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Risk vs. Reward
12/31/1996-12/31/2018
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Our goal as investors is to achieve returns outside the long-term, expected return channel by

striving for better risk-adjusted returns (i.e. upper left-hand quadrant).
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Moving Average Timing
Junk Bond Index (12/31/1997 — 12/31/1998)

Commentary
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Moving average timing is a simple process of owning
junk bonds when they are above the moving average
and moving to cash (money market) when they are
trending below their moving average.

12/31/1997

Ja
12131097 12031198

. A: Peak in junk bond index

. B: Junk bond index crosses below moving average Timed drawdown (A—=>B) is very predictable.
. C: Bottom (trough) Total drawdown (A—>C) is not predictable.
. D: Junk bond index moves above moving average
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Moving Average Timing
Junk Bond Index (12/31/1997 — 12/31/1998)

Commertary

7. FastTrack 3.66.1
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Trading between junk bonds and a money
market in 1998 would have resulted in higher
ad] return returns (8.99% vs. 2.95%) and lower volatility
(0.46% vs. 0.99%).
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. Moving average timing can provide appropriate entry and exit points when investing in junk bonds.

. The timed drawdown (A—>B) was -1.0%; the total drawdown (A—>C) was -8.7%.

. During 1998, a 50-day moving average would have increased returns and reduced overall volatility/drawdown.
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Moving Average Timing

|7 FastTrack 3.66.1
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12/31/2002 - 12/31/2003 Wednesday
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]
. In 2003, the timed drawdown (point A = B) was -2.0%; total drawdown (point A = C) was only -3.7%.
. In this case, trading when MLHY- crossed the 50-day moving average resulted in a whipsaw, creating slightly less return.
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|7 FastTrack 3.66.1

Moving Average Timing
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Using a 50-day moving average limited a big

portion of the drawdown in junk bonds during
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Timed drawdown for MLHY- (A = B) was -2.1%; a lot better than the total drawdown (A=>C) of -21.5%.
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Moving Average Timing
Junk Bond Index (12/31/1996 — 6/9/2021)
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*  Over the 20-year history of MLHY-, using a 50-day moving average has resulted in higher annualized returns
and lower volatility.
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*  The maximum drawdown for the timed strategy is less than 6%.
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Risk vs. Reward
12/31/1996-12/31/2020
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Simply investing in a buy-and-hold strategy of junk bonds would have provided better risk-
adjusted returns. Applying a 50-day moving average produces even better risk-adjusted returns
and is consistent with most investors desire to achieve higher returns on lower volatility.
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Junk Bond Mutual Funds
A Good Proxy for Merrill Lynch US High-Yield Master Il Index
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You can not invest in the Merrill Lynch US High-Yield Master Il Index. However, junk bond mutual funds do a

reasonable job of tracking the overall high-yield market as represented by the Merrill Lynch US High-Yield
Master Il Index.
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Junk Bond ETFs
Junk Bond ETFs do a Poor Job of Tracking the Junk Bond Market
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* Junk bond ETFs follow the general trend of the Merrill Lynch US High-Yield Master Il Index and most junk
bond mutual funds, however on increased volatility.

*  The effectiveness of timing investments with a moving average is reduced as volatility increases.
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Mutual Funds vs. ETFs
Can | use Junk Bond ETFs with 50-day Movmg Average?
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You can use junk bond ETFs with a 50-day moving average. However, using a 50-day moving average on
HYG resulted in lower returns than MLHY- and higher volatility which is generally inconsistent with
investors’ desire for better risk-adjusted returns.
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Low Volatility Bond / Income Groups

The following groups tend to take on low volatility trends that make them suitable for
moving average timing.

Interest Rate Sensitive Groups Economic Sensitive Groups
 US Treasury Bonds * Floating Rate Bonds

e Corporate Bonds * Junk Bonds

* Municipal Bonds * High-Yield Municipal Bonds
* Inflation-Adjusted Bonds * Emerging Bonds

* Preferred Securities
* Non-Agency MBS

Mutual funds that track these groups have historically shown the propensity to take on low volatility
trends which can provide increased probability of better risk-adjusted returns.




Tracking the Low Volatility Groups
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RGB Market Monitor
Bond / Income Environment (page 8)

Proprietary indices for each of the
10 bond / income categories.

Indices created with an equal-
weighted average of mutual funds
that represent each group.

1-Year charts

Plotted with a 50-day moving
average to help visualize the trend

15

Bond / Income Environment
Overall Assessment

The following one-year charts represent 10 groups that encompass a large portion of the bond / income environment.

Each group is an equally-weighted compesition of representative mutual funds. Each group is plotted with its 50-Day mov-

ing average to help visualize the trend.

