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Acropolis was
born from a
simple idea:

In an industry where high
quality, objective advice is
hard to come by, we make
a difference by putting the

client’s interests above our own.

SURPRISED TO THE UPSIDE

Even though talking heads are always
willing to give you a prediction, we all
know that markets are unpredictable.
No one needed a reminder about
uncertainty in the form of a global
pandemic, economic shutdowns, and a
market selloff, but we got it anyway.

In this publication, one year ago, after
chronicling all of the specific things that
mattered in the first quarter of last year,
we concluded the article by saying:

‘No one could have predicted the specific
series of events that led us here, but in
many ways, this crisis bears numerous
similarities to other economic shocks
that we've endured in the past. To be
sure, this crisis presents uncertainties.
However, we continue to believe that the
fundamentals of investing and financial
planning haven’t changed and that after
a challenging and possibly prolonged
period, we will renew and prosper as we
always have in the past’

At that point, no one knew what would
happen next, including us. Yes, we
thought that there would be a strong
policy response, that markets would
stabilize, and the economy would
recover. But, no, we had no idea that
markets would recover as quickly as
they did. And it would have been
irresponsible to predict that stocks
would be up 50-100 percent a year later.
And yet, it happened.

Just as the first quarter of 2020 was a
reminder that bad things can happen

"My investment advisor never gives me a bum steer
about our bullish investment strategies.”

out of the blue, the last 12-months are
a good reminder that good things can
happen too, even when they don’t seem
very likely.

Its always easy to say that investors
should buy stocks during a crisis.
Actually buying stocks in a crisis is
extraordinarily difficult since you don’t
know how far markets will fall. There
is an apocryphal story where one trader
asks another one how he lost 90 percent.
The second trader replies, I lost 80
percent and then got cut in half’

Ironically, markets are often riskiest when
there is no fear, like with technology
stocks in the late 1990s or real estate just
before 2008. 'The fear of missing out, or
FOMO, is powerful.

We'll continue to do what we always
have: maintain a balanced approach
with our investments and maintain hope
in down markets and skepticism in up
markets. After all, it’s just as important
to stay emotionally balanced too.
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“All you need

is the plan, the
road map, and
the courage to
press on to your

destination.”

- Earl Nightingale,

American Author

STOCK MARKET SUMMARY

By David Ot

In the first quarter, stocks rallied, continuing
on the substantial gains from the lows of
this time last year thanks to the ongoing
economic recovery driven by the successful
vaccine rollout, massive fiscal stimulus, and
longstanding monetary policy.

Over the last year, the leadership across
stocks has shifted some, especially in the
previous quarter. For example, at the asset
class level, small-cap stocks dominated, as
seen in the chart below, and in more detail
in Sensational Small-Caps on page six.

For the first six months following the
market bottom last year, small-cap stocks
were still lower, while large-cap stocks were

back in the black.

The same is true for ‘value’ and ‘growth’
stocks, or ‘cheap’ versus ‘expensive.” For
the first six months following the pandemic
(the second and third quarter of last year),
growth stocks gained 42.0 percent, as
defined by the S&P 500 Pure Growth
index. 'That was handily better than the
S&P 500 Pure Value index, which only
gained 24.6 percent during that time.

Alot of the value versus growth performance
during that time could be explained by the
strong performance of technology stocks
that benefitted from the stay-at-home
orders, like Amazon and Zoom. Value
indexes, which are often dominated by
energy and financial stocks, suffered as
people stayed home and financial markets

suffered.

Fast forward to the last six months, though,
as it became apparent that an end to the
pandemic was in sight. Value stocks gained
52.4 percent, while Growth stocks only
made 16.2 percent.

That means that over the past year, thanks
to the solid results of the last six months,
value outperformed growth, 89.8 percent
to 64.9 percent. Of course, value suffered
more during the market sell-off in the first
quarter of 2020 and the few years before
that, but the sentiment shifted in the last
six months.

