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Investors should understand the difference between market value and intrinsic value when
determining whether investments are overvalued or undervalued.
U.S. equity market appears overvalued on a number of metrics.
U.S. equity market returns over the next 5-10 years may be lower relative to the past due to
elevated starting valuations.
Portfolios should be diversified in an attempt to protect capital if valuations retract to longerterm historical averages.
It is important that investors understand their risk tolerance and not let emotions drive
investment decisions.

The U.S. equity market appears overvalued based on a number of valuation metrics. Unless the U.S. economy and corporate profits
accelerate to much higher levels, the U.S. equity market may deliver lower returns over the next 5-10 years than it has over the past
decade. In this piece, we will provide insights into why we believe the U.S. equity market appears overvalued and how we are
positioning our portfolios accordingly.

Clarifying the Difference Between Market Value and Intrinsic Value
Market value, when describing equity valuations, refers to a company’s actual
stock price or market capitalization. It can also refer to the aggregate value of
a basket of stocks, such as the S&P 500 Index. In the short-term, the
daily/weekly ups and downs in market value often reflect the demand for a
company’s stock or index, rather than changes in intrinsic value.

Market Value vs. Intrinsic Value

Overvalued

Intrinsic value is the subjective, estimated value of a company, often based on
a liquidation value or an estimate of future earnings or cash flows. Different
investment analysts may have different estimates of intrinsic values for a
company, while the market price is the market price.
Fair value is when market value equals intrinsic value. Equity markets are
considered overvalued when current market value exceeds estimated intrinsic
value. Markets are considered undervalued when current market value is less
than intrinsic value. When market value and intrinsic value are misaligned
(over/undervalued), market value or intrinsic value can adjust in order to
achieve fair value.

Undervalued
Time
Market Value

Intrinsic Value

For illustration purposes only.

For example, in today’s U.S. equity market environment, we believe market value exceeds intrinsic value, so we consider U.S. equity
prices overvalued. In order for the market to get back to fairly valued, a market sell-off may need to occur until market value equals
intrinsic value. Another way for U.S. equities to reach fair value from today’s lofty valuations, is if intrinsic value rises faster than
market value over time. In an overvalued market, a faster rising intrinsic value is the more preferred outcome, rather than a steep
market sell-off, in order to achieve a fairly valued market.
KEY TAKEAWAY: Understanding the difference between an investment’s current market value and its estimated intrinsic value is the
first step in determining whether an investment may be overvalued, undervalued or fairly valued. Given the possibility that U.S. equity
markets are overvalued, the preferred outcome is that intrinsic value catches up to market value. In this outcome, we may be able to
avoid a deep market sell-off in the U.S. equity market. Unfortunately, markets don’t always act the way you want.
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Valuation is in the Eye of the Beholder, So Understanding Valuation Factors is Key
Determining whether market valuations are overvalued, undervalued or somewhere in between is a heated debate among investors.
There are so many factors that go into valuation analysis that investors can get conflicting information as to where valuations really
stand. In order to help provide some clarity, we need to start with a few key factors that can impact valuation. Depending on the
valuation factors used, an investment may look overvalued, undervalued or fairly valued. Without going into significant detail, here
are a few key factors to consider:
Valuation Metrics. Valuation metrics are used to compare the valuation of one investment relative to another, or relative to that
investment’s own history. Common valuation metrics include price-to-earnings (P/E) ratios, price-to-book (P/B) ratios, Shiller CAPE
ratio, earnings yield, dividend yield, market cap to GDP, bond spreads, and the list goes on.
For example, the P/E ratio measures the price of a company’s stock price relative to the earnings of that company. Investors can
compare the P/E ratio of one company relative to a similar company to determine which company’s stock might be overvalued or
undervalued. Valuation metrics can also be used on equity indices, such as the S&P 500 Index, to get a sense of a country’s equity
market valuation in aggregate relative to another country’s equity index.
Time Horizon. Another factor to consider in valuation analysis is the time horizon being analyzed and forecasted. Time horizon needs
to be further clarified based on historical or forward-looking time periods.
Historical Time Horizon. An investment’s current valuation can be measured relative to any historical time period, such as the last
twelve months, the last five years, the last ten years or even over the last fifty-plus years. Historical valuation is often used as a
reference to compare where an investment’s valuation is today. For example, an investment that fell 10% relative to the prior year’s
value may look “cheap”, but relative to the last five or ten years, that investment might still be “expensive”.
Forward-Looking Time Horizon. The other time horizon to account for is the forward-looking time horizon for the investment. Is the
investment being held for a year, five years, twenty years until retirement, a multi-generational investment held for several decades?
If you have a holding period of five years, valuations may have much more of an impact than if you had a twenty-year holding period.
For example, in the short-term, an investment may be considered overvalued (market value exceeds intrinsic value), but over the
longer term, that investment’s intrinsic value may increase enough to match market value, resulting in a fairly valued investment over
time.
Business Cycles. The business cycle matters when analyzing valuations. The business cycle is generally tied to corporate profitability.
As a business cycle picks up, company earnings and cash flows can grow. As a business cycle slows, earnings growth and cash flows
can weaken. In an accelerating economy, investors may be willing to pay a premium valuation for companies, anticipating stronger
earnings and cash flow growth. This is the environment we believe the U.S. equity market has been in over the last few years. Investors
should be wary to not to overpay for anticipated future growth that may or may not materialize.
Valuation of Other Investments. Investors often need to allocate capital for a specific purpose like retirement, future purchases or
college education. Investors can take advantage of valuation dislocations across many different investments, such as stocks, bonds
and real estate. If one investment appears expensive, investors can allocate away from that investment and reallocate to another
with a more attractive valuation. Understanding valuation analysis across investments can help investors adjust their portfolios in an
effort to buy low and sell high over time.
KEY TAKEAWAY. When you hear anyone talking about valuations of any investment, whether it’s in the media, your investment
manager or family and friends, make sure you understand the factors driving that person’s opinion on valuation. If they cannot clarify
these factors, then you should not take that person’s viewpoint with much conviction. Without the supporting factors, any advice is
just noise. Stick to the factors we have laid out and you should have better conviction in determining whether the markets are
overvalued, undervalued or fairly valued.

