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Q1 2023 Investing Insights
Top 3 Reasons the 60/40 Is NOT Dead

By Kostya Etus, CFA®, Chief Investment Officer, Dynamic Investment Management

“I've got the guts to die. What | want to know is, have you got the guts to live?”
- Jordan Belfort (Leonardo DiCaprio), “The Wolf of Wall Street,” 2013

With 2022 behind us, we look ahead to better days. 2023 has the potential to bring us lower
inflation, improved supply chains, decreased pandemic cases, resolutions to geopolitical conflicts
and most importantly, stabilization in interest rates with the potential to avoid a recession.

These things should benefit the markets, but they have uncertainty, so don’t expect stock market
volatility to go away any time soon. One thing, however, that could be different in 2023 is how the
bond market behaves. With interest rates at higher levels and the hike cycle potentially ending
soon, we could have a more traditional bond experience.

Ultimately, what we may see in 2023 is the comeback of the 60/40 portfolio, believed by many to
be dead. Over the long term, stocks and bonds have a special relationship and utilizing both is
integral to achieving investment success. In the following sections, we review key reasons why the
60/40 is alive and well and may be primed for success going forward.

Key Takeaways:

1) 2022 was unprecedented and we need to look to the future. However, a glance at the
past can help us identify what to expect based on the historic relationship between stocks
and bonds.

2) Don’t abandon diversification; it may not always feel good to be diversified, but it’s still
known to be the only “free lunch” in investing.

3) Bond returns are driven more by math than emotions. This is why the best predictor of
future returns for a bond is the current yield—and yields are up!

Forget 2022!

2022 was truly a remarkable year. We know it’s rare for stocks and bonds to fall together, but to
fall by the magnitude that we experienced in 2022 has never been seen before.

Given the cyclicality in the markets, it’s unlikely that we’ll see this behavior continue for too long,
and we may see bright skies ahead. If nothing else, the power of diversification, and the
relationship between stocks and bonds, should start to revert back to normal.

To understand how truly unique 2022 was, let’s take a look at annual returns for stocks and bonds
going back to 1928. From the chart below, “Stock Market, Bond Market and 60/40 Portfolio,” here
are some fun stats:



Stocks and bonds were both down in only five calendar years. (1931, 1941, 1969, 2018,

2022)

Stocks and bonds were both down more than 10% in only one year! (2022)

Stocks had their fifth largest loss in history. (1931, 2008, 1937, 1774, 2022)

Bonds had their worst year in history. (2022 -16.5%)

The 60/40 had its third worst year in history, and the other two were in the 1930s.

(1931, 1937, 2022)

Again, these numbers from 2022 are outliers and we’re looking forward to more normalcy in the

future.
Stock Market, Bond Market and 60/40 Portfolio
(Annual Returns 1928-2022)
Year S&P 10-Yr 60/M40 | Year S&FP 10¥r 60/40 |Year S&P 10-Yr 60/40 | Year S&P 10-Yr 60/40| Year S&FP 10-Yr 60/40
18928 438% 08% 266% 1947 52% 09% 356% [1966 -100% 29% -48% |1985 312% 257% 290%| 2004 109% 45% 83%
1929 -B83% 42% -33% (1948 57% 20% 42% [1967 238% -16% 136% |1986 185% 243% 208%| 2005 49% 29% 41%
1930 -251% 45% -13.3%| 1949 183% 47% 128% (1968 108% 3.3% 7.8% 1987 58% -50% 15% | 2006 158% 20% 103%
1931 -438% -26% -27.3% | 1950 308% 04% 187% (1969 -82% -50% -70% |1988 166% 82% 133%| 2007 55% 102% 7.4%
1832 -BE% 88% -17% |1951 237% -03% 141% (1970 36% 168% 88% 1989 31.7% 17.7% 26.1%| 2008 -37.0% 201% -142%
1933 500% 19% 30.7% (1952 182% 23% 118% [1971 142% 98% 124% |1990 -31% 62% O06% | 2009 265% -11.1% 11.4%
1934 -12% 80% 25% |1953 -1.2% 41% 09% [1972 188% 28% 124% | 1991 305% 15.0% 24.3%| 2010 151% 85% 12.4%
18356 467% 45% 298% 1954 526% 33% 329% (1973 143% 37% -71% |1892 76% 94% 83% | 2011 21% 160% 7.7%
1936 319% 50% 212% 1955 326% -13% 190% [1974 -259% 20% -147% | 1893 101% 142% 11.7%| 2012 160% 30% 108%
1837 -353% 14% -207%| 1956 74% -23% 36% [197% 370% 36% 236% |19894 13% -BO0% -24%| 2013 324% -91% 158%
1938 293% 42% 19.3% | 1957 -105% 68% -36% [1976 238% 160% 207% |1895 376% 235% 319%| 2014 13.7% 107% 12.5%
1839 11% 44% 11% |1958 437% -21% 254% (1977 -T0% 13% -37% |19896 230% 14% 143%| 2015 14% 13% 13%
1940 107% 54% -42% |1959 121% -26% 62% (1978 65% -08% 36% 1997 334% 99% 240%| 2016 120% O07% 75%
1941 128% -20% -85% | 1960 03% 116% 49% [1979 185% O07% 114% |1898 286% 149% 231%| 2017 218% 28% 142%
1842 192% 23% 124% | 1961 266% 21% 168% (1980 317% -30% 178% |1899 210% -B83% 93% | 2018 -44% 00% -26%
1943 251% 25% 16.0% |1962 -88% 57% -30% (1981 -47% B82% 05% |2000 -91% 167% 1.2% | 2019 315% 96% 227%
1944 190% 26% 12.4% |1963 226% 1.7% 142% (1982 204% 328% 254% |2001 -119% 56% -49%| 2020 184% 113% 156%
1845 358% 38% 23.0% 1964 164% 37% 113% [1983 223% 32% 147% | 2002 -221% 151% -7.2%| 2021 287% -44% 155%
1946 -B4% 31% -38% |1965 124% 07% 77% [1984 61% 137% 92% |2003 287% 04% 1?_4%--18_1%—16_5% -17.5%
@CharlieBilello *As of 12/31/22

