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The NCF investment pools reflect our commitment to creating an investment ersichat
focuses primarily on capital preservationAs we continuously reiterateéhere isno gloryin

losing hardearned charitable funds. Therefore, we seek to generate investment returns in ways
that reflect our very lowtolerance for capital losse$Ve are delighted thabur lowerrisk
approach to portfolio construction continuesdeliver superiotong-term investment results, as
described in our quarterly Investmdtgrformance Repaort

Not All Risks are Created Equal

All of us tend to have ideas about investment risk and what it means. Normal people tend to
think of risk as the possibility of lasyy money. Sealled investment professionals, on the other

hand, l' i ke to discuss riskhkfwirteitWepieBaestiment s uc h
professionals who believe that volatility and other measures of risk sometimes mask the fact that
somerisksmaybér i skiero tibamcet wer ®ften ffeel mor e A

as we really do not like losing money, we are constantly seakiuggtmentghat have a better

chance ofarningarealreturnno mat t er whatattinhea thyi sotfo rriect ufirvnos c
this report, we will look asome of the ways in which not all risks are created egBat. first,

|l etds | ook at what has been happening in the

Global Market Overview

The euphoric global stock market rally dfie March 2009 lows finally ran out of steam in April

of this yearAs anxieties about the strength of the global economy began to increase, enthusiasm
for equities decreased. Thus, the U.S. equity markets struggled throughout the second quarter
more tha eraing their firstquarter gains.

Meanwhile, the fear of an
The Yield of the 10-Year Treasury Note ‘ economic slowdowri aka, a
Afdoubl e diipliba reces.

fire under the bond market.
Since a slowing economy
usually suppresses inflationary
35% pressures, bond prices usually
climb (and yields dll) during
such moments.The present

WAW moment is no exception.
\‘\\\w\ Since peaking at 4.00%ve
months agp the 10year

Treasury yield has tumbled to

2.50%, as shown in the nearby
chart.
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Such adramatic and rapid
drop in longterm interest
ratesis a relatively rare occurrencEhereforethe bond markethas becoméhe investment story
of the moment. Bond yields do not usuallymble when economic conditions are improving.
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Maybe this time i s dThdlatest).8. aconériia dbalcladohyreflectant i s n

economy that lacks vigor.

The Stock Market

The U. S. stock market entered the Areality cl
Dowds dazzling 77% r al | yahighao 1h,258neyear latgwslittieo f  Ma r

Ailgibvaec Kk 0 was t d@ut bos thattkipgévebbck das lasted an uncomfortably long

period of timei and now that most economic dassec o mi ng i n fweakier t ha
prudence requires a thoughtful reassesgnw global economic prospisc and of stock

valuations relative to those prospects.

An easywayto begimtat r eassessment i s rallyan pgrspeéctivé. 5sen y e ar
from the vantage point of the market low to the present, the S&P @vizip only 50% after
thisyeabs modest r et r estarting pointlJdnuawydof 20@0ktlee market is up

only 10% and if we back up a mere 24 months, to June of 2008, the mat&einialmost 25%.

The extended slow decline of the market in recent weeks condiumsuspion that the big

move last year was actuallyfeb e ar ma rak @pposed the beginning of a nevipng-

term bull market.

Many of the market measures that professionals watch and discuss now confirm that analysis.
Stock market trading volumesprf example, tend to rise ibull markets. Over the last few
months, trading volumebave been extremely low. Similarly, funds tend to flow into equity
mutual funds during bull markets. This year, funds have been flowing out of such funds and into
bond finds. For reasons that to us make perfect sense, no one seems enthusiastic about the stock
market at the moment, other than the occasional paid cheerleader on Wall Street. We remain
cautious.

But what about the economy?

Economic growth here inheé U.S. $ clearly deceleratings evidenced by a wide range of
economic data.All major gauges of economic productivity, employment, credit, capital
investment, and consumer or business confidence have been in decline sgpcaghe

In our prior Investment Strategy report, published on May 15, 2010, we noted that the stock
mar ket 6s strong per f or nihad ledemadyunvestorgto dortlade thate c e d
al | is right with the wor | déptmisticaconclusienansay bet h at
misguided. While it is true that many gauges of global economic vitality have improved during

the last several months, most of these gauges remain well below levels that would indicate a
healthy economic condition. o

With the kenefit of subsequent economic datar thoughts of last May seem wélunded asit

i s now widely appianrgernd o vtehrayto A nseAtthougla thesUS | S Wi
economyadded about 1,000,008bs duringthe first five months of the year, 350®jpbs have
disappeared in just the last two months, according to the Bureau of Labor Stafisiscs.
disappointing employmentata corroboratesequally disappointing reports on consumer
spending, pesonal income, new and existihngme sales and factoryders.
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It is always a little tricky to know exactly what an economic recovery looksolikghen it has
begun in earnest. But of all the indicators of economic health, job creation is perhaps the most
important. Our ability to live well as a peopledispendent on our ability to wark

The NCF Investment Strategy Report

So we find most of the arguments in favor of anrgoing economic recovery somewhat
underwhelming in light of the japicture. Our economy is simply not creating joltstlae rate
we need to maintain historic levels efmployment. As a resultthe current recession imore
severd particulaty from an employment perspectivehan any other Post WWII recession. As
PercentJob Losses in Post WWII Recessions shown on the accompanying
=104 ===1053 ===1958 ===1060 1960 ==1074 1980 ===1981 ==m=1090 ===2001 ===2007 Chart, we are Stl" near|y 6%
below peak employment in
the US fully 31 monthsfrom
the employment kghwater
mark. By comparison, &his
point in every previous
recession thgob market had
fully recovered, with the
exception of the 2001
recession which, ironically,
was described at the time as a
Current Dotted Line Nfjobl ess r dheovery.
6.0% || Employment = - - - | et N ex-Census . .
Recession Hiring continuing struggle to
generate employment is likely
012345 678 910111218 14151617 181920212228 24252627 2 293031 32 33343536 3738 39 40414243 4445 46 47 to be a longerm burden on
Number of Months After Peak Employment http://www: friskblog.com/ economic grOWth.
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The housing maket also continues to struggle

