Under-Saved and Overconfident August 2019

OVERVIEW

= Over the past 40 years, creating and maintaining financial security has become more of a personal endeavor

- Despite record aggregate levels of US wealth, large portions of the population appear quite vulnerable

= Avoiding late-cycle overconfidence as it relates to both spending and investment decisions is key

Background

When Congress passed Section 401 (k) of the Revenue Act of 1978
they began a revolutionary risk-transfer as it relates to retirement
savings. With employers increasingly embracing the cash flow
predictability of defined contribution plans, the percentage of
private-sector employees covered by a defined benefit plan has
declined from nearly 40% in the late 1970's to less than 15%
today. Being only one generation into the evolved reality of
“saving for yourself,” the consumer-driven nature of the US
economy could be increasingly challenged as longevity collides
with an under-saved population. Working to improve financial
literacy may spur better financial well-being, but this is a secular
issue that only gets more critical as government safety nets are
increasingly weighed down by debt and deficits.

Aggregate Statistics Overstate Reality for Many

Most headline analyses of financial conditions are overly reliant
on data aggregated across entire populations. That said, growing
income and wealth inequality have skewed the broad measures
in a way that understates the risks to lower-income consumers.
The US personal savings rate represents the fraction of personal
income that is not consumed by taxes or expenditures, and was
recently reported at 8.1%. While the chart below suggests a
degree of stability in this level, and a dramatic improvement from
the pre-crisis lows, there is sfill a sizable minority for which spending
exceeds income. According to data from the 2017 Consumer
Expenditures Survey conducted by the Bureau of Labor Statistics,
nearly 63 million out of 130 million households reported negative
savings overall. While some lower-income consumer units are
able to reserve for their future, the averages suggest modest
savings begin only as annual income rises into the $50,000 to
$70,000 range. On the other hand, the top-10% of the population,
those with annual incomes greater than $150,000, reported
savings rates averaging over 20%. Said another way, over 80% of
these high earners participate in active savings programs, while
this figure drops to around 40% for the bottom-half of earners.

Savings Rate Appears Stable, Despite Countercyclical Past
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Unrealistic Return Goals May Cause Discontent

It almost goes without saying, consistently saving out of current
income is an important determinant of household net worth.
Assuming an individual can overcome the initial hurdle of saving,
it's also important to maintain patience and realistic expectations
for portfolio growth through fime. With the exfraordinary
monetary policy of the past decade potentially pulling-forward
future returns, ACG has frequently cited "“muted retun
expectations” as a theme. With this being the case, the results of
an independent online survey conducted by Research Plus
Limited recently caught our attention. The survey included over
25,000 investors in more than 30 countries throughout the world,
and focuses on a variety of behavioral aspects tied to investing.
The chart below is particularly telling as it details annual return
expectations over the next five years, which confinue to rise
despite the extended nature of the current bull market. With 47%
of survey participants expecting at least double-digit outcomes,
the average investor in the survey is expecting annualized total
returns of 10.7%. For context, a balanced portfolio of stocks and
bonds has only delivered about 8.8% per year since 1950, and
even this level of return could be challenging given current
valuations and slower growth. Also noteworthy are observations
that the overall holding period for an investment has declined to
just 2.6 years, and in times of uncertainly (specifically 4Q-18)
nearly 60% of respondents moved some of their portfolio into
lower risk investments or even cash. As relatively new investors
who have largely experienced only positive return environments,
Millennials tend to have the highest overall expectations and the
least amount of patience.

Return Expectations Distant from Reality
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ACG's Position

Since the Global Financial Crisis, there has been a recovery in the
aggregate savings rate and a more responsible approach
toward household debt. However, it's clear that not all segments
of the population are thriving. The extended economic expansion
has only recently led to accelerated wage growth and thereby
savings potential for the nation’s lowest earners. Everyone wants
to feel in control of their personal finances. While consistently
difficult, managing the savings versus spending decision, and
being aware of behavioral biases such as overconfidence can
go a long way toward achieving long-term goals and reducing
potential financial fragility.
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Disclosures and Legal Noftice

The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions
of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG
believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does
not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information
contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will", “expect”, “anticipate”,
“project”, “estimate”, or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein, actual results or
performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you
should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a
range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment
risk. The output of the Monte Carlo Simulation is based on ACG'’s capital market assumptions that are derived from proprietary models based upon well-recognized
financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates
may vyield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in
deriving the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to
which the probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual
investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any
estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in
existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect,
inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will
experience returns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future
producing materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes
only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such
matters. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly,
annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.

© 2019 Asset Consulting Group. All Rights Reserved. Asset Consulting Group is the sole owner of all rights, title, and interest to the materials, methodologies,
techniques, and processes set forth herein, including any and all intellectual property rights. No part of this document may be reproduced, stored, or transmitted
by any means without the express written consent of Asset Consulting Group.
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