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Introduction

Just one year ago our country was battling its way through a global pandemic. The crisis dominated our
lives, the economy and the capital markets in ways none of us would ever have imagined. It continues to
influence the reopening of our society and its effects will linger for years to come.

Over the past eighteen months the word “unprecedented” has been used to describe what we were
witnessing, and for once there was no exaggeration or hyperbole in the use of this adjective. Most
economic measures were flattened by an unprecedented freefall of activity. Business for a wide range
of sectors plunged by 80%, or more. History will show that COVID-19 delivered a record period of
economic destruction for most of the world’s industrialized nations.

As 2021 began, only six months ago, there remained a substantial degree of uncertainty as emergency
use authorizations for novel COVID-19 vaccines were just beginning. Would these vaccines work? Would
these vaccines be available broadly enough to slow the spread of the virus? When would we be able to
open our places of worship, our schools and our economy? Most importantly, when would we feel safe
to venture back into society and reclaim our way of life?

When we published our Outlook 2021 report (January 2021) we understood that sitting on the sidelines
until all of this was sorted out was not an option, and such a posture is still not realistic. The purpose of
our work and the commentary we offer involve developing effective wealth strategies, discerning
economic principles, and anticipating capital markets. We exist to help clients navigate the full range of
critical financial decisions — through good times and bad.

To this end, we rolled up our sleeves and got to work. We deliberated over COVID-19 data and trends.
We reviewed the government’s vaccination strategies and projections. We studied the history of past
pandemics and debated concepts such as Farr’s Law, a 150-year-old epidemiology theory that models
virus outbreak acceleration and deceleration rates.

and think the number of infected will just keep rising, it will

“In the midst of a pandemic, it is easy to forget Farr’s Law, ;: ,%
not... N

... We must always remember the message Farr left us:
what goes up must come down.”

University of Oxford,
Centre for Evidenced Based Medicine

And of course, we dug deep into the economic implications of shutting down the global economy by
government edict, something for which there simply was no precedent. We had to chart a path forward
without the benefit of a roadmap or blueprint for how the recovery would take shape. Life would go on
and important choices had to be made. Our job was to create a framework for intelligent decision making
on behalf of hundreds of clients who entrust us to steer them through difficult environments.

In our January report we boldly concluded that natural immunity and accelerating vaccination rates
would be sufficient for the U.S. economy to begin reopening by summer. This prediction came as experts
were warning shutdowns would persist through the end of the year.

Ours was a differentiated view predicated on independent thinking. As this mid-year report is published,
summer is just underway, and restrictions are indeed being lifted. For many Americans, the time has
come to push past COVID-19. We now face the challenges of rebuilding our lives and our economy.

Lo o s e R S e o S s
Clearwater Capital Partners



THIRD QUARTER 2021 QUTLOOK 2021 - MID YEAR UPDATE

The Principal Story for 2021

At any given point in time, our economy normally contends with the ebb and flow between positive
factors that provide tailwinds and various challenges that could derail progress. These forces are typically
scaled somewhat equally with the pros and cons mostly balancing one another. Identifying which of these
forces will become more prominent is a nuanced process and rarely is there a consensus among investors.

Since mid-2020, we have held the position that COVID-19 would not be the catalyst for systemic failures
in our economy. Rather, we believed the pandemic represented a “shock” to the economy, like natural
disasters that sometimes disrupt normal life. Natural disasters are always unexpected, develop quite
rapidly and produce great damage. Still, rebuilding and recovery start almost immediately once the
destructive forces behind the natural disaster begin to subside.

If our natural disaster comparison proved correct, we thought the economy would rebound sharply as
pandemic data became more favorable. In this case, economic progress would be largely defined by the
reopening of the economy, and we predicted a “V-shaped” recovery. Such recoveries are only possible
when the magnitude and momentum of positive forces greatly outweigh possible negatives that crop up.

