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What a Difference a Year Makes...
The last 12 months have certainly been an experience we will not soon forget,
if ever.
Looking back to this same time last year, uncertainty was everywhere.
Pandemic wise, we had no idea how deep and widespread the crisis would
become or when it might end. And who it might touch and affect in profound
and permanent ways. All of us likely either personally experienced thevirus
or know of family members or close friends who did. To anyone who lost
someone to COVID this last year, we extend our deepest sympathy and
prayers as you continue to grieve.
Today, the future is now looking brighter, and we are hopeful. The vaccine rollout continues, and our
daily routines are getting back to normal. Importantly, we can, or will soon be able to, hug our
children, grandchildren, parents, grandparents, and other close friends and family members once
again.
In terms of financial markets, the environment has also improved. A year ago, pandemic concerns
had ended the historic bull market run that lasted over 11 years. All major equity indexes were down
20% or more for the first quarter 2020. One year later, markets have re-bounded and new all-time
high records have been set. The widely followed S&P 500 index registered a one-year total return of
over 50% for the 12 month period (ended 3/31).
The S&P 500 index represents the largest stocks based on market capitalization and reflects about
80% of the overall domestic equity market. As a result, over time the return of the S&P 500 will
appear to “lead the market” and does frequently out-perform other indexes representing smaller
market capitalization segments. But not always. For example, for the 25 years from 1996 to 2020,
the S&P 500 only led the market 11 years, with mid or small cap indexes (as represented by the
S&P 400 and S&P 600) each leading 7 years. Given that we invest for the long term and avoid
market timing, the more important measure is what each index returned on an annualized basis over
that entire 25-year period:

In the 50+ years since my father started the firm, we have always approached investing as a longterm proposition. As we evolved to the current form of this organization as a Registered Investment
Adviser (RIA) in 2004, we benefited from academic and market-based research like the above, some
going back many decades. Called the size factor, over the long term, patient investors will be
rewarded by intentionally overweighting exposures to mid and small capitalization stocks (the
remaining 20% of the stock market). John Behrendt, one of the founding partners of our RIA helped

1

us build our model portfolios based on that proven principle. Another principle of investing is to
“follow the market” and not try to pick winners among a large universe of available securities. This is
particularly applicable with mid and small size stocks. Investing in funds that follow indexes such as
the S&P 400 and S&P 600 gives us diversified exposure to the securities within those indexes.
While unfortunately John passed away in 2016, he would still be the first one to remind us today that
even the most soundly designed portfolios will experience some periods of relative underperformance. We have experienced exactly that with our portfolios tilted towards mid and small cap
US stocks over the last 10-15 years. Fortunately, that now appears to be in the process of reverting
to more historical patterns. Let me explain further.
I mentioned earlier that large cap led the market in 11 of the last 25 years. Eight of those occurred in
just two 4-year periods: 1996-1999 and 2017-2020. And 7 of those 11 years occurred in the most
recent 10-year period from 2011-2020.
As we know, markets can rise or fall significantly in short periods of time. We have experienced
three of those patterns in the last 25 years. As markets swing widely it can dramatically move longer
term relative performance metrics for the large, mid and small stock universes. Later in this
newsletter you will find a table which shows performance of those key asset categories for various
periods of time as of March 31,2021.

Over just the period of one year, leadership between large, mid and small can change dramaticallyas
evidenced by returns for the 12 months ended March 2019, 2020, and 2021.
Mid and small cap stocks significantly underperformed in the earlier periods, but now are outperforming large cap stocks -- a reversion we would expect based on historical returns. But such
changes are never guaranteed as to either timing or magnitude.
In keeping with our philosophy of investing for the long term, it is even more striking to see how
short-term trends can be greatly influenced by the composition of the specific years included in
anylonger-term measurement. The following chart illustrates comparative 15-year performance
as of each period ending in March 2019, 2020 and 2021.

2

Moving ahead just one year in the calendar from March 2019 to March 2020, relative performance
between large, mid- and small-capitalization indexes moved by about 2% in a direction to favor
large- cap stocks. Just one year later, we are now essentially back to equilibrium between those
capitalization-based indexes.
I felt it important to share the above data and thoughts with you at this time. We have been through
alot as a society this last year. Our health and welfare remain of paramount importance. A greater
understanding of market trends is also warranted. It appears we may be at a positive inflection
point in both regards. Specifically, I wanted to acknowledge that in the last few years the
performance of the US stock portion of the Phillips’ model investment portfolios, including my own
and likely yours, has lagged that of the S&P 500. I certainly cannot guarantee that the recent and
long overdue trendfavoring mid and small cap stocks will continue. However, we can recognize the
historical basis for believing that our long-standing investment strategy in building and maintaining
your investment portfolios continues to remain in your long-term best interest.
While we have talked of the importance of overweighting mid and small cap indexes in portfolios,
rest assured we remain equally committed to maintaining a diversified investment strategy. That
includes maintaining a core position in large US stocks, which typically would still represent the
largest asset class in the stock portion of your portfolio.
Thank you for your confidence in the team at Phillips Financial in helping you to meet your longtermfinancial goals. I encourage you to read the rest of this newsletter for some additional
comments on the performance of other key asset classes. And as always, please feel free to reach
out to me or your Phillips Financial Adviser to address any questions or concerns.

