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Q1 2019: Climbing Paradox Mountain
The closing prints look great. The term “print”, in the context of investments, refers to the last price of a security, officially
traded on an exchange that would be “printed” as the day’s closing price. The S&P 500 Index started the year quite
strong with a quarter-end print of +13.65%, the strongest quarter since the recovery from the credit crisis lows started in
2009 and the strongest first quarter of calendar year since 1998. Globally, the MSCI ACWI Index didn’t lag too far behind
and closed higher +12.33%. Bonds also rallied. Despite the lingering fear of rising interest rates, the Barclays U.S.
Aggregate Bond Index rose +2.94% as the U.S. 10-Year Treasury yield fell back under 3% to 2.41%.
However, just as investors shouldn’t look at a single end of day stock price to evaluate and track performance, a single
quarter of broad index performance may hardly be an indicator of market strength. Afterall, domestic markets almost fell
into a bear market (20% drawdown or greater) in the previous quarter without any major downside catalyst. Thus, the
most recent rally only retraced prices to levels where we’ve already been. In fact, the S&P 500 Index closed out the first
quarter lower than its peak in January of 2018.
In these types of environments, it is important for investors to evaluate their portfolios: questioning more how they got
there, versus where they are today. This may be crucial to navigating the uncharted territory as we head closer to the
end of the market cycle.
S&P 500 Index Still Below Peaks Set In January and September of 2018

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly in an index.

Not Quite Real Progress Yet
Following a large selloff, in late 2018, spurred by the Fed raising rates and maintaining future rate hike guidance amid
slowing corporate profits, the U.S. Federal Reserve seemed to have a prompt change of heart, making comments to lead
investors to believe that there would be no rate hikes in 2019. This spurred the quick recovery in broad equity prices.
While the U.S. domestic markets recovered most of the losses from the selloff, international markets lagged due to
ongoing concerns on global growth even as major central banks around the world also grew more accommodative.
Past performance is not a guarantee of future results. Please see additional disclosures at the end of this commentary for more information.
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Equity Markets Are Still In Recovery Mode

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly in an index.

Curiously, conflicting information appears to be impeding a fully optimistic recovery even as prices rise. For example,
stock price momentum across the broad US market peaked all the way back in 2016. The number of NYSE stocks
closing above their 200-day moving average is just above 50%, meaning virtually half of the other stocks are still
struggling.
Equity Markets Are Still In Recovery Mode

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly in an index.

Another example is the conflicting “message” from the Fed which can lead to diametrically opposite narratives. The Fed
typically becomes more accommodative when they foresee headwind risks for continued economic growth. Investors, as
of late, may be just as optimistic on lower rates as they are pessimistic on stalling corporate growth. From a valuation
perspective, the markets do seem to have fundamental support. The market cap of the Russell 3000 Index has
historically trended inline with trailing 12-month earnings per share. However, shown in the chart below, the trailing 12month earnings per share have stalled for the last several months.

Past performance is not a guarantee of future results. Please see additional disclosures at the end of this commentary for more information.
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Company Earnings Growth Has Stalled

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly in an index.

While fundamental data seems relatively indifferent with no positive or negative shocks, the recent wide-ranging volatility
may still be challenging for long-term investors. We witnessed first hand, multiple investor and advisor capitulation in the
fourth quarter of 2018. This nervousness could affect current sentiment and potentially cause volatility spikes to become
more frequent. This may be causing investors to be wearier of the rally, as they are not yet convinced to take more risk.
Especially given that the U.S. equity bull market just passed its 10-year anniversary, making this the longest bull market
in the post-World War II era.
This sentiment is exemplified by mutual fund and ETF flows. Year to date equity fund flows remained negative through
the end of the quarter despite the recovery in equity prices. This is an interesting dynamic, given the historical contrast to
a period such as 2017, where constant equity inflows supported price appreciation.
Prices Are Back Up, But The Money Isn’t Back – Why?