This appears to be exactly where we find ourselves today. A rare consensus is forming around the
reopening of our economy and the activity that will come with it. While we are ordinarily uncomfortable
“running with the crowd”, this time it feels more like the crowd is now running with us. Last year we
recognized promising conditions we believed would produce an extended period of robust economic
growth. Now these remarkable conditions have strengthened and the principal story for the year will be
an extraordinary surge in economic activity.

Favorable Elements for Persistent Growth

Throughout the pandemic lockdowns, consumers were increasingly unwilling, or unable, to follow normal
patterns of consumption. This restrained consumer activity will likely cause a rush of activity once
mobility is restored and the economy fully reopens. As measured by M-2 Money Supply, (basically
currency, bank deposits, checking accounts and money market balances), COVID-19 simultaneously
brought about an explosion in accessible money.
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Accordingly, the COVID-19 pandemic has produced a unique combination of pent-up demand and
extraordinarily high consumer liquidity. This unparalleled combination will likely fuel the highest level
of economic growth in the last 37 years.
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Leading Economic Indicators (LEI)

In the closing weeks of the second quarter, investor attention shifted from the reopening story to inflation
concerns, peak growth fears, and the Federal Reserve’s (Fed) timeline for tightening monetary policy.
Stepping back from wavering headlines and nervous television pundits, we feel that much is to be gained
by focusing on relevant economic reports, while ignoring the noise.

In June, The Conference Board released the most recent data from their Leading Economic Index® (LEI).
This report showed that the U.S. LEl increased by 1.3 percent in May to 114.5, following a 1.3 percent
increase in April and a 1.4 percent increase in March.
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“After another large improvement in May, the U.S. LEI now stands above its previous peak reached in
January 2020 (112.0), suggesting that strong economic growth will continue in the near term,” said
Ataman Ozyildirim, Senior Director of Economic Research at The Conference Board. “Strengths among the
leading indicators were widespread, with initial claims for unemployment insurance making the largest
positive contribution to the index; housing permits made this month’s only negative contribution.”

The LEl is a composite reading of ten separate economic measures that tend to lead changes in economic
activity. A series of three consecutive monthly gains of 1% or more signals continuing momentum and
strength for the recovery. The breadth of the underlying data in the LElI underscores our view that
economic activity will remain robust in the second half of the year.

The Atlanta Fed now forecasts second quarter GDP growth at 10%. The Conference Board now forecasts
real GDP growth in Q2 could reach 9 percent (annualized), with year-over-year economic growth reaching
6.6 percent for 2021. Our full-year expectation is for GDP growth to come in at 7.3%.

Corporate Earnings

Corporate profits have been quite strong as parts of our economy have reopened and there is potential
for S&P earnings to approach $195 in 2021. According to FactSet, the second quarter estimated earnings
growth rate for the S&P 500 is 61.9%. If 61.9% is the actual growth rate for the quarter, it will mark the
highest year-over-year earnings growth rate reported by the index since Q4 2009 (108.9%).

Overall, analysts and companies have become much more optimistic than normal in their estimate

revisions and earnings outlooks. The above-average growth rates for the second quarter are due to the
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reopening story picking up steam. There is also a baseline effect with an easier comparison to the weaker
earnings in 2020 (due to the negative impact of COVID-19 had on numerous industries). Looking forward,
analysts also project double-digit earnings growth for the remaining two quarters of 2021.

Given this momentum, our view is that earnings growth will extend into 2022 even as the year-over-year
comparisons become more modest given the progress made this year.

Inflation and Interest Rates

As mentioned above, the matter of inflation took center stage as the second quarter came to an end, and
for good reason. The annual rate of inflation in the US accelerated to 5% in May from 4.2% in April and
above market forecasts of 4.7%. It is the highest reading since August of 2008. This uptick in inflation is
explained by rising consumer demand as the economy reopens, soaring commodity prices, supply chain
constraints and higher wages as companies grapple with a labor shortage.