Market Commentary with Todd Stephenson, CIO
Thank you, Rick for reminding us of how and why Phillips Financial
model portfolios are structured toleverage the long-term benefit of what
is commonly referred to as the size factor.
The first quarter 2021 results also highlight another factor which plays
prominently in our model portfolios – value. Our models place an
emphasis on these stocks by using value funds and multi-factor funds
whose primary factor is value. Beginning in the fourth quarter of 2020,
value-orientedindexes out-performed their growth and blend
counterparts.
All equity related returns were positive for the quarter and dramatically
so when viewed on a trailing 1-year basis. Keep in mind that we are measuring from what was
essentially a pandemic induced low point in the market a year ago. International stocks have also
recovered nicely, albeit not the same level as US stocks. Maintaining a diversified portfolio that
includes international exposures remains important because we will likely experience some periods
in the future where the relative performance is reversed.
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It is hard not to notice that we are starting the year with negative fixed-income returns. This is exactly
the reverse situation from a year ago when our fixed-income investments generally helped moderate
negative total portfolio performance that resulted when stocks plummeted.
It may appear that based on each of the first quarters of 2020 and 2021, bond returns rise when stock
returns decline (1st Quarter 2020) and vice versa (1st Quarter 2021). But that is not always the case. It
was true in March 2020 that bond values rose as some investors sought to reposition money into
bonds as stocks were falling. Since then, mid to longer term interest rates on bonds have risen as the
economy recovers and inflation expectations have increased. Rising interest rates drive down prices
on existing bonds, and thus have turned most fixed income returns negative. If interest rates continue
to rise we can expect to see those bond returns remain negative. That could occur regardless of
whether stock market returns are positive or negative in the future. We could face a period where
both bonds and stocks lose value in our portfolios.
We report the Bloomberg Barclays US Aggregate Bond index as a good proxy for the entire US
investment grade bond market. Its total return was a negative 3.37% for the first quarter. Should
interest rates continue to rise (the most likely scenario by most economists’ projections) this
downward trend will almost certainly continue. What happens if rates go back down materially? While
that scenario is not expected, fixed income returns would likely be positive.
Perhaps there are three key messages from Rick’s discussion and my comments:

1) Stay Invested, 2) Stay Diversified, and 3) Stay Patient

Source: Standard & Poor’s, Bloomberg, Morgan Stanley Capital International, Wilshire Associates, & Morningstar.
Green = best performing asset class
Red = worst performing asset class
Index returns are for illustrative purposes only, and do not reflect any management fees, transaction costs or expenses.The
performance of an unmanaged index is not indicative of the performance of any particular investment. It is not possible to
invest directly in any index. Past performance is no guarantee of future results.
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Definitions and Disclosures:
Bloomberg Barclays Aggregate Bond Index. An index managed by Bloomberg to track the general performance of the
domestic taxable investment grade bond market.
S&P 500 Index. An index that measures the large-capitalization sector including roughly 500 leading companies
representing over 80% of the largest market capitalization in the U.S. equity markets. It is a capitalization-weighted index
from a range of securities chosen by Standard & Poor’s for liquidity and industry group representation.
S&P 500 Value Index. Contains those securities from the S&P 500 Index with lower-than-average sales and growth rates
and that generally reflect lower price-to-earnings and price-to-book ratios.
S&P MidCap 400 Index. An index that measures the mid-capitalization sector including roughly 400 leading companies
representing about 7% of the U.S. equity market. It is a capitalization weighted index from a range of securities chosen by
Standard & Poor’s for liquidity and industry group representation.
S&P SmallCap 600 Index. An index that measures the small-capitalization sector including roughly 600 leading
companies representing about 3% of the U.S. equity market. It is a capitalization-weighted index from a range of securities
chosen by Standard & Poor’s for liquidity and industry group representation.
S&P SmallCap 600 Value Index. Contains those securities from the S&P SmallCap 600 Index with lower-than-average
sales and earnings growth rates and that generally reflect lower price-to-earnings and price-to-book ratios.
MSCI EAFE Index. An index developed by Morgan Stanley Capital International Inc. as an equity benchmark for
performance of publicly traded securities in developed international markets.
MSCI Emerging Markets Index. An index developed by Morgan Stanley Capital international Inc. as an equity
benchmark for performance of publicly traded securities in emerging markets.
Wilshire REIT Index. An index developed by Wilshire Associates to track the general performance of Real Estate
Investment Trusts (REITs) traded on domestic equity markets.
Bloomberg Commodity Index. An index managed by Bloomberg to provide a diversified, economically rational and
liquid benchmark for commodities as an asset class. The index is currently composed of the prices of 22 exchange traded
futures contracts on physical commodities.

