Q3 2018 LOOK AHEAD

-

) Phillips &
wa® Company



Disclaimer

Certain information in this presentation constitutes forward-looking statements. Due to various risks, uncertainties,
and assumptions made in our analysis, actual events or results or actual performance of the markets covered by this
presentation may differ materially from those described. The information herein reflects our current views only, is
subject to change, and is not intended to be promissory or relied upon by the reader. There can be no certainty that
events will turn out as presented. Data are from sources deemed to be reliable. No representation or warranties either
expressed or implied are made as to the accuracy of the information presented.

Phillips &
«o¥ Company



Corporate Earnings

S&P 500 Earnings Growth: Q2 2018 .
oo S&P 500 Index: Forward P/E Ratio
O Strong earnings growth is projected to continue: 28 Q Valuation contraction supports record bull market
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Data Source: Phillips & Co., https://insight.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/Earningsinsight 061518A.pdf, BofAML US

Equity & Quant Strategy. FactSet, Compustat, S&P. Lower right chart: "Assumes 100% of the profits are competed away; excludes Utilities, Equity REITs; 2Excludes Financials, Ph | " |ps &
Utilities, Equity REITs; 3Excludes Financials, Managed Health Care, GE. Data is from sources deemed to be reliable. No representation or warranties either expressed or
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https://insight.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_061518A.pdf
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FRED M‘J — Personal Saving Rate
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U Low unemployment matched by low labor force participation is likely impacting wage inflation - or the lack thereof

O  Areturn to peak levels of debt service payments as a percent of disposable personal income could add as much as $5.9

trillion in consumption over the next 10 years

O Personal Savings Rate trends towards pre-recession lows suggesting the U.S. consumer is likely to maintain a muted level of

savings

Unemployment
Rate
VS.
Labor Force
Participation
Rate

Personal
Savings Rate

Data Source: Economic Research Federal Reserve Bank of St. Louis: https://fred.stlouisfed.org/series/CES0500000003, https://fred.stlouisfed.org/series/UNRATE,

https://fred.stlouisfed.org/series /TDSP, https

fred.stlouisfed.org/series/PSAVERT, Phillips & Co. http://phillipsandco.com/blo

uestions-for-2018

Data is from sources deemed to be reliable. No representation or warranties either expressed or implied are made as to the accuracy of the information presented.
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https://fred.stlouisfed.org/series/CES0500000003
https://fred.stlouisfed.org/series/UNRATE
https://fred.stlouisfed.org/series/TDSP
https://fred.stlouisfed.org/series/PSAVERT
http://phillipsandco.com/blog/questions-for-2018/

Trade War or Food Fight

Top 10 U.S. Imports from China: 2017 (000's)
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Fumiture

Vehicle Accessories
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Electric Apparatus’

Source: United States Census Bureau
*Apparel and Textiles includes non-textile apparel, wool, and cotton

Gauging the magnitude of the US trade tarifis

2 - ImpactinUSD bn* To kick in in Sept. / Oct. if Chipa
retaliates to initial tariffs
20
Tolickin For now just a threat;
155 o &tiGTals no concrete plans

Already kicked

_ O  Trade war rhetoric heats up
10 4 non 1 June
é U China’s escalation hits at the heart of Trump’s voter base
through tariffs on agriculture (soybeans, pork, and dairy)
0 : i % = : 2 s

Tariffs on steeland Tariffs on China  Tariffs on China Tariffs on European U  Ample time before tariff implementation to resolve disputes
aluminium (on USD 50 billion (on USD 200 cars & parts and de-escalate tensions
of imports) billion)
* impact calculated as tariff rate muitiplied bytotal imporis as of 2017. Assumes a 25% tariff rate for
potential tariff on EU cars and parts rather than 35% Trump floated. d The worst is llkely priced in

Source: Piclet WM-AA&MR, US 1TC.

