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Portfolio Commentary 
Freedom Foundation®  

Second Quarter 2019 

The investment strategies in Freedom Foundation® take a traditional approach to portfolio management and apply the 
theory that effective allocation between investment asset classes can achieve an optimal balance of risk and 
opportunity for each client. Unlike simple asset allocation, which prescribes a static mix of the three major asset classes 
(stocks, bonds, and cash), Freedom Foundation® incorporates an active management approach that responds to 
changes in global capital markets. There are three series available through Freedom Foundation®: Core, Sustainable 
Investing (SI), and Risk Mitigation.  
 
Quarterly Review & Outlook 
In the second quarter, global markets extended the positive gains achieved in the first quarter, but results were more 
volatile. After U.S. markets set an all-time high early in the second quarter, investors’ concerns over slowing global 
economic growth and the potential negative impact of heightened trade tensions weighed on financial markets. The 
U.S. Treasury yield curve inverted, and global equity markets weakened. In June, the Federal Reserve (Fed) reiterated 
its dovish stance, which convinced investors that the Fed will soon loosen monetary policy by cutting interest rates to 
support economic growth and increase inflation expectations. Investors responded by pushing U.S. equity markets, 
measured by the S&P 500, to a record high.  
 
June also marked the 121st month of the current economic expansion which began in June of 2009, making it the 
longest U.S. economic expansion in recorded history (National Bureau of Economic Research). While the majority of 
forward-looking economic indicators suggest that global economic growth is likely to remain positive over the coming 
months, concerns over geopolitical tensions, sluggish growth overseas, and an inverted yield curve are likely to result in 
elevated market volatility.  
 
Equity Allocation 
The equity allocation benefited from the continued advance of global stock markets. Gains in the strategy were broad-
based across domestic and international and small and large capitalization holdings.    
 
During the quarter, we made changes designed to increase the resilience of the equity allocation based on our 
assessment that we are in the later stages of the economic cycle. As such, we reduced our exposure to U.S. small and 
mid-cap stocks and increased our exposure to U.S. large cap equities, which have historically been more resilient 
during this stage of the cycle.  
 

• Core Series - We increased the allocation to FMI Large Cap and Diamond Hill Large Cap, both active, value-
oriented domestic equity funds that invest in high-quality companies that should better withstand potential 
economic uncertainty.  
 

• Risk Assist® Series - We increased the allocation to the iShares Edge MSCI USA Quality Factor ETF (QUAL), 
which invests in large and mid-cap domestic companies with quality attributes such as high return on equity, 
low earnings variability, and low leverage.  
 

Overall, the equity allocation remains broadly diversified across geography, market capitalization, and style. We are 
currently overweight U.S. large cap stocks and underweight U.S. small cap stocks, while our international and emerging 
market allocations remain neutral.  
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Fixed Income Allocation 
The fixed income allocation generated positive results during the quarter. Bond markets were choppy, as declining 
inflation expectations combined with lower yields on risk-free assts, like the benchmark 10-year U.S. Treasury note, 
initially caused credit spreads on corporate and high-yield bonds to widen. In June, dovish comments from the Fed and 
market expectations of imminent interest rate cuts from the Fed drove bond prices higher and yields lower (bond prices 
and interest rates are inversely related). Consequently, corporate credit outperformed as credit spreads tightened at the 
end of the quarter, with investors anticipating that lower interest rates combined with positive U.S. economic 
fundamentals would be beneficial to corporate credit.  
 
We continue to find the long-term opportunity set in fixed income challenging. The current environment, characterized 
by low yields, tight credit spreads, and elevated global debt levels, is likely to prove challenging to the long-term 
prospects for the asset class. We continue to favor actively-managed fixed income funds that can dynamically manage 
exposures within the asset class.  
 
Fixed Income Allocation (Municipal Bonds) 
The  allocation generated positive results during the quarter. Declining interest rates in response to a dovish tone from 
the Fed and subdued inflation benefitted the asset class. Municipal bonds also continue to attract investors from high-
tax states who seek to shelter their income from federal income taxes, a consequence of the 2017 tax law that placed a 
cap on the amount of deductibility for state and local taxes. The asset class also benefitted from lowered expectations 
for the supply of newly issued municipal bonds in 2019. Increased demand combined with a more limited supply helped 
to push valuations higher during the quarter.  
 
Risk Assist® Series 
The strategies were active during the quarter as equity markets proved volatile but ultimately pushed higher. By quarter-
end, all strategies were either fully or almost fully invested.  
 
Below is a summary of the positioning of each of the strategies: 

• Foundation Aggressive ETF entered the quarter 20% de-risked and was 10% de-risked by quarter-end.  
• Foundation Growth ETF entered the quarter 10% de-risked and was 0% de-risked by quarter-end. 
• Foundation Moderate Growth ETF entered the quarter 10% de-risked and was 0% de-risked by quarter-end.  

  
Risk Assist® activity has been consistent with our expectations over the past three quarters. In the fourth quarter of 
2018, it aggressively de-risked to reduce potential downside risk in a challenging market environment. In the first 
quarter of 2019, it gradually re-invested as markets recovered to allow for partial participation in the recovery. In the 
second quarter of 2019, it continued to re-invest in response to sustained market gains. Overall, Risk Assist® has 
smoothed the ride for investors over the past nine months by softening the downside in the fourth quarter of 2018 while 
still allowing for a degree of participation in market gains through the first half of 2019.      
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