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KEY ECONOMIC THEMES

= Economic growth is running well ahead of potential. With productivity running at %2% from 2011-2016,
potential growth was 172% at most. Thus, actual growth of 2% was well above trend, allowing for the
absorption of a massive amount of slack. More recently, growth appears to have sped up to 3% or better
while productivity growth picked up to around 1% or better, both due in part to a friendlier policy backdrop.
2018 could be the best year of the expansion.

= Business investment has been tepid for years due in significant part to a hostile policy environment.
Capital spending perked up somewhat in 2017, helped along by a revival in domestic energy production.
With tax reform in hand, we are seeing a pickup in pent-up investment demand in 2018.

= The household sector has led the way for economic growth. While business investment appears
poised to take the baton, household spending should remain robust. Firming labor markets have yielded
solid income growth and therefore spending gains, and a looming tax cut should further boost outlays,
though spending growth in the first half of the year was actually slower than in 2016 and 2017.

= Labor markets have gotten very tight. There is no longer much debate: labor markets are tight. The
unemployment rate has dropped below 4%, and other margins of slack have also dwindled. Hiring has
held up surprisingly well, despite a lack of qualified candidates. Wages may finally be beginning to
accelerate significantly.

= A puzzling string of soft core inflation readings in 2017 proved to be an anomaly. Inflation, both
headline and core, accelerated early this year and have been steady in recent months. Year-over-
year core PCE deflator readings have been 1.9% or 2.0% since March.

* The Fed finally followed through on its dot projections in 2017, hiking rates 3 times. This earned the
markets’ grudging respect, as fed funds futures are finally open to 4 hikes for 2018 and 2 more in 2019.
However, | believe that the Fed will have to continue its gradual rate hikes much longer than
markets currently expect.
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6 YEARS RUNNING OF POOR PRODUCTIVITY GAINS FUNDAMENTALLY CHANGED THE
LANDSCAPE; ARE WE RE-ACCELERATING?

Q4/Q4 Nonfarm Business Productivity % Chg

2007 2.4% 02-07 avg: +2.6%
2008 -0.3%
2009 5.4% 08-09 avg: +2.6%
2010 1.8%
2011 0.0%
2012 0.1%
2013 1.5%
2014 0.4%
2015 0.7%
2016 0.9% 11-16 avg: +0.6%
2017 1.2%
2018 15t Half 1.6%

Source: BLS.
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GROWTH IN REAL HOUSEHOLD INCOME AND SPENDING HAVE MOVED IN TANDEM
(EXCEPT FOR TAX DISTORTIONS)

Year-over-Year Real Disposable Income and Real Spending Gains
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HOUSING SECTOR: DEMAND > SUPPLY; ARE WE NEAR AN INFLECTION POINT?

Months' Supply of Homes vs. HPA
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BUSINESS INVESTMENT SPENDING HAD BEEN WEAK FOR A LONG TIME BUT
PERKED UP IN 2017. PICKUP CONTINUING IN 2018

Real Business Fixed Investment
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PRIME-AGE LABOR FORCE PARTICIPATION RECOVERING; HOW MucH RooM To RUN?

Labor Force Participation Ages 25-54
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LABOR MARKET TIGHTENING RAPIDLY IN 2018

Unemployed vs. Job Openings
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WAGE GROWTH GRADUALLY ACCELERATING

Year-over-Year Wage Growth
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CORE INFLATION FINALLY REACHED 2%

Measures of Core Inflation
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FED PoLicy

= Fed has been very patient. The original Taylor Rule has been at or above 2% (even
assuming a lower neutral rate) for over 2 years and at least a percentage point above the
actual fed funds rate for almost 3 years — and that does not account for QE!

= With inflation benign, the FOMC has had the luxury to choose their timing. The Fed chose
to be “patient” (arguably behind the curve). Officials also elected to be “gradual.” Trying
both risks a major error.

= With inflation rebounding and the unemployment rate dropping, the Fed has fallen further
behind the curve. The funds rate is further below the Taylor Rule prescription today than it
was just before the first rate hike.

= Market pricing for 2018 is finally pretty much in line with the dots.

= However, market pricing is somewhat more dovish than the dots in 2019 and beyond.
Fed funds futures have about 50 BPs of hikes priced in for 2019 and peak around 2.95% in
2020.
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THE FED IS STILL PLAYING CATCHUP

Fed Policy vs. Taylor Rule
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AT WHAT POINT DO FINANCIAL CONDITIONS MATTER FOR THE FED?

Chicago Fed Financial Conditions Index
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CONSUMER BALANCE SHEET IN GREAT SHAPE

Household Debt to GDP Ratio
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BUSINESS SECTOR BALANCE SHEET NOT AS GOOD BUT STILL SOLID

Nonfinancial Corporate Debt to Net Worth Ratio
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BUSINESS SECTOR BALANCE SHEET NOT As GOoOD BUT STILL SoLID

70%

Nonfinancial Noncorporate Business Debt to Net Worth Ratio

60%

50%

40%

N

Percent

30%

P

20%

10%

0%

Jan-70

Source: Federal Reserve.