Now let’s look at some of these factors relative to the current state of the U.S. equity market…
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A Quick Valuation Analysis on U.S. Equity Markets
We always consider a number of factors before we form an opinion on valuations. We have a forward time frame of 1-3 years, which
roughly coincides with a quarter to half of the length of a typical business cycle. We also consider the historical time frame, as long
as relevant historical data is available. Our approach is to use multiple valuation metrics, including different price multiples and bond
spreads. We then compare theses metrics relative to that investment’s history and relative to other available investments. We
believe this multi-factor approach to valuation analysis is crucial when managing investments for our clients.
Now let’s take a look at where we believe the U.S. equity market’s valuation is today…
Current U.S. Equity Valuations Appear Expensive Relative to History
To get a better sense of where U.S. equity valuations are currently, it is important to take a look at how the market was valued in the
past. According to data compiled by Yale University economics professor Robert Shiller 1, since the year 1900, the historical median
monthly price-to-earnings (P/E) ratio of the S&P 500 Index is approximately 14.7. Fast forward to more recent data, as of December
31, 2017, according to bottom-up estimates from J.P. Morgan2, the estimated 12-month trailing P/E ratio is 23.1. This indicates that
the market’s December valuation is over 50% higher than average. Hypothetically, if we assume stagnant growth in the intrinsic value
for the S&P 500 Index, and its market valuation (P/E ratio) fell back to the long-term average, the index would experience a price
decline of more than 30%.
You can see from the graph below that valuations move in cycles over longer periods of time. For the last 25 years, the S&P 500 Index
has been in an above average valuation environment relative to the longer-term history.

S&P 500 Index: Historical Price-to-Earnings Ratio1
125

25

5

1
1904 1909 1914 1919 1924 1929 1934 1939 1944 1949 1954 1959 1964 1969 1974 1979 1984 1989 1994 1999 2004 2009 2014
Logarithmic scale. Source: Robert Shiller 1; FWA analysis. Monthly data January 1900 through June 2017.

