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Disclaimer/Important Information

Performance quoted is past performance and cannot guarantee comparable future results; current performance may be higher
or lower.

Results shown assume the reinvestment of dividends.
An investment cannot be made directly in an index.
Investments with higher return potential carry greater risk for loss.

Investing in small companies involves greater risks not associated with investing in more established companies, such as
business risk, significant stock price fluctuations and illiquidity.

Foreign securities have additional risks, including exchange rate changes, political and economic upheaval, the relative lack of
information about these companies, relatively low market liquidity and the potential lack of strict financial and accounting
controls and standards.

Investing in emerging markets involves greater risk than investing in more established markets such as risks relating to the
relatively smaller size and lesser liquidity of these markets, high inflation rates, adverse political developments and lack of
timely information.

Fluctuations in the price of gold and precious metals often dramatically affect the profitability of the companies in the gold
and precious metals sector. Changes in political or economic climate for the two largest gold producers, South Africa and the
former Soviet Union, may have a direct effect on the price of gold worldwide.

The views and opinions expressed are those of Endowment Wealth Management and are subject
to change based on factors such as market and economic conditions. These views and opinions are not an offer to buy a
particular security and should not be relied upon as investment advice. Past performance cannot guarantee comparable future

results.
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Point of View
July 2015

Stock Market

Bubble or reversion to the mean?
Earnings drive stock prices

Margins peaking but can remain high
New era of lower stock returns?
Normal valuations

Lack of irrational exuberance
Chinese Stock Markets

Fed Liftoff & Stocks

Yield Curve & Stocks

US Dollar & Stocks
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Stock market bubble?
Bubble baloney

This picture has some

2000 investors thinking
“bubble.”
S&P 500
+20% per year for
1500 3 years.
x
Q
©
£
S 1000 Understandable
n sentiment, but
by unlikely.
That’s because the
500 Dec 1996
Alan Greenspan last three years have
postulates actually been “catch-
irrational
exuburance" up” to the norm.
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Source: Standard & Poor’s. Data through July 2, 2015.
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Stock market arithmetic

Total return = 7.4% earnings-driven price + 2.1% dividends reinvested

900
Neither of these
200 indexes presently look
+9.5%! growth like bubble territory.
path They are right in line
700 S&P 500w/ with their long-term
dividends trend rates of
600 reinvested appreciation.
This was a
é S 500 bubble. +9.5% per year S&P
£ 500 total return over
§ 3 \ the last 25 years is
o & 400 right in line with the
2 < stock market’s long-
300 term returns going
back to 1926, or back
200 +7.4%? growth S&P 500 even further to 18713
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Source: Standard and Poor’s. Data through June 2015.1 Compound annual growth rate. 2 S&P 500 total return index.
3 per Professor Jeremy Siegel’s seminal Stocks for the Long Run, first published in 1994.
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Stock market arithmetic

S&P 500 earnings drive stock prices

S&P 500 earnings

600 have trended higher
at approximately
+7.4% CAGR! for the

500 last 25 years.

© .
o It is not
S 100 unreasonable to
g s +7.4% growth expect that
g’o = V‘ path economists’ roughly
1
S = v W +3% GDP growth
g § 300 S&P 500 forecast could result
RS earnings in a continuation of
S +7% S&P 500
LN .
a 200 v earnings growth.
o3
(V]
100 A
Shaded bands
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Source: Standard and Poor’s. Data through March 2015. 1 Compound annual growth rate.
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Overvaluation?

S&P 500 vs. 17X actual and estimated earnings

2400
Red line 17X
This is not a forecast or prediction! ? 2200
It is simply a calculation of 17X actual and estimated 2015 and 2016 S&P
500 earnings. 454 2000
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1 Estimated 2015 and 2016 bottom-up S&P 500 earnings per share as of June 25, 2015: for 2015, $119.06; for 2016, $133.74. Sources: Yardeni Research,
Inc. and Thomson Reuters I/B/E/S survey of consensus estimates. Standard and Poor’s for index price data through July 2, 2015; and actual earnings data
through 2014.
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Stock market

S&P 500 sector earnings forecasts — all but energy headed higher
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Source: Standard & Poor’s. Earnings estimates are based on the Capital IQ consensus forecast. Data as of June 29, 2015.
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Accelerating
earnings growth is
forecast in almost
every sector but
energy.

Analysts have a
tendency to be
too optimistic and
these estimates
will probably be
shaved over time.