PROPRIETARY AND CONFIDENTIAL

Jan-80

Jan-90 Jan-00

apsec.com
©2018 Amherst Pierpont Securities LLC, a member of FINRA and SIPC

Jan-10

AMHERST
PIERPONT

16



AMHERST PIERPONT ECONOMIC FORECASTS

Seasonally Adjusted at an Annualized Rate
2017

Economic Forecasts — 10/19/2018

Q3 Q4 Q1 Q2 Q3 Q4 Q4/Q4* Q4/Q4* Q4/Q4*
Real GDP 2.8 23 2.2 4.2 2.8 3.9 29 3.3 2.5 3.3 3.0
Personal Consumption Expenditures 2.2 3.9 0.5 3.8 3.6 3.2 2.6 2.9 2.7 2.8 2.8
Nonresidential Investment 3.4 4.8 11.5 8.7 3.9 6.8 5.5 5.5 6.3 7.7 5.2
Equipment and Software 9.8 9.9 8.5 4.6 3.2 8.0 6.0 6.0 9.6 6.1 5.8
Structures -5.7 1.3 13.9 14.5 -0.5 3.8 3.6 3.5 3.1 7.9 3.5
Residential Investment -0.5 11.1 -3.4 -1.3 -1.5 6.0 4.0 6.0 4.1 -0.1 5.0
Chg in Business Inventories ($ billions) $64.4 $16.1 $30.3 -$36.8 38.0 45.0 50.0 60.0 -22.9 19.1 62.5
Net Exports ($ billions) -$845.9 -$899.2 -$902.4 -$841.0 -928.0 -923.4 -928.9 -936.1 -858.7 -898.7 -939.5
Government Spending -1.0 24 15 25 0.6 1.1 1.0 1.1 0.2 1.4 1.1
Real Final Sales (of Domestic Product) 1.8 3.2 1.9 5.4 1.2 3.7 2.8 3.1 2.6 3.1 2.9
Real Final Sales to Domestic Purchasers 1.7 4.0 1.9 4.0 3.0 3.5 2.8 3.1 27 3.1 2.9
Nominal GDP 4.8 5.1 4.3 7.6 4.4 6.5 15 5.9 45 5.7 5.7
GDP Chain-Weighted Price Index 2.2 25 2.0 3.0 1.5 2.5 2.5 2.5 2.0 2.2 2.6
Core PCE Deflator 1.4 21 2.2 2.1 1.5 1.9 2.6 2.6 1.6 1.9 2.7
Consumer Price Index 2.1 3.3 3.5 1.7 2.0 2.5 3.0 3.0 2.1 2.4 3.1
Core Consumer Price Index 1.8 2.2 3.0 1.8 2.0 2.5 2.8 2.8 1.8 2.3 2.9
Unemployment Rate (quarter average) 4.3 4.1 4.1 3.9 3.8 3.7 3.6 45 44 3.9 3.4
Fed Funds Target Rate (end of period) 1.00-1.25 1.25-1.50 @ 1.50-1.75 1.75-2.00 @ 2.00-2.25 2.25-2.50 2.50-2.75 2.75-3.00 1.25-1.50 2.25-2.50 3.00-3.25
2-Year Treasury Yield (end of period) 1.47 1.89 2.27 2.52 2.81 3.00 3.18 B835) 1.89 3.00 3.65
10-Year Treasury Yield (end of period) 2.33 2.40 2.74 2.85 3.05 B¥35) 3.55 879 2.40 B3 5) 4.00

* Annual figures for the change in business inventories represent the Q4/Q4 changes in the pace of inventory accumulation. Annual data shown for the unemployment rate and the interest rates are average
and end-of-period figures, respectively.
Note: Forecasts shown in italics.
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DISCLAIMER

Copyright ©2018 Amherst Pierpont Securities LLC and its affiliates (“Amherst Pierpont”).  All rights reserved. Amherst Pierpont is a
member of FINRA and SIPC. This material is intended for limited distribution to the recipient and is not publicly available. Any
unauthorized use or disclosure is prohibited.

This material is intended for discussion purposes only and is not meant to be, nor shall it be construed, as an offer or commitment by
Ambherst Pierpont or any of its affiliates to enter into any transaction. Should Amherst Pierpont subsequently seek to enter into any
transaction, any such transaction would be subject to the conditions stated in the documentation therefore at that time.

In connection with recipient’s decision to enter into any transaction, or to purchase or sell securities or other financial instruments, the
recipient is advised to undertake an independent review of this material, and the potential legal, tax, regulatory and accounting
implications of any transaction described herein to determine whether such a structure would be suitable for such recipient's particular
situations. Amherst Pierpont is not providing any investment, legal, accounting, tax, financial or other advice to the recipient, nor is it
acting as an advisor or fiduciary in respect of the recipient. This presentation is not intended to form the basis of an investment decision
and contains insufficient information to make an investment decision. Amherst Pierpont accepts no responsibility or liability as to any
reliance placed, or investment decision made, on the basis of such information by the recipient. Any illustrations contained herein are
provided as examples only.

In making this material available, Amherst Pierpont (i) is not making any predictions or projections, (ii) intends that any recipient to which
Ambherst Pierpont has provided this material is an “institutional investor” (as defined under applicable law and regulation, including FINRA
Rule 4512) and (iii) intends that this material will not be disseminated, in whole or part, to any third party by the recipient without Amherst
Pierpont’s prior written consent.

This material (i) has been prepared for information purposes only and does not constitute a solicitation or an offer to buy or sell any
securities, related investments or other financial instruments, (ii) is neither research, a “research report” as commonly understood under
the securities laws and regulations promulgated thereunder nor the product of a research department, (iii) has not been prepared in
accordance with legal requirements designed to promote the independence of investment research, and is not subject to any prohibition
on dealing ahead of the dissemination of investment research.

Ambherst Pierpont (i) makes no representation or warranties as to the appropriateness or reliance for use in any transaction or as to the
permissibility or legality of any financial instrument in any jurisdiction, (ii) believes the information in this material to be reliable, but has not
independently verified such information, parts of which may have been obtained from third party sources, and makes no guaranty or
representation, express or implied, with regard to the accuracy or completeness of such information, and (iii) does not undertake, and
disclaims any duty to undertake, to update or to revise the information contained in this material. Unless otherwise stated, the views,
opinions, forecasts, valuations, or estimates contained in this material are those solely as of the date of publication of this material, and
are subject to change without notice.
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