Two other valuation metric examples are the Shiller CAPE ratio and market capitalization to GDP. The Shiller CAPE ratio measures
stock prices relative to the average inflation-adjusted earnings over the past ten years. Market capitalization to GDP measures a
country’s stock market index (i.e. U.S. Wilshire 5000 Total Stock Market Index) relative that country’s Gross Domestic Product (i.e. U.S.
GDP). As you can see in the graphs below, both valuation metrics are currently well above their long-term averages.

Source: Robert Shiller1; FWA analysis. Dates: January 1900 - December
2017.
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U.S. equity markets also appear expensive relative to international developed and emerging market equities…

Equity Valuations Historical P/E Ratio

Equity Valuations Historical P/B Ratio
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Price-to-Earnings (P/E) Ratio, Price-to-Book (P/B) Ratio. Source: Morningstar Direct; FWA analysis. U.S.: S&P 500 Index, International Developed: MSCI EAFE Index,
Emerging Markets: MSCI Emerging Markets Index

KEY TAKEAWAY: There are a number of factors to consider when analyzing valuations. Based on current valuation metrics, the U.S.
equity market appears expensive relative to history and relative to international equity markets. History has shown that markets can
stay overvalued or undervalued relative to long-term averages for many years. In our opinion, investors should not become
complacent and should be cognizant of the past. History has suggested that high valuations do not persist indefinitely. With the
current elevated valuations in the U.S. equity market, we believe investors should be cautious going forward.

Now let’s look at the U.S. economy…

Current U.S. Economic Environment Does Not Appear to Support Higher Valuations
If we look at the current economic environment, with U.S. Gross Domestic Product (GDP)4 growth of roughly 3%, the U.S. equity market
is trading at higher valuations than when economic growth was much higher in the past. In our opinion, today’s equity valuations do
not appropriately reflect the current and anticipated future economic growth rate. Investors may be currently overpaying for U.S.
equities in what we anticipate to be slow and steady economic growth going forward.
U.S. Gross Domestic Product (GDP)4

Source: Federal Reserve Bank of St. Louis; U.S. Bureau of Economic Analysis; FRED® Graphs ©Federal Reserve Bank of St.
Louis. 2018. All rights reserved. All FRED® Graphs appear courtesy of Federal Reserve Bank of St. Louis. https://fred.stlouisfed.org/
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Consumer spending is a key driver of U.S. GDP, accounting for roughly 70% of the U.S. economy9. To get much stronger economic
growth, consumers need to spend more. In the current economic environment, our issue with expecting much higher consumer
spending is that consumers appear to have already overspent in the last few years.
During and just following the “Great Recession” in 2008/2009, consumers started to save more and were uncertain about their
financial situation. This can be seen in the U.S. Bureau of Economic Analysis’ U.S. Personal Savings Rate 5 during that time. As the
economy started to heal, consumers appeared to increase their spending and reduce their savings. Remember, higher consumer
spending helps support higher U.S. GDP. Now, personal savings rates are approaching the lows seen in 2005-2007, just prior to the
Great Recession. This is a potential indication that consumers may have already spent a lot of their discretionary income over the last
few years, and the pent-up demand for goods and services may be weaker going forward. In our opinion, with a low national personal
savings rate, and wage growth still fairly stagnant, it may be tough for the U.S. economy to reach stronger growth levels. Without
much stronger economic growth, the U.S. equity market may have difficulty supporting higher valuations.
U.S. Personal Savings Rate5

Source: Federal Reserve Bank of St. Louis; U.S. Bureau of Economic Analysis; FRED® Graphs ©Federal Reserve Bank of St. Louis. 2018. All
rights reserved. All FRED® Graphs appear courtesy of Federal Reserve Bank of St. Louis. https://fred.stlouisfed.org/

