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As we all know from news headlines, global stock markets have now entered a bear market, having declined more
than 20% from recent highs. As of Thursday, March 12, U.S. stocks had declined over 26% from their high point on
February 19. And markets have remained extremely volatile since then. In our last portfolio update, we referenced a
famous quote from value investor Warren Buffett: “Be greedy when others are fearful.” Historically, this has been a very
good investment mantra to have.

In Litman Gregory’s 30-plus years, we’ve been through several crises and stock market declines. From experience, we
know the best time to stick to your investment discipline and buy is usually when you feel fearful but your analysis sug-
gests the likelihood of a strongly favorable medium- to longer-term outcome is very good, as we believe is true today.
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A 25% or greater drawdown in U.S. stocks is quite infrequent. It’s happened only eight times in the past 70 years. But
such painful periods do happen. Investors in equities need to be emotionally and financially prepared for them. And
the longer-term returns are worth the short-term discomfort.

Since 1950, buying U.S. stocks after the initial 25% decline of a bear market—as we are doing in a prudent, incremental
fashion in portfolios during this downturn—delivered strong returns over the next five or 10 years most of the time.

Given that the main catalyst for this downturn is the coronavirus (alongside an unexpected oil price war) and that
there is an end game for the virus at some point, it seems reasonable that markets will rally when virus news turns
incrementally positive (the spread slows, new cases stabilize or drop, treatments or vaccines are developed, etc.). But
even if this bear market lasts longer than the historical average of 18 months, potential forward-looking U.S. stock
returns have already improved. And they will get even better the lower stocks go. Because we entered this crisis under-
weight to U.S. stocks, we have the flexibility now to add back to and even overweight them if the selloff deepens. Even
after our first incremental purchases, we are still underweight to U.S. stocks.

So while it may be hard to imagine now, there will be an end point to this crisis from a medical perspective and thus
from an economic and financial markets perspective. Of that, we think we can be confident. The key to overcoming
panic in financial markets is to focus on the future. Remember, severe losses only become permanent losses if you
sell, go to cash, and lock them in. Volatility is uncomfortable when you’re living through it, but it sows the seed of the
future’s strong returns.

With all this said, we recognize it is natural for clients to be concerned when volatile markets impact portfolios. For
that reason, we encourage you to connect with us to discuss any questions you may have. We are here for you and
appreciate the trust you place in us as your guide through the everchanging financial market environment.

Best regards,
The Litman Gregory Investment Team

Note: This document discusses general developments, financial events in the news and broad investment principles. It

is provided for information purposes only. It does not provide investment advice and is not an offer to sell a security or a
solicitation of an offer, or a recommendation, to buy a security. The statements and opinions contained herein are solely
those of Litman Gregory Asset Management, LLC. There is no agreement or understanding that Litman Gregory Asset
Management, LLC will provide individual advice to any investor or advisor client in receipt of this document. Certain
information constitutes “forward-looking statements” and due to various risks and uncertainties, actual events or results
may vary materially from those reflected or contemplated in such forward-looking statements. Investments in securi-
ties involve the risk of loss. Past performance is no guarantee of future results. For additional information about Litman
Gregory, please request a copy of our disclosure brochure or visit the SEC’s website at adviserinfo.sec.gov. Any reference
to a market index is included for illustrative purposes only, as it is not possible to directly invest in an index. Indices are
unmanaged, hypothetical vehicles that serve as market indicators and do not account for the deduction of management
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