Source: Charlie Bilello, as of 12/31/22.

Diversification Works!

Past performance is no guarantee of future results.

As we discussed in the previous section, the traditional 60/40 stock/bond portfolio had a
historically tough year, but it could be poised for a rebound in the year to come.

You'll often hear in the media headlines that the “60/40 is dead” or that “diversification no longer

works.” That’s not something new. Diversification doesn’t always feel good over the short term,
but if you take a step back and look at the long-term view, diversification often wins.
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Let’s evaluate the ups and downs of the market over the last 20 years and have a head-to-head
matchup between the S&P 500 and a diversified portfolio. In the chart below, “A Diversified
Portfolio Can Work Even though It Never Feels Good,” a few things stand out:

1. Bad years. When the overall market is down, investors often don’t care as much about
the magnitude of the loss, they’re simply upset that, “l lost money.” AKA: Loss aversion
(the pain of losing is more powerful than the pleasure of gaining).

2. Good years. During a strong bull market, the magnitude of gains becomes very
important to investors and they’re upset that, “l didn’t make as much” as the S&P 500
or my neighbor’s latest hot stock pick. AKA: Fear of Missing Out (FOMO).

3. And the WINNER is... The diversified portfolio! Diversification DOES work over the long
term because investors don’t lose as much during the down years and are able to
rebound and compound faster during the up years, resulting in stronger risk-adjusted
returns over the long term (typically higher returns with lower risk). AKA: Win more by
losing less.

A Diversified Portfolio Can Work Even though It Never Feels Good
(Last 20+ Years)

Years S&P 500 Diversified Portfolio

2000-2002* -40.1% -15.7% “I lost money”
2003-2007 82.9% 87.1% ’
2008 -37.0% -26.6% “I lost money”
2009-2019 351.0% 219.7% “I didn’t make as much”
Q1 2020t -30.4% -23.1% “I lost money”
Q2 2020-2021* 119.0% 66.6% “I didn’t make as much”
2022 -18.1% -15.5% “I lost money”

Total Return 288.6% 301.6%
Diversified Portfolio: 25% U.S. large stocks, 19% U.S. mid cap stocks, 7% international stocks, 5%
U.S. small cap stocks, 4% emerging market stocks, 25% U.S. bonds, 15% high yield bonds

Source: Source: Morningstar as of 12/31/22. *Performance is from 9/1/00 to 12/31/02. tPerformance is
from 1/1/20 to 3/23/20. ¥Performance is from 3/24/20 to 12/31/21. Diversified Portfolio is represented by
25% S&P 500 Index, 19% Russell Mid Cap Index, 7% MSCI EAFE Index, 5% Russell 2000 Index, 4% FTSE
Emerging Stock Index, 25% Bloomberg US Aggregate Bond Index, 15% Bloomberg US Corporate High Yield
Index. Past performance does not guarantee or indicate future results. Index performance is for illustrative
purposes only. You cannot invest directly in the index.
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Bonds Are Back!

