STEARNS

FINANCIAL GROUP

CONFIDENT EMPOWERED

Update on the Economy and Investment Markets
Top 10 Predictions for 2021

Welcome to the Stearns Financial Fireside Chat.

This is a difficult Chat to write as it feels negligent to write about the state of the economy or the
investment markets without first pausing to acknowledge the current state of discord in the
United States. The chaos we experienced at our nation’s capital last week along with the ongoing
threats of armed protests around the country leading up to the inauguration are rivaled only by
a second impeachment trial for our sitting president - the first in our history. As with the
thwarted kidnapping plot surrounding the governor of Michigan last year, it seemed only a
matter of time before something went (yet again) too far and shocked us all. Putting things into
perspective, we know it is only an extremist subset of our population that are breaking the law.
It is not “us.” And yet, this handful of people represent the state of affairs in our country and
accordingly, injure us all. We hope and pray these unprecedented events will ultimately lead to a
stronger democracy, a more civil society, and one in which the rule of law once again prevails.

We've shared many times that political and geo-political events impact investment markets only
4% of the time. In fact, in the last one hundred years, only Hitler’s invasion of France has
resulted in a stock market decline exceeding a 12-month period. Not the Holocaust. Not the
dropping of the atomic bomb. Not the assassination of John F. Kennedy or the assassination of
Martin Luther King. In fact, the civil unrest of 1967 and 1968, while heart-wrenching, still
resulted in U.S. stock market returns that ended the year up 20% and 8%, respectively.

Stock market resiliency stems from the expectation that law and order will be sustained. We
strongly believe this will be the case going forward and encourage our readers to recall that our
democracy is resilient, albeit shaken. Our judicial system is intact. And a transition of power will
occur, though sadly, it has been anything but “peaceful.”

Accordingly, many of our 2021 predictions are similar to those of 2020 even as our political (and
psychological) worlds feel upended.

Prediction #1

COVID-19 will be “under control” in the last half of 2021. Infections and hospitalizations
will be falling rapidly. An incredible three vaccines will be available in most areas. The U.S. and
the world have invested heavily in multiple vaccine development options and logistics for
manufacturing and distribution in response to what many experts describe as “only a level three
event on a five scale.” The combination of those who have already had COVID-19 and those who
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Prediction #2

The aftermath of the pandemic will be lingering. Our health care system has been
stressed, but also turbo-charged, by the pandemic. While other pandemics in history have
had much higher death rates (which, sadly, included large numbers of children), the numbers of
people impacted by this pandemic is nevertheless historic. With that said, the means to end the
pandemic have been equally historic.

Bad as it’s been (and is), we continue to learn weekly of hew advancements in non-pandemic
medical treatments as a result of what has and is being learned from pandemic research, testing
and treatment.

Job losses resulting from the pandemic will mean millions of workers will need job re-training
even faster than predicted. This appears to be a priority for the new administration.

Like the economy, K-12 education has been hard hit by the pandemic, with McKinsey and others
predicting learning levels have been set back six months for the average student, and 10 months
for lower income students. Our child development friends tell us it may take a year or two to get
back to the normal learning curve, with students from lower income families (where pandemic
job dislocation is the greatest) having the greatest challenges.

Prediction #3
Corporate earnings should rebound well in 2021, and we expect stock prices to
advance modestly.

The “digital pivot” of the economy has been intense, resulting in cost savings for many
companies who are now holding meetings remotely, spending less on rents, and distance-
training. As a result, many private and public companies have increased forecasted free cash
flow by 10-20% going into 2021.

This may be offset, however, by the likelihood of higher corporate taxes in 2021. The negative
impact of higher taxes varies from company to company with current estimates predicting an
average decrease
in earnings of
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vote margins are razor thin so time will tell if the new package which is focused on infrastructure
and jobs will ultimately be smaller. We expect such a stimulus package to provide a tailwind for
the economy and corporate earnings in some sectors.

And yes, this means the government debt will grow larger. This is unlikely to have any short-
term impact on the 2021 forecasts, but the day of reckoning may have moved closer, perhaps
five to seven years, than our last forecast of 9-11 years. More on the likely effects of this in
future Chats.

