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This weekly update
provides a snapshot
of changes in the
economy and markets
and their implications
for investors.

Growth
The final estimate of 4Q18 U.S. real GDP growth was revised down from 2.6% to 2.2% q/q saar. Consumption,
government spending and business fixed investment were all revised down slightly, but partially offset by lower
imports. This week, 1Q19 GDP will be released, and there were some positive signs for U.S. and global growth
last week. In the U.S., retail sales grew 1.6% m/m, and the flash manufacturing PMI held steady at 52.4.
Globally, manufacturing PMIs in Japan, France, Germany and the eurozone were mostly subdued, but could
experience a lift in the coming months given optimistic industrial production, retail sales and fixed asset
investment data from China last week.

Jobs
Job openings fell by a substantial 538,000 in February, but this weakness is inconsistent with an otherwise
strong labor market, so we will watch next month’s JOLTS report to see if it could have been an anomaly.
Nonfarm payroll gains rebounded to 196,000 in March, and the unemployment rate held steady at 3.8%. Wages
grew by 3.3% for production and non-supervisory workers, their weakest year-over-year gain since last
October, signaling slower growth in wages. Although the pace of job gains and improving employment is
decelerating, jobless claims fell below 200,000 last week, indicating that the labor market is still tightening.

Profits
1Q19 earnings season continues, with 60 companies having reported (16.3% of market cap). Our current
estimate for 1Q19 earnings is $36.64, rising 0.3% y/y. So far, 83% of companies have beaten on earnings, while
33% have beaten on revenue. Financial and health care sectors are expected to experience positive earnings
growth, while globally exposed sectors may struggle due to slower global growth and a stronger dollar.
Meanwhile, lower y/y oil prices should weigh on energy sector profits. We anticipate low to mid single digit
earnings growth for 2019 as a whole.

Inflation
Headline CPI increased by a more-than-expected 0.4% m/m in March, primarily due to rising energy prices, and
rose 1.9% y/y. Core CPI remained steady, rising a modest 0.1% m/m and 2.0% y/y. Headline PCE fell to 1.4%
y/y, as did core PCE to 1.8% y/y, in January, both below the Fed’s 2% target. Despite a recent rebound in
energy prices, we believe core inflation is unlikely to accelerate meaningfully in the months ahead.

Rates
The Federal Reserve maintained its target range for the federal funds rate at 2.25%-2.50% at its March
meeting. It provided clarity on balance sheet normalization, first slowing the pace of asset reduction, and then
concluding reduction by end of September, aiming to hold mostly Treasuries. Its economic projections showed
real GDP growth slowing and inflation at or below its 2% target, yet Chairman Powell was positive about the
health of the U.S. economy. Still, the FOMC indicated zero rate hikes in 2019, and one in 2020, striking a
decidedly dovish tone.

Risks
• Unresolved trade tensions may exacerbate a slowdown in global growth.
• Corporate debt is rising, and declining in quality.
• Federal debt poses a long-term risk.

Investment Themes
• Risk assets have reasonable valuations and may have room to run heading toward the end of this cycle.
• Credit and short duration tend to perform well late cycle, while core bonds protect heading into a downturn.
• Long-term growth prospects and cheap absolute and relative valuations support international equities.
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Past performance does not guarantee future results.
Diversification does not guarantee investment returns and does not eliminate the risk of loss.
The S&P 500 Index is widely regarded as the best single gauge of the U.S. equities market. This world-renowned index includes a representative sample of 500 leading companies in leading industries of the U.S. economy. Although the S&P 500 Index focuses on the large-cap segment of the market, with approximately 75% coverage of U.S. equities, it is also an ideal proxy
for the total market. An investor cannot invest directly in an index. Indexes are unmanaged.
Opinions and estimates offered constitute our judgment and are subject to change without notice, as are statements of financial market trends, which are based on current market conditions. We believe the information provided here is reliable, but do not warrant its accuracy or completeness. This material is not intended as an offer or solicitation for the purchase or sale
of any financial instrument. The views and strategies described may not be suitable for all investors. This material has been prepared for informational purposes only, and is not intended
to provide, and should not be relied on for, accounting, legal or tax advice. References to future returns are not promises or even estimates of actual returns a client portfolio may achieve.
Any forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice or interpreted as a recommendation.
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