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PARTNERS® Economic & Market update

How the Market Produces Average Returns

On a call in late June, Adam Landau, a Partner in our Philadelphia office, brought up an important point about recent
performance overshadowing strong medium-term performance. After the call, we looked at the history of returns from a 60/40 portfolio
(defined here as 60% in U.S. Large Cap stocks and 40% in U.S. intermediate government bonds).

When you look at current five-year returns, a reasonable gauge of the medium-term results, they are decidedly average. This version
of a 60/40 portfolio has produced an 8.6% annualized return, right on the historical average. Even when adjusted for inflation, a 5.3%
annualized return is also fairly average.

The concept of pulling forward returns, or pulling forward fundamental trends, is a theme of the pandemic. Due to Covid-19 keeping
people at home and glued to their screens, ecommerce sales exploded. But it turns out the expansion of online sales share was transitory.
After all was all said and done, digital spending is on the same pre-Covid trajectory.

FOLLOWING IN THE FOOTSTEPS OF COVID-19

The market may be experiencing the exact same phenomena. The S&P 500 strung together an impressive run of returns from 2019 to
2021 (31.5%, 18.4%, 28.7%). During Covid-19, the forward multiple expanded from 19x to 24x. Earnings growth has certainly contributed
to the excellent market returns, but the inflating of the market P/E ratio in 2020 and 2021 can be viewed (in hindsight) as returns getting
pulled forward. The market multiple has now deflated back to 15x.

Today’s losses are tied to yesterday’s gains. While it is easy to focus on recent performance, each series is linked together. You can’t have
one without the other. The recency bias clouts our market glasses. The same return sequence over the last three years, replayed in reverse
order (with the bad returns upfront), have a much different behavioral reaction with clients even though, from a long-term perspective,
the performance is the exactly the same.

THE NECESSITY OF RISK

It is worth thinking about why the equity risk premium exists. Despite entering a bear market and down 24% peak to trough, the S&P
500 grew at 13.4% per year over the past five years through the end of May. Going back to 1925, U.S. Large Cap stocks have delivered an
average annualized five-year return of 10.25%. The 10% return figure that we all have engrained in our minds is far from a consistent
growth rate.

If the market compounded at a steady 10%, all investors would forgo cash and fixed income instruments and put 100% of their savings
into stocks. There would be no risk. The historical risk premium equities have enjoyed above bonds comes from that higher level of risk.
Future cash flows can dry up. Multiples can contract.

Over the past 20 years, the S&P 500 had traded as high as 24x and as low as 8x forward earnings. To earn an annualized return of 10%
means enduring years of up 29% (2021) and down 13% (2022). This is the very mechanism that produces average returns.

THE PANDEMIC BROUGHT FORWARD THE FUTURE

Online Sales Trends Haven’t Changed All That Much Were 2020 and 2021 Returns Transitory?
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AVERAGE RETURNS

Rolling 5-Year Nominal Returns Rolling 5-Year Real Returns
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Which Return Stream Would you Rather Have? Not All Assets Experienced the Boom
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Cerity Partners LLC (“Cerity Partners”) is an SEC-registered investment adviser with office locations throughout the United States. Registration of an Investment Advisor
does not imply any level of skill or training. The foregoing is limited to general information about Cerity Partners’ financial market outlook. You should not construe the
information contained herein as personalized investment, tax, or legal advice. There is no guarantee that the views and opinions expressed in this commentary will come
to pass. The information presented is subject to change without notice and should not be considered as an offer to sell or a solicitation of an offer to buy any security.
Material economic conditions and/or events may affect future results. All information is deemed reliable as of the date of this commentary but is not guaranteed. Before
making any decision or taking any action that may affect your finances or your company’s finances, you should consult a qualified professional adviser. For information
pertaining to the registration status of Cerity Partners, please contact us or refer to the Investment Adviser Public Disclosure website (www.adviserinfo.sec.gov). For
additional information about Cerity Partners, including fees, conflicts of interest, and services, send for our disclosure statement as set forth on Form CRS and ADV Part
2 using the contact information herein. Please read the disclosure statement carefully before you invest or send money.

Indices or other financial benchmarks are provided for illustration purposes only. Indices are unmanaged, statistical composites and an individual cannot directly invest
in an index. Any returns portrayed do not reflect the deduction of underlying investment expenses and third-party fees to purchase the securities they represent. Past
performance is no guarantee of future results. Data from indices (i.e., the S&P 500) are supplied by third party suppliers. Cerity Partners does not attest to the accuracy
or reliability of these numbers nor the methods of calculation from which they are derived. Investing in the financial markets involves risk, including the loss of the
principal amount invested; and may not be appropriate for everyone.

Certain information contained herein concerning economic trends and market performance trends are based on or derived from information provided by independent
third-party sources that, in certain cases, may not have been updated through the date of this information. While such information is believed to be reliable for the
purposes used herein, Cerity Partners has not independently verified the assumptions on which such information is based nor assumes any responsibility for the
accuracy or completeness of such information.
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