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* Prior to 2017, the CBOE Volatility Index (the VIX) had never closed below 10 more than four times in any single
calendar year. In 2017, the index discovered an abnormal level of calm and closed below 10 a ridiculous 52 times!

» While investors likely got quite comfortable with 2017’s serene conditions they would have been mistaken to accept
them as normal. The wild daily swings of Q1 2018 featured a VIX spike above 37 in early February and the index
finished the quarter right on its long-term historical average of 20.
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* In 2017, the S&P 500 did not have a single up or down 2% day and only 8 sessions total produced a rise or fall
of at least 1%.

* In the first quarter of 2018 alone, the S&P experienced one 4% day, two 3% days, six 2% days and 23 days
where the index moved at least 1%. Said another way, nearly 40% of days in Q1 saw at least a 1% move in the
S&P (the chart below portrays the share of days the S&P moved 1% or more over the prior 3 months).
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Global equity markets burst out of the gates to start 2018 as investors continued to cheer improving economic conditions,
freshly passed tax legislation and expanding corporate earnings/revenue growth. As a result, the S&P 500 (+5.6%),
NASDAQ (+7.4%), Russell 2000 (+2.6%) and MSCI EAFE (+5.0%) all logged strong January’s and the 15t quarter of 2018
looked set to be a continuation of 2017’s low volatility, steady gains investing climate.

We now know that the appearances of January turned out to be quite deceiving as equity markets had reached their peak
before the end of the month and spent the remainder of the first quarter swinging wildly back and forth and serving up a
fresh reminder of what volatility looked and felt like. The S&P 500 ultimately finished Q1 down -0.80%, the Russell 2000
slipped -0.10% and international stocks (MSCI EAFE) had lost -1.50%.

What started as an overdue sentiment driven pullback, where the market was extremely overbought on a number of
metrics, turned into something more pronounced as a number of structured volatility hedging strategies blew up and
exacerbated the late-January/early-February sell-off. From its peak on January 26%, the S&P fell 12% in just 9 trading days.

At the same time that investors were trying to catch their breath from the sentiment and volatility unwind, the market
started to show real concern over the potential for rising inflation and interests rates after an unexpectedly strong labor
report in February. This caused a mid-quarter surge in 10-year Treasury yields prompting bond and stock prices to teeter
further on edge.

In the beginning of March, the Trump administration began down a path of imposing tariffs on certain imports and flaming
trade war fears, particularly with China. As a result, we saw a continuation of the massive daily price swings and bouts of
volatility that besieged the market in February. All told, nearly 40% of the trading days in Q1 produced a rise or fall of at
least 1% in the S&P 500. This compared to just 8 days total in all of 2017.



Equity Market Update

Year-to-Date Performance As of March 31, 2018

Source: Standards & Poor's (S&P 500); MSCI benchmarks (country returns). All performance is measured in USD. See important disclosures and definitions included with this publication.
Source: RW Baird & Co
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The S&P 500 is now up 290% since its March 2009 bear market bottom and trades at reasonable 16.4x forward

price to earnings ratio.

S&P 500 Price Index
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* The market correction in Q1 combined with the healthy leap in corporate earnings estimates brought the S&P 500’s
forward p/e ratio back to its long-term (25-year) average, helping to soothe concerns of an expensive market.
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* As Congress’ tax reform package progressed from an outline to a reality, we saw a dramatic jump in consensus
estimates for the S&P’s 2018 earnings. Estimates for Q1 2018 jumped by about 6% which marks the biggest increase
ever according to data compiled by Ned Davis Research.

n NEW TAX LAW HAS DRIVEN EARNINGS ESTIMATES
SHARPLY HIGHER
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The U.S. Dollar Index has fallen about 10% from its year ago level. Such dollar weakness (making U.S. goods
relatively cheaper overseas) could serve as an earnings boon for U.S. multinational corporations as roughly one third
of the S&P 500’s revenue is earned outside of the United States.
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* Recent Headline and Core (excludes food and energy) CPI measures are below where they stood a year ago continue
to print well within the Federal Reserve’s comfort zone.
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* The US labor market continues to be robust, adding an average of 242,000 jobs for the trailing three months through

