


Week in Review

Another week, another all-time high for global stocks. The uncertainty related to
tensions with Iran (see next section) that began the week faded quickly, and stocks
marched higher. Easing tensions, signs that the phase one trade deal will be signed
with China soon, and good-enough economic numbers all buoyed sentiment.
Emerging market stocks rose for the sixth week in a row.

Bonds fell slightly on the week with the closely followed 10-year Treasury closing at
1.82%. The last non-farm payroll report for 2019, or the decade if you want to be
dramatic, came in slightly below expectations at 145,000 jobs, and the unemployment
rate remained at 3.5%. December marks the seventh consecutive month of more than
100,000 jobs created.

Commodities fell on the week as the dollar rebounded, and easing tensions in the
Middle East sent oil prices lower (after initially spiking). Gold prices rose, however, and
continue to be one of the best performing asset classes so far this year. Corporate
earnings season begins this week.

Market Performance

as of 01/10/2019

FIXED INCOME 10-YEAR 5-YEAR 3-YEAR 1-YEAR YTD Q1D LAST WEEK
Cash Equivalent! +0.55% +1.04% +1.63% +2.15% +0.05 +0.05 +0.03
U.S. Investment Grade Bonds? +3.74% +2.96% +4.05% +9.20% +0.45% +0.45% -0.09%

EQUITIES 10-YEAR 5-YEAR 3-YEAR 1-YEAR YTD Q1D LAST WEEK
Global Equity Market? +8.78% +8.92% +12.15% +22.82% +0.90% +0.90% +0.63%
Total U.S. Market* +13.32% +11.77% +14.68% +27.53% +1.12% +1.12% +0.96%

Domestic Large-Cap Equity® +13.44% +12.50% +15.99% +29.20% +1.40% +1.40% +1.12%

Domestic Small-Cap Equity® +11.65% +8.08% +7.70% +17.03% -0.34% -0.34% -0.10%
International Equity” +5.12% +6.32% +9.54% +17.63% +0.53% +0.53% +0.17%

Developed International Equity® +5.37% +6.28% +8.95% +17.87% +0.15% +0.15% -0.08%

Emerging Market Equity® +4.22% +6.30% +11.60% +16.84% +1.62% +1.62% +0.89%

DIVERSIFIERS 10-YEAR 5-YEAR 3-YEAR 1-YEAR YTD Q1D LAST WEEK
Diversified Alternatives™ +2.81% +0.94% +2.15% +6.20% +0.00% +0.00% +0.08%
Commodity" -4.97% -3.83% -0.75% +3.67% -0.18% -0.18% -0.78%

"Morningstar Cash Index 2Bloomberg Barclay’s Capital U.S. Aggregate Bond Index *Morningstar Global Market
Large-Mid Index “Morningstar U.S. Market Index *Morningstar U.S. Large Cap Index ®Morningstar U.S. Small Cap
Index ’Morningstar Gbl ex U.S. Large-Mid Index éMorningstar DM ex U.S. Large-Mid Index °Morningstar EM Large-
Mid Index "°Morningstar Diversified Alternatives Index ""Bloomberg Commodity Index.

Crises can make investors
nervous, but they also present
buying opportunities.

2019 was a great year for

ETFs, and the future looks
even brighter.

The SECURE Act could make
it easier for people to retire
with more security.
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On the Brink?

The U.S. attack on a prominent Iranian general on January 3 took markets by surprise.
Stocks fell, while oil and gold rallied. Hope of a resolution to the trade war with China

took a back seat as minds raced about real war. But it didn't take long at all for markets

to recover. Before we knew it, new highs were being set. Of course, we don't know if this
situation is behind us completely, but there are still a couple of lessons to be learned (or at
least revisited).

It’s Always a Buying Opportunity

| can say with confidence that any market correction - regardless of its cause - is a buying
opportunity for long-term investors. Markets are higher today than they were after the
recent attack, higher today than after the financial crisis, the Great Depression, or either
world war.