In many cases, earnings will simply catch-up to the stretched valuations resulting from the
pandemic in several sectors such as technology and home improvement. These catch-up periods
where reality chases expectations are common - they are also, however, quite volatile.

Prediction #4

U.S. large cap companies will putter along while smaller companies will rebound faster
after lagging for years. This is an opportunity we have already been implementing in growth
accounts. We are implementing and considering different strategies for more conservative
accounts.

As seen in this chart, many asset classes did well in 2020, with the fourth quarter pulling some
areas back into the positive category as news of vaccine development became a reality.
However, the potential light at the end of the pandemic tunnel elevated many stocks to levels
that now create less robust projections for future returns.
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S&P 500 Index: Forward P/E ratio
Std. dev.
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The valuation of the overall S&P 500 index above looks like 1999 levels. This does suggest
significantly lower forward returns. The big “however” is that it's normal for price-to-Earnings

(P/E) ratios to be
elevated when coming
out of a recession. In
this case, we believe the
positive earnings will
lower this ratio, leaving
it less stretched than a
true 1999 bubble with
massive downside risk.
And as we’ve mentioned
many times in recent
years, stretched
valuations are not-so-
stretched in a time of
low interest rates.

This chart highlights the
valuation of the S&P top
10 companies versus
the other 490 stocks.
It's a tale of two
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S&P 500: Index Concentration, Valuations
and Earnings
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markets, with the lower 490 stocks finally breaking out after years of underperformance (see
next slide).

Brutal Three-Year Stretch for the
“Average” Stock Is Over

Value Line Arithmetic Index
50 & 200-Day MA v b 2200

’('/j P 7300

A difficult 3-year bear
market - punctuated by the
March 2020 decline - is
over for the "average” stock.
Very overbought, but we're pso
buyers of pullbacks in 2021.

o
-45.80%
TMar S 7 L " A A Xa Sep Dec e Xa Seo Dec
2018 | 2019 2020
VALUA Index (Value Line Arithmetic) SRP TECHNICAL ANALYSIS Daily 310€C2017-220€ CopyrightZ 2020 Bloomberg Finance L.P. 22-Dec-2020 10:27:0%

Source: Strategas

On the following page, the Strategas checklist of bull market tops suggests only one of nine
factors has signaled we're at the top of the market cycle. Strategas is one of the highly regarded
stock research services, but even so, we believe Item #10 on their list should be margin debt.
When margin debt gets excessively high and begins to limit investor buying, it signals a near
term top. Margin debt today is high, although hasn’t yet signaled a tipping point given the large
amounts of cash currently on the sidelines. The high margin debt does, however, signal high
speculative optimism. While a moderate level of optimism is fine, too high a level of optimism
results often results in frothy, momentum-driven markets, with bubbles often following. Margin
debt has reached its highest point in two years as investors borrowed a record $722.1 billion
against their investment portfolios through November, topping the previous high of $668.9 billion
from May of 2018, according to the Financial Industry Regulatory Authority (FINRA). We suspect
December data will show a similar trend. Not yet a clear bearish signal, but worth watching.

Important reminder: A record stock market is not the same as a top! The stock market has
reached hundreds of record highs in the last decade, but its only had a few short-term tops
during that time where the market declined or went sideways for a quarter or a year while
earnings growth caught up.
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Prediction #5
International large
company stocks will
outperform U.S. large
company stocks. This
trend was already in
motion in the fourth
quarter of 2020. The
vaccine rollout is
equally positive for
overseas markets as it
is in the U.S. Further,
many international
companies are trading
well below fair value
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addition, a weak U.S. dollar may help widen the international stock performance gap in 2021.

Prediction #6

Many flavors of alternative assets
will outperform their liquid stock
benchmarks. This trend has already
been strong even through the
pandemic. We believe many niches in
semi-liquid and illiquid investments,
including real estate, private equity,
mezzanine investing and venture
capital, have attractive forward-looking
prospects. SFG continues to be careful
in how we diversify for those who can
participate in these areas.

