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ThePeriodic Table of Asset Class Returnss hows t he YTD performance of major
meano nature of asset class returns, and illustrates

The Markets & Your Portfolios explains that, despite the Q1 market turbulence, your portfolios produced slightly above ¢
returns, with significantly below average volatility.

In The Return of Volatility , we see that the S&P 500 has been much more volatile over the past 18 months, while experi
drawdowns of eveincreasing magnitude, and seeming to find resistance around 2,100.

We gravitate to the contrariaralue approach to investment managemént. Cont r ar i _a n 6 s demMansrates th& u
many of the recent contrarian themes have started to play out, and discusses their impact on your portfolios.

One of the contrarian indicators that has soured us on the U.S. stock markaebisvéhaverage Consumer Confidence

Whil e we pay attention to qual it ateaknessesin ithe guantitative building k e
blocks of market returns that have ultimately led to our U.S. stock market underweight.

One of these building blockhe P/E Ratio, looks especially out of whagkwhen normalized for actual (vs. projected) earnin
Thecomponents of market returns look more favorable overseatience our International stock market overweight.

With negative ReaYields and the possibility of losses due to rising interest rateslo not find Treasuries attractiveas a Core
Bond allocation, or a stock market hedge;...

i nst e adlanaged Futurese& Long/Short Equity to hedge the stock market
éwhi | e Muniswaiamer role within the Core Bond allocation

Despite not liking either Core U.S. Stocks or Bonds like U.S. HighYield Bonds, which we currently find uniquely
positioned to produce high income and total returns (due to an expectation ofdvibgpreads reverting to the mean), with a
high correlation to U.S. Stocks, but a lower volatility.

In fact, a significant overweight to high yielding assets is an important theme that can be observed throughout yas: portf
Instead of looking for growth and total returns (in adgnewth world))we 6 r e choosing to pri mar
high-yielding asset classes

Our favorite high-yielding asset class is Private Commercial Red&istate. With yields around 5% and a total expected retL
in the high single digits (while exhibiting low volatility and a low correlation to other asset classes), Private ConitEercial
remains as our favorite asset class for exposure to the relatively healthy U.S. economy.
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Suide to the Markets — U.S. Data are as of March 31, 2016.
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The Markets & Your Portfolios

The Markets

A Stocksi Global stock markets started the quarter off with a large drawdown, as U.S., Developed International,
Emerging Markets all lost over 10%. Half way through the quarter, the trend reversed, with Emerging Markets |
a sizable gain, the U.S. market eeking out a positive return, and Developed International Markets showing a sn
The U.S. market moved with the price of oil, while Emerging Markets gains were also tied to rising commaodity [
and a weaker dollar. In U.S., Large Caps outperformed Small Caps, and Value outperformed Growth.

Bondsi The Bond markets had a strong quarter, with Treasuries acting as tb# pkly - as yields fell, the HigtYield
drawdown reversingas the spreads started to narrow, and Munis continuing their positive momentum.

Commoditiest Aided by a strength in precious metals, especially gold, and a reversal in the downward energy t
Commodities posted the first (barely) positive quarter in a long time.

Currenciesi Reversing the previous trend, International currencies appreciated against the dollar. Rising comr
prices and a dovish Fed were the primary drivers for this reversal.

Alternatives i Alternative asset classes, especially Managed Futures, provided protection during the first half of
guarter, but couldnét keep up with the rallying m

ST ST S S

Your Portfolios

In investing, the journey is as important as the destination. If the path becomes too difficult (the market drawdowns
too painful), the investor is less likely to reach the destinétiheir financial goals, by making emotional buy & sell
deci sions at the wrong t iBualaviorGaph ibs t pvlee mo e ndamdstpdetiiras

We aim to smooth out market volatility and prevent the Behavior Gap, by craftingweitified portfolios that we expect
participate in up markets, and as importantly, protect in down markets. In Q1, this approach worked very well, as cl
experienced a much smaller drawdown than the tr adraly

I n the second half, producing r etAssenAfocdtidna tp owetrfeo | d com
Pastperformance is not a guarantee of future returns

Themes


http://www.twelvepointswealth.com/blog/behavior-gap

The Return of Volatility

’ Market volatility GM-us. | 12

Major pullbacks during current market cycle
S&P 500 Price Index
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A Contrari anos Dr eam

Oil Emerging Market Stocks
Front month WTI Qil Price, $/barrel 20
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USD vs Gold High Yield Bonds
.o% The Q1 U.S. Dollar weakness had a neutral 5. 0%

effect. The Yen and Euro strength detracted,
while the EM currency
strength helped.

20%

We like Gold as a currency, risif, || -z.5%
& inflation hedge, but are patiently
waiting for a better entry point.

