MARKET
TMG/ COMMENTARY

THE MATHER GROUP

4Q 2019

MARKET COMMENTARY: FOURTH QUARTER 2019

EXECUTIVE SUMMARY

Low rates continue to be a boon for both equity and fixed income markets. The Fed lowered rates for the 3rd time in 2019 and adopted a more
accommodative monetary policy than previously held. Going forward, the Fed is signaling a wait-and-see approach to additional rate changes, leading
many to believe that rates will remain unchanged throughout 2020.

In addition to low rates, the easing of hostilities in the US/China trade war also helped to bolster investor confidence and rally the markets. With the
phase one trade deal expected to be signed in Q1 2020, investors remain optimistic that continued progress will help drive positive market performance.
International equities have continued to underperform relative to their US counterparts. However, when looking at valuation metrics, international
equities are looking increasingly attractive to investors.

MARKET SPOTLIGHT: GLOBAL DIVERSIFICATION & 2019 REVIEW'

According to research by BlackRock in their Student of the Market report, 2019 was one of the best years KEY TAKEAWAYS FOR INVESTORS
for both U.S. stocks and bonds going back to 1926. Only 1985, 1989, 1995, and 1997 realized better

returns for both U.S. stocks and bonds. Looking back over the entire decade, the 2010’s were strong for * 2019 was one of the best years for both U.S.
both stocks and bonds. Going back to 1930, this was the 4™ best decade for stocks (out of 9 decades) stocks and bonds since 1926

and the 5™ best for bonds. e The 2010's saw historically strong returns for the

U.S., but was less kind to international stocks
While returns have been better than historical averages for the U.S. over the past decade, international e Global diversification still rewards long-term
stocks measured by the Morgan Stanley Capital International Europe, Australasia, and Far East Index investors
(MSCI EAFE) have lagged. In fact, MSCI EAFE had its 2"Y worst decade (of 9) since 1930. This
underperformance of MSCI EAFE, and other international stocks relative to the U.S. has led to questions from investors regarding the benefit of global
diversification.

Unfortunately, global diversification can be uncomfortable, as any asset class can underperform another at any given point in time. It is important to
remember the benefits of diversification as the next decade will almost certainly look different from the one that is now ending.

DOMESTIC EQUITY MARKET

The U.S. stock market had a strong end to the year, finishing up 9.07 percent for the 4" quarter and 31.49 percent for 2019 as measured by the S&P 500.

Strong stock market performance was supported by an economy that continued to expand in the 4™ quarter. While the trade war was somewhat subdued to
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DOMESTIC MARKET RETURNS DOMESTIC EQUITY

. KEY TAKEAWAYS
Equity Index 4Q 2019 Return % 2019YTD %
S&P 500 9.07% 31.49% e 4" Quarter performance led to a strong
- d of 2019
Dow Jones Industrial 8.96% 31.15% enaoe
NASDAQ 12 90% 38 99% ¢ A seemingly tight labor market has yet to
- - translate to substantial wage gains
Russell 2000 9.94% 25.52%
Source: BlackRock Benchmark Returns Comparison as of December 31, 2019 * The FOMC maintains the status quo as the

remains on solid ground

end the year with the announcement of a "Phase One”’trade deal, manufacturing readings 22 diverged as the Purchasing Manager's Index report

remained in contraction. Contraction in the ISM report started in August and shows potential for continued weakness to start the year based on weak product
demand and hiring. Service sector readings in December were some of the year's best, but weak demand indicates potential for slowing*S. The labor market
is still on solid footing with low jobless claims®, and a historically low unemployment rate of 3.5%,” which is consistent with strong labor growth. Despite
apparent strength, wage growth has been elusive and soft at 2.9% year over year in December.

While the economy remains steady, the Federal Open Market Committee minutes indicate the Federal Reserve will maintain the status quo with monetary
policy for the time being. The committee is looking for signs of deterioration or strength in the economy before recommending additional interest rate
moves, though they have expressed some concern around persistent low inflation and it limiting their options from a policy perspective.

Consumer sentiment remains optimistic > '° but confidence is less rosy. Continued consumer spending will remain important and could help continue
the economic expansion.