The chart and table below are from one of my favorite studies. You may have seen them
used before, but they show the market reaction during and after specific “crisis” events.
Everything from the Bay of Pigs invasion to Brexit is included. There does appear to be a
negative bias during the time of the event. That is natural as market participants reassess.
We also don't necessarily know the prevailing market environment; it can be more difficult
than people think to truly isolate a cause for market movement. But importantly, the
decline is short-lived. In the weeks, months, quarters, and years following these events, the
market averages double-digit returns. In fact, if we exclude two of the crisis events during
the 2008 financial crisis, the end numbers improve dramatically. And we all know how
good the returns have been coming out of 2008 because, well, we are living in them.

DAYS FOLLOWING REACTION DATES

CRISIS EVENTS REACTION

SINCE 1979 DATE %
Mean -3.3% 1.5% 1.9% 3.8% 10.6%
Median -2.3% 2.4% 3.5% 4.8% 13.1%
% Positive 21% 76% 70% 73% 73%

DAYS FOLLOWING REACTION DATES

CRISIS EVENTS
SINCE 1979 REACTION
(EX. 2008) DATE %
Mean -3.6% 2.2% 3.7% 6.4% 14.8%
Median -2.5% 2.5% 3.5% 5.1% 17.6%
% Positive 20% 80% 73% 80% 80%

Sources: CLS Investments, Ned Davis Research, Morningstar
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Did you know? Grant invested in his

first fund at age 13.
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On the Brink? (cont.)

Market Movements Following Crisis Events
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Source: Morningstar, Ned Davis Research

Diversification Still Works

Some investors may be scratching their heads trying to understand the point of owning
any asset class besides large-cap U.S. growth stocks. | won't preach the benefits of
international investing, staying balanced, or why | believe you need to own emerging
markets and value stocks right now (although you can find all that info here and here),
but | will mention commodities. Commodities have been shunned by investors for
having too much volatility and not delivering on returns as of late. But investors may be
missing the point. With that volatility comes a lack of correlation to other asset classes,
which in turn brings down your overall portfolio risk. We saw this in action after the Iran
incident. Gold and oil (both had returns of nearly 20% in 2019, not too shabby) climbed
several percentage points more than global stocks did. If you are worried about tensions
escalating, commodities make a lot of sense. Not to mention their attractive relative
valuations and ability to hedge against unexpected inflation.
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The State of the ETF Union

Despite being a month or so away from the actual State of the Union address, the beginning of
the year is a good time to look at how the ETF marketplace has evolved. 2019 was quite a year
in the ETF space for a number of reasons. Let's look at some of the major developments.

1.

No More Commissions!

In an exciting day of rapid industry change, Schwab cut commissions across ETFs,
stocks, and options (they were not the first to do so), which then led TD Ameritrade to
cut commissions that same day. Fidelity and Vanguard, which already had an extensive
commission-free ETF list, cut commissions in the weeks following.

Active Non-Transparent

Earlier in the year, Precidian won approval for an active non-transparent ETF structure
known as “ActiveShares.” These would be very similar to traditional ETFs but without the
daily disclosure requirements that have held back many active equity managers worried
about front-running their trades. Later in the year, several other proposed structures
were approved by the SEC (these included companies such as T. Rowe Price and Fidelity).
Several large equity managers are at least interested in these structures, as names like
Capital Group (American Funds), BlackRock, and JP Morgan have signed on. We've yet to
actually see a product launch, but this could be a key development for ETFs going forward.

Best and Worst Performers

2019 was a great year for many asset classes. Looking at non-levered or inverse (or VIX)
ETFs, risk-on sectors such as clean energy, semiconductors, biotech, silver miners, and
the mischievous OIL exchange-traded note, took the top spots. Bringing up the rear were
natural gas products, one of the longest-running “alternative harvest” ETFs, and a mixed
bag of frontier market ETFs.