But, we think,
investors
understand that
the weak +2%
2015 S&P 500
earnings growth
forecast is due to
the collapse of
energy sector
earnings... and the
rest look good.




CPI Y/Y (%)

Overvaluation?

Valuation — S&P 500 P/FE ratio

P/E ratio
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S&P 500 Price/earnings
Ratio

The S&P 500’s P/E
ratio (7/2/15) on
consensus 2015
bottom-up
operating
earnings estimate
is 17.4X1.

Sources: Standard & Poor’s Corporation, Capital IQ and Thomson Reuters I/B/E/S earnings estimates, BLS. Stock price data through July 2, 2015; inflation data
through April 2015. Top panel, latest data point: 2077 + trailing earnings of $119.25(e) through 3/31/15 = 17.4X. 1S&P 500 at 2077 + 2015 EPS(e) $119.06.
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S&P 500 Index

Stock market
S&P 500 — economic fundamentals are in the drivers seat

2150 The Fed has fisured in to most of the

stock market’s moves.

2100 However, each bout of taper tantrum 4’. ( h‘ \ I

& now rate hike jitters has resolved

l'
to the upside on steadily improving I'I
U.S. economic data. | 5/8/15 6/5/15

2050 ) F Stocks drop Stocl;s drop
d 3/6/15 4/6/15 on better i?neej:)ts_: 6/29
Stocks drop Stocks rally ~ May jobs S /k /d15
| on strong on weak tocks drop
I . Mar jobs on Greek

2000 M ‘lq Feb jobs vote

Il If I r 1/6/15
I Oil sinks
12/17/14 below $50

-3.6% -4.0%

1950 Fed to be o
"patient” in -4.2%
raising rates
-5.1%
1500 7/30/14
Fed reaffirms
taper to end QE
by October 2014
% October 2014
1850 -4.3% QE3 ends, Fed rate hike
jitters. global slowdown
worries
-9.8%
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Source: Standard and Poor’s, data through July 13, 2015.
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China June 9, 2015: MSCI
decided not to
include mainland-
listed shares in its

Shanghai composite index

November 2014:

Chinese government
cut interest rates and | ' 000
gave foreign investors . +158%

first-ever access.*

“Individuals account for 80% of all transaction in Chinese stock markets.

... China’s stock market is a small factor in the overall economy. Relatively
few individuals own stocks, and most companies get funding through bank
loans rather than selling shares.”!

* ... and, local investors interpreted the move as a vote of world-wide confidence in the
outlook for Chinese stocks ... and started piling in.

Source: Bloomberg.com. Data through July 8, 2015.
1 The Wall Street Journal, July 9, 2015.
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China
Hong Kong Hang Seng composite index

- +32%
The Hong Kong index is composed of China’s biggest public companies and
shares are predominately held by global institutional investors.
Source: Bloomberg.com. Data through July 8, 2015.
www.EndowmentWM.com 12
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Federal Reserve policy
Initial fed funds rate hikes and the S&P 500

Yes, initial fed
Shaded bands 14 ! ]
represent recession. funds rate hikes
2000
have caused the
12 stock market to
1750 stutter.
S&P 500 )
10 But, following the
1500 . ..
% initial stutter stocks
o .
o) ~  have continued
© .
£ 1250 g ¢  highereven asthe
-
S = Fed has repeatedly
LN © . .
by hiked rates ... until
& 1000 ; e a——
3 ¥ 6 fed funds have
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Sources: NBER, Federal Reserve and Standard & Poor’s. Data through June 2015.
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Yield (%)

-

Federal Reserve policy
Fed’s key policy lever is the yield curve

6.00
Yield Curves
>.00 \
March 2007

4.00 Lenders (banks and non-banks) tend to

borrow short and lend long. Hence, as

their cost of funds rise compared to the

interest they earn on loans, they curtail
3.00

their lending activity, putting a damper
on the economy.

This policy lever is the Fed’s key means
2.00 to act as a governor on the economy in
order to forestall inflation.

July 2015

1.00

0.00 ' T T T

1 mo 3 mo 6 mo lyr 2yr 3yr S5yr 7yr 10 yr
Maturity

Source: U.S. Department of the Treasury.
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20 yr

30yr

This is an inverted
(negative) yield curve

resulting from the
Fed’s raising the Fed
Funds target rate (1
mo. maturity) to
5.23%.