3002 —Corporate Bonds

—— BDO3

Floating Rate Bonds

BDOA—Junk Bonds

BDO7— Non-Agency MBS

[ BoD8— Emerging Market Debt

The bond / income environment is positive. All of the bond / income
groups are trending up above their 50-day moving averages. Even the
interest rate sensitive bonds (i.e. BDO1 and BDO2) are starting to move
higher as the recent surge in interest rates appears to have abated. As

long as interest rates don't surge higher from here and the stock market

continues to trend up, the environment for most of these bond groups

should remain faverable,

| © Robert Bernstein—All Rights Reserved
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Repart praduced with data through 6/9/2021
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RGB Market Monitor
Bond / Income Environment (page 9)

Quantitative analysis of bond /
income groups.

Ranking across time period(s).

General assessment / comments
regarding these groups.
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Bond / Income Environment
Detailed Analysis

‘When evaluating different segments of the bond / income market, | like to assess the groups over multiple time frames. This pro-
vides an opportunity to see how they performed under different market environments. The charts below include the ranking of
the bond/income groups over two different time periods. The first time period is the last ten months (7/31/2020 through
6/9/2021) which Is the period when interest rates started to climb following the pandemic. The second time period is from
3/19/2021 through £/3/2021 which represents the period of time in which interest rates started to stabilize, Each chart is sorted
by UPI, a measure of risk-adjusted return.

Statisties for 7/31/20 - 6/9/21 YO [One Year|
Symibl Description Return  Annual Return  ULCER UP1_ MaxDrawDown SD Return | Return
BDO7  Bondfinc- Non-Agency MBS 13.25% 15.71% 001 102264 010%  0.33% 495k 17.83%)
BDO3 Bondinc - Floating Rate 8.34% 10.56% 0.17 54.74 -0.89% 0.45%) 3.17%| 9.530%|
BD10 Bond/Inc - Preferred Securities 10.39% 12.29% 0.41 27.84 -L70% 0.76% 281%| 12.55%|
BDO4 Bond/Ine - Junk 10.47% 12.38% 0.53 ns -L34% 0.93%, 347%|  13.22%|
BD06  Bond/inc- High Yield Muni 9.05% 10.69% 07 1am 2.24%  0.55% as7| 12.06%|
BDOS Bond/finc - Muni Bond 382% 4.45% 0.8 4.35 -2.06% 0,473 1.91%| 6.33%|
BDOS Bond/Inc - Inflation Protected 348% 4.10% 0.85 363 -2.55% 0.95% 1.05%| 7.15%|
BDO8 Bond/Inc - Emerging Market Debt 6.20% 731% 4 62 -5.76% 140%  -0.71%| 9.31%|
BDOZ  Bondfinc. Corporate 0.38% 0.45% 175 -0.31 399%  0.96%| -128%| 383y
BOO1 Bond/finc - US Treasuries -4.77% -5.57% 4.01 -1.64 -7.02% 1.22%| -2.97%| -221%|

TV LIRS D AT bUres 218 COIEA 5E) 01 Databy ot 8 §10UESS 0T vebial s (2 pESErI I Sk Group. 100 Lomioo

T ety W10 a1 T e Do

e g

The economic sensitive bond groups dominate the top half of the UPI ranked list above. As these groups tend to trend in the same
direction as the stock market, it is not surprising they are at the top of the list during the recovery from the pandemic induced
selloff last year.

Statistics for 3/19/21 - 6/9/21 ¥TD | One Year
Symbl __ Description Return _ Annual Return_ ULCER UPl_ MaxOrawDown SO Retun | Return
BDO7  Bond/inc- Non-Agency MBS L72% 7.98% 0 160574 -0.02%  013%| 495%| 17.83%|
BDO& Bond)Inc - High Yield Muni 3.89% 18.73% 0.03 548 -0.13% 0.35%| 457%| 13.06%|
BDOS  Bond/inc- Muni Bond 2.53% 1L.91% 006 19466 -019%  0as%|  191%| 653K
BDO3 Bondyfinc - Floating Rate 1.58% 7.29% 005  127.58 -0.15% 0.34%| 3.17%| 9.50%|
BD10  Bond/inc- Prefered Securities 2.80% 13.23% 015 B1.1 -0.55%  0.48%| 281%| 1295%
BDO4 Bond)/Inc - Jurk 3.29% 15.67% 0.2 7495 -0.56% 0.63%| 34T%| 13.22%
BO0S  Bond/ine- Inflation Protected 2.70% 12.70% 0.2 5345 -0.61%  0.83%| 10s%|  7.5%)
BD02  Bondfinc- Corporate 2.76% 13.05% 027 4521 080%  089%| -128%| 3.33%)
BD08  Bond)inc- Emerging Market Debt 17% 17.75% 041 4118 -lAT% L06%| -0.71%|  9.31%
BDO1 Bond/inc - US Treasuries 211% 9.86% 037 2366 -0.96%  100%| -297%| -221%]