TICKER 2019  NAME TICKER 2019

RETURN RETURN

iPath® Bloomberg Natural Gas

0y - 0
Invesco Solar ETF TAN 65.7% SubTR ETN B GAZ 37.5%
SPDR® S&P Semiconductor ETF XSD 64.6%  United States Natural Gas UNG -30.5%
VanEck Vectors Semiconductor g\ G450 ETFMG Alternative Harvest ETF M -28.6%

ETF

Vil [Hifesre) ez @il BBC  62.6% Velocity Shares Long LIBORETN ~ ULBR  -27.7%

Tris ETF

iShares PHLX Semiconductor SOXX 62.4% VanEck Vectors India Small-Cap SCIF 21.6%
ETF ETF

SPDR® Kensho Clean Power ETF  CNRG 62.0%  iShares MSCI Chile Capped ETF ECH -18.1%
Invesco WilderHill Clean Energy PEBW 61.9% United States 12 Month Natural UNL 17.8%
ETF Gas

First Trust Nasdaq o Breakwave Dry Bulk Shipping . o
Semiconductor ETF AP L ETF R (e
ETFMG Prime Junior Silver ETF SILI 56.3%  Global X MSCI Nigeria ETF NGE -16.4%
) - - )

[Path® S&P GSCICrude OIlTR  oiNF 53.8%  First Trust Natural Gas ETF FCG -15.7%

Source: Morningstar
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https://www.etftrends.com/etf-strategist-channel/the-day-commissions-died/
https://www.etftrends.com/etf-strategist-channel/story-etn-exchange-traded-note/

The State of the ETF Union (cont.)

Total Growth

ETFs saw $326 billion in inflows in 2019, the second largest on record (2017). Total ETF
AUM grew 31% to just more than $4.4 trillion. Approximately 250 ETFs were launched
in 2019, and about 150 closed down. Amazingly, at least four different ETFs opened
and closed within the year — talk about a short leash. Growth overall continues to be
strong, but it also continues to be highly concentrated in the largest issuers. As 2020
begins, monitoring developments such as the ETF rule, non-transparent active, and
commission-free platforms will be important to see if new and growing issuers can
take market share.
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The SECURE Act

Let's end with everyone’s favorite subject - legislation! On December 20, 2019, Congress
passed the Setting Every Community Up for Retirement Enhancement (SECURE) Act. This
received less news coverage than other recent legislation, and given the slower time of year
in which it was passed, may have been overlooked by some, so let's dive in.

* Required minimum distribution age is now 72 (up from 70 2).

* IRA contributions can continue past age 70 2 (no age limit as long as you are
still working).

* Most inherited IRAs must be taken within 10 years of receiving assets
(just about the only “bad” change, but there are many exceptions).

* Part-time workers may now be eligible to join their company’s 401(k) plan.

* Small businesses may receive benefits, such as a tax credit for starting a plan,
and multiple employer plans (MEPs) were expanded so unrelated small
businesses can bundle together.

* Parents can withdraw up to $5,000 penalty-free for the birth or adoption of child.
* 529 assets can be used to pay down up to $10,000 in student loan debt.
* Auto-enroll contributions now max out at 15% versus 10%.

* Additional transparency is now offered around purchasing an annuity with
your qualified account.

