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each quarterly newsletter, we provider perspective on the most recent quarter, preview wh
lies aheadand offer a bit of market trivia.

Welcome to 1492 Capitdlanage ment 0 s

Our corporateslogani  sDis¢bvering Opportunity whi ch i s our dabDury
investment professionals possess a tremendous awofoesperience navigating through multiple
market cycles This experiencavas demonstrateaswe are again pleased to announce that 149
Capital Managemenhas been named a Top Gumy Informal nvest ment So
manager database, North Americads | ongest
Small Cap Core Alpha strategy was recognized as the sixth best performing strategy in their
Mid Core Universe for the ongearperiod endedlune 30 2018. The 1492 Small Cap Value
strategy was recognized as the eighth best performing strategy in thei\Bdhslthlue Universe
for the one year period ended June 30, 2048ditionally, the 1492 Small Cap Growth Strateg
was rankedl8" out of 465for the one year performance and"3fut of 396 for the three year
performancefor period ending June 30, 201@thin the U.S. SmalCap Equity categoryn
Broadridge Marketplace Best Money Manaéelist.

U.S. Economic Strength Overcomes &riff Tantrums and Emerging Market Meltdowns.
During the third quarterll of the major U.Sstock marketndices posted nicely positive results
and pushed asidtehe ol d stock mar ket adag eadtamce ias &
great outcome despitiee various parties involved in the ongoing trade negotiatiwogving tariff
tantrums. lwas particularly strong in light of the mini emerging markettdeeins that occurred
inthequarter from Turkey and Argentina, whe
inflation and deflating curremes, to South Africa where the economy is falling into recession, {
China where the local stock market Hallen nearly 25% this year on fears of slowing growt
from tariffs. In weaker times, these emerging market flare ups would have derailed the U.S. ¢
market. The U.S. may be the best house in the global neighborhood at @esentE u r o p e @
ratehas slowed to around 2%ndasU.S. GDP growthratewill come in close to 4% again in the
third quarter. Optimisnovertax reform and deregulation appears to be taking hold as consu
confidence hit a new cycle higandascorporate speting is accelerating on a number of front
including capital expenditures, stock buybaaksidends,andemployee wages. We may be on
the cusp of the first seffustaining growth cycle in the U.S. since before the recession of 20
The next month wilbe filled with more political rancor than most of us care to indulge in but p
attention to the stock market because it may provide some insight into the outtlease read
on to see our unique vVviews of wh &aydrsersowil
be, ando indulge in some stock market trivia.

For detailed performance information on

(Small Cap Growth Small Cap Valud Small Cap Core Alphato find gross and net of fee
performance information and disclosures. If you would like to discuss any of these strategieg
us, please contacim Stracka at 41238-3398.
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A Review ofthe 3@ Quarter: U.S. Economic Strength Overcomes Tariff Tantrums and Emerging Market

Meltdowns

The U.S. stock market continued its winning ways in the third quanibroughyearto-dategainsfor most of the major
U.S. stock market indices into the double digits. Bdigancas a much better result than almost anyone predicted nine month
ago.The performance path of the S&P 500 yeadate is shown graphically below.

Year-to-Date S&P 500 Performance
%

Initial Rally Correction Rebound
14.4

7.5

B

-10.1
Dec 31 - Jan 26 Jan 26 - Feb 8 Feb 8 - Current

Note: Total Return; Initial Rally: 12/31/17-1/26/18; Correction: 1/26/18-2/8/18; Rebound: 2/8/18-Current
Source: Standard & Poor's, FactSet, Credit Suisse