The question now is whether the trend for
value will persist or whether growth will
take back the pole position.
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BOND MARKET REVIEW

By Ryan Craft, CFA

This year has thus far been historically
bad for the bond market. The Bloomberg
Barclays Aggregate Bond Index lost -3.4
percent in the first quarter as interest
rates rose. This marked the fourth-worst
quarterly return since the inception of
the index, and the worst quarter since
1981, as yields on US Treasury bonds
increased 75 basis points or more on
maturities seven years and beyond.

Investors have continued to chase risk
in search of returns, selling low yield
bonds in the process. Meme stocks,
cryptocurrencies, and SPAC’s are all
examples of mini-bubbles that have
taken over due to investors extreme

risk-taking.

Fundamentally, the economy is looking
stronger and giving investors reasons to
be optimistic about future production.
The economy will likely be fully open
soon, and consumers, armed with
stimulus cash and a year’s worth of pent-
up demand, could be posed to unleash
inflation over the coming quarters.
This heightened expectation for future
inflation has undoubtedly contributed
to higher long-term rates.

Congress continues to write trillion
dollar checks every few months, and
the supply of US Treasury bonds has
been on the rise. US companies have
also been on a debt binge, locking in
historically low rates on corporate debt.
This deluge of supply, combined with
heightened concern of inflation and an
increased appetite for risk in general,
contributed to a perfect storm for the
US bond market.

At the same time, short-term rates fell to
zero. The Federal Reserve continued to
support ultra-accommodative monetary
policy and quantitative easing for the
foreseeable future. The Fed is projecting
that overnight rates will remain at zero
throughout most of 2023. They expect
inflation to be modestly higher for 2021
but return to a two percent level after
the past year’s distortions are over.

As a result, the yield curve is very steep.
Cash continues to pay zero, and yields
on long-term bonds are becoming
attractive. If long-term relationships
hold, the pain of this first quarter should
provide a better buying opportunity for
investors moving forward.

Selected Bond Index YTD Returns

0.0%

-2.5%

-4.3%

-4.5%
-5.0%

Barclays
Us Credit

Barclays
US Treasury

Barclays
US Aggregate

-1.1%

-1.5%

-3.4%

Barclays
us TIPs

Barclays
us MBS

Data Source: Bloomberg

www.acrinv.com

“There are some
things you learn
best in calm, and

some in storm.”

- Willa Sibert Cather,

American Author
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“We don’t receive
wisdom; we must
discover it for
ourselves after a
journey that no
one can take for

us, or spare us.”

- Marcel Proust
French Novelist

SENSATIONAL SMALL CAPS

By David Ot

Opver the last six months or so, small-
cap stocks have enjoyed one of their
strongest periods of relative performance
in history.

In the six months that ended in March,
the S&P 500 is up 19.1 percent, which
is a terrific return, but the S&P 600
Small-Cap index, is up 55.3 percent,
which is tremendous.

Large-cap stocks started crushing small-
cap stocks starting in January 2017 even
before the pandemic started, as the S&P
500 grew 53.1 percent, while small-caps
‘only’ made 22.2 percent.

The pandemic  exacerbated  the
performance differential when over the
next eight months (February through
September), large-cap stocks made 5.6
percent while small cap stocks lost-11.7
percent.

Even if you aren’t following all of the ups
and downs, the long and the short of it is
that large-cap stocks were substantially
better than small-cap for several years
before the pandemic and the pandemic
made the margin even higher.

The chart below shows the growth of
$1 invested in both the S&P 500 index
of large-cap stocks and the S&P 600
index of small-cap stocks back to the
inception of the S&P 600 small-cap
index in 1994.

The chart on the opposite page shows
essentially the same thing, but strips out
the growth of the overall market, and
just shows the relative performance of
small-caps over large-caps.