Taken on their own, most of these changes aren't earth-shattering. But, in sum, they are
important and needed. Generally, allowing more people to participate in retirement plans
and to do so longer in life is a positive development. These changes can only go so far,
however. Advisors can take the next step by helping new waves of participants understand
their savings options and offering management solutions to keep them invested for the
long term.
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The Morningstar Global Market Large-Mid Index is an index that measures the performance of the global market's equity markets targeting the top 90% of
stocks by market capitalization. The Morningstar U.S. Market Index is an index that measures the performance of U.S. securities and targets 97% market
capitalization coverage of the investable universe. It is a diversified broad market index. The Morningstar U.S. Large Cap Index is an index that measures
the performance of U.S. large-cap stocks. These stocks represent the largest 70% capitalization of the investable universe. The Morningstar U.S. Small Cap
Index is an index that measures the performance of U.S. small-cap stocks. These stocks fall between the 90th and 97th percentile in market capitalization
of the investable universe. In aggregate, the Small Cap Index represents 7% of the investable universe. Morningstar Global ex U.S. Large-Mid Index is an
index that measures the performance of Global Markets (ex-U.S.) equity markets targeting the top 90% of stocks by market capitalization. The Morningstar
DM ex U.S. Large-Mid Index is an index that measures the performance of developed markets ex-U.S. equity markets targeting the top 90% of stocks by
market capitalization. The Morningstar EM Large-Mid Index is an index that measures the performance of emerging markets targeting the top 90% of
stocks by market capitalization. The Barclay's Capital U.S. Aggregate Bond® Index measures the performance of the total United States investment-grade
bond market. The Morningstar Cash Index is an index that measures the performance of a Treasury Bill with six to eight weeks until maturity in the U.S.
market. The Morningstar Diversified Alternatives Index allocates among a comprehensive set of alternative underlying ETFs that employ alternative and
non-traditional strategies such as long/short, market neutral, managed futures, hedge fund replication, private equity, infrastructure or inflation-related
investments. 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. This index provides investors with a means of understanding the performance

of commodity futures markets and serves as a benchmark for investment performance of commodities as an asset class. 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 volatility of the
indexes may be materially different from the individual performance attained by a specific investor. In addition, portfolio holdings of investors may differ
significantly from the securities that comprise the indexes. You cannot invest directly in an index.

CLS Strategies are not sponsored, endorsed, sold or promoted by Morningstar, Inc. or any of its affiliates (all such entities, collectively, “Morningstar
Entities”). The Morningstar Entities make no representation or warranty, express or implied, to the owners of the CLS Strategies or any member of the
public regarding the advisability of investing in CLS Strategies generally or in the specific strategy presented here in particular or the ability of the CLS
Strategies to track general market performance.

THE MORNINGSTAR ENTITIES DO NOT GUARANTEE THE ACCURACY AND/OR THE COMPLETENESS OF THE CLS STRATEGIES OR ANY DATA INCLUDED
THEREIN AND MORNINGSTAR ENTITIES SHALL HAVE NO LIABILITY FOR ANY ERRORS, OMISSIONS, OR INTERRUPTIONS THEREIN.

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
some 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.

At certain places we offer direct access or ‘links’ to other Internet websites. These sites contain information that has been created, published, maintained
or otherwise posted by institutions or organizations independent of CLS Investments, LLC (CLS). CLS does not endorse, approve, certify or control these
websites and does not assume responsibility for the accuracy, completeness or timeliness of the information located there. Visitors to these websites
should not use or rely on the information contained therein until consulting with their finance professional. CLS does not necessarily endorse or
recommend any product or service described at these websites.

The CFA is a globally respected, graduate-level investment credential established in 1962 and awarded by CFA Institute — the largest global association of
investment professionals. To learn more about the CFA charter, visit www.cfainstitute.org.

The CAIA® is the globally-recognized credential for professionals managing, analyzing, distributing, or regulating alternative investments. To learn more
about the CAIA, visit https://caia.org/.

*CLS Investment, LLC (“CLS") Senior Portfolio Manager & Co-Director of Research, Grant Engelbart, CFA, CAIA, was selected as a “Top 10 Fund Managers to Watch”
in 2018 by Money Management Executive. Money Management Executive is an unbiased, third-party publication covering the asset management industry.
Money Management Executive chose the list of managers to watch by screening Morningstar data from funds with a single manager, ranked as having the
best three-year annualized returns in their respective categories. The list of managers was published March 12, 2018. Money Management Executive is not
affiliated with CLS. Ratings and awards may not be representative of any one client’s experience and are not indicative of CLS's future performance.
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