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EcoNowmic, PUBLIC POLICY, AND FED DEVELOPMENTS

* The end of the longest bull market of the modern era came
suddenly, with investors experiencing the fastest 30% drop on
record as much of the world’s economy ground to a near halt
once Coronavirus mitigation efforts accelerated.

* The Fed responded with unprecedented policy action. While
their initial “everything but the kitchen sink” surprise weekend
package - cutting the Fed Funds Rate to 0-0.25%, announcing
$7008B in QE, and cutting reserve requirements while offering
essentially unlimited repo capacities — left participants worried
that the Fed had fully exhausted their stimulus capacity, those
fears proved unfounded. The “plenty of space” Chairman
Powell saw for future response ultimately included reopening a
CP purchase authority to calm short term markets, unlimited
QE, direct purchases of shorter maturity IG municipal and
corporate debt, and $300B in small business lending.

* The breakneck speed of this market correction may be
unprecedented, but the Fed’s response is as well, and their
stepping in as the “buyer and lender of last resort” has helped
restore order to capital markets and a degree of investor
confidence. The Fed’s balance sheet has already exceeded
previous records, and Bloomberg estimates it could reach $12T
in coming months. Global central banks have followed suit.

* The speed with which containment measures have been
implemented has heavily damaged the US workforce — jobless
claims surged to 6.6M over the week ended 4/3 on top of 3.3M
the prior week. Job losses during recessions usually occur over
years, whereas today’s highly compressed layoffs reflect a
shutdown of non-essential businesses, not slackening demand.
While we will very likely exceed the levels of the Recession of
2008, the frightening current pace of job losses doesn’t
necessarily tell the full story.

One encouraging note is that US manufacturing demand has
been stronger than forecast. Chicago’s Manufacturing PMI was
reasonably good, all things considered, at 47.8, and a plurality
of respondents expected new orders to be largely unchanged in
3 months’ time. More than a quarter expected orders to be
higher. Service PMI indices have been badly bruised, but
manufacturing appears to be holding up better.

The relationship between Russia and OPEC, specifically Saudi
Arabia, has been a geopolitical variable that has contributed to
market turbulence and remains uncertain. Conflict began as
OPEC was preparing for a cut in production in response to
sustained demand weakness. Russia promptly increased
production. Saudi Arabia, who had already been impacted by oil
production cuts in January, followed with significant price
discounts for the US, Europe, and China. The price of WTI
Crude Futures began the month at $47.33 but subsequently
collapsed below $20 a barrel before recovering to $20.31 to
close the month. This has put significant pressure on the entire
energy sector, particularly HY debt, where spreads have been
highly unstable.

Our base case is now that Q1 GDP growth will be essentially
flat and that Q2 will show a very large and likely record-
breaking contraction. How quickly and forcefully economic
strength returns is highly dependent on how quickly and to
what extent Coronavirus mitigation efforts can be lifted. In the
meantime, massive stimulus efforts and Fed support are
helping to bridge the gap.

The Fed Balance Sheet Expands At Record Pace
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Weekly Unemployment Claims Reflect Public Health
Response, Not Demand Weakness (Thousands)
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EQUITY NEWS AND NOTES

A LOOK AT THE MARKETS

* March was the most volatile month in S&P 500 history with an
average daily move of 4.9%. Since 1928 the Index has only
posted an average of three 4%+ moves annually. The market’s
peak to trough decline has been roughly in line with typical bear
markets; it is the speed of the fall that is unprecedented, as the
S&P 500 declined 30% in only 22 trading days. Since that time,
volatility has remained the norm with equities at one point
posting the second best 5-day move (+17.5%) in history. Jolting
moves of this nature often happen as markets look for direction.

* The Energy sector has been hardest hit, as the price of oil
dropped below $20/barrel. Financials have also been battered
largely on liquidity fears and a precipitous drop in interest rates,
which typically hurts profit margins. Other cyclical sectors
(Industrials and Materials) have also underperformed.
Technology, Healthcare, Consumer Staples, and Communication
Services have outperformed and we expect leadership to remain
in these areas.