Today’s is a steeply
positive yield curve
resulting from the

Fed’s pushing the Fed

Funds target rate (1
mo. maturity) to zero

14



Federal Reserve policy
Yield curve has been key to the stock market

4.3 Steep yield curves —

high bond yields

compared to Fed
35 Funds rates — are
1750 consistent with
strong GDP growth.

2000 Yield Curvel

S&P 500

1500
N 2.5

1250 \

Flat or negative
yield curves have
preceded
recessions.

1.5

Yield Curve (%)

1000

S&P 500 Index

Flat or negative
yield curves have
750 0.5 signaled bear
markets in stocks.

500
. - Conversely, we
Il B \ _
I i W 0.5 haven’t had a sharp
Vo \ ! . .
250 A correction without
A B i1y a sharp downward
1 1 1 1 . .
0 15 move in the yield
s >»voz090g T > S eEr>»voz20g T > S £ » v Oz U
e E R ERE IS E R EEEIEEEEER TR curve.
X e e e o gl S 9 T ST o3 e T
: . o)) H : o . H w : (¥;] H . O H H w B H N H 00 N :
Sources: Federal Reserve, Standard and Poor’s. Data through June 2015. 1The differential between the interest rate on Fed Funds
(short term) and the 10-year Treasury bond (long term).
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Strong dollar bad for stocks?

S&P 500 vs. $USD
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Source: Standard and Poor’s, Federal Reserve. Monthly data through June 2015.

www.EndowmentWM.com

L2 1B 2A4 Dl in B

B T AT

SUSD Index

Strong dollar bad for
stocks?

The argument is
often made that a
stronger dollar
makes it tougher for
exporters and foreign
currency translation,
hurting earnings and,
thus, stock prices.

The record illustrates
bull markets in
periods of both rising
and falling SUSD.

15



Point of View
July 2015

Economy

» Forecast snap-back to ~3% GDP growth
» PMils, LEIl, new jobs, personal spending,
job openings, car sales, housing starts,
pank credit, household net worth — all

supportive
» “Goldilocks” is a good description




Consensus U.S. economic forecast

Weak Q1 GDP to be followed by snap-back

9 Weak Q1 but it’s still a
Goldilocks forecast ...
healthy economic

Actual and Forecast

7 growth with benign
inflation.
> The 70 economists

surveyed by The Wall
Street Journal in early
June on average see
strong snapback
following Q1
contraction.

Q/Q % change(annualized)
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Japan
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-5
Q12014
East Coast
winter
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Sources: Bureau of Economic Analysis, actual data through March 2015; The Wall Street Journal survey taken June 2015.
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Economic data - jobs

Job openings — record high

5,500 .
Job openings
at a record
high.
5,000 nigh
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w
QD wv
£ 3 4,000
55
o 3
O o
a5
o 3,500
3,000
2,500
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Source: U.S. Department of Labor, NBER. Data through May 2015.
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Economic data

Bank credit — recovery in a key economic driver

the lifeblood of
recovery mode.

economic
Bank lending is

Bank credit is
expansion.
finally kicking
into full
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Source: Federal Reserve, schedule H8. Data through June 2015, released July 10, 2015.
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Economic data

U.S. Index of Leading Economic Indicators (monthly)

ﬁrnugh- 01:11 096
1 - “"
The Conference Board Leading Economic Index® (LEI) for the United States The U.S. LEI
195 | = The Conference Board Coincident Economic Index® (CEIl) for the United States increased sharply
\ again in May,
120 confirming the
outlook for more

115 LEl economic expansion
= in the second half of
[ ”
i the year ...
= 110
2 CEI The Conference Board
=)
L=

100

S5
Shaded areas
represent recession. May 15
gj ] ] l ] l ] l ] ] ] ] l ] l ] l

%9 00 01 02 03 04 0 06 OfF 0B 00 10 11 12 13 14 13

The Conference Board Leading Economic Index® (LEI) components: 1) average weekly hours worked, manufacturing; 2) average weekly initial
unemployment claims; 3) manufacturers’ new orders — consumer goods and materials; 4) ISM index of new orders; 5) manufacturers’ new orders,
nondefense capital goods; 6) building permits — new private housing units; 7) stock prices, S&P 500; 8) Leading Credit Index™; 9) interest rate

spread; 10-year Treasury less fed funds; 10) index of consumer expectations.