February. Recent jumps in wage growth and average hourly earnings have caught the market’s attention but things
remain in check for now.
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Civilian unemployment rate and year-over-year wage growth for private production and non-supervisory workers
Seasonally adjusted, percent
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* While the 15t quarter was a bumpy ride for stocks, the majority of economic data continues to suggest that we aren’t
anywhere near a recession, which have historically accompanied “bear” markets. The Index of Leading Economic

Indicators remains in a sustained uptrend.
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* Technology stocks mounted a furious rally to start the year but started to show cracks in the back half of the
quarter as fears of increased regulation over privacy concerns weighed on sentiment. The tech sector has been
on a strong multi-year run (up nearly 40% in 2017 alone) and as a result had become a “crowded trade.” That
trade started to unwind in early March when Facebook and others found themselves in the crosshairs of
Congress because of privacy breaches.

» Even with Tech’s late-quarter stumble, it was one of just two (Consumer Discretionary being the other) S&P
sectors to post positive performance in Q1.
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Speaking of Tech, we’ll be closely watching the sector in Q2 2018. Tech stocks have been a reliable stalwart for much of

this near decade-long bull market but only recently broke above their 2000 “dot com bubble” peak (green line). The

sector is currently struggling to hold that level and whichever way it breaks will factor into overall investor confidence.
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Only once (1995) in the last 37 years had the market offered the calm conditions we saw in 2017. Quite the outlier.

Q1 2018 featured a 10% pullback for the S&P 500 which is a little more in line historical norms (the average year
features a max pullback of more than 13%).

S&P 500 intra-year declines vs. calendar year returns
Despite average intra-year drops of 13.8%, annual retums positive in 29 of 38 years
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» Atthe end of Q1, the S&P had gone more than 440 days straight without closing below its 200-day moving
average (an important measure of technical “support”). There had been just six other 400+ day streaks
since 1928.
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At the end of the quarter, just 15% of stocks in the S&P 500 were trading above their 50-day moving average (like
the 200-day, an oft cited measure of technical “support”). The market rarely gets this “oversold” on this specific
metric and implies that a buying opportunity may be at hand. Further, not a single S&P industry group index was

trading above its 50-day moving average, also very rare.
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* Investor “bullish” sentiment spiked up to near 60 early in the quarter. We've only seen this measure reach such
heights a few times since the 2009 market bottom. The mid-quarter flush quickly reset investor optimism and
brought things back to the more guarded stance that has been common throughout the last several years.
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*  When using rolling 20-year returns as our measure, we see that the last 20-years have not returned anywhere near what we’d expect
at the end of a long-term secular bull market. For comparison, the chart below shows that the period covering the last major bull
market (1982-2000) returned 18.14% annualized for 20 years. In the 2" half of last year, the prior 20 years had returned just 7.5%
on an annual basis. If you're a believer that we're in a long-term secular bull, this annualized return number will be much higher by

the time it ends.
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Selected Country Performance (Latest Quarter) Selected Country Performance (Year to Date)
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* International Stocks have dramatically underperformed the S&P since the March 2009 bottom and remain much cheaper on a
valuation basis. As economic recoveries take hold in regions around the world, there will be opportunities for outperformance in
foreign equities.

MSCI All Country World ex-U.S. and S&P 500 Index
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* While international stocks appear to be an attractive longer-term opportunity relative to US stocks, in the near-term we
would like to see the MSCI EAFE index maintain its post-Brexit trendline and stay on a constructive trajectory.

MSCI EAFE Index SEAFE Testing Post-Brexit Up Trendline
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* Emerging market stocks were up nearly 10% in January before the big pullback. They were able to recover enough by
quarter-end to finish up more than 2% while US stocks and Developed International markets ended the quarter in the

red. — - -
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After a persistent downtrend for several years after the financial crisis, Emerging Market GDP growth
expectations appear to have rounded out a bottom and look to grow at a quicker pace than Developed Markets.

