Monthly Report

U.S. Strategy Snapshot September 10, 2021

S&P 500 Returns 20.4% Through 8/31; History Points to Single Digit Returns in 2022 Report Summary

Summary Listen to Audio »

The S&P 500 returned more than 20% from the start of 2021 through August 31st. The YTD performance ranked 9th highest among alll
January to August returns going back to 1928. Along the way, the S&P 500 compiled a list of 54 new all-time closing highs so far in
2021. However, markets are growing anxious with the S&P 500 currently trading near a record high, and investors are
understandably questioning if there is more upside. A growing list of thematic headwinds is adding to worries, including the delta
variant, Fed taper talk, decelerating economic recovery, and disrupted supply chains.
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Where does the market trade from here? History indicates both the S&P 500 and Russell 2000 can trade higher through year end in
2021 and generate positive returns during 2022. However, history also indicates their upside potential is limited and they are reliant
on EPS growth to overcome P/E multiple contraction.
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The next 12 months will require a shift in portfolio strategy. The strongest returns are most likely in the rearview mirror, which implies
additional gains will likely be driven by EPS expansion and places importance on positioning in market segments with strong
growth expectations. Finding pockets of relative value, such as developed Asia and China, will also be important as the bull
market matures. From an implementation perspective, higher win rates and median returns for Large (Fig 4) and Growth (Fig 6)
give the two a statistical edge over their Small (Fig 7) and Value (Fig 6) counterparts. Within credit, rising yields favor beginning to
shorten duration in corporate IG and remaining OW corporate HY.

Main Points
» The S&P 500's +20.4% YTD price return through 8/31/21 is the 9th strongest YTD refurn since 1928 (Figure 1).

» During the 20 years with the strongest S&P 500 returns through 8/31, the S&P 500's median return through year end is +5.3% with
positive returns 74% of the time (Figure 2).

» History shows strong S&P 500 YTD returns in a given year do not necessarily point to negative returns the following year. However,
returns are historically muted, as evidenced by the S&P 500's median return of +4.5% the following calendar year (Figure 4).

» While the S&P 500 can frade higher, data indicates it is reliant on EPS growth fo offset contracting P/E multiples (Figure 5).
» Compared o the S&P 500, the Russell 2000's returns are more challenged with less atfractive win probabilities (Figure 7).

» History points to a rising 10Y Treasury yield (Figure 8) and marginal USD strength (Figure 9).
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Putting the S&P 500's Strong YTD Returns into Historical Context ...

FIGURE 1: S&P 500 Price Index (1928-Today) -- Logarithmic Scale FIGURE 2: Top 20 S&P 500 YTD Returns Through 8/31 (1928-Today)
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Source: MarketDesk. Note : The S&P 500 price index is charted in logarithmic scale, which utilizes
a nonlinear scale, on the y-axis in order to display the wide range of numerical values.

Source: MarketDesk. Note : Return data represents price returns.

FIGURE 3: Statistics Across the Years With the Top 10 Strongest YTD Returns Through 8/31

S&P 500 YTD S&P 500 #Months [ Time to Next
Year | ReturnThru | Return 8/31 Since Last | Bear Market Commentary
8/31 to Year End | Bear Market | (# Months)
1 - 14 43

1933 60.3% 10.1% Early bull market rally

e Figure 1 charts the S&P 500 price index from 1928 through foday on a log scale. The
blue vertical lines mark the 20 years with the strongest S&P 500 price returns from the start
of the year through 8/31. The S&P 500's +20.4% YTD price refurn through 8/31/21 is the 9th
strongest YTD return since 1928.

2 1987 36.2% 25.1% 62 0 Blietets (Wemetely eeeuiee] O, 1747 e Figure 2 ranks the S&P 500's 20 strongest year-to-date returns through 8/31. The dark
1929 30.2% -32.4% Great Depression starfs Aug. 1929 blue box highlights 2021's YTD return, and the blue dots overlaying the bar graphs plot
41975 267% 3.8% n PR =iy Bl micrie! welly ielitewing) 171078 the S&P 500's return from 8/31 through year end for each year. The S&P 500's median
recession fstagfiation environment turn through year end is +5.3% with positive returns 74% of the time. The maximum and
5 1989 26.5% 0.6% 21 1 Economic cycles peaked during July 1990 re.u.m ough year e S 270 POSHIVE returmns ° 0 e €. iIhe ma uma
A ) minimum returns were +20.6% (1954) and -32.4% (1929), respectively.
6 1995 22.3% 9.6% 60 56 Fed raised rates during 1994
71997 21.4% 7.9% 84 31 Early stages of late 1990s dot-com bubble e Figure 3 provides underlying statistics for the top 10 years in Figure 2. Not surprisingly,
8 1943  20.8% 1.1% 16 33 Early bull market rally the S&P 500's stfrongest returns generally occur early in bull markets (i.e., 1933, 1975, 1989,
9 2021 20.4% 0.0% 18 22 Covid-19 economic recovery 1943, 2021). The median number of months since the last bear market is 21, while the
10 1954  20.2% 20.6% 64 23 Sioek mera ey chicr 1988 rmession median number of months to the next bear market is 32. While the S&P 500 traded
higher 5 out of the 9 prior instances, its median return through year end was only +0.3%
Median 0.3% 21 32 for the fop 10 (vs +5.3% for the top 20 in Fig 2). Even though history indicates the S&P
Max 20.6% 8 o 500's upside is limited through year end, its downside also appears limited barring an
Min 32.4% " 0 unforeseen shock (i.e., 1987's Black Monday or 1929's Great Depression).