Why are consumers apparently spending more and saving less?
According to the University of Michigan Consumer Sentiment Survey6, consumer sentiment is hitting relatively high levels. Consumers
appear to be feeling good about where they currently are from a financial standpoint. When consumers are feeling good, equity
markets also often do well. If the U.S. economy continues on its slow and steady growth path, unemployment is low and consumers
remain feeling good, the equity market may have solid footing underneath for the time being. However, if there is a slowdown in the
U.S. economy and consumer sentiment starts to weaken from elevated levels, equity prices may start to have issues given currently
elevated valuations.
University of Michigan Consumer Sentiment Index6
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Source: University of Michigan. Dates: February 1960 – December 2017. Shaded areas indicate U.S. recessions.
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We May Need Faster Economic Growth and Accelerated Corporate Profitability to Support Higher Valuations
In our opinion, the U.S. economy needs to pick up speed and corporate earnings and cash flow growth need to accelerate to support
current equity valuations. There may be a few potential factors that could support a near-term pickup in economic growth.
Recent Tax Cuts. With the recent U.S. tax cuts being implemented in 2018, it is anticipated that many U.S. companies and individuals
will receive more cash flow to spend. In order for the economy to grow faster, business investment and consumer spending need to
increase. It remains uncertain as to the willingness of businesses and consumers to invest and spend this additional cash flow. We do
not want to see companies using the majority of excess cash on short-term equity buybacks and dividend payouts. These corporate
actions may boost equity prices in the short-term, but they are not sufficient for long-term accelerated growth, in our opinion.
Increased Government Spending. U.S. infrastructure spending has been a topic that both Republicans and Democrats have called for.
Government spending is an input into U.S. GDP. While politicians appear to agree that investment in U.S. infrastructure is needed,
how much and when is still uncertain. U.S. government debt levels continue to climb, so it may be tough for politicians to support
significant infrastructure spending at this time.
To establish a higher sustainable economic growth rate, we believe there are structural issues in the U.S. that need to be addressed.
These include an aging workforce, lack of highly skilled workers to match available and future jobs, income inequality, high levels of
U.S. debt, low personal savings and lower levels of productivity growth, just to name a few. We believe that unaddressed, these issues
could make it tough to reach higher sustainable economic growth. These structural issues are yet another reason we believe current
elevated U.S. equity valuations may be unsustainable.

Why Do Currently High Valuations and Moderate Economic Growth Pose a Risk?
Why are current equity valuations such a concern? It is less about an imminent crash in the market, which may or may not happen in
the near term. Our main concern is the possibility of long periods of market volatility with a lack of capital appreciation, due to higher
valuation starting points.
History Has Shown Long Periods of Stagnant Investment Returns
Below is a graph of the S&P 1500 Composite Index compiled by J.P. Morgan2. As you can see, there have been long periods (10-20+
years) of flat price performance for U.S. equities. For example, during the tech boom from 1997-2000, U.S. equities reached peak
price levels that were not materially exceeded until 2014, 14 years later.
Historical U.S. Equity Prices: S&P 1500 Composite Index2

Source: J.P. Morgan Asset Management2
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Outside of the U.S. equity market, there have been other markets that have experienced long-periods of stagnant appreciation…
U.S. Housing Market. The housing market in the early- to mid-2000s was a seller’s market. Home prices climbed rapidly across the
country at a faster growth rate than historical averages as demand for homes exceeded supply. Then, a few years later in 2007/2008,
the U.S. experienced a housing crisis and home prices fell below levels that many had purchased a year or two prior. Fast forward ten
years to today. Homeowners may just now be getting their home prices back to where they were prior to the housing crisis. Home
valuations may have been so extended in 2007 that it took 10 years to get back to prior price levels.
Historical U.S. Home Prices: S&P/Case-Shiller U.S. National Home Price Index7

Source: Federal Reserve Bank of St. Louis; S&P Dow Jones Indices, LLC; FRED® Graphs ©Federal Reserve Bank of St. Louis. 2018. All
rights reserved. All FRED® Graphs appear courtesy of Federal Reserve Bank of St. Louis. https://fred.stlouisfed.org/

Japanese Equity Market. Outside of the U.S., the Japanese equity market (Nikkei Stock Average 225)8 has experienced a very long
period of high volatility with no long-term capital appreciation. Only just recently has the Japanese index experienced a strong
sustained rally. Unfortunately for long-term investors, the index has only reached a market value originally set back in 1987, roughly
30 years ago. The index has rallied significantly from its recent lows, but it still has a long way to go to reach its historical peak in the
late 1980s.
Japanese Stock Market: Nikkei Stock Average (Nikkei 225)8