INTERNATIONAL EQUITY MARKET INTERNATIONAL EQUITY

Despite strong performance, foreign markets lagged the U.S. per the World ex-USA index but ended up KEY TAKEAWAYS
22.49 percent for 2019. Developed markets were weaker than emerging markets in the 4™ quarter, but e Germany narrowly.av0|ded a recession, but
outperformed for the year with Europe, Australasia, & the Far East at 22.44 percent compared to the global manufacturing remains subdued

E ing Market Ind hich 17.64 t. - .
merging Viarket indexwhich rose percen e Christine Lagarde took over as President of

the ECB and is hoping to boost public

Global manufacturing readings recovered and are back in expansionary territory at 50.1 in December investment

according to the Purchasing Managers Index'". The service sector provided a ballast to foreign

economies just like in the U.S. Weakness in manufacturing continues to be found in more developed * Global returns were strong despite lagging
the U.S.

economies like Germany, while emerging economies had higher rates of growth.
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. _— . . Q4 INTERNATIONAL MARKET RETURN
With a cooling in the trade war, Germany narrowly avoided a recession 2019 YTD
for the time being and the United Kingdom performed relatively well as  |Index 4Q2019 Return % Return %
tche 5|tuatJ|E.C)n a;)rmtmd .Bre.X|t |:hnOV\|/ atlllttletkr?ore certiltn. \|N|th trﬁ World, ex-USA 7 86% 52 49%
onservative Party winning the election they are set to leave the
y 9 y Europe, Australasia and Far East (EAFE) 8.64% 22.44%
Eurozone by January 31, 2020.
Europe 8.84% 23.77%
In November, Christine Lagarde took over as President of the European Japan 7 67% 20.07%
Central Bank. Ons of her fti)rlst grders of busir:jess' wals to a;k'Euro”pea.n Emerging Markets 11.59% 17 64%
governments to boost public investment and stimulate their collective China 14.72% 23 66%
economies. Source: BlackRock Benchmark Returns Comparison as of December 31, 2019

As China and the U.S. announced a "Phase One”’trade deal China and other emerging market economies were relieved as tariffs were suspended on $160
billion of Chinese imports. Oil exporting countries like Columbia and Russia also benefited from an increase in crude oil prices.

As a year-end valuation update, according to JP Morgan, international markets remain in line with their 25-year averages from a forward Price to Equity
standpoint, though they are less expensive than the U.S. Japan especially stands out at a low P/E of 14.4 compared to an average of 21.7'2.

Despite lagging the U.S. in 2019, international markets display attractive valuation and long-term opportunities. The 2010’s returned strong positive U.S. stock
returns while returns for international stocks were modest according to data from BlackRock. Though difficult, we believe it remains important to stay globally
diversified since markets tend to trade leadership over time.

FIXED INCOME FIXED INCOME
While 2018 was a flat year for fixed income, 2019 was a boon for bonds. Bonds rallied in 2019, with all KEY TAKEAWAYS
segments well into positive territory, posting strong returns across the board ranging from 3.53 to 23.20

percent. According to the Bloomberg Barclays U.S. Aggregate Bond Index (AGG), an index used to track ¢ Highest bond returns since 2002
the U.S. bond market, bonds were up 8.72 percent in 2019, marking the best year for bonds since 2002,

where the AGG returned 10.26 percent. To put this in perspective, over the past 10 years the AGG e Fed cut rates three times, stating

willingness for additional actions to

averaged a 3.80 percent annual return. ' This years’ solid bond performance can be attributed, in part, to ! . r
continue the economic expansion

modest inflation, falling yields, and increased demand.

e Bond yields fell by approximately 1 percent

Personal Consumption Expenditures (PCE), the Fed's preferred inflation measure, has been well below its 2 . ",
across categories and maturities

percent target, recording 1.5 percent as of November 2019. ™ Helping fuel the bond rally was the pickup
in demand. Bonds experienced large steady inflows throughout 2019, with taxable bonds bringing in a net ¢ Negative sovereign bond yields persist in
$518 billion and municipal bond funds gaining $65 billion in net inflows.™ Germany and Japan