Ower the recent time period [3/19/21—6/9/21), muni and high-yield muni bonds have accelerated providing strong returns on
wery low volatility. During this period, muni and high-yield munis have had a maximum drawdown of less than —0.2%. The nan-

agency MBS funds continue to pravide reasonable returns on virtually no volatility (note the 0.02% max drawdown for this group),

Tt et \ . | If we create an equal-weight portfolio with the top six groups
(BDO?, BDOE, BDOS, BDO3, BO10, BDO4) from the second chart
above you might expect to see results similar to the red line in

| this chart, which is trending up at approximately a 9% annualized
rate. To help put this chart in perspective, | have plotted it along

M v | Hypothetical Portialio with the S&P 500 Index, which is trending up at approximately
A S&P 500 Index
' Siw-Manth Chart

sl Hypothetical Fortiolio Std Deviation

s AP 00 Index 5t Deviation

32.5% annualized return, albeit with significantly higher volatility
- (the hypothetical portfolio has 1/10" the volatility as measured
" 4 A | by standard deviation). The goal of investors who want to man-
A et : age risk is to achieve a reasanable returns on lower volatility, The
S&P 500 Index is unlikely to continue to trend up at this rate with-

out @ meaningful correction so the current bond / income market

12100 20 B ety
— - - « - - is providing a good appartunity to achieve this goal.

© Robert Bernstein—All Rights Reserved Page 9 Report produced with data through 6/9/2021
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RGB Market Monitor
Quantitative Analysis (page 9)

Sorted by UPI

Statistics for 3/19/21 - /21 YTD | OneYear
Symbl Description Return Annual Return ULCER UPI MaxDrawDown SD Return | Return
BDO7 Bond/Inc - Non-Agency MBS 1.72% 7.98% 0 1605.74 -0.02% 0.13% 495%| 17.83%
BD0O6 Bond/Inc- High Yield Muni 3.89% 18.73% 0.03 548 -0.13% 0.39% 4,57% 13.06%
BDO5 Bond/Inc - Muni Bond 2.53% 11.91% 0.06 194.66 -0.19% 0.35% 1.91% 6.53%
BDO3 Bond[lnc - FIDatihg Rate 1.58% 7.29% 0.05 127.58 -0.15% 0.34% 3.17% 9.50%
BD10 Bond/Inc - Preferred Securities 2.80% 13.23% 0.15 34.1 -0.55% 0.48% 2.81%| 12.95%
BDO4 Bond/Inc- Junk 3.29% 15.67% 0.2 74.95 -0.56% 0.63% 3.47% 13.22%
BDOS Bond/Inc - Inflation Protected 2.70% 12.74% 0.2 59.45 -0.61% 0.83% 1.05% 7.15%
BDO2 Bond[lnc - Corporate 2.76% 13.05% 0.27 45.21 -0.80% 0.89% -1.28% 3.83%
BDO8 Bond/Inc- Emerging Market Debt 3.71% 17.79% 0.41 41.18 -1.47% 1.06% -0.71% 9.31%
BDO1 Bond/Inc - US Treasuries 2.11% 9.86% 0.37 23.66 -0.96% 1.00% -2.97% -2.21%
Metric Definition
Return Return for the period stated
Annal Return Return on an annualized basis
ULCER* Ulcer Index is a downside volatility metric (lower value implies lower volatility)
UPI* Ulcer Performance Index is a measure of risk-adjusted return. Higher values reflect better risk-adjusted returns.
MaxDrawDown Maximum decline during the period stated
SD Standard deviation, a volatility measurement. Lower values represent lower volatility.
YTD Return Return from the beginning of the year to the date of the report.
One Year Return Return for the prior 12-month time period.