Data Source: Phillips & Co. http://phillipsandco.com/blog/soybean-politics g
Data is from sources deemed to be reliable. No representation or warranties either expressed or implied are made as to the accuracy of the information presented. Ph | " |ps &
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http://phillipsandco.com/blog/soybean-politics/

What's It Going to Take For 2019
“Keep the Good Going”

S&P 500 Actual Q1 2018 EPS Growth & Projected EPS Growth FRED 24/ — Trade Weighted U, Dollar Index: Broad i
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) 7200 . . .
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projected $8428 ) ; .
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oo O Continued strength in oil prices benefit energy

6700 companies which are 7% of the S&P 500
oo O More difficult hurdle rates are likely bringing
el down FY 2019 EPS growth estimates providing
22 EE investors some cushion
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Source: J.P. Morgan US Equity Strategy and Quantitative Research, Bloomberg

Data Source: Bloomberg L.P., https://insight.factset.com /hubfs /Resources? ZOSectlon Research%20Desk/Earnings%20Insight Earmn sInsight 061518A df, i

https://fred.stlouisfed.org/series/TWEXB, https: .bl icl illi k- h Ph | "lps &
https://www.nasdag.com/markets/crude-oil.aspx. Economlc Research Federal Reserve Bank of St Louls, Data is from sources deemed to be reliable. No representation or

warranties either expressed or implied are made as to the accuracy of the information presented. A | ompa nv
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https://insight.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_061518A.pdf
https://fred.stlouisfed.org/series/TWEXB
https://www.bloomberg.com/news/articles/2018-03-02/-800-billion-buyback-guess-is-latest-bombshell-in-tax-cut-debate
https://www.nasdaq.com/markets/crude-oil.aspx
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Interest Rates

Treasury Yield Curve FOMC Dot Plot: Released June 13,2018 Current: 1.75% - 2.00% Peaeent
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Inflation Pressure
Consumer Price Index: Percent change from a year ago Ll | 1

o — Al Items -All Items Less Food & Energy Federal Reserve Inflation Target Saurce: FoMc: 2018 1019 2020 Longer run

5.0 U Rate expectations for the remainder of 2018 project the Fed Funds Rate to be
% a0 2.5%, suggesting two additional rate hikes this year
E 3.0
% w0 Jl~ !\\ /\l i -~ ~ /\VM/\ U 2019 Fed Funds Rate projected to be 3.25% by end of 2019, suggesting three
E 3 —r / S e g Al . . . .
& s N L_/ VY \/V 22 rate hikes throughout 2019; terminal Fed Funds Rate is projected to be 3.00%
2
Z o0
B o O The yield curve continues its course of flattening

e U Inflation meets the Fed’s 2% target; raising interest rates becomes more

-3.0

Soes HBGE | GmeET  96iG  G0iLi. a0iz 30iE 96iE  36is. SoiE agis  S6iE trickier as to not push the U.S. into a recession

Source: Federal Reserve Bank of 5t. Louis FRED, FederalReserve.gov

Data Source Economic Research Federal Reserve Bank of St. Louls, https://www. federalreserve ov/monetarypolicy/files /fomcprojtabl20180613.pdf, i

g ! t t Hist ield-Data-Visualization.aspx, https://fred.stlouisfed.org/series /CPIAUCSL#0, Ph I "lps &
https://fred. stlou15fed org/series/CPILFESL, https://www.federalreserve.gov/fags/economy 14400.htm. Data is from sources deemed to be reliable. No representation or
warranties either expressed or implied are made as to the accuracy of the information presented. A | ompa nv
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https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20180613.pdf
https://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/Historic-Yield-Data-Visualization.aspx
https://fred.stlouisfed.org/series/CPIAUCSL#0
https://fred.stlouisfed.org/series/CPILFESL
https://www.federalreserve.gov/faqs/economy_14400.htm
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Emerging Markets (EM)

MSCI EM Index: Forward P/E Ratio

Central banks will begin to withdraw liquidity in 2018... but ever so gradually
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Balance Sheets of Major Central Banks (12m change, USD trillion)
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Central banks still
adding to global
ligquidity in 2018
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Source: Macrobond, ING estimates

