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We worry that our
clients will focus too
much on what is
URGENT and not
enough on what is
IMPORTANT,
namely getting
comfortable with an
investment plan that
can navigate crises.

In our view the right
asset allocation is
the one you can live
with through both
crises and good
times, without being
too fearful or too
greedy.
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THE WEEKLYVIEW
What We Worry About...

Our recent weeklies have focused on addressing what we believe are the concerns of our readers and
reconciling them with our positive outlook for stocks. Despite that, we are often asked what we do worry
about. Here are five things:

1. Excessive focus on what’s Urgent, not enough on what is Important. We worry
that our clients will focus too much on what appears URGENT (North Korea, and other current
headlines) and not enough on what is IMPORTANT — getting comfortable with an investment plan that
can navigate crises. Of course we worry about unintended outcomes from events like North Korea’s
current war of words with the US, but we do so in the hope that our clients trust us to assess the risks
and act in accordance with our risk management disciplines if necessary. Determining the right long-
term asset allocation is the key to long-term investment success. In our view the right asset allocation

is the one you can live with through both crises and good times, without being too fearful or too greedy.

2. The Unwinding of QE and complacency in the bond market. The Fed has been
deploying unconventional (some might say experimental) monetary policy since the great recession of
2008/9. They have done it successfully in our view, judging by the upward trajectory of the economy and
corporate earnings and the downward trajectory of unemployment, all with no increase in the trend of
inflation. Their success has caused the other major central banks to follow their lead creating some $15

trillion in global central bank balance sheets. Starting with the US, the next few years will likely see
unwinding of balance sheets, which will involve selling bonds. We think bond investors have become
overly complacent and may not be prepared for greater volatility and slightly higher rates as those
balance sheets are unwound. However, we believe rates will not rise far enough to end the bull market
stocks, especially overseas where the ECB (European Central Bank) and the Bank of Japan are still
buying bonds and increasing the size of their balance sheets as our chart below shows. (Please see
Strategic View from Sept 25" The End of “QE” Means Higher Rates, Resilient Stock Markets and
Volatility)

EUROPE AND JAPAN HAVE BEEN THE GROWTH DRIVERS SINCE 2014.
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3. Being perceived as ‘perma-bulls’. We have been strategically bullish about global stocks since early 2009 based on our Price
Matters assessment of expected returns. As a result, our commentary has tended to be optimistic, and we have sought to calm
investors’ nerves during periods of volatility. Notably, our current technical read on market structure is also echoing our constructive
fundamental read. However, we are not ‘perma-bulls’, meaning we do not have a permanent optimistic outlook on the market. If
stocks become overvalued on our asset allocation framework or enter sustained downtrends, our disciplines and our commentary
will likely change. We have been consistently cautious about longer maturity, high quality bonds as they seem to us to offer poor
risk/reward at such low yields. While our worst fears regarding higher rates have not been realized, returns on high quality, long
maturity bonds have been low now for several years. We continue to expect stocks to do better.

4. Clients with longer time horizons holding too much cash. We worry about the following irony: by being too conservative
today an investor misses out on the most powerful force in investing which we believe is time, and subjects themselves to the
higher likelihood they will need to take more risk later on in order to try and achieve their goals, when they can least afford to do so.
Alternatively they might be forced to lower their expectations if they want to remain with a very conservative allocation.

5. US Stocks ‘Melt-up’. While many of our clients worry about a meltdown, we worry as much about a rise to levels significantly
above trend. Why worry about such a strong US market? Well, when assets become overvalued, it is hard to know when it will end,
but the subsequent bear markets tend to be severe. Also, psychologically that kind of excessive bull market eventually draws in
investors/speculators that often end up losing money. We believe our Price Matters discipline will assist us in identifying the dangers
but we know from 1997-1999 that these kind of markets can cause investor ‘greed’ just as bear markets produce ‘fear’ and both can
lead to investors abandoning a well thought out plan. International markets are far enough below trend that a melt-up scenario is not
currently relevant in our view.