While stock movements are generally random, often driven by investor emotions, bonds are very
much about math. The best predictor of future return for a bond is the current yield. Can you
believe that in late 2021, just over a year ago, the two-year Treasury yield was 0.2%, not much of
an expected return. Currently, it sits closer to 4.8%! We haven’t seen yields like that in 15 years;
we’ve forgotten what bonds are and the fact that they can yield some meaningful returns. I'm
officially marking 2023, “The Year of the Yield.”

To add fuel to the fire, bonds have also been beaten up last year due to the strong interest rate
hikes. By definition, bonds must return their principal at maturity, so as prices fall, the probability
of a rebound continues to increase. With the Fed starting to signal a potential end to the rate hike
cycle, what could that mean for bonds going forward? The phrase, “spring loaded” comes to
mind.

In the chart below, “Average U.S. Stock and Bond Performance 12 Months Following the Last Fed
Hike,” a few things stand out:
1. Stocks just can’t give up the spotlight, with an average return of almost 20% in the year
following the last Fed hike. That said, the variability of returns, including one that’s
negative, reminds us how volatile the stock market is.

2. Bonds have double digit returns on average in the 12 months following the end of a hike
cycle. The bond investments would have achieved their returns at significantly reduced
levels of risk when compared to their stock market brethren.

3. The 60/40 is not dead! While not listed, you can surmise the returns of a diversified
portfolio of 60% stocks and 40% bonds which would achieve strong returns with lower
volatility over the long-term.

Average U.S. Stock and Bond Performance
12 Months Following the Last Fed Hike
(2/4/94 - 12/31/22)

Average U.S. stock and bond performance 12 Specific periods of higher interest rates
months following the last Fed hike (2/4/94-12/31/22)
(2/4/94-12/31/22)
Last Federal Reserve U.S. Stocks U.S. Bonds
19 90/0 rate increase
Next 12 months Next 12 months
2/1/95 38.7% 17.0%
)
11.5 /0 3/25/97 35.0% 11.5%
5/16/00 -13.0% 13.8%
6/29/06 22.8% 6.4%
12/20/18 16.1% 8.8%
Average 19.9% 11.5%
U.S. stocks U.S. bonds
4
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Source: BlackRock, with data from Morningstar as of 12/31/21. U.S. stocks are represented by the S&P 500
index. U.S. bonds are represented by the Bloomberg US Agg Bond TR Index. Past performance does not
guarantee or indicate future results. Index performance is for illustrative purposes only. You cannot invest
directly in the index.

As always, Dynamic recommends staying balanced, diversified and invested. Despite short-term
market pullbacks, it’s more important than ever to focus on the long-term, improving the chances
for investors to reach their goals.

Disclosures

This commentary is provided for informational and educational purposes only. The information,
analysis and opinions expressed herein reflect our judgment and opinions as of the date of writing
and are subject to change at any time without notice. This is not intended to be used as a general
guide to investing, or as a source of any specific recommendation, and it makes no implied or
expressed recommendations concerning the manner in which clients’ accounts should or would be
handled, as appropriate strategies depend on the client’s specific objectives.

This commentary is not intended to constitute legal, tax, securities or investment advice or a
recommended course of action in any given situation. Investors should not assume that
investments in any security, asset class, sector, market, or strategy discussed herein will be
profitable and no representations are made that clients will be able to achieve a certain level of
performance, or avoid loss.

All investments carry a certain risk and there is no assurance that an investment will provide
positive performance over any period of time. Information obtained from third party resources are
believed to be reliable but not guaranteed as to its accuracy or reliability. These materials do not
purport to contain all the relevant information that investors may wish to consider in making
investment decisions and is not intended to be a substitute for exercising independent judgment.
Any statements regarding future events constitute only subjective views or beliefs, are not
guarantees or projections of performance, should not be relied on, are subject to change due to a
variety of factors, including fluctuating market conditions, and involve inherent risks and
uncertainties, both general and specific, many of which cannot be predicted or quantified and are
beyond our control. Future results could differ materially and no assurance is given that these
statements or assumptions are now or will prove to be accurate or complete in any way.

Past performance is not a guarantee or a reliable indicator of future results. Investing in the
markets is subject to certain risks including market, interest rate, issuer, credit and inflation risk;
investments may be worth more or less than the original cost when redeemed.

Investment advisory services are offered through Dynamic Advisor Solutions, LLC, dba Dynamic
Wealth Advisors, an SEC registered investment advisor.
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