Source: Federal Reserve Bank of St. Louis; Nikkei Industry Research Institute; FRED® Graphs ©Federal Reserve Bank of St. Louis. 2018.
All rights reserved. All FRED® Graphs appear courtesy of Federal Reserve Bank of St. Louis. https://fred.stlouisfed.org/

The long periods of no capital appreciation in the U.S. equity market, the U.S. housing market and the Japanese equity market should
serve as strong reminders to long-term investors. If history is any guide, investors should prepare for the possibility of long periods of
flat equity market performance going forward. Our concern is that with what appears to be extended U.S. equity valuations today,
we could experience much lower equity returns over the next 5-10 years than what we have had in the past.
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Portfolio Implications: Don’t Take More Risk Than You Can Handle and Stay Diversified
Investors are generally forward looking in their decision-making in an attempt to predict future investment performance.
Understanding whether an investment may be overvalued or undervalued can help investors determine how to allocate their
portfolios. We believe this can help investors to buy low (undervalued market) and sell high (overvalued market).
We recommend that investors be proactive with their portfolios. By gaining a better sense of where we are from a valuation and
economic standpoint, investors can determine how much risk they are willing to take in their portfolios prior to any potential market
events. Investors should not let emotions dictate their investment strategy after material market events. Investors should also not
take more risk than they are comfortable with. Markets can be very volatile, and getting in and out of investments based on fear and
greed can be detrimental to long-term performance. Due to the recent lack of volatility in the markets, many investors may have
become too complacent and may be taking more risk in their portfolios than they can really handle. We may be in an environment
where investor greed is kicking in, which history has shown can often end badly.
Many investors have probably heard to buy low when markets are undervalued and sell high when markets are overvalued. This is
always a great idea in theory, but is often difficult to execute perfectly in practice given the subjectivity of valuations and the emotions
that investors feel when markets are rising and falling.
In our opinion, based on current elevated U.S. equity valuations relative to history and potential longer-term U.S. structural economic
issues, we believe it is prudent to manage expectations for U.S. equity market performance going forward. Depending on one’s risk
tolerance and time horizon, it may be appropriate to reallocate out of some U.S. equity exposure and into other potential diversifying
asset classes and investment strategies at this time.
Here are some ways the Freedom Wealth Alliance (FWA) Investment Committee is addressing a potentially overvalued U.S. equity
market in our FWA-managed portfolios:
Overweight international equities. We see better opportunities in foreign developed and emerging markets, where economic growth
is moderate but valuations are more attractive.
Overweight positions in financials and energy sectors. We currently have dedicated allocations to U.S. financials and energy sectors
in a number of our portfolios. We believe these two areas have improving fundamentals and valuations that are more attractive
relative to the broader U.S. equity market.
Utilizing active equity managers. Passive index investments have performed very well over the last few years relative to active
managers. Investors’ desire for low cost market exposure may be a contributing factor for the current elevated valuations in the U.S.
equity market. If investors start reducing exposure to equity markets quickly, passive index investments could experience the worst
of it. For this reason, we are utilizing active equity managers across segments of our portfolios. These active equity managers have
the potential to avoid weaker, more expensive areas of the markets and overweight stronger investment opportunities as they see fit.
Maintaining allocations to bonds. We have exposure to bonds in most of our portfolios, primarily through tactical bond managers.
These managers can allocate across bond sectors and geographies, and have the flexibility to adjust interest rate and credit exposure
to hedge market risks if needed. While bonds generally underperform equities in a strong equity bull market, they have been good
equity diversifiers and have provided downside protection in broad equity market sell-offs in the past.
Allocating to alternative strategies. We have exposure to a number of tactical alternative strategies, including long/short equity
managers, managed futures and tactical hedged equity strategies. These strategies can underperform equity markets in strong bull
markets, but have the potential to protect value during market sell-offs. With the possibility of overextended valuations in the U.S.
equity markets, missing some of the potential upside is preferable to capturing all of the potential market downside, in our opinion.
KEY TAKEAWAY: We believe current U.S. equity valuations are historically high and investment portfolios need proactive positioning.
Understanding one’s risk tolerance is extremely important. Making investment decisions based on emotions rarely leads to the best
outcomes. Don’t let greed or fear overpower your investment decisions. In this environment, greed may be influencing many
investors. We believe caution is warranted and portfolios should be properly diversified. Investors should consider giving up some
upside potential in the near term in an attempt to protect capital should equity valuations retract to longer-term historical averages.
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DEFINITIONS
S&P 500® Index: The S&P 500® Index is a market cap-weighted stock market index of 500 companies across a number of industries.
The index is often used as a broad representation of the common stocks of the largest publicly-traded companies in the United States.