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly in an index.
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Fixed-Income: The Curves Continue to Invert?
The about-face from the Federal Reserve evidenced by broad based and consistent dovish comments from Jerome
Powell, the head of the Fed, and multiple Fed governors, helped to relieve pressure on investment grade bonds. The
U.S. 10-Year Treasury yield subsequently fell to the lowest level since 2017, hitting 2.37%. The fast drop in intermediate
term rates added to the list of yield curve inversions, where a shorter-term rate is higher than a longer-term rate, thus not
compensating the investor for holding bonds with longer term maturities. This is important because, historical yield curve
inversions have been a strong leading indicator of impending recessions (past two recessions indicated in red below).
The U.S. 10-Year Treasury yield dropped below the benchmark risk-free rate of the U.S. 3-Month Treasury yield for the
first time since 2007.
Risk Free Rate (U.S. 3-Month Treasury Yield) Was Higher Than 10-Year Treasury Yield

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly in an index.

This could change however given the speculation that the Fed may stop raising rates in the interim. This wouldn’t be the
first time the Fed took a break from tightening in favor of a wait-and-see approach during an expansionary period. Since
the 80’s, Fed funds have peaked when they level with the U.S. 10-Year Treasury yield, and in some cases, the Fed even
lowered rates without the necessity of responding to a recession. In the late 80’s and late 90’s for example, the Fed
lowered rates amid an expansion (the stock market crash in ’87 did not cause a recession). These periods of times
lasted anywhere from 3-4 years.

Past performance is not a guarantee of future results. Please see additional disclosures at the end of this commentary for more information.
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Federal Funds Rate Historically Peaked When They Met U.S. 10-Year Treasury Yield

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly in an index.

Falling intermediate and long-term yields across the fixed-income spectrum finally pushed investment grade bonds out
of their long drawdown. Held for almost 3 years, the Barclays Aggregate Bond Index, the common benchmark for buy
and hold investment grade bonds, only returned an annualized equivalent of 1.12%, with virtually 100% of the attribution
coming from the first quarter of 2019. The challenge going forward, however, is that rising prices and falling yields
reintroduce increased interest rate risk back into a traditional portfolio.

Sources: Bloomberg, Redwood. For illustration purposes only. An investor cannot invest directly in an index.
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Portfolio Recap: Can’t Control Performance, Can Manage Risk
As markets gyrate at a quickening pace, the value of participating in all market movement, in our opinion, is greatly
diminished. Especially in an environment with so much conflicting information, we have to pay great attention to detail on
our process that focuses on the risk to the investor, specifically drawdown risk, which is the loss of capital. Our
RiskFirst™️ investment philosophy utilizes a dynamic investment process driven by a systematic approach to managing
risk. To implement, we believe in diversifying in both asset class and style – meaning having both stocks and bonds, as
well as strategic long-only and active tactical risk managed strategies. While at the end of 2018, a portion of our
portfolios had become more defensively positioned, as markets recovered, many of our portfolios became incrementally
reinvested. As risk-managed strategies have the goal to minimize downside risk, which many successfully achieved in
2018, the dynamic shifts remained cautious through the beginning of 2019, but were fully invested by the end of the
quarter. This doesn’t reflect our views or biases regarding whether we think the market may move higher. Should the
markets continue moving higher, the portfolios are positioned to capture market beta. If markets stall and begin to rapidly
fall, we would expect our tactical risk managed strategies to become more defensive again.

Conclusion:
As evident in the last 12+ months, markets can move very quickly both to the upside, and to the downside. While it is
encouraging to see a market recovery happen so quickly, we don’t believe hoping for a bounce is an investment
strategy. Because at the end of the day, the goal of any investment should be getting from point A to point B, with the
least amount of risk. The market may give, take away, and give again – but that shouldn’t distract an investor from
focusing on their long-term goals of preserving and growing capital, especially in today’s environment where there’s a lot
of noise. In seeking long-term appreciation within a financial goal, our view is that there is no need to be binary in bets.
Perhaps we are at another inflection point before the markets become volatile again, or maybe the recent correction is
setting up for an extended bull rally. RiskFirst™️ investors must maintain a process in place not only to move towards the
mountain top, but to get there with a high degree of preparation to deal with the unknown unknowns.

