ASSET ALLOCATION UPDATE
April 2020

Social Distancing Leading to Economic Distress...

A

fter reviewing the economic and market environment, Highland’s Investment Committee offers the following comments on the current landscape:

The COVID-19 pandemic has been an unprecedented event in global markets and economy.
Economic activity has ground to a halt across large portions of the globe over the last three
weeks as the virus has spread. This crisis has roiled financial markets, triggering the fastest
25% drawdown for U.S. stocks in a century, while sending us into what will become a global
recession.
Many of the economic and employment data points we follow are published monthly. The
unprecedented speed with which large parts of the U.S. economy have decelerated in response to COVID-19 has rendered these metrics less useful during the public health portion
of this crisis. However, they should be invaluable as we plot the course of the subsequent
recovery.
The Fed’s response to this crisis has been encouraging. The central bank was quick to dust
off its 2008 playbook, cutting interest rates back to the zero-lower bound and reintroducing an alphabet soup of liquidity measures, including a Commercial Paper Funding Facility
(CPFF), a Primary Dealer Credit Facility (PDCF), and quantitative easing (QE). Moreover, it
supplemented these measures with new facilities like its Primary Market Corporate Credit
Facility (PMCCF), which allows it to purchase investment-grade corporate bonds, and its
Main Street Lending Program, which will allow it to direct credit to small businesses.
This rapid monetary easing, paired with robust fiscal stimulus in the form of Washington’s
$2 trillion coronavirus package, should go a long way toward blunting the immediate impact
to growth. The Coronavirus Aid, Relief, and Economic Security (CARES) Act of 2020 was the
largest bill signed into law in U.S. history and has the following features:
• Direct payments to individuals
• Expanded unemployment insurance
• Loan programs of $500 billion, including $117 billion for healthcare institutions
• Food assistance
Even with this response, the number of cases continues to rise and social distancing/mandatory shelter-in-place orders still remain. These actions are wreaking havoc on the global
economy, as we are seeing some of the sharpest downward moves in economic data since
World War II. That is why Congress began negotiating another stimulus bill before the ink
dried on CARES.
In the face of all of these unprecedented moves, we continue to monitor our Diffusion Index
closely. We believe the length of this crisis is the most important point on which to focus.
If social distancing doesn’t flatten the infection curve and the pandemic carries on through
the summer, we will likely see a more severe recession and we will react with a risk-off posture. However, if we continue to see evidence of a shorter 6- to 9-month disruption, we will
maintain our current positioning. Right now, we see signs of the latter, so we are staying on
our current path.
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We have also re-examined our capital market expectations due to the severe movements in markets. As a result,
expected returns for government bonds, cash, and other defensive assets have come down as investors have bid up
the price of those assets. Conversely, our estimate for future returns for risk assets, like non-core credit and equities,
have increased due to the recent sell-offs. We are now seeing compelling valuations and appealing trade opportunities in the non-core credit sectors. For example, our return expectation for high yield increased 300 basis points
per year to 8.5% over the next 10 years.
Over the short term, the path forward for both the economy and financial markets will largely be determined by the
duration and severity of this pandemic. Therefore, we expect to experience elevated volatility in markets until we
see the number of coronavirus cases level out (or decline).

Risk On/Risk Off Diffusion Index
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I M P O R T A N T D I S C L O S U R E S : Highland Associates, Inc. (“Highland”) and FSA Investment Group, LLC (“FSA-IG”) have entered
into an agreement whereby Highland will support FSA-IG in the areas of asset allocation, capital market research and manager research.
Highland and FSA-IG will collaborate in the construction of model portfolios for FSA-IG’s clients. FSA-IG is solely responsible for the
consulting services and discretionary management of their client portfolios as set forth in the Investment Advisory Agreement by and
between FSA Investment Group, LLC and Highland Associates, Inc.

The information contained herein is provided as of the date first set forth and are the views and opinions of Highland Associates, Inc.
While Highland has tried to provide accurate and timely information, there may be inadvertent technical or factual inaccuracies or
typographical errors. Highland assumes no duty to update any such information for subsequent changes of any kind. This information
is confidential and may not be disseminated without prior written consent from Highland Associates, Inc.
Receipt of this report is intended for FSA Investment Group’s investors and/or their representatives; it is for informational purposes
only, and should not be construed as investment advice or a recommendation by FSA Investment Group, LLC or Highland Associates,
Inc. to purchase or sell any securities or any other financial instrument. Investing involves a high degree of risk, and all investors should
carefully consider their investment objective and the suitability of any investment program. Forward looking statements are based
upon assumptions which may differ materially from actual events. This information should not be relied upon in making an investment
decision.
This portfolio commentary is provided for informational purposes only and may contain forward-looking statements that may not come
to pass. All information is subject to change without notice and should not be relied upon for any investment decision. This writing is
provided for the sole use of its intended recipient and may not be distributed to any unauthorized third parties without the prior written
approval of FSA Investment Group. Investing involves the risk of loss, including the potential loss of principal, and past performance may
not be indicative of future results. There can be no assurance that any investment strategy will provide profitable or that any asset class
will achieve the return expectations set forth above. Please contact FSA Investment Group if you have questions about this commentary
and refer to the account statements generated by your custodian for official account data.
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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