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Capital Markets Outlook
Warmer But Still Tepid
(2017 Presentation]

No recession for a few years
US Equities OK — 8%-9%

US Bonds — Dead Money 2%
US Dollar — Moderately higher
Commodities — Have Bottomed
EAFE — fairly valued vs US

Emerging Markets — Likely will
follow commodities
No bubbles yet

— Tech, homes, gold, oil, crb, and risk
premia all within normal ranges



2018: GOLDILOCKEAN

ECONOMY HEALTHY
— Positive Economic Surprises

LABOR MARKETS STRONG

INTEREST RATES LOW

— Moderate increases expected
— Accommodative Financial Conditions

INFLATION BENIGN

PROFITS HIGH
— Expected Higher with Tax Cuts

WORLD GROWTH SYNCRONIZED
DOLLAR STRONG
COMMODITIES REASONABLE

RISK MEASURES LOW AND TRENDING
DOWN

NO BUBBLES APPARENT

Equities: 8%-12%
Bonds: 2%-3%
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BASIC CAPITAL MARKET CONCEPTS

= EXPECTATIONS
2 NotCurrent Conditions

2 Example: Predictions of Current Bond Yields (Yield
Curve), Relative P/E ratios

= RELATIVE VALUE
2 Notabsolute valuein itself

2 What are people willing to pay compared to other
investment opportunities (comparing risk and returns)

2 Examples: Bond yield vs Earnings Yield (P/E), US Bond
Yields vs Intemational Yields

= PROFITS OR EARNINGS
2 Notgeneral economy
2 Example: S&P 500 vs GDP, Source of Revenues

Economic Surprise and Market Reaction == Surprise(L) e SPX(R)
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SIZE OF SECTORS RELATIVE TO GDP

United States
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10YR Bond Yields
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Expected Inflation and Current Yield Curves
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Past, Current, and Predicted Treasury Yield Curves
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HISTORIC DOLLAR
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Expected 5 Year Stock (S&P 500) Return and Sources
(Return % = Div Yield + Earnings Growth % + P/E % Change)
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S&P 500 Earnings Per Share
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Current P/E
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ZSCORES VS US GDP OR SPREAD SINCE 1990

LOW and FALLING TREND (200 Days)
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BLOOMBERG FINANCIAL CONDITIONS INDEX

US ----- Europe Asia X Japan
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US Financial Conditions Index
Money Market Bonds Equity
TED Spread Baa/10Y Treasury S&P 500 Price
LIBOR/OIS Spread High Yield/10Y VIX Index
Commercial Paper/Thill Muni/10Y
Swaption Volitility Index
Euro Area Financial Conditions Index
EU Money Market EU Bond Market EU Equity
Euro TED Spread EU 10Y Swap Spread Euro Stoxx Index
Eurobor/OIS Spread JP Morgan HY Europe Index VDAX-NEW Index
Asia Pacific X Japan Financial Condition Index
Asia Money Market Asia Bond Market Asia Equity Asia Capital Flow
Singapore/LIBOR OIS Spread JPM EMBI+ Asia Sov Spread MSCI AsiaX Japan Bloomberg Asia

India LIBOR/OIS Spread Carry Trade Index

Hong Kong LIBOR/OIS Spread
China Real 7-Day Repo Rate

Financial Conditions Indices are meant to track the overall level of financial stress in the money market, bond, and
equity markets to help assess the availability and cost of credit. A positive value indicates accomadative

financial conditions, while a negative value indicates tighter financial conditions. The conditions are being
compared to "pre-crisis" norms, generally from 1994 - mid 2008.



SOVEREIGN AND GENERIC CORP CDS
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CDS LEVELS OVER PAST 3 YEARS
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