* Sector performance has exacerbated an already large divide
between Growth and Value styles. As of 3/31, the S&P 500’s LCG
component was outperforming LCV by over 12% YTD. We
continue to favor large cap names over small caps, largely due
to balance sheet strength and ability to weather economic
turmoil.

* Some welcome “green shoots” have become visible. CBOE’s
Volatility Index (VIX), often referred to as Wall St’s “fear gauge”,
has declined from an all-time high of 83 to 44.2 as of 4/6. While
still elevated, declines even on negative days are positive.
Although far from signaling an “all-clear”, the market surged to
open the week of 4/6, breadth has firmed up, correlation among
stocks shows signs of abating, and fixed income credit spreads are
narrowing off recent highs. We are also encouraged to see
insiders stepping in to buy their own shares. The ratio of insider
buyers to sellers typically hovers around 0.5, yet that ratio
recently increased to 1.75, the highest level since 2009.

* Rebalancing over the remainder of the year should create
significant demand for equities as institutional investors and
balanced funds need to add stock exposure to regain targeted

Companies with insider buying outpacing selling
Ratio reached 1.75 in March, its highest level since 2009
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allocation levels. However, heightened Federal scrutiny of stock
buybacks is likely to hinder some of this net demand. In
aggregate, JP Morgan sees +$3.71T in net equity demand
through year-end vs. Q1 net outflows of $2.85T.

Today’s environment offers little clarity on traditional
fundamental measures such as revenue growth, earnings
forecasts or valuation metrics. The paramount issue is stopping
the spread of Coronavirus. With that in mind, we are closely
following healthcare news from a humanitarian perspective and
in terms of what it can tell us about the economic and market
effect of this crisis. Market volatility will likely continue until we
get a sense that those numbers are improving, at which point
we could see a sharp upswing. Trading on 4/6 offered promise
in that regard.

To frame the recovery, consider that at quarter-end the S&P 500
was down 24% from its mid-February all-time high. An
annualized return of 16% would allow investors to regain
February’s high within 2 years. Past history suggests that it
typically takes 2 to 3 years to recoup peak bear market losses
provided one stays invested.

Although considerable uncertainties remain relative to the
trajectory of the economy, most analysts expect the recovery to
be far quicker than past recessions, as this bear market sell-off
has been event-driven, not cyclical or structural.

The equity market’s best days tend to cluster near the worst
ones, so absent a crystal ball, it is impossible to get one without
the other. Missing the best 21 days over the past 21 years would
produce a 0% total return over that period rather than a
cumulative gain of 252%. While there is no way to say how long
this period lasts with any certainty, bear markets ultimately end.
Provided your asset allocation strategy, risk tolerance and
personal circumstances have not fundamentally changed,
staying invested during times like these will likely prove
rewarding over the long run.

Average Returns Need to Recover Market peak*
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FROM THE TRADING DESK

MUNICIPAL. MARKETS

* As we wrote in a recent market brief, Federal Reserve
stabilization efforts have been swift and sizeable, with $450B
already authorized in purchases of short-term municipals and
IG corporates. The Fed is also proactively seeking to stabilize
the short-term funding markets, including support for VRDNs. 250%

10 Year Muni/Treasury Ratio
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* Amid sustained economic uncertainty, municipals continue to 200%
lag Treasuries. The 10Yr AAA Muni/UST ratio ended April 6
trading at an elevated 200% level. The short-end is even more
distorted with the 2Yr ratio at 377%, creating favorable
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opportunities to swap out UST for high-quality municipals. 50%
* Steepness is returning to the municipal curve, with the spread 0%
between 2 and 10Yr AAA issues back up to 38 bps, a Yaj1s  3f4/1S  S/4/19  7/415  S/471S 11/4/15  1/4/20  3/4/20

development we feel is adding incremental value along the Source: MMD

yield curve. AAA Municipal Curve Steepens (basis points differential)