Source: MarketDesk. Note : Return data represents price returns.
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History Points to More Upside for the S&P 500 as Long as EPS Continues to Grow ...

FIGURE 4: S&P 500 Return Path During Periods of Strong S&P 500 Returns FIGURE 5: S&P 500 P/E Multiples & EPS Growth in Years Following Strong S&P 500 Returns
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Source: MarketDesk. Note : Return data represents price returns. Source: MarketDesk, Robert Shiller, Yale

FIGURE 6: S&P 500 Sector & Factor Returns in the Year Following Strong S&P 500 Returns History Indicates the S&P 500 Can Trade Higher During 2022, but EPS Growth is Key ..

60 e History shows strong S&P 500 YTD returns in a given year do not necessarily point to
negative returns the following year ("Year 2"). However, returns are historically limited.
Figure 4 builds on Figure 2 by plotting the S&P 500's average price return path for the top
20 years. The S&P 500's Year 2 return has been positive 68% of the time with a median of
+4.5%. Click '"More Info' to see S&P 500 returns after the strongest 20 returns through 8/31.
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e While the S&P 500 can frade higher, data indicates it is reliant on EPS growth in Year 2
to offset contracting P/E multiples. The top chart in Figure 5 fracks Year 2 P/E multiple

changes, and the bottom chart tracks Year 2 EPS growth. The S&P 500's P/E multiple

confracts by a median -0.6x during Year 2, while its EPS grows by a median +14%. Only

37% of Year 2's experienced expanding P/E multiples, while 68% of Year 2's experienced

l H n positive EPS growth. The positive news -- the 8/20/21 Strategy Snapshot points to
continued EPS growth, which could offset potential P/E multiple contraction during 2022.

S&P 500 Sector & Factor Returns (%)

= e Figure 6 graphs the median Year 2 price return across S&P 500 sectors and factors. A

-10 word of caution -- sector pricing data only goes back to 1995, which leaves 3 of the top

@fy o\&‘v‘\ o‘\"O C}o‘e’ 5405 & %\Q\L’ f}‘@\(’ O\L’ AO\OQ’ @@5 ;\;\i\\@% L}d@ Q@ 20 years (i.e., 1996, 1998, 2020) to analyze. For example, Tech is the top sector, but it is

) Oo(\% & ¥ Oo*{’ <& Q\oo(\ RO QJ&% < distorted by strong Year 2 retumns during the dot-com bubble (i.e., 1996, 1998) and Covid-

€& < 19 (i.e., 2020). One trend worth highlighting -- Growth and 'Growth-like' sectors

Source: MarketDesk. Note: S&P 500 sector and factor return data is available going back to outperform, while most cyclical and defensive sectors, as well as Value, underperform
1995, which makes the sample size small at 3. Return data represents price returns. the S&P 500. Click 'More Info' to see sector and factor returns across prior Year 2's.
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History Indicates the Russell 2000 Trades Sideways and the 10Y Treasury Yield Drifts Higher ...