Here you can easily see that in the late
1990s, during the tech-bubble, large-
cap stocks materially outperformed
small-cap stocks. When the bubble
burst, small-caps started to outperform
dramatically until the real-estate bubble
and was modest until 2017 when the
game changed again.

Asgood asit’s been in the last six months,
small-caps haven’t fully recovered all of
their outperformance relative to large-
caps.

And that’s the point of this article: it
would have been impossible to know six
months ago that a years-long period of

Large-Cap vs. Small-Cap: Growth of $1
Jan 1994 - Mar 2021
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Small-Cap/ Large-Cap
Jan 1994 - Mar 2021
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material under-performance could erase
itself in such a short time.

Over the past few years, I've been asked
what feels like a million times whether
small-cap stocks could ever come back
and what would cause things to change.
I never had a great answer, which
amounted to something like, ‘T hope
small-caps comes back, but I don’t really
know.’

I couldnt have said, “Well, for small-
caps to come back, what were going
to need is a global pandemic that will
cause the government to create trillions
of dollars of stimulus...’

And if you ask me today whether the
rally will continue, or where things
will go from here, I'll offer the same
sheepish smile and try to sound smart
while saying I don’t know (it’s a tricky
balance!).

What I did say, and will continue to say,
is that small-cap stocks have historically
outperformed large-cap stocks. That
makes sense to me since they are riskier
than large-cap stocks, and riskier

www.acrinv.com
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investments should have higher returns
to compensate for that risk.

That doesnt always work, especially
in small caps, as we know from living
through it over the past several years
(which felt much longer). There are
long-stretches - very long stretches -
where large-cap stocks fare better than
small-caps.

But since we cant predict how long
those periods will be or what will serve
as a catalyst for change, we'll just keep
holding our strategic long-term weights,
trying to hold on during the bad times,
and enjoying the good times.

And, in both instances, we will
rebalance: reducing small caps when
they rally, and adding to them when
large-cap rallies.

We hope that the long-term historical
relationship will continue to play itself
out, knowing that past performance
isn’t a guarantee of future performance
(the lawyers are right about that one).
For now, though, these are the good
times, so enjoy!

@

“Time brings all
things to pass.”

- Aeschylus Miller,
Greek Author
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“Procrastination
makes easy
things hard,

and hard things

harder.”

- Mason Cooley

American Professor

THE GIFT THAT KEEPS ON GIVING

By: Brad Combs, CPA, CFP®

A close friend of mine reached out to
me recently and said that he was finally
interested in investing money he has
been saving and wanted to know where
to begin.

Now in his early 40s, he recalled that
ten years ago, he asked me for advice,
and I told him to start saving money
each year into a Roth IRA immediately.

That advice went unheeded, and now he
is kicking himself for not taking it.

I told him that its “better late than
never,” but the truth is that he missed
out on a substantial opportunity to
improve his long-term financial picture
since markets were so strong.

Now, he is getting a delayed start on his
retirement plan, and I get to playfully
forever remind him of this, as a good

friend should.

Unfortunately, his story is not the first
time I have heard this. Most people
have good intentions of taking care of
their plan, but many procrastinate and
eventually forget about it. Before they
realize it, a couple of years have gone by
(or a decade in this particular case).

Our seven-year-old son received a video
game system for Christmas and has
become interested in helping around
the house to earn money for new games.

He has been less than thrilled about the
number of chores he has to do to buy a
new game, but this is hopefully teaching
him a lesson in the value of money.

He has accumulated a little cash that he
has received from the tooth fairy and

birthday gifts in his baseball-shaped
piggy bank.

6 | Acropolis Investment Management®

He tends to be willing to give money
away to friends or spend it on things he
wants, such as toys, candy, or a puppy,
so I have talked with him about all of
the different companies he can own by
investing it instead.

There was a blank stare on the receiving
end of this conversation initially, but
that changed when he heard about
owning the things that we often use
daily in our house (Apple, Alphabet,
Amazon, Disney, etc.).