EM vs. DM growth
Monthly, consensus expectations for GDP growth in 12 months
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* Fixed income yields experienced significant movement upwards in Q1 2018. During the first part of Q1 2018,
positive employment, inflation and wage data steepened the yield curve and provided underlying signs of
improving economic growth prospects. However, this gave way to wild swings in the equity markets, where
bonds served as an important safe haven during sharp drawdowns experienced in February and March. All in
all, fixed income performance was negative across all types of bonds, with municipal bonds holding up better
than corporates.

* The short-end of the yield curve continues to move right in line with Federal Reserve actions. The long end of
the curve moved up in Q1 2018 after falling in 2017. However, the initial long end yield bump provided by data
in January was mitigated by concerns from US tariffs imposed on China and growth concerns. The yield curve
continues to flatten, as the difference between 2-year treasuries and 10 year treasuries decreased, reaching a
new low since the 2008 financial crisis of below 0.5%.

* The Federal Reserve raised rates at their March meeting, a move that was widely telegraphed and expected.
Currently, the futures market projects two more hikes for the rest of 2018. The Fed is expected to maintain a
data driven approach, specifically focusing on wage growth and inflation. These data points saw a slight uptick
in January and February, before receding during March.



* The 10-year treasury finished the first quarter at approximately 2.74%, up over 30 basis points from the 2017
close. Strong inflation and wage data in January and February caused an initial spike during the first half of the
quarter. During the second half, the 10-year yield stabilized as pockets of stock market volatility due to trade

war concerns sparked haven demand for bonds.

10-Year Treasury Q1 2018
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The chart below breaks down the yield change at various maturities across the Treasury curve. The short end continues
to move in lockstep with Fed activity. While strong inflation data and wage growth did propel the longer end of the curve
higher during Q1, due to both growth concerns stemming from US tariffs imposed on China in addition to the equity’s
market adverse reaction to higher rates, a ceiling seems to be in place for longer term bonds. To put in perspective, the
30 year treasury yield has not budged since the Fed began raising rates in December 2015.

Q1 2018 Yield Curve Overview

Yield Change




* A common tool we use to measure how much the yield curve has flattened is the difference between the 2-year
and 10-year treasuries. The spread continues to make new lows since the financial crisis, reaching a difference
of less than 0.5% in Q1 2018. Inverted yield curves (where the 2-year yields are greater than 10-year yields)
have historically been a good leading indicator of a recessionary environment.
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10-year municipal yields followed the lead of Treasuries, rising sharply in Q1 2018 and putting a dent in municipal
performance after a strong 2017. Performance of municipals during the first quarter marked the worst Q1 since
1996, and only the 5th negative first quarter in that 23 year span. Supply and demand dynamics remain favorable
for municipals, a market which, more so than any other sector of the fixed income market takes its lead from these

two market forces. If treasury yields remain range bound, we expect municipals to outperform.

10-Year Municipal Q1 2018
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This chart shows strong demand for municipals in 2017 carried over into Q1 2018. Year to date, 11 of the 13 weeks saw
inflows, with a net inflow of over $10.5 billion.

Muni Bond Flows
Municipal Fund Flows ($, Min)
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* During Q1 2018, municipals as a whole outperformed other types of bonds including treasuries and corporates. This
outperformance was specifically noticed in high-yield credits, as well as short-term and long-term instruments, while
intermediate performance was comparable.
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* Predictably, the Federal Reserve raised the target Fed Funds rate at their March meeting to 1.5-1.75%. The chart below,

which shows implied probabilities for future hikes, indicates that the market expects two more hikes for the rest of 2018.
Past Fed chairs often raised rates at meetings that held press conferences, so they could answer questions about their
policy decision and assessments. June, September and December are all meetings that will hold press conferences so we
expect that two of those meetings will include a rate hike.