Most market obsemrs continue to underestimate the power of the tax rdfosthat was enactddte in 2017.The resiliency

of the stock market can be attributed to 4% GDP growth in the U.S. which looks likely again in the third quarter accordir
the Atl antNowFdddec@BPing tool . The U.S appears to b
growth has slowed to around 2% receraiydasChina appears to be struggling to keep their growth rate at 6%+ as they fig
drags frontariffs andfaltering emerging market economies around the globe. The chart below highlights the widening spr
bet ween the manuf act ur idsigdexpdiltedetoped markets (DM)sandremerging maakgte (EM).
Normally we think of the emerging markets aghhgrowth countriesvith the potential for significant volatility. Note that a
PMI score of greater than 50 represents growthow appears that the EM economies have the potential to collectively slid
into recession.
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In fact, webve seen a number of mi nhirdgeanes fromiTutkgy andaArgénent, |
where theyo6re battling skyrocketing interest ratesisan
falling into recession, to China where the local stock market has fallen nearly 25% this year on fears of slowing growth
tariffs. In weaker times, these emerging market meltdownshagg been enough to derail U.S. equities | t 6 s a me
4% GDP gowth can do for the stock markeAdditionally, tariffs continued to be front and center in the business headline:
this quarter as the U.S. continued its efforts to extract change from its trading pafiners.has beeangoingescalating
rhetoric and threats between the U.S. and its primary trading partners, Canada, Mexico, anth€hiade balances between
the U.S. ad its major trading partners aieown in the chart below left. Note that the imbalance between the téweiports

and exports is the greatest with China. Tafcitis what the Trump administration is using as leverage in the discussions 1
create a more balanced trading environment and to protect the intellectual property of U.S. cormparshartelow right
shows the average tariff rateat each country imposéa 2017. The U.S. rate is the lowest of the major trading partners an
nearlyone thirdlowerthanChi naodos r at e

U.S. Trade in Goods and Services Average Tariff Rate, 2017
with Major Trading Partners (WTO)
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Just within the last few days, the U.S. reached a new agreement with its two North American trading partners, Canac
Mexico, which is called the United Statédexico- Canada Agreement, or USMCA. Tlagreement will replace NAFTA in
the future Howeer, the threats of escalating tariffs ahd broadeningdist of goods subject to tariffs continues with China.
China has no incentive to strike a deal prior to theteith elections as they may be dealing with a whole new cast of characte
depenling on thanid-termelection outcome. However, the stock markets are voting evergmijt appearthatthe markets
believe the U.S. holds the winning hand@he chart below shows the performance of the S&P 500 index against the Shang
Compositéndex since the beginning of 2017. The S&P 500 is up about 10%osse compared with 5% for the Shanghai
index. Note that the divergence between the two indices really widened when President Trump began his crusade e
unfair trade practicesarlier this year (green circle).
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Despite the concerriseing raisecover tariffs in the U.S., the significant size of the tax reform benéfsrfs themand
includesindividual and corporate tax cuts as well as the ability of companies to repatriate cashidregas without paying
exorbitanttaxes in the U.S. These new tax policies make the impact of global tariffs look likecaltapap compared to a
mountain. Seechart below left. The impact of the imposed and proposed tariffs are shown in the chart below right. Ag.
the impact is rather small all things considera the current impact of tariffs imposed is equal to ab@®% of GDP, or
less than 10% of thcurrent growth rate in the U.S. economy. Théhis why Trump can stick to hisadeguns for a while
with little risk of slowing the economy too much.

Breakdown of CY 2018 Tax Cuts & Taritfs Estimated Impact Of Tariffs On GDP (%)
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Throughout much of this year small caps stocks have outperformed largepcegisthe last few weeks. We attributed much
of the outperformance of small caps over large caps prior to this quarter to the preference of investors to own dogsektic fc
companies to avoid any pitfalls or fallout from tirgernationaltariff battles. Small caps tend to have significantly less
exposure to international markets. However, in the last few weeks of the quarter, there was a clear reversal of lthts ren
possible that the stock market was anticipating the conclusion of the tariff tension between the U.S., Mexico, and Canad
began to reverse this trade. However, regardless of the preference for international or domestic exposure, smallscap e
areforecast to grow significantly faster than large caps in 2018 and 2019. Some may want to attriifterémgal to the
larger impact that tax reform has on domestic focused companiesn@lecaps)but, the chart below shows pretaxmags
growthof small caps are forecastsignificantly outgrow that of large caps