Wilshire 5000 Total Market Index: The Wilshire 5000 Total Market Index is a market cap-weighted stock market index that measures
the performance of all U.S. stocks with readily available price information.
S&P Composite 1500 Index: The S&P Composite Index is a market cap-weighted stock market index that combines three S&P stock
indices: S&P 500 (large cap stocks), S&P 400 (mid cap stocks) and S&P 600 (small cap stocks). The index consists of approximately 90%
of the U.S. stock market capitalization.
MSCI EAFE Index: The MSCI EAFE (Europe, Australasia and Far East) Index is a stock market index constructed to measure the
performance of large cap and mid cap stocks across developed countries around the world, excluding the U.S. and Canada.
MSCI Emerging Markets Index: The MSCI Emerging Markets Index is a stock market index constructed to measure the performance
of large and mid cap stocks across emerging countries around the world.
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Shiller CAPE Ratio: The Shiller Cyclically Adjusted P/E (CAPE) Ratio is a cyclically-adjusted metric that measures the price of a stock
(or aggregate index) relative to the historical 10-year average inflation-adjusted earnings. Also known as Shiller P/E Ratio and P/E 10.
Earnings Yield: The Earnings Yield is the trailing 12 months earnings of a stock (or aggregate index) divided by its price. The earnings
yield is the inverse of the price-to-earnings (P/E) ratio.
Market Capitalization to GDP: Market Capitalization to GDP is a metric that compares a country’s stock market valuation (market
capitalization) relative to that country’s Gross Domestic Product (GDP). It is often used as a metric for valuation purposes.
Bond Spreads: Bond spreads measure the difference between the yields of bond securities. Bond spreads can help provide insights
into the relative risk and valuation across different bonds and other income-generating securities.
Price-to-Earnings Ratio: The price-to-earnings ratio (P/E ratio) is the ratio of a company’s stock price to the company’s earnings per
share. The P/E ratio is often utilized as a metric in valuing a company.
Price-to-Book Ratio: The price-to-book ratio (P/B ratio) is the ratio of a company’s stock price to the company’s book value. A
company’s book value refers to the company’s total assets minus its intangible assets and liabilities. A company’s book value is listed
on its balance sheet and is the total value of the company that shareholders would theoretically receive if the company was liquidated
and liabilities were paid. The P/B ratio is often utilized as a metric in valuing a company.
Emerging Markets: Emerging markets, also known as developing markets or developing countries, refers to countries, nations, and/or
regions that are transitioning to more advanced economies. Relative to developed economies, emerging markets often have higher
economic growth rates, lower per-capita incomes, higher sociopolitical instability, and less sophisticated financial markets.
Investments in emerging markets can often be more volatile than in developed markets due to the potential for greater uncertainty
in these markets.
Risk Assets: Risk assets generally refer to assets that carry a perceived high degree of risk and price volatility. Risk assets can include
stocks, lower quality bonds, highly interest rate-sensitive bonds, commodities, currencies and certain alternative strategies.
Conservative Assets: Conservative assets generally refer to assets that carry a perceived low degree of risk and price volatility.
Conservative assets can include cash securities and higher quality, less interest rate-sensitive bonds.
Tactical Investing: Tactical or active investing is an investment strategy where investment decisions are driven by opinions based on
gathered information. There are a number of different tactical investment styles, including, but not limited to, valuation-sensitive and
momentum-driven styles. Tactical investing styles may also differ based on investment time horizons from days, weeks, months or
years.
Passive Investing: Passive investing is an investment strategy that generally refers to buy and hold investing. This investment style
does not attempt to make changes to portfolio allocations or investments based on opinions and information gathering.
Alternative Strategies: Alternative strategies refer to investments or investment styles that often incorporate non-traditional tactical
investing methods, including, but not limited to, technical analysis, shorting, arbitrage, utilizing leverage and short-term tactical
trading. Alternative strategies may also be referred to by their investment style categories, including, but not limited to, long/short
equity, hedged equity, managed futures, unconstrained, and global macro. Alternative strategies may perform very differently from
traditional asset classes, thus investors must be aware of the potential for widely differentiated performance relative to traditional
stock and bond markets over shorter periods of time.
Fundamental Analysis: Fundamental analysis refers to making investment decisions based on gathered information, including, but
not limited to, economic, sector, industry, company and security research in an attempt to forecast future investment performance.
Technical Analysis: Technical analysis generally refers to analyzing an investment’s price performance over a specified time period in
an attempt to predict future potential performance of that investment. Technical analysis is often utilized in momentum-driven
investment styles and may not incorporate fundamental analysis when making investment decisions.
Drawdown: A market drawdown refers to the investment performance from peak-to-trough over a specified time period.
Duration: Duration is a measure of the sensitivity of a bond’s price to a change in interest rates. Generally, the higher the duration
of a bond or portfolio, the higher the sensitivity of that bond or portfolio to changes in interest rates.
FREEDOM WEALTH ALLIANCE | 675 N. BARKER ROAD BROOKFIELD, WI 53045 | (262) 798-7979