5
4.2
2.6
1.7
1.3 1.4 12 12 1.4 1.4
] l
= . . . .
] :

Jul 2020 Oct 2020 Jan 2021 Apr 2021

.

wa

=]

-

To put this into perspective, core year-over-year inflation is now at its highest level in 30 years. Many
pundits believe the recent wave of higher inflation will be transitory. While some elements of the current
price pressures may prove to be temporary, our view is that inflation will remain at elevated levels for the
next 4-5 years. We are expecting annual inflation to run at about 4%-5% over this period, which will
produce a cumulative rise in prices approaching 20%.

Some members of the Federal Reserve Board (Fed) =
seem to be in the early stages of planning to remove e : e
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would begin with tapering of the Fed’s bond purchases | _
and eventually lead to an increase in the Fed Funds -
Rate. B

THE MEDIAN FOMC POLICYMAKER NOW
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Each dot represents the view of a Fed policy maker for the rate’s target range at the end of each year
shown. The median FOMC policymaker now expects two interest rate hikes by the end of 2023, up from
zero in the last meeting. Perhaps even more significantly, 7 (of the 17) policymakers now expect at least
one interest rate increase by the end of next year.

Still, the median projection is for the Fed funds rate to remain at the current range of 0% - 0.25% through
2022. This entire situation appears to be shifting and further adjustments should be expected.

In his comments following the June FOMC meeting, Chairman Powell attempted to play down the hawkish
move in the Fed’s interest rate projections. In his press conference, Powell stated that while “inflation
has increased notably in recent months . . . dot plots should be taken with a big grain of salt.”

Mid-Year Forecast Adjustments

As is our practice, we take this opportunity in the middle of the year to review and adjust specific forecasts
from our full year economic thesis. Here is a summary of our original 2021 predictions and the revisions
we are now making for the year:

January July
U.S GDP +5.0% 7.3%
S&P 500 Earnings per Share $170 $195
S&P 500 Index 4,200 4,500
Dow Jones Industrial Average 34,000 36,300
10-Year U.S Treasury Yield 2.0% 2.0%

Our expectations have been adjusted modestly higher for economic growth and equity gains. This said,
we fully expect a degree of volatility as valuations have moved higher. According to FactSet, the forward
12-month P/E ratio for the S&P 500 is 22.4. This P/E ratio is above the 5-year average (18.0) and above
the 10-year average (16.1).

We believe equities can, and will, advance further over the balance of the year (and into 2022). These
gains, however, will not be achieved without the occasional setback.

Lessons Learned

It is often useful to look back at tumultuous times in our lives. It is through this reflection that we ae able
to identify important lessons and be reminded of valuable insights which have stood the test of time. For
most of us, the COVID-19 pandemic stands out as a particularly unsettling time. In our original Outlook
2021 report we listed, and described in some detail, eight things the pandemic taught us.

#1 Maintaining an Operational Plan is Essential

#2 There is a Vital Difference Between Systemic Failures and Economic Shocks
#3 Successful Decision Making and Raw Emotions are Incompatible

#4 Just When Things Can’t Get any Crazier, They Do

#5 Humans Are Not Naturally Wired for Such Volatility and Stress

#6 Long Established Investment Principles and Disciplines Matter

#7 Difficult Times Uncover the Truth

#8 What Got Us Here Won’t Get Us There

Clearwater Capital Partners
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For a complete discussion of these “lessons learned” from COVID-19, please refer the original Outlook
2021 from Clearwater Capital Partners (published January 2021)

Of these valuable insights, the final lesson is the one we spend the most time thinking about at
Clearwater. Crises have a way of establishing inflection points in our economy; they also can greatly
accelerate emerging trends. In this case, COVID-19 did both.

The Great Acceleration

Readers may recall that each of our annual Outlook reports is given a specific title intended to capture
the primary ideas presented in our commentary. The title for Outlook 2021 was “The Great
Acceleration”.

While the acceleration in economic activity we had predicted in 2021 is well underway, this was not the
acceleration we were referencing in this year’s title. Rather, “The Great Acceleration” refers to the
massive amount of change coming our way due to a wave of disruptive technologies. Innovation and
new technologies are rewriting the playbook and will soon transform our society. From customer
behavior to the nature of work, how we learn, communicate, travel, and receive health care — everything
is shifting. Much of how things work today will be unrecognizable in the next 5 to 7 years.

