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The relative outperformance of the Global equity investors continue to knock on the U.S.’s door and domestic

U.S. equity markets versus the rest K k s I rto let 11 i Tth evaili end sinc
of the world is still confounding stock markets are happy to let them in. It has been a prevailing trend since
market participants that point to the “great recession” and most pointedly over the last year; the U.S. stock

valuation imbalances. market is leading the rest of the world. And in our view, for good reason,

although valuations versus foreign developed markets especially are

Is the U.S. really the “best house in getting stretched. More on that later. As far as the global neighborhood is

a bad neighborhood”? concerned...we do not think it is that bad fundamentally, but clearly the

U.S. house has the best facade. Tax policy changes, corporate earnings, an
easy Federal Reserve, and relative strength in the U.S. economy outshine
the rest of the world. So there should be little wonder, in our view, that
investors are making their way to the U.S.s front door. The relative
fundamentals and the directional change of those fundamentals are indeed
hospitable.

Figure 1: U.S. Equity Markets = % of World Market Capitalization

Source: Bloomberg
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Simple Rhyme and Reason

What has allowed for the post-recession outperformance in U.S. stocks is a
more sustainable improvement in corporate fundamentals and the
economy versus the balance of the world. The fundamental illustration
here is really very simple and helps justify the case for relative U.S. equity
gains. While the U.S. has struggled with periods of slow growth, the
foreign developed world has fared worse in this regard and economic
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growth rates in emerging economies have, in fact, steadily deteriorated.
The latter point is where the concept of directional change really comes in.
Market participants often seek exposure to assets or economies which are
trending up and reduce or avoid exposure where trends are negative. The
absolute value of an asset price or other variable may have a lesser
consequence. Itis the trend that often matters. An example is emerging
market economic growth (Table 1). While the level of EM (Emerging
Markets) growth (Real GDP) is more attractive than practically any other
place in the world, the trend in EM has been negative. This directional
change has been reflected in relative equity prices. Conversely, the
generally positive directional change in U.S. GDP versus other developed
and emerging constituents is one reason U.S. stocks have outperformed.
Monetary policy, tax policy, and the relative efficiency of U.S.-based
companies has helped give the U.S. economy and equity markets a leg up.

Table 1: Heatmap - Real GDP YoY % Change
Source: Bloomberg, EM = Emerging Markets

Deep green or light green is the
desired shade in the heatmap. Red
or deep amber points to a us
deteriorating trend across the GDP
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Table 2: Macro Global Index Returns
Source: Bloomberg

Date Range: 12/31/2008 - 3/31/2019 Date Range: 12/31/2018 - 3/31/2019

Price Chg.|Total Ret.| Diff.* | Ann.Ret.| |Price Chg.| Total Ret.| Diff.* |Ann.Ret.
(%) (%) (%) (%) (%) (%) (%) (%)
S&P 500 Index 2138 289.5 174.5 14.2 13.1 13.7 3.5 70.0
MSCI Em Mkts. Index 86.6 145.8 30.8 9.2 9.6 9.9 -0.3 47.9
MSCI EAFE Index 51.6 115.0 ) 7.8 9.0 10.2 ) 49.4

*Total return difference between index and the lowest index value. Ann.=Annualized

Valuation and Price Ratio Extremes

To us, the fundamental reasoning behind the post-recession U.S. equity
outperformance has been fairly clear. And the case for U.S. equities has
been reflected in the willingness of investors to award U.S. markets with
premium valuations. Fundamental conditions for equities and returns on
equity in U.S. markets, have been better; but how long will that last? In the
near-term we see no catalyst that could change the current trend. U.S.
economic conditions, relative to the rest of the world, are forecasted to be
better through 2019. The Eurozone and Japan are struggling with slow
growth and investors seem to be unsure of what an economic slowdown in
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Valuations are perhaps slightly
extended in the U.S., fair in
emerging markets and cheap in
non-U.S. developed markets.

A contrarian investor is a person
who opposes popular opinions on
an investment or the markets.

BRIC is an acronym referring to the
countries of Brazil, Russia, India,
and China. The reference received
significant attention in the mid-
2000s when material economic
growth in these countries attracted
significant investor interest.

The red lines in Figures 2 & 3 are
the ratio averages over each time
series.

China means for their emerging markets investments. With these variables

in mind, U.S. equity outperformance, absent a near-term shock, could
continue.

Table 3: Global Index Trailing P/E Valuation and Returns on Equity
Source: Bloomberg

Price-to-Earnings (P/E)
Current High Low Average Variance™ ROE
S&P 500 Index 18.7 241 126 17.8 51% 16.1
MSCI Em Mkts. Index 129 233 9.6 13.8 -6.5% 12.7
MSCI EAFE Index 153 24.5* 11.2 18.8 -18.6% 10.9

Contrarians, however, may have a slightly ditferent view, and we are
indeed cognizant of performance extremes that could prove to be
significant for global investors. Notably, the S&I’ 500 Index/MSCI EAFE
Index price ratio is pointing to a definitive imbalance, and the S&P 500
Index has also gathered steam versus emerging markets. As for the latter,
we believe the market is still correcting some emerging market euphoria
that existed when “BRIC” was the investment watchword of the day. Well,
the BRIC story has indeed cooled and emerging markets may still have
more to go in their descent toward earth. Meanwhile, developed foreign
markets may be the place to go for those establishing a global contrarian
view. While it will likely take some patience, positioning for an eventual
turn in MSCI EAFE sentiment could be something that warrants early
investor consideration.

Figure 2: S&P 500 Index / MSCI EAFE Index Price Ratio
Source: Bloomberg
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Figure 3: S&P 500 Index / MSCI Emerging Markets Index Price Ratio
Source: Bloomberg
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Risks

Investors should be aware of the risks associated with all portfolio
strategies, and variable market conditions. Monetary policy changes,
military activity abroad, the level and change in market interest rates,
corporate earnings, domestic and foreign governmental policies, global
economic data, and other geopolitical events can have a substantial effect
on portfolio performance, our macroeconomic theories, and the
effectiveness of strategic and tactical portfolio approaches.
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Important Disclosures: This commentary was not written by Magnus Financial Group LLC; rather, it was prepared for Magnus Financial Group LLC by
Bower Hill Capital Management, a registered investment adviser in the Commonwealth of Pennsylvania.

This material is for informational purposes only. It is not intended as and should not be used to provide investment advice and is not an offer to sell a
security or a recommendation to buy a security. This summary is based exclusively on an analysis of general market conditions and does not speak to the
suitability of any specific proposed securities transaction or investment strategy.

Judgment or recommendations found in this report may differ materially from what may be presented in a long-term investment plan and are subject to

change at any time. This report’s authors will not advise you as to any changes in figures or views found in this report.

Investors should consult with their financial advisor to determine the appropriate investment strategies and investment vehicles. Investment decisions
should be made based on the investor’s specific financial needs and objectives, goals, time horizon and risk tolerance.

Except for the historical information contained in this report, certain matters are forward-looking statements or projections that are dependent upon risks
and uncertainties, including but not limited to factors and considerations such as general market volatility, global economic risk, geopolitical risk,
currency risk and other country-specific factors, fiscal and monetary policy, the level of interest rates, security-specific risks, and historical market

segment or sector performance relationships as they relate to the business and economic cycle.

Investment advisory services offered through Magnus Financial Group LLC; securities offered through third party custodial relationships. More
information about Magnus Financial Group LLC can be found on it's Form ADV

MAGNUS FINANCIAL GROUP LLC
280 Park Avenue, 25th Floor West,

New York, NY 10017
800-339-1367

www.MagnusFinancial com
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