2019 marked a reversal in U.S. central bank action. The Fed cut rates three times in 2019, reversing nearly all four rate hikes in 2018. The federal funds rate now
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§tands at 1.50 —1.7.5 percent'. Fed Chalrma.m, Jeromg PO\{veII, stated the rate cuts were 4Q19 2019 2018 2017 2016

intended to "provide some insurance against ongoing risks." These rate cuts were Broad Market Index
also descnbgd as.a mid-cycle adjust.ment, potentially in response tc? the Fed ra|§|ng Bloomberg Barclays US Aggregate Bond  0.18%  8.72% 0.01% 3.54%  2.65%

rates too quickly in 2018. The last time the Fed cut rates was back in 2008. While Us ¢ d

' ' . . . . orporate Index
the Fed's dot plgt chart doesn't Pake in rate cuts |n. 77020,- the Fed sjt.ated it will . Corporate Short 0.85%  6.85% 0.91% 245%  2.63%
respond accordingly to economic data and geopolitical risks. Additionally, the Fed is Corporate Intermediate 1.06% 14.46% -2.71% 6.38% 6.16%
no longer shrinking its balance sheet and is now engaged in balance sheet Corporate Long 1.04% 23.20% -6.91% 12.40% 10.59%
expansion, once again. Rate cuts along with balance sheet expansion indicate the E‘;rzo“’te High Y'Ie"i 2.68%  14.97% -3.18% 6.48% 14.75%

. . .. . overnment Index

Fed is moving away.from a .restrlctlv'e monetary pollcx and towards a more ’ Treasury Short 045%  578%  136% 119%  1.22%
accommodative policy. '® Given the inverse relationship between a bond's price and Treasury Intermediate 1.25% 838% 0.82% 2.47% 1.00%
yield, bonds have continued to rally as yields continue to fall across the board. Yields Treasury Long -425% 14.93% -2.07% 8.92% 1.36%
fell by approximately 1 percent in 2019. 77 Bonds with higher durations have Mortgage-Backed Securities 0.71%  61A7% 0.87% 2.37% 1.43%
b fited th L bond hich h higher d . f d Inflation-Protected Securities 0.73% 8.28% -1.43% 2.92% 4.56%

enefited the most. Long-term onds, which have higher urations, out.per orme US Municipal Index
short-term bonds across all categories. Corporate bonds led the way, with Corporate Muni National Short 0.71%  3.53% 1.39% 1.26% -0.44%
Long posting a strong 23.20 percent return for the year. The worst performing bond Muni National Intermediate 0.62%  7.50% 0.94% 4.96% 0.31%
class was Muni National Short, which still posted an impressive 3.53 percent return. Muni National Long 0.50%  7.53%  0.43% 5.59% -0.18%
Muni High Yield 0.48% 873% 2.14% 10.50% 0.40%

Non-US Index

Fourth quarter bond performance was muted due to risk-on investor sentiment. Two Emerging Markets Bond 2.00% 15.57% -5.67% 9.98% 9.41%
exceptions to this were Emerging Markets and Corporate High Yield. These bond International Bond -1.27%  7.88%  2.94% 2.40% 4.67%

Source: Morningstar, Inc. Data as of 12/31/2019

classes performed well, since they behave more like equities and benefit from
investors seeking riskier investments. Treasury Long performed the worst in Q4, since its viewed as the quintessential "safe haven’’asset class, posting a -4.25%

percent loss for the quarter. However, overall, Treasury Long had an impressive year posting a 14.93 percent return.

Yield curve inversion between the 3-month T-bill and the 10-year treasury bond reversed, alleviating recession fears, as this inversion has been a leading indicator

for past recessions. The Mather Group's investment committee will continue to monitor economic and geopolitical risks, deploying sophisticated rebalancing technology
to maintain proper portfolio exposures. It's important to stay focused on your goals and stick with your long-term financial plan. As always, please doesn’t hesitate to
contact us with any questions or concerns you may have.

Adam Recker, CFA, CFP®
Michael Furla, CFA, CFP®

The opinions expressed and material provided are for general information and should not be considered a solicitation for the purchase or sale of any security. The opinions and advice
expressed in this communication are based on The Mather Group's research and professional experience and are expressed as of the publishing date of this communication. All return
figures shown are for illustrative purposes only The Mather Group makes no warranty or representation, express or implied, nor does The Mather Group accept any liability, with respect
to the information and data set forth herein. The information and data in this communication does not constitute investment, or other professional advice. Investing in securities involves
risks, and there is always the potential of losing money when you invest in securities. Before investing, consider your investment objectives. Past performance does not guarantee future
results.
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