Our High Yield allocation was a detracto
in 2015, but aided in Q1. As we found the
-10.0% asset class oversold, we added to it during
the quarter.
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Source: Hidden Levers (3/31/201.8/31/2016) Themes



Speaking of Contrari an PosiI
Consumer Confidenca A Contrarian Indicator

’ Consumer confidence and the stock market GtM-u.s. | 31

Consumer Sentiment Index — University of Michigan
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Source: Standard & Poor's, University of Michigan, FactSet, J.P. Morgan Asset Management.

Peak is defined as the highest index value before a series of lower lows, while a trough is defined as the lowest index value before a senes of higher

highs. Subsequent 12-month S&P 500 retums are price retums only, which excludes dividends.
Guide fo the Markets — U.S. Data are as of March 31, 2016

J.PMorgan

Asset Management
Whenconsumer confidencas high, subsequent market returnshave beeiow, and vice versaCurrent consumer
confidence is above averageand is one of the many reasavis remain underweight the U.S. stock market

Sources: J.P. Morgan, Standard & Pooré6s, Uni ver Themes



’ Sources of total return GTM - U.S. | On the Bench

S&P 500 year-over-year total return
Total return broken into multiples, earnings and dividends, quarterly
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Source: Standard & Poor's, IBES, J.P. Morgan Assat Management.
Earnings contribution is the measured change in forward earnings per share estimates.
Guide to the Markets — U.S. Data are as of March 31, 2016,

JPMorgan
Asset Management
Thereturns of the S&P 500 come from 3 componentd€arnings Growth, Multiple (P/E) Growth, and Dividendsrnings

Growth has beennegativein 3 out of the last 5 quarter&/ultiple growth has beennegativein 2 out of the last 3 quarterBhe

last time dividends had a significantly higher yield was in miel990s So with the S&P Dividend Yield at 2.1%, and both

Earnings Growth and Multiple Growth trending negative, why would you want a market weight allocation to the U.S. sto@k
Sources: J.P. Morgan, Standard & Poor 6s, Themes



Do You Expect Continued P/E Expansion?

The Lagged P/ E Rati o |

’ Broad market lagged P/E ratio GTM - U.S. | Onthe Bench

Lagged P/E ratio - All U.S. corporations

Ratio of market value of all U.S. corporations to adjusted after-tax corporate profits for prior four quarters
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Source: BEA, FRB, Wilshire Associates, J.P. Morgan Asset Management.
Daily prices are J.P. Morgan Asset Management estimates based on the daily value of the Wilshire 5000 Total Market Index.
Guide to the Markets — U.S. Data are as of March 31, 2016.
o
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Asset Management

The P/E (Price to Earnings) Ratiais typically quoted based orprojected earnings. Theforward looking
P/E Ratio is currentlyslightly above its historical averagesHoweverwhen recalculated usingactual
earningsover the past yeathis ratio has only been higher during the DotCom bull marketo f t he 19

Sources: J.P. Morgan, FBR, Wilshire Associates Themes



While the S&P 500 has Surpassed the 2007 Peak,

| nt er nat i
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Mar ket s St

’ Global equity markets: Returns to prior peaks

Returns to reach 2007 peak price over 5 years
Total return, local currency, assumes current dividend yield

GTM - U.S. | On the Bench

MSCI EAFE Index: Return needed to reach 2007 peak

Analysis as of Mar. 31, 2016, implied average annualized total return
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Source: Standard & Poor's, MSCI, IMF, FactSet, J.P. Morgan Asset Management.
All return values are MSCI Gross Index (official) data. Data assume dividend yields as of 3/31/2016. (MSCI EAFE: 3.4% and MSCI EM: 3.0%).
Chart is for illustrative purposes only. Past performance is not indicative of future results. Please see disclosure page for index definitions.

Guide to the Markets = U_S. Data are as of March 31, 2016.
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Thebuilding blocks of International Markets returns look more favorable. International Markets havehagher
Dividend Yield, and dower P/E, which leavesoom for P/E Multiple Expansion. The lack of Multiple Expansion is
one of the reasons International Markets have lagged since 2007 Peaks.cdgiaus regarding the weak Earnings
Growth in the International Markets, but anticipate the nume@iSprograms beinga tail-wind.

Sources: J.P. Morgan, FBR, Wilshire Associates Themes



10-Year U.S. Treasury = Negative Real Yields;

Not Attractive as a Core Bond Allocation or a Stock Market Hedge

O

While Treasuries have usually been goodhedge for U.S. stock market drawdownsthey are currentiyot attractive
due tonegativeReal (after inflation) Yields, and Duration Risk. We remairunderweight the U.S. Bond Market.

Sources: J.P. Morgan, BLS, Federal Reserve, LearnBonds.com, YouTube Themes


