10

INVESTMENT INSIGHTS & OPINIONS | JANUARY 22, 2018

Credit Risk: Credit risk refers to the risk of default on debt, where the borrower fails to pay and the lender may lose a portion or all
of the principal lent to the borrower. Generally, the higher the credit risk, the higher the yield and volatility of the security relative to
other securities that are believed to have lower credit risk.

IMPORTANT DISCLOSURES
The opinions voiced in this material are for general information only and are not intended to provide or be construed as providing
specific investment advice or recommendations for any individual security.
Any economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that strategies
promoted will be successful.
The term “portfolios” used in this piece is in reference to the Freedom Wealth Alliance model portfolios. Any reference to performance
is based on estimated, unaudited, gross of fee performance of the model portfolios. Client accounts assigned a Freedom Wealth
Alliance model portfolio may have positioning and performance that differs from the firm’s model portfolios at any given time.
There is no assurance that the techniques and strategies discussed are suitable for all investors or will yield positive outcomes. The
purchase of certain securities may be required to affect some of the strategies. Investing in stock includes numerous specific risks
including: the fluctuation of dividend, loss of principal and potential illiquidity of the investment in a falling market.
Bonds are subject to market and interest rate risk if sold prior to maturity. Bond and bond mutual fund values and yields will decline
as interest rates rise and bonds are subject to availability and change in price. Government bonds and Treasury bills are guaranteed
by the U.S. government as to the timely payment of principal and interest and, if held to maturity, offer a fixed rate of return and fixed
principal value. However, the value of fund shares is not guaranteed and will fluctuate.
Investing in stock includes numerous specific risks including: the fluctuation of dividend, loss of principal, and potential illiquidity of
the investment in a falling market.
Asset management does not ensure a profit or protect against loss. There is no guarantee that a diversified portfolio will enhance
overall returns or outperform a non-diversified portfolio. Diversification does not protect against market risk.
Alternative investments may not be suitable for all investors and should be considered as an investment for the risk capital portion of
the investor’s portfolio. The strategies employed in the management of alternative investments may accelerate the velocity of
potential losses.
International investing involves special risks such as currency fluctuation and political instability and may not be suitable for all
investors. These risks are often heightened for investments in emerging markets.

Securities offered through LPL Financial. Member FINRA/SIPC. Investment advice offered through Freedom Wealth Alliance, a
registered investment advisor and separate entity from LPL Financial.

This research material has been prepared by Freedom Wealth Alliance.
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