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Economic Environment
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Current Economic Environment

* U.S. economy remains in relatively good shape as better than expected job gains,
low unemployment, and low levels of financial stress have driven low single digit
GDP growth.

* The Federal Reserve is back to “live” meetings beginning in December and market
participants await its decision on interest rates.

* Global economic concerns remain somewhat elevated, particularly in China.

* The strong U.S. dollar is causing issues for domestic exporters and commodity-
related producers.

* The decline in oil prices, while painful for producers, has been helpful for
consumers.
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Current Economic Environment: U.S. is Pretty Good
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Current Economic Environment: U.S. GDP Growing Steadily
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Current Economic Environment: The Fed in Focus

Market-Implied Probability of Rate Hike ®* The FOMC has stated that 2015 would be a time to
o consider ending the zero interest rate policy (“ZIRP”).

* [tdemurred in raising rates in October but did make a

=013 = A0 notable change to its statement:
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* New: The Committee continues to see the risks to the
outlook for economic activity and the labor market as
20 nearly balanced but is monitoring global economic and
financial developments abread.
* Economists and market participants must weigh
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FOMC Meeting signal of a rate hike.

Source: FRB New York and Bloomberg. November 5, 2015.
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Current Economic Environment: Non-U.S. Economies Still a Question

VXFXI:
[intracay | 50 | 1M | 3w [ oM | Y10 | 1v ] 5v | 0¥ | Agvanced Chart * Will there be a hard landing in China?
55.00 * Growth slowing but still positive.
China |I Ilul M\ 50.00 ] ]
LY\ * Potential spillover effects.
II 45.00
| LAY
i | L& . “1s . .
N | N * Europe stabilizing however monetary decisions
Al - | N, 35.00 . .
[N — | . continue to cause uncertainty.
A f \/ * \ \\;. 30.00
S\ N\ A 2500 * Other emerging markets suffering from commodity
2015 Mar May Jul Sep NGUED.DD malalse
VXEFA: VXEWZ:
[intracay | 50 [im [ o [ om [ ¥ro [ i T 5v ] ov | Aovanced Crart ey Y VN IEXVN I AN KK I KA Aovanced Ghart
fy 40.00 Fa I.'I I", 55.00
I AR YE
| N7 YA
Europe Il '| #s.00 Brazil [V \S\ | se0
[ 30.00 | "\ as.00
[ i
R N 25.00 ra s 40.00
f | A . T~ (Y
AN ey A\ e .-“’f \ f N 20.00 ™S \-.. ..ﬁ‘\—f"f\\\_‘ S N/ _\\“\ f 35.00
- I _.-"l’ , — . ,\ \'.v-"l \ | ..' A AV, .\/\\ / 'e ."I
NS e \U;/\uf’ S \_/ "u"'ﬁ\'k -~ S~ 1s.00 \/IM'K/ Y 30.00
10.00 25.00
Maow 2015 Mar May Jul Sep Maov

2015 Mar May Jul Sep

Source: CBOE.com




UBectere Ge a/&c’lal g/ffa/z(ggelneﬂé

Current Economic Environment: U.S. Dollar Strength
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® The relative strength of the U.S.
economy and a general “flight to
safety” has driven the USD higher in
the last 18 months.

* U.S. exporters must face the
. o - currency-driven price increase
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* Since most global commodities are
priced in dollars, the strength has
exacerbated the supply-driven price
o decline in oil and demand-driven
(r declines in other commodities.
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Source: Board of Governors of the Federal Reserve System (US), Trade Weighted
U.S. Dollar Index: Broad [TWEXB], retrieved from FRED, Federal Reserve Bank of St.

Louis https://research.stlouisfed.org/fred2/series/TWEXB/, November 6, 2015.




North American Oil Production and Rig Count
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We are nearing the one year anniversary of OPEC’s surprise
decision to essentially abandon its role as price defender of
the oil market.

* The U.S. shale-boom has altered the oil market dynamics.

* Continued U.S. supply growth, market share battles and
muted demand growth from emerging markets continue to
weigh on the commodity.

* Consumers are enjoying the benefits of low prices.
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Source: US. Bureau of Economic Analysis, Light Weight Vehicle Sales: Autos and
Light Trucks [ALTSALES], retrieved from FRED, Federal Reserve Bank of St. Louis

https://research.stlouisfed.org/fred2/series/ALTSALES/, November 6, 2015.
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Current Economic Environment - Outlook

* U.S. economy still has the most favorable fundamentals and is likely to remain at a
relative advantage.

* Interest rates will eventually go up. The current environment supports more
“normal” rates.

® Chinais and will remain a wildcard.

* The U.S. dollar strength is likely to remain in place as interest rate differentials
increase. That said, the pace of change should moderate at some point.

* QOil remains challenged fundamentally as supply growth is outstripping demand
growth. Eventually, low prices are likely to correct this imbalance.
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Equity Market Overview
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Current Market Environment Environment

* The major indices remain near all-time highs.

®* Recent stock market action has been bifurcated in terms of size and
valuation.

* The five “E"s: Expensiveness (valuation); Exuberance; Economy;
Earnings; and Energy are generally supportive of equity markets.

* Other key items we're watching include corporate profit margins,
corporate capital allocation changes, and the U.S. dollar.
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Current Market Environment: Still Near All-Time Highs

S&P 500
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Source: FactSet Research Systems
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Current Market Environment: Bifurcation

RUSSELL 1000® GROWTH RUSSELL 1000® VALUE RUSSELL 3000®° GROWTH RUSSELL 3000® VALUE ° : 0/ 3
NDEX NDEx NDEx NDEx The S&P 500 declined 6% in 3Q

* The 100 highest P/E constituents (most expensive)
had a median decline of 2%.

* The 100 lowest P/E constituents (cheapest) had a
median decline of 10%.

* Through the end of 3Q, the S&P 500 was down 5% year-to-
date.

* The 125 largest companies fell 3% over that time
period.

* The 125 smallest companies fell 16% over that time
5.29% period.

oo * The headline index returns haven’t told the whole story as

large, heavily weighted growth names have driven several
popular indices.

-8.39%
-8.59%

Large Cap All Cap

ce: Russell.com
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Valuation (expensiveness), while not overly
cheap, is not overly expensive either

Investor sentiment (exuberance) has
remained skeptical of the market advance.
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Current Market Environment: The Five “E”s

S&P 500
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Current Market Environment: Remember to Think Long-Term
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Disclosures

The opinions expressed represent those of the individual not the firm, and is not intended to be a forecast of
future events, a guarantee of future results, nor investment advice. The information contained in this
document is not guaranteed as to its accuracy or completeness. The information included in this document
does not provide information reasonably sufficient upon which to base an investment decision and should not
be considered a recommendation to buy or sell any particular security. Furthermore, this material should not
be considered an offer to buy or sell any security.




