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Finance is not merely about making money. It's about achieving our deep goals and protecting the fruits of our
labor. It's about stewardship, and therefore, about achieving the good society. Robert J. Shiller

The Big Picture
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Active vs. Passive

Passive indexes work well in markets that are efficient. With the continued rise in passive US equity funds and ETFs - now surpassing active funds - is this market
still efficiently pricing stocks? One way to gain perspective is to look at the entire U.S. stock market including direct holdings. While the blue block (passive funds
and ETFs) exceeded the yellow block (active funds and ETFs), both are still a small part of the overall equity market. Some of the ~70% of US equities held
outside of mutual funds and ETFs could be invested in a passive strategy, but likely a good portion of it will be exposed to active valuation assessments.
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Asset Allocation Perspective

Asset Class Returns by Decade

Below are market returns each decade and the last 25 years. With this view, we can clearly see the U.S. dominance over the last 25 years. With the benefit of
hindsight, globalization and the ability for U.S. corporations to move labor overseas likely helped U.S. returns. During the next decade, this may be more difficult to
achieve. As the future is unpredictable, we recommend exposure to multiple areas of the market in a manner that fits your risk/return objectives.
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U.S. Government Continues to Spend More Than It Collects
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The U.S. deficit grew in 2019 with the tax package of 2017 settling in. As we move into the next decade, the cost of Social Security and Medicare - presently over
half of annual spending and expected to increase with the growing portion of the population that will pass age 65 - will come under increasing scrutiny and
pressure. Below is a breakdown of just the annual (hot cumulative) gap in the U.S. government budget. If we hit a recession in the next few years, this is likely to
worsen.
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Federal Reserve Projections and Considerations

Federal Reserve Open Market Committee Member Projections

Created in 2011, the Federal Reserve Open Market Committee's "dot plot" chart shows the committee's combined projections for the federal funds target rate
(short-term rates). Each committee member places a dot at the rate level they feel is appropriate for the next few years as well a longer-term outlook. (The size
of the dots grows in proportion to the number of votes.) Since its creation, these projections have typically been on the high side, but we can see that the Fed
continues to push its projections down.
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Manufacturing Purchase Manager Index readings around the world are declining amid geopolitical tensions. Recently, they have even fallen near or below the
neutral level, indicating a contraction in manufacturing activity. These readings could show a coming global recession as manufacturing activity is typically seen as
an underpinning of the broader economy. However, recent U.S. consumer data shows strength (which is the largest driver of economic growth). We are seeing a
continuing trend of increasing wealth but also increasing wealth disparity. These competing factors give us a mixed picture for future global growth.

Manufacturing and Consumer Data

Manufacturing - Purchase Manager Index

Total U.S Net Worth Held by Wealth Bracket

Expansion: Greater than 50.0 - Contraction: Less Than 50.0

K%r:;l(tjeodm Germany Japan China gtn;ig
Feb2018 553 | 606 541 516 | 608 |
Mar2018  54.8 58.2 53.1 51.0 59.3
Apr2018 538 58.1 53.8 51.1 57.3
May 2018 543 56.9 52.8 51.1 58.7
Jun2018 540 55.9 53.0 51.0
Jul2018 539 56.9 52.3 50.8 58.1
Aug2018 529 55.9 52.5 50.6
Sep2018 537 53.7 52.5 50.0
Oct2018 511 52.2 52.9 50.1 57.7
Nov2018 533 51.8 52.2 50.2 59.3
Dec2018  54.3 51.5 52.6 49.7 54.1
Jan2019 528 49.7 50.3 48.3 56.6
Feb2019 521 476 48.9 49.9 54.2
Mar2019  55.1 44.1 49.2 50.8 55.3
Apr2019 531 44.4 50.2 50.2 52.8
May2019  49.4 44.3 49.8 50.2 52.1
Jun2019 480 45.0 49.3 49.4 51.7
Jul2019 480 43.2 49.4 49.9 51.2
Aug2019 474 435 49.3 50.4 49.1
Sep2019 483 | 417 | 489 51.4 47.8
Oct2019  49.6 42.1 48.4 51.7 483
Nov2019 489 44.1 48.9 51.8 48.1

Source: FXStreet
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Negative Yields

Take my money...please. lllogical as it may seem, the growth in debt paying a negative yield continues to increase as global central banks add more stimulus in
Europe. For the most part, the negative yielding debt is held by large institutions versus individuals, but we wanted to break down the some fundamental reasons
why it might make sense for someone to hold a debt instrument with a negative yield. Of the three primary reasons, two are focused on a need for stability while
one is more akin to gambling. Depending on the number of buyers in each category, we could see some interesting market movements in these instruments.