Americabds residen g . ' : ' : :
SV CERSI SR RIS RCIhEWE The Housing Bust Keeps on Busting
and troubling’ imageso f t he e

continuin g di stre Existing homes sales compared to the months supply of existing

Mark HansonManaging Director of the :"me‘fms"'e’ )

real estate advisory firm that bears t 7 n
10

name, A at t he % !
foreclosures], it wuld take 101 months ss Mﬂ,\\—‘ A
to clear the pool of 6.4 million loan: .. w

7
6
. . N J B
[now] headed for liquidation. l'n ! :
words, as shown on the nearby cha s 3
both the drop in nodistressed sales an " o o B R R R R RTIR o
the continuing increase in foreclose ™ S N e T T e T e
propetles, is Creatlng a tremendoL Existing home sales in millions, annualized (left scale)
Supp|y of available homes Whl(thayln Months supply of existing homes for sale (right scale)
turn further depress prices. WWW.AGORAFINANCIAL.COM
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In all of this, it isour strong convictiori particularly in light of the employment and housing
struggles thata genuineeconamic recovery leading tgrowth and increasing inconegoing to
taketime. As one market commentator, Bill Bonner, observed in the Mdyeziition of the

Daily Reckoningyi We ar e stil | in the early stages of
and readustmenti a Gr eat CWeremaio omptetelyconvinced thathe economy

will recover,but we do not believe it is going to happen very quickly.

Fortunately, the vast global economges not improve or degrade all at ondgonsequently,

even in the midst of diicult conditions,someareasof the globe may continue growing and
somefacets ofthe economy may even manage to flourish. It is for this reason that we now turn
to our theme of this repomyhich isthat not all risks are created equal.

Risky Stocks v. Emerging Markets

An interesting aspect of the current recession is mieatall the traditionally higiisk stock

market sectors are behaving the same way. In fact, Emerging Market stocks have been
conspicuous for theist r engt h, rel atiiskke tsd seatdkhSpeeificdilye it g h
Emerging Market stocks asglvancing evenwhenUS stockswvith comparable historic volatility
arenot

Usualtlgkyd st ocks, particuanrdyduring peeodsaomarketitiemoil During

the crisis conditions of late 28, for example, Emerging Market stocks tumbled-faktick

with US financial stocks andith US Homebuilder stocks, which are two sectors of the US stock

market that are perceived to be higgk due to highethanthe- market historic volatility. #ice

reachingtheir crisis lows in December, 200@pwever,Emerging Market stocks hawviverged
from the performance of their

risky American cousins
Emerging Markets Lead the Way l (financial and homebuilder
shares), as shown in the nearby

The strong performance of the MSCI Emerging Markets Index since the depths of the Chart
credit crisis in late 2008, compared to the negative performances of the ISE '
Homebuilders Index and the BKX Bank Stock Index. . . .
00% Notice, in particular, that the

oo Morgan Statey Emerging
Market Index(the blue linehas
risen by 72% since December
8, 2008, whilethe major indices
of US financial stocks(the

green line) and us
-60% . .
- homebuilding stocks (the
o O o o o o & & & S S O S O ) ) ) 1
SEFTEE ST SIS TS yellow line) have produced

: ' : losses during the identical
—iShares MSCI Emerging Markets ETF (EEM) —ISE Homebuilders Index .
—KBW Bank Index —S&P 500 Index tlmeframe And they m/e
produced those losesespite
spectacular rallies in 2009
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This substantial :8nonthl ong di vergence bet ween fAriskyo f ol
makes the recent mudiivergence between these two groups all the more intriguing.

Once again, Enmmging Market stocks are going their own way and ignoring the disappointing
trends in he US economy and stock market, as shown in the nearby chart.

The recent divergence modest
as it has beeii may not mean
anything at all. Butit might
signify an important shift in
long-term investment trends
Perhaps the global financial
markets are in the process of
discounting  the  improving
economic  profile of the
Emerging Markets, relative to
US economic prospects. We
believe that is in fact whatsi
happeningand we have been
re(positioning NCFO6s
portfolios for some time as
discussed below, to take
advantage of this trend.

Back in 2000, most investors believed U.S. stocks to be amealiher capitahccumulation
machine But the buy-andhold stratgy that offered such pron@gen years ago has delivered fa
more disappointment than deligiuring the last ten years, the S&P 500 Indh@sproduced a
negativetotal return.

Despite that fact, any, many investor$ both professional and individualcarry massively

Aover wei ght 0 p o s iThereanaye good redsonSto dossd, but \wesbeliavve

least part of the reason is thaisi simply natural for us to favor investments in our own country

Even more importantly, however, our perdéeptof relative investment risks tends to beore

backwardy focusedthan brward looking; we are heavily influenced by thestpaAs a result,

when we think, for examplef South America from an investment perspective, the first thing

that comes tanindi s t he Argenti ne gover Nemgears latsr, thihte b t d
event cabrs our thinking and arguabbverwhelms a more reasoned, forwérdking analysis.
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