For most of the past decade the pace of innovation has been modest. Most improvements in everyday
life have been incremental, not revolutionary. Houses, appliances, and cars look much like they did a
generation ago. For many, television is still linear, grocery stores are where you go to buy groceries, and
we put gasoline in our cars just as your parents did, and their parents before them. Of course,
technologies improved over time, but only a few really shook things up.

This is all about to change. Prominent breakthroughs in genomics, quantum computing, data
management, energy storage, deep learning software, blockchain technology, robotics, and orbital
aerospace are beginning to stack up. Research and development as a share of gross domestic product is
near an all-time high, with more scientists and engineers in the U.S. than ever before.

A technology investment boom and the adoption of digital technologies during the pandemic are
compounding these advances. Likewise, the pace of change is visibly accelerating, and disruptive
technologies have begun interacting with other disruptive technologies. From this convergence, new
areas of innovation are appearing unexpectedly.

It is estimated that more than half of the companies in S&P 500 are directly in the cross hairs of “creative
destruction” and at significant risk of being disintermediated. Many companies will be driven to
obsolescence and will ultimately disappear.

In other words, massive change is coming our way and “what got us here won’t get us there”.

At Clearwater Capital we are very focused on the significant opportunities and threats related to
innovation. We have made thematic investments a priority and many of our models began
incorporating specific theme exposure several years ago. These themes include cybersecurity, the
internet-of-things, 5-G, and most recently genomics. Nearly every portfolio now has thematic exposure
and going forward, our high conviction themes will become increasingly noteworthy within our portfolio
construction.
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Outlook 2021 Mid-Year Update Conclusion

Our 2021 economic thesis has not changed much from our original forecasts presented last January. What
has changed is that our constructive outlook, which was somewhat contrarian at the beginning of the year,
has become the consensus view as we begin the second half of the year.

Normally, this would be a point of concern for us as we generally are uncomfortable when everyone is
seeing the same thing when it comes to investment strategy. This said, our analysis of the current fact
pattern continues to point to robust economic activity over the next 18-24 months.

We believe it is more likely than not that a strong economy will persist over this period which will lead to
strong corporate profits and healthy equity markets. This next phase of growth will be fueled by the long-
awaited release of pent-up demand and a consumer that is flush with cash. Given that the consumer
accounts for nearly 70% of all economic activity, it is reassuring that consumer confidence continues to
climb.

Consumer Confidence Index®
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As presented in the graph above, the Conference Board’s consumer confidence index is nearly back to pre-
pandemic levels. In fact, the June reading jumped to 127.3 and was the highest since February 2020. This
data is well above the 119.0 level expected by economists and the 120.0 reading from the prior month. We
regard this high level of confidence as another indication of strong economic activity in the second half.

Given the magnitude of the reopening story, we are not terribly surprised that others have come to a similar
conclusion when looking out over the next couple of years. We anticipate our outlook will again become
more differentiated as we move into the second half of 2022.

Inflation will likely be the critical factor in how all of this plays out. Should inflation push higher for longer,
we would likely see expectations for tighter monetary policy pulled forward. The effect of this would
produce headwinds for further gains in equity prices along with downward pressure on bond prices. If
inflationary pressures subside, monetary policy will remain quite accommodative, and this favorable
economic cycle could extend well into 2024.

It should be noted that tax policy has returned to the equation in recent months as the current
administration mulls various strategies to increase tax receipts. Proposals vary widely at this time, but they
are all designed to partially fund new spending programs. As of this moment, there has been considerable
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speculation over these proposed tax increases, however we are a long way from any of what has been
discussed becoming law. We will continue to monitor all developments and will be prepared to modify
strategies should doing so become necessary.

When it comes to the political debates over tax policy and spending, we maintain the view that investors
are best served by separating their politics and finances. Our economy is very large and extraordinarily
complex. Trends are influenced by many factors beyond the political wrangling of the day. Whatever the
political environment at any given time, business and consumers will always remain motivated to prosper.
Even if the rules were to change, we will figure it out.

