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Extraordinarily interventionist monetary policymaking has created a global
equity market with very high sensitivity to interest rates.

Growth concerns continue to plague investors as Fed policy moves
incrementally less dovish. As a result, performance is hugging secular
themes of momentum, growth and size.

Earnings sentiment is proving a powerful driver of returns as company
guidance continues to shrink. Investor concerns are wide-ranging, from the
top to bottom line.

Not all uses of cash are treated equally. Amid economic cycle
nervousness, dividend increases and investment are powerful signals of
strength.
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Macro Model

Scenario Analysis
Base Bull EPS Recession
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CASH DOES N(

1 mcCash Level ($Trillions) (R1) 3.75
1 M Total Buyback ($Billion) (L1) 174.20
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» Market Health Mixed — Suggests Rocky Outlook in Short Run

» Secular Themes Win, Unless Balance Sheet Shift is In Play

» Margins are Key to Turn in Earnings Outlook

» Don’t Count on a Bailout from Buybacks
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Commentary

Cyclical sector EPS growth has reliably Ballen short of defensmve sactor BPS growth i advanca of the last theee earmings
recessions,

The average retum for years whare S&0 500 sarmings troughs is 11.4% vs, a 4.0% gain in years where earnings peak

Thee percent of S&P 500 companies with EPS growth reaches peaks prior to market peaks and confirms bottoms.

Operating margin forecasts have poaked in advance of each major comection since 005,

Flows into equity markets should be strong at major peaks, as evidence of optimistic sentiment.

Stock prices rise and hold above key moving averages in uptrends. Hoving averages themsalves trend up and the 50-day maving
BVET A holds above the 200-day MOAENG Fverage,

Hore than 50% of stocks trade above 200-day moving average and 14-day RSI trends babween 50-70 in uptrenmsds.

The ratio of technology to utilities stocks tends to tum higher with the S&P 500, Semiconductors, transpostation stocks and
hesmsbudlders are conststently strong leaders of overall market trends.

The Financial Conditions ex-bguity Index peaked on average 38 days before market highs post-crisis.

Ther 15M Manulactureng Inces paaked prior Do major markel moves In 1998, 2000, 2007, 2011 and 2015 with an average lead time
af 13.4 months (6.5 excligling Long lead time prior to 2007 pealk)

The wnemployment rate on average Stars to rise 3 months before recession-ralated peaks in the aquity market

On average, high yield spreads widen 125 basis points & months in advance of major equity market peaks.

Stock prices and bond yields have been positively cormelated since 2000, and correlation breakdowns offered an average 17
manth lead to equity market peaks in the fime since.
The yield curve spread between 10Y and 27 Treasuries nvests on average 13 months before recession-redated peaks in the

ojuity market,

Showrt b crodil spreads were offective leading indicators of distress gt eycle with spilies starting in migt-2007,
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INVESTOR
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B ICI Total Bond Long-Term Mutual Fund and ETFs Weekly Flows
B ICI Domestic Equity Long-Term Mutual Fund and ETFs Weekly Flows
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Daily 3/2/2015 - 3/3/2020
W FAAMG 5/31/12 Start Point - Last Price 4.69
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Financial Conditions ex-Equity Index
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EARNING
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Scenario Analysis

Base Bull Bear
TIMEPs | 163.86 |  163.86 |  163.86
New Orders % Chg
Bps Chg in 2Y
Bps Chg in UR
CRB Commodity % Chg

 NTM%Growth | 216 |  12.35 -14.45
$167.39 $184.09 $140.18
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EPS Reactions

M Average "Beat" 1-Day Return in excess of S&P 500
B Average "Miss" 1-Day Return in excess of S&P 500
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B S&P 500 Earnings Breadth on 12/31/19 (R1) 68.00
B 58P ;)DD - Last Price (R2) 2994.56
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B Cyclicals - Defensives T12M EPS Growth (R1)
B Cyclicals - Defensives T12M Sales Growth (R1)
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Trailing PE Ratio
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Quarterly 3/30/1962 - 3/3/2020
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B Defensive / Cyclical Sector BEst PE Ratio on 2/28/20 (R1) 14.00
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FTW Pure Factor Returns - Russell 1000
Byrto H1iy

Trade Activity
Value
Volatility
Leverage
Dividends
Profitability
Variability
Size

Growth
Momentum

-25

N 7y




SECTOR S

Technology
Health Care
Staples
Communications
Real Estate
Utilities

Energy
Discretionary
Materials
Financials

Industrials

Legend:

Bloomberg @




Normalized As Of 02/11/2010
Daily 2/11/2010 - 3/3/2020
Last Price
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RETURNS

S&P 500 Sector Neutralized Average Monthly Return Q-Spreads
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Negative Long-Short Return

Factor/Driver Name (6)
Best Performing

) 3Y Avg Dividend Payout
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Median Beta of S&P 500 Dividend Yield Quintiles - Today vs. 5Y Ago
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» Short Term Pain likely followed by Longer Term Gain

> Interest rates at low levels ultimately support share prices, but falling yields
should be heeded.

> Unless Fed eases policy, earnings should drive stock prices. Lack of
visibility elevates stocks with strong short term earnings trends rather than
big recovery prospects.

» Momentum, low volatility, growth and size likely continue to lead while
value, dividend yield, high volatility could remain laggards.

» Dividend increases and investment are powerful signals of strength.
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