WHAT WE DON’'T CURRENTLY WORRY ABOUT

1. The global economy. We believe a global synchronized and sustainable recovery is in place and that current policy intentions
are likely to keep it going for several years. This has led to positive earnings surprises and strong stock markets, in our view. The
momentum in most economies across the world suggests to us that a recession is still quite some time off in the distance.

2. Central Banks determination to avoid deflation. Deflation is the enemy of the debtor. We believe Central Banks have
clearly realized that in an era of excessive government debt, erring on the side of creating a little too much inflation makes sense.
So far, the main consequence of potentially inflationary policy has been the inflation of asset prices such as stocks, bonds and

property.

3. The impact of Washington on the stock market. Between the election last November and President Trump’s first
speech to Congress in February 2017, the stock market became very excited about the potential for policies designed to increase
economic growth. The reality of governing has proved challenging for the President and Congress. What the President hoped to
achieve in his first nine months has so far fallen short of expectations. That said, he has reduced regulation and is likely to achieve
corporate tax reduction, both of which we think should be positive for stocks. There was also concern that his policies on trade with
China could have a negative impact on the market; however, the situation in North Korea has offered China the chance to side more
with the US, which should help them when it comes to trade.

Important Disclosure Information:
The comments above refer generally to financial markets and not specific RiverFront portfolios or any related performance.

RiverFront Investment Group, LLC, is an investment adviser registered with the Securities Exchange Commission under the Investment Advisers Act
of 1940. The company manages a variety of portfolios utilizing stocks, bonds, and exchange-traded funds (ETFs). RiverFront also serves as sub-
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intended as investment recommendations.
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Retirement Income Security Act of 1974, as amended or Section 4975(¢e)(3)(B) of the Internal Revenue Code of 1986, as amended.
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Important Disclosure Information Continued:

Information contained was received from sources believed to be reliable, but accuracy is not guaranteed. Investing always involves risk and you
may incur a profit or loss. No investment strategy can guarantee success. Past results are no guarantee of future results and no representation is
made that a client will or is likely to achieve positive returns, avoid losses, or experience returns similar to those shown or experienced in the past.

Technical analysis is based on the study of historical price movements and past trend patterns. There are no assurances that movements or trends
can or will be duplicated in the future.

Stocks represent partial ownership of a corporation. If the corporation does well, its value increases, and investors share in the appreciation.
However, if it goes bankrupt, or performs poorly, investors can lose their entire initial investment (i.e., the stock price can go to zero). Bonds
represent a loan made by an investor to a corporation or government. As such, the investor gets a guaranteed interest rate for a specific period of
time and expects to get their original investment back at the end of that time period, along with the interest earned. Investment risk is repayment of
the principal (amount invested). In the event of a bankruptcy or other corporate disruption, bonds are senior to stocks. Investors should be aware of
these differences prior to investing.

Investing in foreign companies poses additional risks since political and economic events unique to a country or region may affect those markets and
their issuers. In addition to such general international risks, the portfolio may also be exposed to currency fluctuation risks and emerging markets
risks as described further below.

Changes in the value of foreign currencies compared to the U.S. dollar may affect (positively or negatively) the value of the portfolio’s investments.
Such currency movements may occur separately from, and/or in response to, events that do not otherwise affect the value of the security in the
issuer’s home country. Also, the value of the portfolio may be influenced by currency exchange control regulations. The currencies of emerging
market countries may experience significant declines against the U.S. dollar, and devaluation may occur subsequent to investments in these
currencies by the portfolio.

Foreign investments, especially investments in emerging markets, can be riskier and more volatile than investments in the U.S. and are considered
speculative and subject to heightened risks in addition to the general risks of investing in non-U.S. securities. Also, inflation and rapid fluctuations in
inflation rates have had, and may continue to have, negative effects on the economies and securities markets of certain emerging market countries.
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