
Kingdom and Dutch stock
markets were more than 100
years old when the U.S. stock
market began, circa 1792

All of this past success is reason
to celebrate (and spend way more
than necessary on fireworks),
but it also creates a tendency to
extrapolate that investing in the
U.S. is the best, and the only, way.
This leads to success and home
country biases and can blind us
from overseas opportunities.

Of course, to the CLS audience,
this is nothing new. We have
been preaching about the
merits of global investing for
some time. Unfortunately, the
recent quarter proved trying
for international equities,
particularly due to the dollar's
strength. In fact, it was one

of the worst three-month
stretches versus the U.S. stock
market in some time. Rolling
three-month performance
over the past couple decades
shows the recent degree of
underperformance measured
a whopping two standard
deviations! Something that has
only happened 2% of the time.

We all need reminders that
investing is a long-term activity
(much longer than three
months), dwelling on short-
term performance is a huge
reason investors consistently
underperform and sell out at the
wrong times.
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http://www.clsinvest.com/download/global-and-balanced-white-paper/

The Russell 3000 Index is an unmanaged index considered representative of the U.S. stock market. The index is composed of the 3,000 largest U.S. stocks. The S&P 500
Index is an unmanaged index of 500-large capitalization companies. This index is widely used by professional investors as a performance benchmark for large-cap
stocks. The Russell 2000 Index is an index comprised of the 2,000 smallest companies on the Russell 3000 Index and offers investors a benchmark for small-cap stocks.
The MSCI ACWI ex U.S. Index (MSCI All-Countries World Index, excluding U.S) is an index considered representative of stock markets of developed and emerging
markets, excluding those of the U.S. The MSCI EAFE Index is an index which tracks performance of international equity securities in developed countries in Europe,
Australia, Asia, and the Far East, excluding the U.S. and Canada. The MSCI Emerging Markets Index is an index which tracks performance of large and mid-cap firms across
countries classified as emerging market countries. The Bloomberg Barclays Capital U.S. Aggregate Bond Index measures performance of the U.S. investment-grade bond
market. The Bloomberg Barclays Capital 1-3 Month U.S. Treasury Bill Index includes all publicly issued zero-coupon U.S. Treasury Bills that have a remaining maturity of
less than 3 months and more than 1 month, are rated investrent grade, and have $250 million or more of outstanding face value. The Bloomberg Commodity Index is
made up of exchange-traded futures on physical commodities and represents commodities that are weighted to account for economic significant and market liquidity.
An index is an unmanaged group of stocks considered to be representative of different segrments of the stock market in general. You cannot invest directly in an index.

Any graphs and charts contained in this work are for informational purposes only. No graph or chart should be regarded as a guide to investing. While sorme CLS portfolios
may contain one or more of the specific funds mentioned, CLS is not making any comment as to the suitability of these, or any investment product for use in any portfolio.
The views expressed herein are exclusively those of CLS Investments, LLC, and are not meant as investment advice and are subject to change. No part of this report may be
reproduced in any manner without the express written permission of CLS Investments, LLC. Information contained herein is derived from sources we believe to be reliable,
however, we do not represent that this information is complete or accurate and it should not be relied upon as such. This material does not constitute any representation
as to the suitability or appropriateness of any security, financial product or instrument. There is no guarantee that investment in any program or strategy discussed herein
will be profitable or will not incur loss. This information is prepared for general information only. It does not have regard to the specific investment objectives, financial
situation, and the particular needs of any specific person who may receive this report. Investors should seek financial advice regarding the appropriateness of investing
in any security or investment strategy discussed or recommended in this report and should understand that statements regarding future prospects may not be realized.
Investors should note that security values may fluctuate and that each security's price or value may rise or fall. Accordingly, investors may receive back less than originally
invested. Past performance is not a guide to future performance. Individual client accounts may vary. Investing in any security involves certain non-diversifiable risks
including, but not limited to, market risk, interest-rate risk, inflation risk, and event risk. These risks are in addition to any specific, or diversifiable, risks associated with
particular investment styles or strategies. 1689-CLS-7/10/2018