The pre-tax earnings growth profile favors small-caps over large-caps

PRE-TAX EARNINGS GROWTH
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During the quartelinvestorsreversed theipreference for domestic stogls®international and industrial stocks caught a bid
astariff fears wanedriving the S&P 500 (+7.71%) to significantly outperfornthe Russell 200@+3.58%). This reversal was
almost identical in the opposite direction in the second quaierongst the indiceghe Dow Jones Industridhdex was the
gold medalist for thejuartemwith an advance of9.0% while theRussell 2000 Value Inddagged badly This result was also
exactly opposite last quarteWVith continued strong performance from the Technology and Healthcare st#otgmsarto-
date leaders are the Russell 2000 Grolnttex (+15.80%) and NASDAQ Composite ek (+17.48%). The table below
highlights the returns for third quarterandfor 2018 yeaito-date returngor the popular indices.

Index Returns

Russell 2000 +3.5806 +11.5%
Russell 2000 Growth +5.53%0 +15.80%0
Russell 2000 Value +1.606 +7.1%6
S&P 500 +7.7%% +10.560
Dow Jones Industrials +9.026 +7.08%6
NASDAQ Composite +7.4%% +17.486

Source: 1492 Capital Management, LLC and Factset

From a style pepective, the Russell 20@BrowthIndex (+5.53%) surged during the quartand reversed the gains ttalue
index made in the last quarterh@ Russell 2000 Value Index appreedarelatively little (+1.60%in the quarteand continued
thetrend of growth over value that has been in place since 2atly. The Growth index still has a substantial lead tear
date. As mentioned abovehe Technology andHealthcare sectempropelled the strongerformancan the Growth index.
Energy and Basic Materials were the worst performers in the quarter despite tradehing new 52veek highs. nvestors
were seemingly more intriguedith industrial stocks as tariff concerns vean The first two tables below highlight the
performance of the Ruds2000 style indices by sector for theonth ofSeptemberthethird quarterandyearto-date2018.
Yearto date, the runaway winner is the Healthcare sedtastly, the thirdablebelowshows thatheperformancevithin the
Russell 200@vasgenerallybetterasyou movedup market cap This effectis acontinuationof atrendwhich hasexistedsince
early 2014with only abrief respite in thesecond half of 201&ndin thelag quarteras investors sought more domestically
exposed companies due to a stronger dollar and tariff concerns.

Table 4: Performance Monitor for Russell 2000 Growth through September

September Third Quarter Year To Date
Russell Sec. Absolute Contribution Relative Absolute Contribution Relative Absolute Contribution Relative Wgt
Discretionary -1.38 -0.24 0.96 4.84 0.86 -0.69 15.83 2.49 0.03 17.4
Staples -2.16 -0.05 0.18 3.30 0.08 -2.22 0 0.37 0.23 2.4
Energy -4.05 -0.08 1.71 014 -11.86 017  -24.70 2.1
Financials -3.22 -0.25 -0.88 2.43 0.21 -3.10 997 0.76 -5.84 7.5
Health Care -2.85 -0.73 -0.51 7.39 1.84 1.86 @ 6.19 10.35 25.6
Mat. & Process 3.26 -0.26 -0.92 0.50 0.07 -5.02 (240 0.20  -18.20 7.6
Prod. Durables -2.14 -0.33 0.20 4.66 0.73 -0.87 5.17 0.75 -10.63 15.1
Real Estate -2.67 -0.06 -0.33 0.46 0.02 -5.07 0 0.05 -13.51 2.2
Technology -3.02 -0.46 -0.68 @ 1.27 3.24 4.96 10.57 15.1