*For more information on Ulcer Index and UPI, please see UI-UPI Guide here.
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RGB Market Monitor
General Assessment / Comments (page 9)
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If we create an equal-weight portfolio with the top six groups
(BD07, BDO6, BDO5, BD03, BD10, BD04) from the second chart
above you might expect to see results similar to the red line in
this chart, which is trending up at approximately a 9% annualized
rate. To help put this chart in perspective, | have plotted it along
with the S&P 500 Index, which is trending up at approximately
32.5% annualized return, albeit with significantly higher volatility
(the hypothetical portfolio has 1/10" the volatility as measured
by standard deviation). The goal of investors who want to man-
age risk is to achieve a reasonable returns on lower volatility. The
S&P 500 Index is unlikely to continue to trend up at this rate with-
out a meaningful correction so the current bond / income market

is providing a good opportunity to achieve this goal.
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RGB Market Monitor
Overall Assessment (page 10)

Equity and Bond / Income Environments
Overall Assessment

®  Provides an overall assessment of overl sssment o A Stk arket S ot e e st o e el et

equity markets. The technical and credit indicators are strong while the fundamental indicators have deteriorated. In

t h e Sto C k m a r ket a n d b O n d / ‘t::t erf::glz;:;an;’;l;_riSk management becomes more impertant. The bond / income funds are providing excel-
i n C O m e e nvi ro n m e n tS . Dynamic Equity Allocation Guide: The Dynamic Equity Allocation Guide is based on a weight-of-the-evidence ap-

proach using the indicators described in the Market Monitor. It is designed as a guide of overall market exposure for

the equity portion of your portfolic and not an investment recommendatien. The guide is best used to confirm or
adjust your overall exposure to the market based on your personal tolerance for risk and investment approach, Itis
not designed to be an investment timing tool. The overall equity allocation is at 73.3%. Previous readings are May

] Bond / Income Allocation (bottom 64.2%; April 78.3%; March 74.2%; February 79.8%; January 78.3%; and December 87.5%.
of page) provides insights into

Equity Allocation Models

which groups are providing best o s i oce A ==
risk-adjusted returns and other wisseemue . R 2=
thoughts given current market s dmeatfuenosd &

conditions. —

Model Equity Allocation: / 73.3%

5 af e date e
Market Scar
a puarartee

Bond [ Income Allocation

All of the bond / income groups are trending up on relatively low volatility which provides investors many options to

create a low volatility portfolio. In this environment it is more important for investors 1o be invested. | find the most
attractive groups are the economic sensitive bonds including Junk Bonds (BDO4), High-yield Municipal Bonds (BDOB),

q Non-Agency MBS (BDO7) and Preferred Securities (BD10). Floating rate bonds (BDO3) are also trending up on low val-

atility, but the upside potential will likely be less than the other econemic sensitive bond groups, Remember to set

stops on your holdings if (when) the market turns the other way.

I &) Robert Bernstein—All Rights Reserved Page 10 Repart produced with data through 6/3,/2021 |
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RGB Market Monitor
Overall Assessment: Bond / Income Allocation (page 10)

June 10, 2021

Bond / Income Allocation

All of the bond / income groups are trending up on relatively low volatility which provides investors many options to
create a low volatility portfolio. In this environment it is more important for investors to be invested. |find the most
attractive groups are the economic sensitive bonds including Junk Bonds (BD04), High-yield Municipal Bonds (BD06),
Non-Agency MBS (BD07) and Preferred Securities (BD10). Floating rate bonds (BD03) are also trending up on low vol-
atility, but the upside potential will likely be less than the other economic sensitive bond groups. Remember to set
stops on your holdings if (when) the market turns the other way.
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Market Monitor Newsletter
Overall Assessment (Page 9)

March 12, 2020

Bond / Income Allocation

The bond / income groups are in downtrends or indicating possible topping patterns with the exception of US Treas-
uries.|If you use a moving average as a stop for your bond / income holdings, you would most likely have sold by this ||
|point. Cash is an attractive asset class when compared to these other groups,| While the returns on money markets

are not great, it is best to protect your capital during volatile periods such as this. |There will be a great buying oppor—l
||tunity down the road and if we protect our capital now, we can take full advantage of the opportunity when it pre- I

sents itself. Spend the time now to prepare for the eventual bottom in the market.

April 9, 2020

Bond / Income Allocation

The steep declines in the bond / income groups have created a unique opportunity for investors to benefit from the

potential rebound in these groups.'While most have not crossed above their 50-day moving averages, all but the |

most conservative investors might consider stepping back into the market to take advantage of the potential recov-
ery as the Federal Reserve quantitative easing program provides support, either directly or indirectly, for these
groups. |If you do re-enter the market, remember to set ‘mental’ stops to so that if the market turns down, you know

your risk exposure.
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Selecting Low Volatility Mutual Funds

You will need a charting tool to assist with the investment decision making process. |
use FastTrack (www.investorsfasttrack.com) as my preferred charting and analysis tool
for mutual funds.

InvestorsFastTrack ()

[

FT4Web

S65 - $S100 / month $46 - S80 / month
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http://www.investorsfasttrack.com/

Selecting Specific Mutual Funds

= Fasttrack Demonstration
" FastTrack Training