FIGURE 7: Russell 2000 Return Path During Periods of Strong S&P 500 Returns FIGURE 8: 10-Year Treasury Yield Movement Following Sirong S&P 500 Return Years
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Source: MarketDesk. Note : Russell 2000 pricing data is only available back to the start of 1978. Source: MarketDesk, U.S. Treasury. Note: U.S. 10-Year Treasury yields only available back to 1950s.
Return data represents price returns.
FIGURE 9: USD Movement Following Strong S&P 500 Return Years History Points to Limited Upside for Russell 2000; 10Y Treasury Yield Likely to Drift Higher ...
20% e Compared to the S&P 500, the Russell 2000's (R2000) returns are more challenged with
15% less attractive win probabilities. Figure 7 graphs the R2000's return path during the S&P
500's strongest YTD returns referenced in Figure 2. The line charts the average return path
10% 10% for the strong S&P 500 return year and following year, and the light grey band shows the
) 8% Median = +1% 25th and 75th percentile paths. Neither the 8/31 to year end nor the following calendar
9 4% year periods is especially attractive, with Small Caps' win/loss probability 50/50 for both
c 1% . periods. Small Caps' median return is +0.2% from 8/31 through year-end and +5.5%
H 0% et eieieiebuinieteluin miebieieiiuietel  Metebeintelinietetutiaiittatte during Year 2's. Click 'More Info' to see the R2000's individual return paths.
17}
(-4
a . e History indicates inferest rates are likely to drift higher in 2022. Figure 8 graphs the 10Y
= 5% U.S. Treasury yield's Year 2 movement for the strong S&P 500 return periods referenced in
0% ° 7% Figure 2. The 10Y vyield rises by a median +0.15% during the next year with the 10Y yield
) ending higher 54% of the time. We continue to position slightly OW long duration fo earn
% a higher vyield, but the data and Fed tightening plans suggest the path of least
resistance is higher for inferest rates. As a result, the +0.15% median is probably an
o -16% understatement. We anticipate gradually shortening duration in the months ahead.
§ § g § g g '§ § § From a credit quality perspective, we remain OW HY due to its shorter duration.
— —_— — — — — — N —_—

. . : e There is no clear path forward for USD. Figure 9 graphs USD's Year 2 returns during the
Source: MarkefDesk. Note: U.S. Dollar index only available back fo 1970s. strong S&P 500 return periods referenced in Figure 2. USD's median Year 2 retumn is +1%
with USD strengthening 56% of the fime.
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Important Notices & Disclaimer

MarketDesk is wholly-owned by MarketDesk Research, LLC (“MarketDesk Research” or “MDR"). The information and opinions expressed
herein are solely those of MDR, are provided for informational purposes only and are not infended as recommendations to buy or sell a
security, nor as an offer to buy or sell a security. Recipients of the information provided herein should consult with a financial advisor before
purchasing or selling a security. MDR is not an investment advisor and is not registered with the U.S. Securities and Exchange Commission or
the Financial Industry Regulatory Authority, and, further, the owners, employees, agents or representatives of MDR are not acting as
investment advisors and might not be registered with the U.S. Securities and Exchange Commission. The information and opinions provided
herein are provided as general market commentary only, and do not consider the specific investment objectives, financial situation or
particular needs of any one client. The information in this report is not infended to be used as the primary basis of investment decisions, and
because of individual client objectives, should not be construed as advice designed to meet the particular investment needs of any
investor. The comments may not be relied upon as recommendations, investment advice or an indication of trading intent. MDR is not
soliciting any action based on this document. Investors should consult with their own financial adviser before making any investment
decisions. There is no guarantee that any future event discussed herein will come to pass. The data used in this publication may have been
obtained from a variety of sources including U.S. Federal Reserve, FactSet, Bloomberg, Bank of America Merrill Lynch, iShares, Vanguard
and State Street, which we believe to be reliable, but MDR cannot be held responsible for the accuracy of data used herein. Any use of
graphs, text or other material from this report by the recipient must acknowledge MarketDesk Research as the source. Past performance
does not guarantee or indicate future results. Investing involves risk, including the possible loss of principal and fluctuation of value. MDR
disclaims responsibility for updating information. In addition, MDR disclaims responsibility for third-party content, including information
accessed through hyperlinks.

MDR is not a registered investment adviser. No mention of a particular security, index, derivative or other instrument in the report constitutes
arecommendation fo buy, sell, or hold that or any other security, nor does it constitute an opinion on the suitability of any security, index, or
derivative. The report is strictly an information publication and has been prepared without regard to the particular investments and
circumstances of the recipient. SUBSCRIBERS SHOULD VERIFY ALL CLAIMS AND COMPLETE THEIR OWN RESEARCH AND CONSULT A
REGISTERED FINANCIAL PROFESSIONAL BEFORE INVESTING IN ANY INVESTMENTS MENTIONED IN THE PUBLICATION. INVESTING IN SECURITIES
AND DERIVATIVES IS SPECULATIVE AND CARRIES A HIGH DEGREE OF RISK, AND SUBSCRIBERS MAY LOSE MONEY TRADING AND INVESTING IN
SUCH INVESTMENTS.

Principals of MDR may or may not hold or be short any of the securities, options, or futures discussed in the report, or any other securities, at
any fime.

Please refer to www.MarketDeskResearch.com/terms for the complete list of ferms and disclaimers.
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