Source: ©The Conference Board. Data through May 2015, released June 18, 2015.
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Economic Data rest-of-world

World GDP growth forecasts — improving growth expected

Despite events in Greece
and China I’'m not aware that
7 these June global forecasts

=
S have been cut.
() 6
[e]0]
C
e
O 5
X
< 4
)
?, 2015-2016
G 3 Forecast
% 2013-2014
o 2 Actual

Euro Area u.s. Japan China Brazil India

Source: OECD, Economic Outlook, June 2015.
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Point of View
July 2015

Inflation

Headline near zero, more in the core

Oil plunge’s (transitory) effect on headline
Goods vs. services inflation

Employment costs heating up

Key distinction between money supply and
monetary base

VVVVY



Inflation

PCE — headline and core

4.5 shaconds Headline inflation
represent recessions. (PCE) has pIunged
4.0 with the y/y plunge in

gasoline, diesel and
35 fuel oil prices.

PCE Inflation ex-food and
energy (core PCE) is

higher than core but

2.5 well below the Fed'’s
; c‘ 2% target.
A \ g
2.
/ |

3.0

o

Price Index
12-month percent change (%)

1.

(S,

)
. (o]
I +1.2%
1.0
Core PCE
0.5
il h +0.2%
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Source: NBER, BEA and Federal Reserve Bank of St. Louis. Data through May 2015.
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Economic data — inflation

Goods vs. services inflation

Consumers Pinched by Pricier Services Despite Low Inflation

ederal Reserve officials
F often note their concern
about low U.S. inflation,
which has been well below the
central bank's target for three
years. That lament might sur-
prise consumers who are paying
more every year for cable serv-
ices, car insurance and dental
checkups.
Chalk it up to a divide be-
tween goods and

THE services.
OUTLOOK The overall in-
RATHLEEN flation rate,
MADIGAN  which has been
r— well below 2% a

year, according to

sevaral price measures, masks a
split between the two main cat-
egories of consumer products,
Prices of goods have been fall-
ing for most of the current eco-
nomic expansion, while the cost
of services has increased, some-
titnes sharply, Over the 12
months ended in May, goods
prices fell 3.3%, or 0.3% when
food and energy are excluded,
Services prices were up 2%,

Much of the recent run-up in
service inflation stems from the
jump in rents. But service prices
outside of rents also are in-
creasing. The upward trend
might signal the domestic econ-
omy has less excess capacity
and labor-market slack than is
commonly assumed, When the
economy has a lot of unused ca-
pacity, businesses have less abil-
ity to raise their selling prices.

“Service inflation tells us the
1L.S. economy is in better shape”
than total inflation does, said
Aneta Markowska, chief 1.5,
economist at Société Générale.
If so, Fed officials might be be-
hind the curve when it comes to
one of its policy mandates: price
stability.

The inflation split is evident
between goods and services
that are somewhat connected,
Buy a bortle of wine and uncork
it at home and you are paying
slightly less than you did five
years ago, according to Labor
Department data. If the same
wine is served by a sommelier
at a restaurant, you will shell
out 12% more.

A new suit costs 3.7% less
than it did five vears ago for a
man, and 3.5% less for a
woman. Getting that suit dry-
cleaned, however, will set you
back 9.2% more.

Possibly the biggest gap is in
entertainment. The price of a
new television has tumbled
nearly 58% over the past five
vears, The cable service that al-
lows you to watch shows on the
set costs 13.7% more.

hy do service providers

have more pricing

power than goods pro-
ducers? Ameng the factors:

& Lack of global competi-
tion. Goods inflation began to
slow in the 1980s as imported
merchandise penetrated U.S.

Split Decision
Although overall inflation is
lowy, the rate masks a split
between the prices of

tommmlmlndm change from greu‘lcu:mr

e “\_,--,.n.__/ T,

goods and services. Many 1 1 Coro services®

services prices are rising 0

at a steady clip while

many goods are 1

actually falling in 2 '] Comguodsf

jce. 1 i

BAEE: 2009 |10 I 12 J1z Ia |15
Cumulative change In related goods and services for the five years ended in May
Goods Related services
Television set 13.7% Cabla/satelite service
Bottie of wine (for home) Bottle of wine (at restaurant)
Men's suits and coats Dry cleaning
Household cleaning products Household demestlc services
Stationery Postage for mall defivery
Sports aquipmant -18.3% 173%  Tickets to sporting event

*Exchudes enargy  TExciudes. foed and energy
markets at a rapid clip. Lower
wages and fewer regulations al-
low foreign companies to pro-
duce goods more cheaply than
U5, manufacturers can.