Growth in Worldwide Market Value of Negative Yielding Debt Three Reasons Why a Rational Investor Buys a Negative Yielding Bond
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Market Disparity

We broke out the largest five stocks (measured by market cap) in each of the major global indexes below. When we compared the size, sector, and trailing-twelve
month returns of these dominant players a few surprising (or maybe not so suprising) facts emerge. First, the term "Emerging Markets" seems dated when applied
below. The market cap of Alibaba and Tencent now far exceed the market cap of Nestle and Roche in the "International Developed" bucket. Second, there was
quite a bit of disparity in performance over the last twelve months, in part caused by increased global trade concerns and lower Yyields.
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Trailing Stock Returns as of November 2019

Equity Review

Year-to-date returns for US large cap stocks have been boosted by lower rates and continue to dominate while small caps struggle. The five year returns again
highlight lagging international returns during this expansion. While tighter U.S. rates and trade tensions have contributed to this gap, we wanted to revisit the
chart on the right showing the length of the recent U.S. expansion versus the cumulative growth in GDP. Though corporate earnings and GDP growth are not
perfectly correlated, the economic health of the country adds to corporate profits. Overall, the growth has been modest and the expansion is the longest in our
data set. As such, it is reasonable to continue to evaluate overall equity exposure as well as to continue to diversify equity portfolios with international stocks.

Trailing Returns

Cumulative Real U.S Economic Growth from Peak Prior (1947-Sep 2019)
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Trailing Bond Returns as of November 2019

Fixed Income Review

Yields dropped with the reversal in the Fed's course and bond prices have greatly benefited. The market is not pricing in a final rate cut in 2019. The lower yields
have created a slightly inverted, mostly flat yield curve. This could be a leading indicator of slowing growth. We have recommended reducing exposure to lower
grade debt which continues to rise with cheaper borrowing costs. As shown in the chart in the lower left-hand corner, the overall bond market is yielding far less

and has a significantly greater amount of lower grade debt than a decade ago.

Trailing Returns
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Corporate Low Quality High Yield Bonds (HYG)
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Changes to the Aggregate Bond Index Over Time
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Aggregate Index Statistic
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Source: Federal Reserve Bank of St. Louis, Diamond Hill Capital Management, Bloomberg
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Alternative Investments Review

REITs have substantially benefited both from the desire for equity risk in 2019 and the low yield environment. Liquid hedge strategies and commodities, however,
still posted modest gains this year. Because gold has become a hot topic again, we thought it appropriate to illustrate a breakdown of the world's gold supply and
give a nod to Warren Buffet who reminded investors in 2011 that this small cube of metal (if combined) does not create income yet has a high price.

Trailing Returns Gold
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Source: Morningstar. Hedge Fund of Funds (QAI), Commercial Real Estate (IYR),
Commaodities (DJP) Source: Metals Focus; GFMS, Thomson Reuters, U.S. Geological Survey, World Gold Council
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Market Outlook

Annualized 5-Year Return Estimates
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of potential upside and downside anticipated returns. Predictions
of future returns are, by nature, limited. For example, our
15% - constructive view on international stocks over the last five years
did not materialize given the surprising returns of U.S. stocks.
This is why it is important to maintain an appropriate level of
diversification in your portfolio with the help of your advisor.
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Disclaimer/Disclosure

1. Past performance may not be indicative of future results. Investing involves risk and possible loss of principal capital.

2. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment
strategy, or product (including the investment strategies recommended by Valeo), or any non-investment-related content referenced directly or indirectly in this
commentary will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove
successful.

3. Opinions and statements are based on current market conditions and are subject to change without notice. We believe the information provided is reliable but
should not be assumed to be accurate or complete. The views and strategies described may not be suitable for all investors.

4. Exchange traded funds (ETFs) included illustrate select historical asset class performance and may differ from broad market returns. Index-based ETFs are
designed to track the performance of a specific index and generally invest primarily in the component securities of the index. ETFs are subject to expenses and
may trade at a premium or discount to net asset value (NAV) and, therefore, may vary from the underlying index. The ETFs listed are not intended to be viewed as
part of Valeo’s investment philosophy nor as a suggested strategy.

5. Indexes are used to display market trends only; you cannot invest directly in an index.

6. This publication is not an offer to buy or sell securities. Do not assume that any discussion or information contained in this commentary serves as the receipt of, or
as a substitute for, personalized investment advice from Valeo. To the extent that a reader has any questions regarding the applicability of any specific issue
discussed above to his/her individual situation, he/she is encouraged to consult with one of our professional advisors.

7. If you are a Valeo client, please remember to contact Valeo, in writing, if there are any changes in your personal/financial situation or investment objectives for the
purpose of reviewing/evaluating/revising our previous recommendations and/or services.

8. A copy of Part Il of Form ADV for Valeo Financial Advisors, LLC is available upon request. Please direct your written request to: 9450 N. Meridian St., Suite 300
Indianapolis, IN 46260-1326 Attn: Compliance.

14



	2019-Q4 Guide to the Markets - Release 4.3.a
	2019-Q4 Guide to the Markets - Release 4.3.a
	2019-Q4 Guide to the Markets - Release 4.3.a_pic1
	2019-Q4 Guide to the Markets - Release 4.3.a_pic2

	2019-Q4 Guide to the Markets - Release 4.3.b_1