This chart shows that over the last 20
years, the endowments and
foundations that had more private
investments (shown in pink)
performed better. We believe this
pattern could repeat itself in the
coming decade, but careful selection is
more important than ever.

20-Year AACR

FIGURET INSTITUTIONAL INVESTORS WITH HIGH PRIVATE ALLOCATIONS
ALSO EARNED THE HIGHEST RETURNS OVER 20 YEARS
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Elements of growth plus income:
Real Asset (Infrastructure should do well)
Multi-Manager (More traditional real estate)

Mezzanine lending

High quality real estate (Traditional leveraged; Opportunistic)

ALTERNATIVES WE LIKE

More Growth Oriented:
o Buffered Growth (Hedged growth for either growth and income or
growth oriented investors)
e Private equity (Multi-sector; Growth)
o Long/Short technology
o Venture Capital (Health care; Technology)
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Prediction #7

The U.S. economy will increase at its fastest pace in 20 years. The latest forecasts from
Strategas, Ned Davis, BCA, Goldman Sachs, etc. are for a 5-6% jump in economic growth in
2021, helping to get the U.S. back to pre-COVID-19 levels by the third quarter of 2021.

Coming off a modest pandemic-induced decline in 2020, this is remarkable only because it's
happening so quickly and in the midst of the massive second wave of COVID-19 infections. We
have the rise of e-commerce, virtual workers with lots of money to spend (pent up demand), the
high likelihood now of an additional government stimulus program and rapid vaccine
development to thank for this forecast.

Prediction #8

The U.S. economic recovery will be very uneven. We've been inspired by the number of
restaurants who have shifted gears and stayed solvent, and even thrived, despite the vast
reduction in restaurant diners. Sadly, many other restaurants could not manage to stay afloat
even with the government aid provided. It will take some time for these entrepreneurs to get
back on their feet, though the newly-proposed stimulus package of $1.9 trillian should help.

Similarly, pent-up demand will help boost the travel and leisure industry as the year progresses,
but forecasts still estimate it will be several years before these sectors return to their pre-COVID
levels.

SFG has written many times about the creative destruction of capitalism, but now, the retraining
and retooling of workers will occur faster than ever. This will lead to...

Prediction #9

Unemployment will improve gradually but will not reach pre-pandemic lows. It appears
it could take two to three years to get back to 4% unemployment. Recall the U.S. lived with a
"normal” unemployment rate of 5% for many decades, so this is a problem more for displaced
workers than for consumers or investors.

Changes in U.S. Employment
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Prediction #10

China-U.S. tensions will remain at high levels along with high geo-political and cyber-
security risks. China has rebounded strongly out of the pandemic. They are even using their
own vaccines as incentives for trading partners in their belt and road initiative.

The tensions with China will persist with President-elect Biden’s selection for National Security
Advisor, Jake Sullivan. The new China game plan includes forming coalitions of countries to
negotiate key issues with the Chinese. They include age-old themes like intellectual property
theft, human rights and unfair trade practices. China’s long-term goal is to become a global
economic powerhouse with strong ties to Europe and throughout Asia, Australia and Africa.

Geo-political tensions will continue in 2021, with several potential hot spots. None of those
currently appear large enough threats to warrant a shift in allocation for more risk averse clients.
However, a “cash-stash” hedging other risks also serves to create a buffer if surprise risks
surface in any given year.

Part of a new Biden infrastructure spending package will likely contain upgrades to U.S. cyber-
command and key infrastructure (like the electrical grid) that could be vulnerable to future
cyber-intrusions.

Frequently Asked Questions

Q: You've provided resources in the past to help people overwhelmed by the pandemic
or the political stress of the current times. Can you suggest ideas for reducing
anxiety in this particularly difficult time?