.8, service providers need
only focus on nearby competi-
tors, not what is going on
around the world. When asked
about the inflation split, 83% of
economists surveyed recently
by The Wall Street Journal said
the lack of global competition
had a “Jarge” or “modest” im-
pact in allowing service infla-
tion to run hotter than goods
inflation.

Soice: Labor Dopartment

4+ Rising labor costs. “Wage
pressure will show up first in
the service category,” said Ra-
jeev Dhawan, an economics pro-
fessor at Georgia State Univer-
sity. Labor costs in services are
determined more by domestic
job markets, he said, and U.S.
labor markets are tighter than
those in other countries,

The yearly growth in hourly
service pay has outpaced the
raises at factories, nmrowing
the gap between the average
hourly wage at private service
companies and at manufactur-
ers. That trend should continue

Source: The Wall Street Journal, July 13, 2015.
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in coming years because the
push to increase the minimum
wage will mostly lift service
pay. Service companies, such as
McDonald’s and Wal-Mart, have
recently announced pay raises.

% Slower productivity. To
be sure, technological advances
and reliance on computers have
improved productivity in many
service industries, According to
Labor Department data, produc-
tivity in trucking, software pub-
lishing and accounting in-
creased in 2014 at faster rates
than the 2.4% yearly advance in
manufacturing,

or other services, how-
F ever, "you cannot substi-

tute labor with capital,”
said Mr, Dhawan. Output per
hour worked in service sectors
like newspapers, engineering
and air transportation declined
or barely increased last year. If
companies in these industries
want to protect profit margins,
they have to raise prices,

Because consumers pay ser-
viee bills more often than they
buy most goods other than food
and gasoline, perceptions of in-
flation skew high. Among con-
sumers in a June CNBC survey
who thought prices would in-
crease in the next year, the me-
dian inflation forecast called for
pricos to rise 2.8%. A larze pro-
portion, 15%, thought prices
would be up 11% or more.

That's in contrast with the
view at the Fed. According to
the minutes of the Fed's June
policy meeting, the central
bank's staff projected that, be-
cause of slack in the resource
and labor markets, inflation
would continue to run below
the Fed's target of 2% from now
until the end of 2007,

Rising price pressures in the
service sector—which accounts
for two-thirds of the U.S, econ-
omy—suggest that the economy
might have less unused domes-
tic capacity than the Fed thinks.
If s0, policy makers may find
themselves in an inflation bind
within the next two years.
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Economic Data — consumer spending
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12-month percent change (%)

Inflation

Employment cost index and inflation

8.0

Wage and benefit
Employment Costs pressure is picking up.

7.0 The ECEC surged.

6.0 Because wages, salaries
and benefits are
companies’ biggest

5.0 ECI ECEC? i~ +4.9% single cost, they are
also the biggest single

4.0 inflation factor for the

{ ‘ economy as a whole.
3.0 ! Inflation (PCE deflator)
+2.6%  generally runs lower
than measured ECI

2.0 . .

" inflation because
higher employment

1.0 costs can be offset by
productivity gains.

o epmemretesors _ PCEDeflator  \| ko

CE SR IS ERREESEEREESEgReEsSERRE See next two charts.
BE R E B8 REREEEEE82838328838888y 5

Source: Bureau of Labor Statistics. Quarterly ECI and ECEC data through March 2015; monthly PCE data through May 2015.

1 Employment Cost Index. 2 Employer Costs for Employee Compensation.

The BLS ‘s ECI is built with fixed weights for individual industries and occupations. The BLS’s ECEC industry and occupation weights
change with the changing structure of the workforce.
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Federal Reserve policy
Dual mandate, dovish Fed

Fed’s dual mandate:
» full employment
2% inflation

It may take until well
into 2016 to regain
full employment
(dotted lines).

The Fed forecasts a
return to 1%:% to 2%
inflation even though
their forecasts have
been consistently too
high. Low inflation
gives the Fed ample
room not to raise the
Fed Funds target rate.
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Point of View
July 2015

Bond Yields

VYV VYV

deficit
Pressure on yie
euro bond vyielc

A\

> ... but, eventua

~orecasts have grossly missed

~orecast for steady rise to 3%%

Real yield back to normal

Pressure on yields from declining federal

ds from ECB’s QE capping
S
ly inflation will pick up



Bonds
Higher yields ahead?

