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Turning Point?

Investment Strategy Update

As communicated last month, FSA Investment Group adopted a more
cautious stance in client portfolios in the beginning of the fourth quarter
this year. Five of the six indicators we monitor as part of our Highland
Diffusion Index (“HDI”)- economic, yield curve, monetary policy, credit
spread, and momentum - are all signaling Risk-Off. Market-based indi-
cators like credit spreads and momentum turned negative earlier in the
year as spreads on investment grade and high yield bonds increased and
equity markets waned. In recent months, the HDI’s economic, yield curve,
and monetary policy indicators have shifted negative as portions of the
yield curve have inverted and the Federal Reserve continues to adopt a
more restrictive strategy. Employment remains a bright spot.

We rebalanced portfolios in October to have a neutral allocation to
equities and shortened duration in bonds. With yields rising since the
start of the year, bonds are now priced to deliver returns in line with
long-term av-erages. Moreover, higher yields help compensate
investors who prefer to play defense in this period of uncertainty
and higher volatility. We also continue to maintain an overweight to
U.S. equities and alternative, non-directional fixed income strategies,
which have both been accretive to portfolios year-to-date.

U.S Equity Market Update

After underperforming every major market from 2000 to 2008,
U.S. stocks have outperformed the rest of the world by a wide margin.
During a majority of this time, we have been overweight to U.S. equity
markets in client accounts. These allocations have served our clients
well. However, the question we are asking ourselves today is how long
can this long peri-od of U.S. equity market outperformance continue?
Our current position-ing of overweight U.S. equities and underweight
international equities remains attractive as a safe haven over the near-
term, but we continue to watch for potential catalysts that would
provide an opportunity to rotate into other markets.
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ABOUT OUR FIRM

We are dedicated to providing investment
management and strategic wealth planning to
Indian tribes and high net worth individuals.
Simply put, we strive to be our client’s trusted
advisor. As a financial advisory firm, our
primary focus is to provide unbiased opinions
that are designed to achieve long term invest-
ment results.

FSA Investment Group does this with the high-
est levels of trust, integrity and respect while
always collaborating using a team approach.
We are dedicated to professionally supporting,
educating, and providing informed direction to
each and every client.
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Annualized Global Equity Market Returns

January 1, 2009 to September 30, 2022
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BCA, a leading provider of global investment research, points out that a surge in U.S. sales has been the
biggest driver of U.S. outperformance during this period, followed by profit margins and then P/E expan-
sion. Regarding sales and profit margins, BCA makes the case that they are both on shakier ground today
than in the recent past. First, sales are closely linked to nominal GDP, and the IMF forecasts stronger
growth outside the U.S. going forward, especially in emerging countries. Second, historically any region’s
profit margins are unable to remain above the global average longer than 15 years. This makes sense, as
economic theory purports that when profitability is excessive in one market, increased competition will
come in and exert downward pressure on margins. U.S. profit margins have now been above global levels
for almost 13 years, which would imply we are in the later innings of U.S. dominance in this area.

Another catalyst we continue to monitor is the price of the dollar relative to other major global market
currencies. When the dollar is rising, this can be a tailwind for U.S. equity market returns versus the
rest of the world, and vice versa. Today the dollar is high. In nominal returns, the dollar exchange rate is
the highest it’s been since 2002. In real terms, after adjusting for higher U.S. inflation, this is the highest
exchange rate since mid-1980s. When the Federal Reserve pauses its current rate-hike campaign, we
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expect the dollar to fall as the gap between U.S. rates and international rates narrows. Moreover, the dol-
lar tends to strengthen when global growth wanes and weaken when global growth is rising, as the U.S.
remains the preferred safe haven. If and when global growth improves, we would also expect to see the
dollar fall and make international markets more attractive.

IMPORTANT DISCLOSURES: 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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