Given the unique challenges that come with reopening the economy, we believe shifting to a longer time
horizon makes sense. In other words, where the equity markets happen to finish this year is of little
importance when compared to how the recovery takes shape over the next two calendar years. We see
the potential for considerable economic progress in the next couple of years and we wish to maintain
balanced strategies that reflect this constructive view, even with occasional spikes in volatility.

Research dating back to 1950 shows that the historical two-year gain for the S&P 500 following average
bear market lows has been 47 percent. However, steeper bear market drawdowns have been followed by
stronger two-year recoveries. Examples of this can be found in the 95 percent gain following the 2008-
2009 recession, and the 58 percent gain following the 2000-2001 bear market (LPL Financial).

Our forecast calls for 2021 S&P 500 earnings to come in at $195. We expect earnings growth will extend
into 2022 where we believe earnings could rise another 10 % to about $215. With the S&P 500 index
finishing the second quarter at 4,297, this puts valuations at 20 times forward earnings. While the market
is not “cheap” by historical standards, it remains attractive on a relative basis. At these levels, the market
currently has a forward earnings yield of 5.0%. With the current 10-year Treasury yield at 1.45%, this gives
us an earnings yield spread of 355 basis points for U.S. equities.

Regardless of the challenges that come our way, proper wealth management always about maintaining a
rational and intelligent framework for decision-making. Likewise, as new information becomes available,
our thesis must be adjusted. Please know we will work tirelessly to maintain relevant perspectives,
effective strategies, and favorable outcomes.

Here is how we think about our responsibility to you:

“There is no substitute for hard work, insight, planning, and action in pursuit of
unambiguous goals. By establishing a working thesis for the economy and markets, we have
confidence that we will be better equipped to respond to the various twists and turns coming
our way. We take nothing for granted, and we strive to construct judgments that are
supported by data and logic.”

Thank you for taking the time to review our perspectives and forecasts in this report. We look forward to
continuing this journey together and are deeply grateful for your continued confidence in us.

John E. Chapman
July 2021

Lo o s e R S e o S s
Clearwater Capital Partners



THIRD QUARTER 2021 QUTLOOK 2021 - MID YEAR UPDATE

Staying Connected

Our office is now fully open and most of our team is back at work at our headquarters. We are accepting
in-person meetings. We are so grateful that our team is back together, and it has been great seeing clients
face-to-face again.

Like so many companies, Clearwater Capital has successfully adjusted how we do things. Going forward,
some of our team members will be working remotely, while others still come into the office daily. We
have discovered that we can remain highly functional in a revised operational model. Likewise, we have
discovered that some clients prefer the virtual meeting format, while others would rather visit our office.
Our goal will be to afford our clients with points of contact and a variety of communication channels that
meet their preferences, while affording our associates with a new level of flexibility.

Just one year ago we developed an online Thought Leadership
platform to better share information with you. Over this past year
usage of the Clearwater Capital Portal and Mobile App has grown
steadily. We have developed these tools so that clients may
customize how and when they prefer to receive information. All-the-
while, we are working hard to maintain best-in-class cybersecurity as
we expand these new channels of communication.

Please do not hesitate to reach out to us to schedule some virtual
time together. We welcome the opportunity review the details of
your case with you and help you better utilize the digital assets we
have positioned to support you during this time of social distancing.

Juliann Brown is our Client Experience Specialist and, among many other things, Juliann oversees the
Clearwater Capital calendar. If you would like to schedule time with your advisor, or with one of our very
capable Operations Specialists, please contact Juliann.

juliann.brown@ccpwealth.com
847-841-8650

About Clearwater Capital Partners

Clearwater Capital Partners (CCP) is an independent Registered Investment Advisor registered with the Securities and
Exchange Commission (SEC). The firm was founded in 2006, by John Chapman, as a locally owned, privately held
professional services firm. The firm provides comprehensive wealth management services to successful individuals and
families through its Private Client Practice. The firm’s Institutional Advisory Group offers a suite of professional services to
businesses, non-profit organizations, foundations, and ERISA governed retirement plans.