I lost him, though when I said he only
has enough money to buy an ETF that
owns all of these...we will get more into
that with him later.

Hopefully, you dont find yourself
in the same situation as my friend,
but if so, make this the year that you
follow through on your financial plans,
whether that means saving more or
spending less.

Or, if you already have a solid plan
in place, encourage children or
grandchildren to start saving when they
are young.

If they have earned income from
summer jobs or internships, help them
open and fund a Roth IRA.  Every
situation is different, so talk with your
advisor about putting together the best
plan available.

Good habits are best developed early,
and saving even just a little bit when
you are young can significantly impact
the long term. Ensuring that both our
loved ones and ourselves are doing that
is the gift that keeps on giving.
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PANDEMIC VOLATILITY SUBSIDES

By: David Ot

Although all market panics are, in part,
defined by unusually high volatility,
the spike last year was a new all-time
high for the Chicago Board of Options
Exchange (CBOE) much-discussed
Volatility Index, known as the VIX.

The theoretical underpinnings of
the VIX date back to the 1970s
with the advent of the Black-Sholes
option pricing model. The model is
complicated and imperfect, but the
basic idea is that you can estimate the
value of an option contract using five
inputs, including: the price of a stock
or index, the exercise price of the same
stock or index, the time to maturity of
the option, the risk-free interest rate,
and expected level of volatility.

In the old days, traders priced options
by gut, so when academics like Fischer
Black and Myron Sholes showed up with
a clever equation and a lot of computing
power, they made a fortune identifying
options that were priced incorrectly,
leaving the old-school traders in the
dust.

In the equation, four of the five inputs

are known: the current price, the exercise
price, the option maturity date, and the
risk-free rate. The only unknown input
is the future volatility.

At some point in the 1980s, when most
traders were using Black-Sholes, or
some version of it, some clever trader
had a great idea. Rather than guess the
volatility to identify the price, the price
was probably pretty accurate, so it made
sense to use the equation backward to
figure out what markets think about
future volatility.

Sometimes called ‘the fear index,” the
VIX is a commonly cited indicator of
the market’s stress. For example, in the
chart below, you can see that traders
didn’t expect much volatility until the
pandemic hit, and then it went through
the roof. As noted at the outset, the
VIX hit an all-time high, beating out
when Lehman Brothers went bankrupt
in 2008 (although the index is relatively
new, dating back to 1993).

Right now, you can see that we are not
yet to the pre-pandemic levels, but the
most acute phase of the crisis is over.

S&P 500 Implied Volatility Index (VIX)
Apr 2019 - Mar 2021
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“It is not enough
to have a good
mind; the main
thing is to use it

well.”

- René Descartes,

French Philosopher
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THE BIG PICTURE

Selected Indexes: Growth of $1
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DID YOU KNOW?

Acropolis® has a team of advisers that specialize in

.~ 401(k) & Profit Sharing plans.

We are here to help you
py
protect your current

) plan or start a new one.

Notice to Clients

Please remember to contact ACROPOLIS® Investment Management, LLC if there are any material changes
to your financial situation or investment objectives or if you wish to impose, add or modify any reasonable
restrictions to our investment management services. A copy of our current written disclosure statement as set
forth on Part Il of Form ADV continues to remain available for your review upon request.

Legal Disclaimer

This publication is provided as a service to clients and friends of ACROPOLIS® Investment Management, LLC solely
for their own use and information. The information in this publication is not intended to constitute individual
investment advice and is not designed to meet your particular financial situation. You should contact an
investment professional before deciding to buy, sell, hold or otherwise consider a particular security based on
this publication. Information in this publication has been obtained from sources believed to be reliable, but the
accuracy, completeness and interpretation are not guaranteed and have not been independently verified. The
information in this publication may become outdated and we are not obligated to update any information or
opinions contained in this publication.

© ACROPOLIS® Investment Management, LLC 2021. All rights reserved.

@, Investing In Your Interests.



