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KEY TAKEAWAYS

Negative returns in December capped off a difficult quarter and a disappointing year for investors.
Volatility increased, and all major equity indices finished in negative territory. While non-U.S. equities,
particularly Emerging Markets, fared better during the fourth quarter, U.S. Large Cap was the top
performer during the calendar year and growth once again outperformed value.

Highlights of overseas headlines included Brexit negotiations failing to gain significant traction, French
protests intensifying, and the Chinese government continuing to implement further stimulus to offset a
slowing economy and trade concerns. Within the U.S., the government shut down and investors feared a
policy misstep from the Fed.

In the risk-off environment, investors bid up the price of safe assets, causing the yield on the 10-year
Treasury to fall from a high of 3.24% in November down to 2.69% to close the year. Credit spreads
widened as High Yield debt sold off. Oil prices fell further over the month, declining more than 34% in Q4
and dragging down natural resource equities over concerns of slowing global demand.

The Federal Reserve hiked rates for the fourth time this year—the ninth hike of the current cycle—
increasing the Fed Funds rate to 2.5%. Looking ahead, markets are pricing under increasing expectations
that the Fed will not hike again in 2019, despite the median FOMC dot plot suggesting two rate increases.

INDEX PERFORMANCE (as of 12/31/18)

Equity Quarter One-Year Three-Year
U.S. Large Cap -13.5% -4.4% 9.3%
U.S. Small Cap -20.2% -11.0% 7.4%
NEW JERSEY Developed Non-U.S. -12.5% -13.8% 2.9%
201-944-PATH (7284) Emerging Market -7.5% 14.6% 9.3%
MASSACHUSETTS Real Assets
617-350-8999 Real Estate -5.1% -7.0% 4.3%
FLORIDA Commodities -9.4% -11.3% 0.3%
239-214-7931 Natural Resource Equities -23.5% -21.1% 1.5%
GEORGIA Fixed Income
404-592-0180 Core Plus
U.S. High Yield Debt -4.5% -2.1% 7.2%
WASHINGTON D.C. ) . . .
301-998-0300 Ernerglng Market Debt 2.1% -6.2% 5.9%
Core Bonds
CALIFORNIA
310-734-5320 U.S. Aggregate Bonds 1.6% 0.0% 2.1%
U.S. Treasuries 2.6% 0.9% 1.4%
LB U.S. Municipal Bonds 1.6% 1.6% 1.7%
503-228-3941
Month-End Values/Yield Current  One-Year Ago  Three-Years Ago
A —— CBOE Volatility Index 25.4 11.0 18.2
10-Year Treasury Yield 2.7% 2.4% 2.3%

Sources: Bloombers, Morningstar, treasury.gov. S&P Dow [ones Indices.

You cannot invest directly in an index; therefore, performance returns do not reflect any management fees. Returns of the indices include the reinvestment of all dividends and
income, as reported by the commercial databases involved.



REGIONAL COMMENTARY

Investor sentiment waned in the fourth quarter as the S&P 500 dropped 19.8% from peak to trough,
just shy of a technical bear market (defined as a decline of 20% or more). The fourth quarter of 2018
posted the worst quarterly total return for the S&P 500 since 2011. The spike in volatility during the
quarter highlighted investors' anxiety. It was not all negative, however, as December 26™ set a record
for the single largest point gain in a day for the Dow Jones Industrial Index, when it gained more than
1,000 points.

The market action, combined with the many headlines over the course of the quarter, has led investors
to question whether or not we have hit the end of the current economic expansion. Global growth has
slowed, and fears of an oncoming recession are building.

Our U.S. Market Cycle Dashboard confirms that global growth is slowing, but we believe investor
sentiment has gone too far in anticipating a near-term recession.

Economic growth within the U.S. is supported by the backdrop of healthy labor markets, modestly
rising wages, and tame inflation—all positives for the consumer. Retail sales during the holiday season
were particularly strong. Manufacturing, Services, and Leading Indices, although moderating, point
toward a continuance of the modest pace of expansion.

Lastly, the fall in equity prices has helped valuations return toward a more normal range. On a forward
looking basis, the S&P 500 trades around 14.5 times next year's consensus earnings, a level not seen
since 2013. Price-to-Earnings multiples in overseas markets are even cheaper still.

Payrolls typically fall prior to recession. The current trend shows continued expansion.
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Sources: Bloomberg. U.S. Burean of Labor Statistics.

You cannot invest directly in an index; therefore, performance returns do not reflect any management fees. Returns of the indices include the reinvestment of all dividends and
income, as reported by the commercial databases involved.



DISCLOSURE
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Past Performance Is No Guarantee Of Future Performance. Any
opinions expressed are current only as of the time made and are
subject to change without notice. This report may include estimates,
projections or other forward looking statements, however, due to
numerous factors, actual events may differ substantially from those
presented. The graphs and tables making up this report have been
based on unaudited, third-party data and performance information
provided to us by one or more commercial databases. Additionally,
please be aware that past performance is not a guide to the future
performance of any manager or strategy, and that the performance
results and historical information provided displayed herein may have
been adversely or favorably impacted by events and economic
conditions that will not prevail in the future. Therefore, it should not
be inferred that these results are indicative of the future performance
of any strategy, index, fund, manager or group of managers. While we
believe this information to be reliable, Pathstone bears no
responsibility whatsoever for any errors or omissions. Index
benchmarks contained in this report are provided so that performance
can be compared with the performance of well-known and widely
recognized indices. Index results assume the re-investment of all
dividends and interest. Moreover, the information provided is not
intended to be, and should not be construed as, investment, legal or tax
advice. Nothing contained herein should be construed as a
recommendation or advice to purchase or sell any security, investment,
or portfolio allocation. Any investment advice provided by Pathstone is
client specific based on each clients' risk tolerance and investment
objectives. This presentation is not meant as a general guide to
investing, or as a source of any specific investment recommendations,
and makes no implied or express recommendations concerning the
manner in which any client's accounts should or would be handled, as
appropriate investment decisions depend upon the client's specific
investment objectives.

U.S. Large Cap Equity is represented by the S&P 500 Index, with
dividends reinvested. U.S. Small Cap Equity is represented by the
Russell 2000 Index. Developed Non-U.S. Equity is represented by the
MSCI EAFE Index. Emerging Market Equity is represented by the
MSCI EM Index. Real Estate is represented by the S&P Global
Property Index. Commodities are represented by the D] UBS
Commodity Index. Natural Resource Equities are represented by the
S&P North American Natural Resources Index. U.S. High Yield Debt
is represented by the Bloomberg Barclays U.S. Corporate High Yield
Index. Emerging Market Debt is represented by the JPM GMI-EM
Global Diversified Index. U.S. Aggregate Bonds is represented by the
Bloomberg Barclays U.S. Aggregate Bond Index. U.S. Treasuries is
represented by the Bloomberg Barclays U.S. Treasury Index. U.S.
Municipal Bonds is represented by the Bloomberg Barclays Municipal
1-10yr Index.