A: Our mental health network suggests some baseline ideas to deal with increased
stress. These include spending less time on the internet and cable news programs,
and more time out in nature, taking walks or engaging in other fun activities. Here
are some other resources that we’ve found effective from a number of clients in high stress
positions who need to constantly, and intentionally, create better balance in their lives:

» From our SFG Change Expert, Dr. Gary Bradt who discusses in his latest blog how tough it
is to find the new “normal” as the pandemic has stretched into 2021:
https://www.linkedin.com/posts/garybradt_love-covid-relationships-activity-
6754479774212612097-2KYb/

> Early in the pandemic we shared the Ten Percent Happier book review and ways to be
“just a little bit happier” — many people we work with in high stress jobs have found this
book and its related podcast suggestions to be just the thing to lower anxiety. In the 2021
episodes, a number of Ten Percent Happier podcasts deal with the civil unrest and how to
cope with stress, internal or external: https://podcasts.apple.com/us/podcast/ten-
percent-happier-with-dan-harris/id1087147821

» One of our clients is an author and finds his own lower anxiety place by reading books
that are 180 degrees away from the headlines of today. Here is his “when I feel the need
for meds” reading list for 2021: https://www.verywellmind.com/best-books-for-anxiety-
4692735

» For entrepreneurs, Jeff Bezos’s reading listing is a good one: https://www.inc.com/jeff-
haden/10-books-amazon-founder-jeff-bezos-thinks-you-should-read.html

Send us your own ideas and we will share them in upcoming Chats!
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SFG is balancing numerous opportunities and threats in our portfolios, customized to our client’s
unique circumstances.

In growth portfolios, we are leaning into a variety of short- and intermediate-term asset classes
and trends that we believe have favorable forward-looking risk/reward relationships.

In growth and income portfolios, we are taking more steps to be defensive, while still striving for
positive real returns over inflation.
Our COVID-19 endgame investing approach can be summed up by five themes:

» Diversification with a balance of offensive and defensive measures, depending on the
desired risk tolerance of our clients,

» Underweighting, or avoiding areas of higher future concern,

A\

A focus on higher-quality investment themes,

» Identifying and implementing buying opportunities that may be appropriate for more
growth-oriented portfolios, and,

> A more defensive stance using different portfolio tools for more conservative growth and
income portfolios,

» Utilizing select alternatives to traditional bonds and stocks.

~ Dax, Dennis, Glenn, Jason, John and PJ
(the SFG Investment Committee)

Top o e
FT Financial e I_ @
Adyvisers FUTURE

FINANCIAL
TIMES 2020

Stearns Financial Group is a group of investment professionals registered with Hightower Securities, LLC, member FINRA and SIPC, and with Hightower
Advisors, LLC, a registered investment advisor with the SEC. Securities are offered through Hightower Securities, LLC; advisory services are offered
through Hightower Advisors, LLC.

This is not an offer to buy or sell securities. No investment process is free of risk, and there is no guarantee that the investment process or the
investment opportunities referenced herein will be profitable. Past performance is not indicative of current or future performance and is not a
guarantee. The investment opportunities referenced herein may not be suitable for all investors.

Hightower Advisors do not provide tax or legal advice. This material was not intended or written to be used or presented to any entity as tax advice
or tax information. Tax laws vary based on the client's individual circumstances and can change at any time without notice. Clients are urged to
consult their tax or legal advisor for related questions.

All data and information reference herein are from sources believed to be reliable. Any opinions, news, research, analyses, prices, or other information
contained in this research is provided as general market commentary, it does not constitute investment advice. Stearns Financial Group and Hightower
shall not in any way be liable for claims, and make no expressed or implied representations or warranties as to the accuracy or completeness of the
data and other information, or for statements or errors contained in or omissions from the obtained data and information referenced herein. The
data and information are provided as of the date referenced. Such data and information are subject to change without notice.

This document was created for informational purposes only; the opinions expressed are solely those of Stearns Financial Group and do not represent
those of Hightower Advisors, LLC, or any of its affiliates.

Third-party links and references are provided solely to share social, cultural and educational information. Any reference in this post to any person, or
organization, or activities, products, or services related to such person or organization, or any linkages from this post to the web site of another party,
do not constitute or imply the endorsement, recommendation, or favoring of [Insert Team Name] or Hightower Advisors, LLC, or any of its affiliates,
employees or contractors acting on its behalf. Hightower Advisors, LLC, does not guarantee the accuracy or safety of any linked site.
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