Valuations have contracted across
Emerging Markets driven by:

U EM Central banks beginning to
withdrawal liquidity along with

other major central banks

U Negative investment flows
throughout key EM countries

U Steady upward trend in rising
commodity prices

U Recent strength in the U.S. dollar
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Emerging MarketPortfolio Flows by Country
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Data Source: Bloomberg, L.P., https: //twitter.com/IIF /status/1009146933590593537, htt
https://www.fxstreet.com/analysis/bankers-big-bang-theory-201801170927

Data is from sources deemed to be reliable. No representation or warranties either expressed or implied are made as to the accuracy of the information presented.
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https://twitter.com/IIF/status/1009146933590593537
https://us.spindices.com/indices/commodities/dow-jones-commodity-index
https://www.fxstreet.com/analysis/bankers-big-bang-theory-201801170927

International Developed Markets

MSCI EAFE Index: Forward P/E Ratio
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The rise of nationalism across Europe
% of votes won by nationalist parties in Europe's most recent national elections
Denmark 21.0 = 4= Finland 18.0
Danish People's Party The Finns

2= Sweden 13.0

Germany 4.7 ™=
Sweden Democrats

Alternative for Germany

Netherlands 10.0 W Slovakia 8.0

USD billions, 12-month rolling flow
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Global central bank balance sheet expansion* Overview - the spring 2018 forecast
Real GDP

2017 2018 201%
Belgium 1.7 18 17
Gemnany 22 23 21
Estonia 49 37 28
Ireland 78 57 4.1
Greece 1.4 19 23
Spain 3.1 29 2.4
France 1.8 20 18
Italy 15 1.5 12
Cyprus 39 34 33
Latvia 4.5 33 33
Lithuania 38 21 27
Luxembourg 23 AT 35
Malta b6 58 5.1
Metherlands 3.2 30 2.4
Austria 29 28 22
Portugal 27 23 20
Slovenia 50 47 34
Slovakia 3.4 4.0 42
Finland 2.4 2.5 23
Euro area || 2.4 23 20

Freedom Party . Our Slovakia

France 1400 1l @ ® — Hungary 21.0
Nauonal Front Jobbik

Switzerland 29.0 K1 . . I ‘ = Austria 21.0

Swass People's Party Freedom Parry
&
Teaty 4.0 B Il & = Greece 70
Northern League Golden Dawn
Sstatistachans  Source: Bk QINDEPENDENT statista %

Valuations contracted across International Developed Markets

International Developed Market Central Banks follow U.S. Fed in
balance sheet normalization

The rise of nationalism throughout Europe threatens the stability of
the EU

Low EU GDP growth followed by lack of ECB stimulus threatens
International Developed Market earnings growth

Data Source: Phillips & Co., Bloomberg, L.P, https://ec.europa.eu/info/sites /info /files /economy-finance/ecfin forecast spring 030518 overview en 0.pdf,

htt

hillipsandco.com/files /5915/2762/9538/MI-GTM 2Q18 May.pdf, https:

www.statista.com/chart/4901/the-rise-of-nationalism-across-europe
Data is from sources deemed to be reliable. No representation or warranties either expressed or implied are made as to the accuracy of the information presented.

9

Phillips &
Company


https://ec.europa.eu/info/sites/info/files/economy-finance/ecfin_forecast_spring_030518_overview_en_0.pdf
http://phillipsandco.com/files/5915/2762/9538/MI-GTM_2Q18_May.pdf
https://www.statista.com/chart/4901/the-rise-of-nationalism-across-europe/
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Mean Reversion Dashboard

Style Current P/E as a % of 15-Yr Avg. P/E
Blend Growth

Value
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101.5%]103.9% | 108.7%
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O Small Mid Lar

Regional Fwd P/E as a % of 10-Yr Avg. Fwd P/E

EAFE Index
EM Index
United States

103.9% | 100.0% | 96.8% | 108.3% | 107.1% | 106.4% | 106.1% | 88.0% | 103.8% ‘ 90.7%