Federal Reserve Action

Meeting Hike Prob Cut Prob 1.5-1.75 1.75-2 2-2.25 2.25-2.5 2.5-2.75 2.75-3 3-3.25 Fwd Rate
05/02/2018  25.7% 0.0% 743% 2579 0.0% 0.0% 0.0% 0.0% 0.0%
06/13/2018  83.9% 0.0% 16.1% 63.8% 2015 0.0% 0.0% 0.0% 0.0%
08/01/2018  84.9% 0.0% 151% 60.8% 2285 12% 0.0% 0.0% 0.0%

09/26/2018  93.0% 0.0% 7.0% 36.2% 433% 1285 0.7% 0.0% 0.0%
11/08/2018  93.6% 0.0% 64% 338y 4279 153% 17% 0.1% 0.0%
12/19/2018  95.8% 0.0% 42% 2464 39.7% 246 63% 0.6% 0.0%




US Treasury bonds have been in a bull market since the late 1980s, as indicated by the chart. The 10-year treasury yield
continues to hover around a key trend line level (white line). However, each time the yield flirted with 3% during Q1
2018, stock market concerns about higher rates led to volatility and the flight to quality pushed the yield back down
temporarily. 3% is an important psychological level for the 10-year treasury (green line), and a sustained rise above 3%
could lead us to the next technical level around 4% over the coming months and years (red line).

Historical Treasury Yields
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This chart shows historical correlations between stock returns and interest rate movements. When the 10-year treasury is below 5%, there tends to
be a higher correlation between yields and stock returns. This means there tends to be an inverse correlation between stock prices and bond prices
(bond prices move inversely with yields). This pattern has reemerged thus far in 2018 after an unusual 2017, where both equities and fixed income
investments performed well, often moving positively in lockstep. More specifically, that correlation has emerged during the volatility of February
and March, with wild swings in equity markets both up and down. In fact, during those two months, there were 21 days where the S&P 500 moved
up or down more than 1%. On 15 of those 21 days, treasury yields moved the same direction. In sum, bonds consistently acted as an effective
dampener of portfolio volatilitv in both directions during 01 2018.

Correlations between weekly stock returns and interest rate movements
Weekly S&P 500 returns, 10-year Treasury yield, rolling 2-year correlation, May 1963 — March 2018
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We often tout the benefits of active fixed income management. The chart below shows how active managers performed
versus their benchmarks over the last year across the four main fixed income asset classes. In each category, a significant
majority of active fund managers outperformed their benchmarks, even topping 90% in the intermediate taxable space.

We feel that the last year is a fair and representative sample size, as there were significant yield movements both up and
down in 2017, which have continued into 2018.
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* Intermediate to long-term municipals continue to look attractive. Specifically, 10-30 year municipals currently outpace
treasuries of equivalent maturities by at least 100 basis points on a tax equivalent basis.

Tax Equivalent Yield Comparison
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Range of stock, bond and blended total returns
Annual total retumns, 1950-2017
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Portfolio returns: Equities vs. equity and fixed income blend
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The material in this document is prepared for our clients and other interested parties and contains the opinions of MacroView Investment Management. Nothing in
this document should be construed or relied upon as tax, legal or financial advice. All investments involve risk - including loss of principal. An investor should

consult with an investment professional before making any investment decisions. Information and opinions are current as of the date(s) indicated and are subject
to change without notice.

This document includes information from companies not affiliated with MacroView (“third party content”), including but not limited to federal and various state &
local government documents, official financial reports, academic articles, and other public materials. MacroView reasonably believes the third party content is
reliable but cannot guarantee its accuracy or completeness. However, none of the third party information should be relied upon without independent verification.

This document may include projections or other forward-looking statements, which are based on MacroView’s research, analysis, and assumptions. There can be
no assurances that such projections will occur and the actual results may differ materially. Other events that were not taken into account in formulating such
projections may occur and may significantly affect the returns or performance of any account.

Past performance is not indicative of future results. Performance results for MacroView’s investment strategies include the reinvestment of interest and any other
earnings, but they may not reflect the impact that any material market or economic factors would have had on the accounts during the time period. Due to

differences in client restrictions, objectives, cash flows and other such factors, individual client account performance may differ substantially from the performance
presented.