Utilities 1.03 0.02 3.37 (750 D 0.13 1.98 12.49 0.21 -3.31 1.7



Table 5: Performance Monitor for Russell 2000 Value through September

September Third Quarter Year To Date
Russell Sec. Absolute Contribution Relative Absolute Contribution Relative Absolute Contribution Relative Wgt
Discretionary -1.64 -0.20 0.84 1.82 0.22 0.22 8 0.96 1.21 12.1
Staples -5.69 -0.14 -3.21 -0.12 -6.87 -0.22 -14.23 2.3
Energy 0.95 0.07 3.43 -0.75 -0.06 -2.36 10.14 0.69 2.99 7.4
Financials -4.08 -1.09 -1.60 0.42 0.11 -1.19 517 1.63 -1.98 26.1
Health Care -4.58 -0.22 -2.10 0.31 5.55 1.44 18.38 4.9
Mat. & Process -1.05 -0.06 1.43 1.74 0.10 0.14 0.56 0.04 -6.59 5.8
Prod. Durables -0.64 -0.07 1.84 5.09 0.56 3.49 9.32 1.03 217 11.7
Real Estate -2.70 -0.36 -0.22 -0.09 0.00 -1.70 4.10 0.48 -3.05 13.7
Technology -5.38 -0.53 -2.90 1.16 0.11 -0.44 5.45 0.39 -1.70 9.5
Utilities 1.83 0.12 4.31 5.81 0.38 4.21 8.48 0.52 1.33 6.6
Size Quintile Absolute Contribution Relative Absolute Contribution Relative Absolute Contribution Relative Wgt
1 (Largest) -2.26 115 0.14 1.78 0.02 5.54 -1.11 50.5
2 -2.31 -0.59  0.09 1.34 1.68 3.05 1.21 25.4
3 -2.86 -0.40 -0.46 037 -0.99 1.88 2.41 13.9
4 -2.83 019 -0.42 010 -2.17 0.86 1.22 7.0
5 (Smallest) -2.46 -0.08 -0.05 -0.02 -4.32 0.21 -3.64 3.2

Source: Jefferies

The tariff warscontinued to takéheir toll onC h i n a 6 markst durireg khe quartebut many other international markets
which are being used as pawns in this trade chess nstolyed a nice rebounith, particularBrazil, which ismore exposed
to goods beingold into China Germany continues to sputter along and is detvR@% yearto date as growth has slowed
significantly in the Eurozone over the past few montfisst other international markets were up modestly in the quarter
showedsome improvement after a fairly westart to the yearBond investments did poorly duritige quarter and are in the
red yeato dateas interest rates beg climbing to levels not seen in years (although extremely low in historical terms). Bon
investors are being reminded that they can lose moo@\after many years of gainémongstcommaoditiesindustrial metals
werethe biggest winner in thihird quarterbut precious metals like gold continuediane. [@spiteO P E Cdécssion to add
supply to global oil markets laka@stquarter oil prices hung in and actually started surging lathe quarter on supply conoer
as the Iran sanctions begibespite the increased supply, oil is up nearly 23% this yEaelargestmover was lumbewhich
dropped precipitously following tariff agreements and softer housing data.

Third Qtr. 2018YTD
2018Return Return
France +3.36% +6.430
Germany -0.48% -5.1%
Brazil +9.04% +3.8%%
India +2.630 +8.1%%
China A Shares -0.91% -14.4%
China Shenzhen A Shares -10.34% -23.680
Japan +8.92% +7.70%
LongTermTreasuries (TLO) -3.520 -71.22%
Investment Grade Corp. Bor| +0.80% -0.80%
Gold -4.6%06 -1.7%
Volatility VIX index -24.6% +24.506
Oll -1.22%6 +2241%
Natural Gas +2.8P6 +3.23%
Lumber -39.500 -22.9%

Source: 149Zapital Management, LLC
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Updated 2018 Outlook: Is This as Goodas it Gets? The Tugof-War Continues

In our first quarter newsletteve began this discussiavith thetitle, i | s T h i asit&Gets? GoeoTdgf-War Be gi
We anticipated that the stock market was going to take longer than a single quarter to discern whattive udver to take
equitieshigher As weknow now, the stock market has grinded higher since the fiasstquer despi t e al |
arguments being made earlier this vy ethatmany infestorsvappregiated just €
how meaningful tax reform and the subsequent repatriation of funds from overseas coMlgl ber e ng sotget a taste of it
now. k appears that accelerating GDP in the second quardfowas a key catalysind the third quarter number should be
comparableSo now t hat weo6r ef onre atrhien gy etahre, fwethet kithoatitiettleance shéal fort
the stock market and weigh the tailwinds against the headwinds.