¢ Tax-exempt issuance is currently limited, with many borrowers
waiting to see how market conditions develop before coming 4/6/2020  3/31/2020 2/28/2020 1/31/2020 12/31/2019
to market. Many issuers on the sidelines will likely bring bond

deals should recent market stability prove to be sustained. 2550 3 3 0 1 5

* After 61 consecutive weeks of inflows, we have now 2.10Yr 38 27 20 37 40
experienced 4 weeks of net mutual fund outflows. The most
recent week’s $4.9B net outflow brings the YTD total to -$5.8 10-30Yr 81 66 59 65 64
billion. This has produced forced selling into already strained
markets, creating what we see as buying opportunities in 2-30Yr 119 93 79 97 104
certain names. Source: MMD

CORPORATE BOND MARKETS

* Although massive Fed stabilization efforts have helped * Retail flows remain sluggish, with Lipper reporting net
investor confidence begin to re-emerge, we remain vigilant outflows of $8.47B in IG mutual funds over the weekly period
and only invest in what we feel are high quality, |G corporate ended 4/1, although HY funds saw positive flows. Continued
issuers. Our credit research team is carefully reviewing each stabilization of the HY market, led by energy, would be a
name we own and believes they are well positioned to manage positive sign for the broader credit markets.

through this very difficult economic period.

* IG risk appetite improved at the end of an extraordinarily
volatile month, with spreads narrowing by 23 bps over the
week ended 4/3. Dealers became net buyers and overall 200
trading liquidity firmed. After hitting a high of 373 on 3/23, IG
corporate spreads ended March at 272.

Bloomberg Barclays US Agg. IG Index OAS (bps)
3/31/2020 W3/1/2020 ®12/31/2019

* The high-grade corporate market has recently seen an 300
unprecedented surge in primary market debt sales as
companies look to fortify balance sheet liquidity. March’s
$259.2B of total new issuance was 46% greater than the 200
previous record of $177.7B priced in May 2016. The $117B

250

issued over the last week of the month was the highest on 130
record despite above average concessions. 100
* Nonetheless, credit agencies are re-evaluating corporate o I I I I
ratings and, according to BofA Global Research, there were I I
S560B of net downgrades in March. Certain names held in our 0
portfolios will inevitably be impacted and we are assessing Index Total AAA A BBB
quality and relative value on a case-by-case basis. Source: Bloomberg Barclays
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WASHINGTON DC STEPS UP: THE CARES ACT

The CARES Act (Coronavirus Aid, Relief and Economic Stimulus) signed into law on March 27, 2020 represents a 3rd round of direct
Federal assistance in the face of severe economic dislocation. The Act focuses on providing monetary and other financial relief to
individuals and businesses and follows up on $8.3 billion of emergency medically related funding, as well as paid sick leave for individuals.
Several provisions warrant attention given their potential impact on individual and family financial plans.

WHAT YOU NEED TO KNOw ABOUT THE CARES Act

Direct Payments - taxpayers will receive a one-time payment of up to $1,200 for individuals, up to $2,400
for married couples, and $500 per child. The payments phase out 5% of the AGI above $75,000 and

INCOME SUPPORT $150,000, respectively, and fully phase out for single filers at $99,000 joint filers with no children at
A $198,000.
m Extended Unemployment Benefits — provides $250 billion for extended unemployment insurance

programs (until 12/31/20 for eligible workers), expands eligibility for unemployment benefits and delivers
an additional $600 weekly for the next four months. Self-employed workers, independent contractors and
gig economy workers are eligible.

Employer Paid Student Loan Payments — employees will be able to exclude from taxable income up to

TAX PLANNING $5,250 in student loan payments made by their employers.
v - Enhanced Charitable Deductions — individuals are being given a $300 above-the-line deduction for 2020
g: charitable contributions, while limits on charitable excess carryovers are disregarded.