Past performance is not a guarantee of future results. Please see additional disclosures at the end of this commentary for more information.
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General Disclosures
The market commentary is for informational purposes only and should not be deemed as a solicitation to invest, or increase investments in
Bayntree Wealth Advisors ('Bayntree') products or affiliated products. The information contained herein is not intended to provide any
investment advice or provide the basis for any investment decisions. Please consult a qualified professional before making decisions about
your financial situation. Information and commentary provided by Bayntree are opinions and should not be construed as facts. There can be
no guarantee that any of the described objectives can be achieved. Past performance is not a guarantee of future results. Information provided
herein from third parties is obtained from sources believed to be reliable, but no reservation or warranty is made as to its accuracy or
completeness.
Different types of investments involve varying degrees of risk and there can be no assurance that any specific investment will be profitable. The
price of any investment may rise or fall due to changes in the broad markets or changes in a company’s financial condition and may do so
unpredictably. Bayntree does not make any representation that any strategy will or is likely to achieve returns similar to those shown in the
performance results in this presentation. Portfolios are sub-advised by Mulholland Wealth Advisors, LLC, an unaffiliated investment advisor
registered with the SEC. Such registration does not imply a certain level of skill or training and no inference to the contrary should be made.
Please refer to Mulholland’s Form ADV Part 2A (“Brochure”) for more information.
Indices are shown for informational purposes only; it is important to note that Bayntree’s strategies differ from the indices displayed and should
not be used as a benchmark for comparison to account performance. While the indices chosen represent broad market performance of each
asset class, there are report limitations as to available indices and blends, which index can be selected, and how they are presented.
Definitions and Indices
S&P 500 Index is a stock market index based on the market capitalization of 500 leading companies publicly traded in the U.S. Stock
market, as determined by Standard & Poor's. The MSCI ACWI Index is a free float-adjusted market capitalization weighted index that is
designed to measure the equity market performance of developed and emerging markets. U.S. 10-Year Treasury is a debt obligation issued by
the United States government that matures in 10 years, backed by its full faith and credit. A treasury bond is a marketable, fixed-interest U.S.
Government debt security with a maturity of more than 10 years. Bear Market is a market condition in which the prices of securities are
falling, and widespread pessimism causes the negative sentiment to be self-sustaining. Drawdown is a measure of peak to trough loss in a
given period. Market cycle is a wide term referring to trends or patterns during different market or business environments. Federal Reserve
(Fed) is the central bank of the United States that raises or lowers interest rates. 200-Day Moving Average is the average price of a security
over a period of 200 days, which is generally used as a trend following indicator. Russell 3000 Index is a market capitalizationweighted benchmark index made up of the 3000 largest US stocks, which represent about 98% of the US equity market. Equity is a stock or
any other security representing an ownership interest. Volatility is used to describe uncertainty or risk in terms of statistical measure of
dispersion (variation in prices). Bull Market is a market condition in which prices are rising or are expected to rise. An Investment Grade
Bond is a bond with a credit rating of BBB- or higher by Standard & Poor’s or Baa3 or higher by Moody’s. It is judged by the rating agency as
likely enough to meet payment obligations that banks are allowed to invest in it. Federal Funds Rate is the interest rate at which depository
institutions like banks lend reserve balances to other banks on an overnight basis. Fixed-Income (bonds or investment grade bonds)
Security, commonly referred to as a bond or money market security, is an investment that provides a return in the form of fixed periodic
payments and the eventual return of principal at maturity. A bond price falls as its yield rises. Bloomberg Barclays Aggregate U.S. Bond
Index is an index that consists of investment grade U.S. Government bonds, investment grade corporate bonds, mortgage pass-through
securities, and asset-backed securities. It is often considered representative of the U.S. Investment-grade fixed rate bond market. Defensive
Position is a tactical strategy that may be used in response to adverse market, economic, political, or other conditions, where a portfolio may
temporarily invest up to 100% of its total assets without limitation, in high-quality short-term debt securities, money market instruments and
cash.
UNLESS OTHERWISE NOTED, INDEX RETURNS REFLECT THE REINVESTMENT OF INCOME DIVIDENDS AND CAPITAL GAINS, IF ANY,
BUT DO NOT REFLECT FEES, BROKERAGE COMMISSIONS OR OTHER EXPENSES OF INVESTING. INVESTORS CAN NOT MAKE DIRECT
INVESTMENTS INTO ANY INDEX.
Bayntree Wealth Advisors is a state registered investment advisor with the state of Arizona. Such registration does not imply a certain level of
skill or training and no inference to the contrary should be made. Bayntree’s advisory fees and risks are fully detailed in its Form ADV Part 2A
(“Brochure”), which is available upon request. This material may not be published, broadcast, rewritten or redistributed in whole or part
without the express written permission.
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