The Stock Market Balance Sheet is, Well, Balanced

Market Headwinds Market Tailwinds

China Trade War Tax Reform/Repatriation

Fed Tightening InteresRates Fiscal Stimulus Accelerat@s U.S.
Reversal of QE in the U.S. China is Stimulating Economy
Japan/Europe Central Banks to end ( Deregulation in the U.S.
Emerging Market Mini Meltdowns Slight Inflation/Wages Increasing
Mid-term Election/ Politics Productivity Picking Up

Yield Curve Flattening Broad Strength in the Economy

The Market Headwinds

One could argue that there are always headwinds for the stock market no matter the ent/iamuhae this point
intime,i $ 6no di f fasdressthem in th\teder that they appear in the table above. The China trade
is a headwind as we mentioned i n Gocerainlyfiséheethinggomatohfas t
it could develop into something more meaningful if the pare s ¢ a n 6 t. Pseseatlyhe gteck madket ey e
China seems a lot more concermabdut itthan the U.S. market for the reasons highlighted previously. The bigge
headwind for the stock market our mind is the Federal Reserdes r e gsightervirderest oates. Our concern

i snét sol el y t hbattthe pabed whiclaheyearettightgriing. eThey spgnt the last decade trying tc
light a fire under inflation and GDP growtAnd for the most parit failed until this year when fareform and
repatriation of overseas funds were added to the stimulus Wi thensaw an acceleration in GDi® over 4%.

We donodot fault the Fed for raising r adthatsvasarsdstainable t
and they neded to reload their monetary stimulus gun with ammunition for the future. However, the pace at wi
they want taraise rates is what concerns us. They are on pace teoaldsefour times this year and at least another
two times in 2019. While the tnaparency of their thoughts gives the markets some comfort, we wonder what ba:
theydre trying to fight as inflation i s sitconimentavye r
seems to indicathatt hey ar e t r y i ateg(whateverthatorreans) et be acoommodative. Howeve
if price stability is one of their main tasks, it appahetwe have it currently with little indication that an inflation
spike is around the corner. The chart below shows how the Core ClBddrastuck in a range around 2% for the
last six years. Clearlhere isnothing to get too excited aboat n d neatlyassclose to a Goldilocks scenario as
possible



1492 VANTAGE POINT NEWSLETTER

Core CPI
3, %

AMA N

Source: BLS, Haver Analytics®, Credit Suisse

Thereversal of quantitative easing (QE) goe® iaffect this month. SincBg009wh en t he Fed i mpl e me
balance sheet has grown as theggurchasedebt to push down interest rateith the hopeof stimulating the economy. Now
after a pause in adding to their ownership stake in debt, they will now embadhaniage of their balance sheet for some
time to come. The plan is to reduce their ownership stake to the tune of $50 billion per month. WithbHaneedsheet
security holdingapproximating $4 trillion currently, it would take approximately eighonths talrivetheir security holdings

to zero. However, i1itodés unlikely that theyol|l brieydl! i
add to the market, all else equal, will push interest tdatggerover time. The rext headwindhatwe identified above relates
to what the other central banks around the world are

end their QE buying program at the end of 2018. Combiningtlgatwith the aforemationed U.S. Fed actions will result

in the first shrinkage of the global central bank balance sheets since the great recessibart belw showisow the growth
rate of the gl obal central bankds b ahbnaistorecadt to shank inth 2089. <
These actions, will again, push interest rates higher all else equal.