Increased Interest Expense Limitation — caps on interest expense have been increased from 30% to 50%
of taxable income for the 2019 and 2020 tax years, while 2020 interest limitations can now be calculated
using 2019 AGI.

Excess Loss Limitations — the rules for pass-through entities have been suspended.
Net Operating Losses (NOLs) — the 80% rule has been removed and NOLs can now be carried back 5 years.

Although not part of the CARES Act, 2019 Federal and Massachusetts income tax filing and payment due
dates have been deferred until July 15th. This also applies to Q1 2020 estimated payments.

IRA Contribution Timing - 2019 IRA and Roth IRA contributions (along with those to HSAs, Coverdell
Educational Savings Accounts and Archer Medical Savings Accounts) can now be made until the new July
RETIREMENT 15, 2020 federal filing deadline.

(ARG Access to Retirement Plans — 10% early withdrawal penalties have been retroactively waived (back to

i‘, 1/1/20) for Coronavirus-related withdrawals. Tax liability on eligible withdrawals can also be spread over
a 3-year period and avoided altogether if the funds are redeposited with the same 3-year period.

Suspension of Required Minimum Distributions — RMDs from 401(k)s and IRAs have been suspended for
2020, including those not yet taken from 2019. This gives investors an opportunity to defer taxation
should you not need these funds. There is also a limited ability to return RMDs already taken in 2020.

401(k) Loans — limits have been increased to $100,000 from $50,000 subject to account balance and prior
loans outstanding.

OUR RECOMMENDATIONS

These and a flurry of other new Federal regulations risk creating confusion. Appleton is here to help, and we invite you to reach out to
your portfolio manager to discuss how we can help you benefit.

For questions concerning our financial planning or wealth management services, please contact:
Jim O’Neil, Managing Director
617-338-0700 x775 | joneil@appletonpartners.com
www.appletonpartners.com

. PARTNERS, INC.




APPLETON REVIEW AND OUTLOOK PRIVATE CLIENT SERVICES

APRIL 2020

APPLETON PARTNERS, INC.

® Founded in 1986 and located in Boston, MA
® 100% employee owned and operated
® Collaborative, team-oriented culture marked by personnel continuity

® Professional staff of 52 dedicated to supporting all aspects of our clients’
financial lives

® Personalized, high-touch service backed by recognized asset
OUR HERITAGE management expertise

® Entrusted with $11.0 billion of client assets (as of 3/31/20)

® Private client services should be customized and objective-based

OUR DEFINING ® Transparency and accessibility are core Appleton commitments

BELIEFS Qoal oriented and I’ISk. sensitive growth, income and tax efficiency are
integral to our portfolio management approach

® OQur active investment strategies emphasize liquidity and flexibility

® Separate accounts are best suited to meeting specific
investment objectives

® Qualitative insight and deep proprietary research can uncover attractive
investment opportunities

'A APPLETON
. PARTNERS, INC.
ONE POST OFFICE SQ. BOSTON, MA 02109 TEL. 617.338.0700 WWW.APPLETONPARTNERS.COM

This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational purposes only,
and not to suggest any specific performance or results, nor should it be considered investment, financial, tax or other professional advice. It is not an offer or
solicitation. Views regarding the economy, securities markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be
accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be credible, it has not independently
verified the correctness of any of their inputs or calculations and, therefore, does not warranty the accuracy of any third-party sources or information. Specific
securities identified and described may or may not be held in portfolios managed by the Adviser and do not represent all of the securities purchased, sold, or
recommended for advisory clients. The reader should not assume that investments in the securities identified and discussed are, were or will be
profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.
Investment process, strategies, philosophies, allocations, performance composition, target characteristics and other parameters are current as of the date
indicated and are subject to change without prior notice. Registration with the SEC should not be construed as an endorsement or an indicator of investment
skill acumen or experience. Investments in securities are not insured, protected or guaranteed and may result in loss of income and/or principal.