Focus on Phillips: Ed Martin, FSA, MAAA
This quarter we recognize Ed Martin, who has been with us since 2011,
but is phasing intoretirement in the first half of this year. Ed’s primary
role has been that of adviser for a group of clients. He also served as
Interim Compliance Officer as we worked through restructuring the
compliance function. In addition, he is an active member of our
Investment Committee, and may continue in that capacity for some time.
We take this opportunity to thank Ed for his service.
Ed joined Phillips Financial after 37 years’ experience in the financial
services industry, first with Lincoln National Corporation and then Swiss
Re. In his 27 years with Lincoln, Ed held a variety of positions: Chief
Operations Officer for Group Reinsurance Markets; Vice President,
Corporate Planning & Development; Vice President and Director of Product Management for
Lincoln’s Individual Life product line; and five years as President and CEO of Corporate Benefit
Systems in Dallas, Texas.
At Swiss Re, Ed was a Senior Vice President and Global Head of Mortality Products in theGlobal
Life & Health Chief Pricing Office, a position that took him to London for a year. “Having the
experience of a global job like that was very enjoyable,” said Ed.
Ed’s relationship with Phillips Financial is long-lived, dating back to becoming a client of Dick
Phillips (Rick’s dad) shortly after he joined Lincoln’s actuarial program right out of graduate
school. Ed was a client of Dick’s for many years, then became an early client of Phillips Financial
after it was launched by Rick.
About his work with Phillips, Ed says that financial planning and investments are interesting
businesses that fit well with his mathematical and actuarial background. “The work is intellectually
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engaging, but I particularly enjoy the interaction with our clients – many of whom we’ve known a
long time because of the Lincoln background. Meeting and talking with clients is always a positive
experience.”
Ed was born in Fort Wayne and attended St Jude’s and then Bishop Dwenger High School: “In its
early days – I was in the third class to graduate.” He then attended Depauw University and earned
a Bachelor of Arts degree in mathematics, followed by Master’s of Actuarial Science from the
University of Michigan. “Lincoln paid for grad school, but then expected a year of work in return.
Obviously, I stuck around for much more than one year!”
He and his wife, Anne, met at Depauw. They have three children: the oldest son, Bryan, attended
DePauw and is an attorney, the middle son, Derek, attended Northwestern and is a computer
engineer, and the youngest, Leslie, a daughter, attended Purdue and studied Computer Graphics.
Bryan now lives in North Carolina; Derek in the Phoenix area, and Leslie in Fishers, IN. There are
five grandchildren ranging in ages from 2nd grade through6th grade. “We enjoy traveling to see
them as much as we can,” says Ed. “They all live in places that are nice to visit, so that’s a plus.”
Ed is the oldest of nine children. His dad worked for the city in data processing and his mom was
a nurse at St. Joe’s. With such a busy family life, everyone chipped in: “Sure, I rememberchanging
diapers and stuff. It was a happy childhood, but I did sometimes wish I was an only child,” laughs
Ed. “It was nice to go away to college and get away from all the commotion.”
“But as we all got older it’s been fun to have so many siblings. Most everyone lives nearby, and
we see each other a lot. My brothers and I take fishing trips to Canada. Some of Anne’s and my
most interesting international trips have been to visit one of my sisters, who is an administrator
with the Peace Corps. She lives in Chicago, but she’s been based in places like Ukraine, Thailand,
and most recently Moldova.” Besides traveling, Ed also enjoys golf, reading, and lots of physical
activity like swimming and hiking.
In the community, Ed has a long history of involvement with the Early Childhood Alliance, anonprofit organization supporting early childhood education and childcare in Northeast Indiana. He
was on the board for over 20 years, and now serves on the finance and board development
committees. Ed also serves on the finance and investment committees of Trinity Episcopal
Church, where he and Anne have been long-time members.
The information contained herein should not be construed as personalized investment advice. There
is no guarantee that the views and opinions expressed in this newsletter will come to pass. Investing
in the stock market involves risk and may not be suitable for all investors. Information presented
herein is subject to change without notice and should not be considered as a solicitation to buy or
sell any security. Phillips Financial does not make any representations as to the accuracy,
timeliness, suitability, completeness, or relevance of any information prepared by any unaffiliated
third party, whether linked to this newsletter or incorporated herein, and takes no responsibility
therefore. All such information is provided solely for convenience purposes only and all users thereof
should be guided accordingly.
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