Global CE Balance Sheet”
Y% Aug: 4 1%

20

- i
.13 Jource CIM Pol iy

Fed HCEB, BO PELCS
Using average axchange rate 2090-97

16
14
12 1
10

LY

LY
W Dec2019:
1.4% e

[T T TR . Y

10 11 12 13 14 15 16 17 18 1% 20
Source: Cornerstone Macro

The next headwind ithe midterm election and the ongoing political environment in the U.S. Thdamd electia is likely

a shoriterm headwind that will be flushed out by early November when the elections take place and the makeup of con
will be known. The ongoing polarized political environment is something thapwiiably exisfor years to come and is
simply hard to quantify its i mpact ot her t h a-termtelectiok n o
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outcome is that the Democrats will take over control of the House of Represeraatiftbat the Republicans will retain
control ofthe Senate. The current betting odds are shown in the two charts below.

Which Party Will Control The House After Which Party Will Control The Senate After
2018 Midterms? Democrats 2018 Midterms?
(PredictIt Odds) eimocratic (PredictIt Odds)
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Source: Strategas Research

Nevertheless, posit that the best indicator of who will win is the stock marlecallingthe 2016 Presidential electiohgt
stock market fell about 5% frommilugust t hrough the first week of Nove

stock mar ket és action was predicting change (i .e. tha
watch what the market does as we head into the election on November 6. If it sells off, we are likely looking at a Democ
sweep. I f not, itds | ikely that Therlkart Bedow shows theraderageanrwual

performarce for the S&P 500 depending on which party is in power. The best historical outcome is the status
Republican Congress and Republican president.

Partisan Control, Avg. Annual
S&P Performance
2017  (1933-2016, Exel. 2001-02)
21% - 19.4%
18% -

15% 13.0%

10.8%
9.3%
I 4.9%

R Congress, D Senate/R R Congress, RSen/D D Congress, D Congress,
R President House/D D President House/R D President R President
President President

12% -
9% A
6% -
3% A

0% -

Source: Strategas Research

The last headwind to address is the flattening of the giglde. The stock market playbook is pretty much set in stone. If the
yield curve inverts (2 yr. yielthinus10 yr. yield < 0%) then the economy enters a recession in lesstnamnmthson average
and the stock market enters a corrective phaiten eight months on average. The historical data is shown in the table belo
right. While wedd | ike to have some ar gu me mrwhithao hang gur hath y
Still, we can hopthat because integ rates are so low this timiéprovidesa longer period of cover until we dip into recession.
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The Market Tailwinds

The first tailwind in our table above istax refofm r e pat r i a twioteabove in uisquarnterly review section, the
i mpact of tax reform is huge an deformhas onlymgenfelttfor dbauseiyld monthse
and the stimulus from the 100% deductibility of capital expenditures is juskie&ing in and will likely be felt for years to
come. See the charts above and below related to capital expenditures and stock buybacks.

The second tailwind is fiscal stimulus here in the,WBichis what the government is budgeting to spebespitea nice
uptick in spending in 2018, the government is forecast to spend even more in 2019. The increase in 2019 is estimated
0.5% growth to GDP before anything else happens as the chart below shows. The falloff in 2020 ad sudgkkely to
happen as itmpliesthatwe go back to budget sequestration from several years ago.

Fiscal Policy Stimulus, % of GDP,

2.50% CY 2018 -2021
2.10%

2.00%

1.60%
1.50% 1.43%
1.00% 0.85%
- I
0.00%

2018 2019 2020 2021

Source: Strategas Research

The next tailwind is the stimulus that the Chinese government is putting into their economy, presumably to offset the in
that tariffs/proposed tariffs are havinglotice from the chart below that the increase in government spending in China wi
concdent with President Trumpos t ar iifif§avenahedithyincréaseven t h
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China Govt Expenditures
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The next tail windéi ts0 ¢ ehnérelgyute miittméypsn .a | motséts irnepashssketietsw eed vt eo
tried to assess the impabutwhilei t 6 s a ddengastiofvdeing businessany companies are telling us thiay can

feel the change. One tailwind that is more easily quantified is inflation and increasing wages. &idhéologadlines of the
last week wherAmazon stated they witaisetheir minimum wage to $15/hour across the U.S. Modest inflation and wag;

increases are good when they maveandem. Wage increases ajbnding power to the econopand modest infl@on

all ows companies pricing power in order to absorb the
out in front of the other thgiroblemsarise The chart below shows that unit labor costs remain range boundd&&tn
currentlyand thatecession issuesurfacecl oser t o 4 %. A B thevheddwieds sedtianywcore @Pbremvams

relatively contained around 2%.