Cons. Discr.
Telecom
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Real Estate
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97.7% 88.0% 87.2% § 100.6% | 106.3% | 110.0% || 97.1% 61.3% || 112.7% | 128.9% | 112.9%

Data Source: Bloomberg LP; JP Morgan Asset Management - https://am.jpmorgan.com/blob-gim/protected /1383426387662 /83456 /MI- peiukagey
GTM 2Q18 June .pdf?segment=AMERICAS US ADV&Iocale=en US. Data is from sources deemed to be reliable. No representation or warranties either expressed or implied Ph I "lps &
are made as to the accuracy of the information presented. .

«o¥ Company

10


https://am.jpmorgan.com/blob-gim/protected/1383426387662/83456/MI-GTM_2Q18_June_.pdf?segment=AMERICAS_US_ADV&locale=en_US

Economic Dashboard

U.S. GDP Growth As of 3/31/2018 U.S. Treasury Spread 2-Yr vs. 10-Yr Spread Asof 6/29/2018
Latest Level 2.8 Latest Level 32.0 300
Change from Prior Quarter Change from Prior Month -11.2 @
@
Latest Direction Latest Direction Flattening 0
R U A g
Frequency Quarterly zoos 2009 2010 2011 2012 2013 2014 2015 2016 2017 Frequency Monthly S S e o e Y
U.S Inflation Asof 6/29/2018 S&P 500 P/E Ratio Asof 6/29/2018
Latest Level 2.8 6% Latest Level 20.8 25
. : 20
Change from Prior Quarter 0.4 Change from Prior Maonth 0.3
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Latest Direction _2% Latest Direction 10
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Frequency Quarterly -\,@% q,@ q,@' 19\' 4\9\' :\9\' 19"' '\9\’ 1,0\' '\9\' :\9\' Frequency Monthly '19& ‘\r@ R U S M S S A S
U.S. U-6 Unemployment Rate Asaf 6/29/2018 Schiller Home Value Index Asof 6/29/2018
Latest Level 7.6 18% Latest Level 210.7 225
Change from Prior Quarter -0.4 Change from Prior Quarter 0.4
Latest Direction 4% Latest Direction 125
RN G R L NN G B L R SRS
Frequency Quarterly '\sﬁ’ '\'@ L S U S U S O Frequency Quarterly .\,@t '15& L S A P I U U S
Retail Sales As of 5/31/2018 Credit: Revolving / Non-Revolving
Latest Level 0.8 Latest Levels 10307 sas1g 100 — Revoling Credit (L) Non-Revolving Credit (R)_ 3 ggo
2.3 a a
Change from Prior Month Changes from Prior Quarter 7 2 2
c c
5 ]
Latest Direction Latest Direction Expanding @ @
800 1,500
Frequency Monthly zoos 2009 2010 2011 2012 2013 2014 2015 2016 2017 Frequency Quarterly 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Data Source: Bloomberg LP. Data is from sources deemed to be reliable. No representation or warranties either expressed or implied are made as to the accuracy of the
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Our View and Recommendations

Our View Recommendations
O  U.S. consumer remains the global leader O Continue U.S. portfolio weightings to policy targets
+/-2%

O  Expect continued volatility as a reordering of global trade becomes

bilateral versus multilateral O  Tilt-to-value over growth as a defensive posture
O China and U.S. to resolve disputes over intellectual property leading to O Rebalance back to target for EM

market stabilization

O  Underweight Developed Market to policy

O EM to recover as Central Banks follow the Federal Reserve’s lead in

unwinding global stimulus O Remain active in Fixed Income
O International Developed Markets trapped in a low growth spiral O Continue to favor moderate durations close to

without further stimulus benchmark as Fed action will likely impact short-

term rates and the flight to safety will likely impact

O Continued rising rates alongside wage-push inflation long-term rates
O  Flattening yield curve adds an early warning sign for investors O Look for opportunity in noncorrelated assets to

help mitigate risk in the overall portfolio and
maintain a defensive posture

Data Source: Phillips & Co.
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