Our services are designed to help simplify the increasing demands and complexities related to making sound financial
decisions. As an independent advisory firm, we embrace the fiduciary responsibilities we have for our clients and are at
liberty to deliver solutions we believe best reflect their unique needs. Our professional services are provided in accordance
with our core beliefs and always with the utmost discretion and confidentiality.

We believe that the firm’s only allegiance is to our client. We do not represent the interests of any financial institution,
brokerage firm or portfolio manager. We believe that the only valid wealth management strategy is one that accurately
and objectively reflects the needs, preferences, and goals of the individual client.
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Wealth management is a process; one that takes place over long spans of time, and one that is best served through
dedicated expertise, meticulous evaluations, and disciplined judgment. Our process adheres to these precepts and seeks
to create an intelligent framework for consistent and rational decision making.

Our process, named Clearwater C3, is a consistent system for prioritizing goals and setting forth a course of deliberate action
with deep commitment. Our methods are focused on each client’s most critical objectives and are designed to achieve
congruity between values and actions.

Wealth management firms vary widely in their philosophies and in the services they offer. Clearwater Capital is dedicated
to a well-organized process that places the client at the center of our business model. We are uniquely qualified in the
disciplines of wealth management, and our clients have entrusted us with the care of their most cherished ambitions. In
return, we endeavor to meet this privilege with diligence and accountability.

We place a premium on commitment, objectivity, and transparency. We embrace the fiduciary duty we have for our clients,
putting their objectives before all else. Our independence allows us the freedom to develop world-class solutions - without
interference or a proprietary product bias. We serve in accordance with our core beliefs, and always with the utmost
discretion and confidentiality.

New client cases are reviewed and accepted by our firm upon referral only.
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IMPORTANT DISCLOSURES

The opinions presented are those of Clearwater Capital Partners and John Chapman, Chief Executive Officer and Chief Investment Officer,
as of July 2021 and may change, without notice, as subsequent economic and market conditions vary.

This material is presented as opinion and commentary. It is not intended to be relied upon as a forecast, research, or investment advice,
and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. It is strictly intended
for educational purposes only.

The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by Clearwater
Capital Partners to be reliable, are not necessarily all inclusive and are not guaranteed as to accuracy. Past performance does not guarantee
future results. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole
discretion of the reader. No investment or investment strategy is risk free.

International investing involves additional risks, including risks related to foreign currency, limited liquidity, less government regulation
and the possibility of substantial volatility due to adverse political, economic or other developments.

The two main risks related to fixed-income investing are interest rate risk and credit risk. Typically, when interest rates rise, there is a
corresponding decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond will not be able to make
principal and interest payments.

Index performance is referenced for illustrative purposes only. You cannot invest directly in an index. The Dow Jones Industrial Average is
owned by S&P Global, the S&P 500 is a registered trademark of The McGraw-Hill Companies, and The Russell 3,000 Index is maintained by
FTSE Russell. Because of their narrow focus, sector investing will be subject to greater volatility than investing more broadly across many
sectors and companies.

High yield/junk bonds (grade BB or below) are not investment grade securities, and are subject to higher interest rate, credit, and liquidity
risks than those graded BBB and above. They generally should be part of a diversified portfolio for sophisticated investors.

Municipal bonds are subject to availability and change in price. They are subject to market and interest rate risk if sold prior to maturity.
Bond values will decline as interest rates rise. Interest income may be subject to the alternative minimum tax. Municipal bonds are federally

tax-free but other state and local taxes may apply.

Government bonds and Treasury bills are guaranteed by the US government as to the timely payment of principal and interest and, if held
to maturity, offer a fixed rate of return and fixed principal value.

The payment of dividends is not guaranteed. Companies may reduce or eliminate the payment of dividends at any given time.

Nothing contained herein is offered as tax advice. Please consult qualified professionals with any tax planning needs or tax questions you
may have.

Investment Advice offered through Clearwater Capital Partners a registered Investment Advisor. Please consult with a qualified investment
professional before investing.
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NOTES:
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