U.S. Unit Labor Costs
4 Qtr. Avg. YIY% 2018:2Q: 2.2%
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Source: Cornerstone Macro
Productivity isstarting to turn upward after a long hiatus. Tjtrigductivityimprovementis important because as the labor

pool tightens, companies have to figure out how to do more with legseddins are alsa byproduct of accelerating capital
expendituresas companies upgrade equipment to more efficient and flexible machéggriyingless labor and geneiag
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better returns on capital. Nowhere have we seen better productivity increases thashoimakticshale oil industry. The
amount of epital required to extract a barrel of oil has shrunk enormously over the past decadenasraesfficiendrilling
techniques have been introduced into the industry. The chart below left shows how impactful these changesnnaie be
the oil and gasector The chart belowight shows that nonfarm productivity has been suffering over the past 15 Wegaré r e
just seeing a turn presumably because of an acceleration in capital expendétiesaking place where companies are
upgrading equipmenbtnew, more efficient machines.

U.S. Oil & Gas Extraction Productivity U.S. Nonfarm Productivity
YIY% 2017: 32.6%w_ ;0 ning 5Yr. Avg. YIY% 2018:2Q: 0.9%
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The last tailwind we wanted to discuss is simply the broad strength in the economy. In almost every corner of the eco
that one looks at, there appears to be a healthy environment. \Belslvow a number of charts that highlight this phenomenon.
The chart below left shows the manufacturing PMI survey which is currently around 61 (above 50 representargtasvi)

a new cycle high. The chart below right shows that small businesssptisalso at a new cycle high.

U.S. ISM Manufacturing PMI NFIB Small Business Optimism
110
62
60 106
58 100

56
54

52
85

50 /
80

438
Jan-16 Jul-16 Jan-17 Jul-17 Jan-18 Jul-18
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Note : 3-month moving average
Source: Institute for Supply Management, Haver Analytics®, Credit Suisse Source: NFIB, Haver Analytics®, Credit Suisse

The two charts below show that the housing market, which is a key cog in the U.S. economy, is in a healthy place. The
on the left shows that existing housing inventory i3atear lows which impliesve need to build more homes. On the right
is the housing starts chart which shows that we continue torseasured increase in starts. Howewee 6 r € n o wh €
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wher e weobve bidgearswhicteimplies tha wd likely have a bitpeint of demand for homes. This dynamic
will likely keep home builders busy for quite some time.

U.S. Existing House Inventories
Aug: 1.80
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Source: Cornerstone Macro

2018 Updated Outlook Despite Constant Claims of Overvaluation, Stock Valuations are not Stretched

One of the most common themes that talking heads and market @rtiditkateis that the stock market is overvalued. While
beauty is in the eye of the beholder, we offer a otedmb
that valuation at any point in time is a function of a number of variables, including interest rates, tax rates, growth r
sentimentand simple supply and demaoidequities In the table below, we highlight that most of these variablgscsigve
relative to their longerm levels. Those variables circled in green are favorably positioned relative to historic kvelhe
only variable circled in red is the P/E ratio. The problems with using the P/E ratio as a valuation tool aves)wu&me
problemist hat it doesnd6t take i nt,andifsobackward bokiag MWe prefec to usp forwaacd
12mont h P/ E6s as the mar ket is discounting what | ies ¢

O OO O OO

Source: StrategaseRearch

On the metric of shbwmintha chdrt bélawptikeimarket tladesad 16.7 times fodkardnth earnings.
This level compares with th&0 year average of 14.3 times. Given the current interest rate environment and current gro
rates, we believéhatthis modest premium is justified. Notice that this metric has recently dropped despite the stock mal
moving higher. Thislecreaseneanghat earnings growth is exceeding the escalation in the stock market, which is making 1
P/E ratio shrink.
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