COVER STORY
Bond funds don’t offer much in the way of income, and their stability

is less certain than ever. Investors need a new approach to fixed income.

Bye-Bye Bond Funds

by Sarah Max Robert Johnson has spent most of his career studying and

Beusdh fuanstetind o fiald teaching modern portfolio theory. So it may come as a surprise to some that Johnson, 57,
their value—unless vates has not a penny of his portfolio in bonds. ® “The absolute best-case scenario for bond inves-
are vising. Is it time to tors is that rates remain low in the near future, which means your best hope is the status

dump your bond fund? quo with no upside,” says Johnson, president and CEO of the American College of Finan-

= cial Services. “If you lock in bonds at these levels, you're locking in a purchasing-power
ﬁw “‘5&( : loss.” ® Not long ago, the notion of a no-bond portfolio would have seemed crazy. But

what's really crazy, says Johnson and many of his peers, is clinging to the conven-

tional wisdom. “What are bonds supposed to do? They're supposed to preserve
wealth, provide periodic cash flow, and hopefully some price appreciation,”
he says. At the moment, however, they aren't offering much in the way

of income, and there is a real possibility that investors could lose
money. ® Although the bond market is anything but simple, the math
is. The bull market for bonds began in September 1981, when the
vield on the 10-year Treasury peaked at 15.84%, Over the past

j three decades, yields across the board have steadily fallen, with
: 4 the bellwether 10-year dipping as low as 1.63% in May 2013,

Recently it has hovered around 2.3%. As yields have fallen,

Source: Barron’s, July 13, 2015.
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This cover story could have
run four years ago.

But ... sooner or later it will
not be a good idea to own
bonds.

Stay short. Ladder
maturities to capture rising
yields.
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Bond yields
Much lower than expected bond yields

5.00
Lower than expected
4.50 3/2/11: Bill Gross: with bond yields have
the end of QE2, bond TS . .
yields are likely to go . ,/’ been the b|g surprise
"higher, maybe even <S i for the last four years.
4.00 I I S L )
much higher. A pes N
’ .
:,/ ¢ u Where yields go from
—_ . ' d
X 3.50 R m here depends on the
~ V4 4 U . .
o o,/ LIPd inflation data and
[} / e
> 3.00 F4 S supply and demand
2 /7 /. for bonds
C Y V4 *
S S 283% o 7
> 250 K Inflation is very low
< , _
3 /7 and apt to remain so.
4
o 200 IM / The rate of net new
‘s
:' ‘ supply of U.S
> 150 Treasury bonds will
| -
@ 1.43% be close to flat.
& 1.00
—
0.50
QE 1 QE 2 QE 3
O-OO I T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T 1
P EREEE T EE RS EREEEREEEREEERREEREEERTEER
BRBR 33835808 E R ENERNREER LR RGLNEREEETSNY

Source: Federal Reserve. Data through July 1, 2015.
1 Average of economists’ forecasts from The Wall Street Journal ‘s monthly surveys taken November 2011, January 2014, September 2014 and April 2015.
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Percent (%)

The End of QE

Real yield = 10-year U.S. Treasury bond yield — inflation (CPI)

16

14
Inflation?

12
Nominal 10-year U.S.

10 Treasury Yield

Real 10-year U.S.
Treasury Yield?

D

N
&

0 r T T T T T T T T T T T T T T T T T T T
[ S o S o e - o o - - - S T S T N1
© U VU LV LV v © O VU L VW L L L VU U o o o
a O o o o N N 0 0 00 O VW O VW OV OV O O o
e N H o 0 o N DD A N A T R e
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Sources: Federal Reserve, BLS. Bond yield data through June, 2015. 1 One-year percent change in the consumer price
index (CPI), data through May 2015. 2 Real yield equals nominal 10-year U.S. Treasury bond yield (grey line) minus inflation
(black line).
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In theory, a lender
(owner of a 10-year
U.S. Treasury bond)
should require a real
rate of interest (for
the use of his money
over the term of the
loan) plus
compensation for the
loss of purchasing
power (an inflation
premium).

With the latest CPI
reading 0.0%
year/year, the real
yield has climbed to
2.43% — higher than
the past decade’s

average.

2.43% nominal
-0.00% CPI
2.43% real
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Bond yields — why so low?
Federal deficits — declining

2.0

0.0 ---- projected ----

6661
000¢
T00C

N
o
| 99671
| 994
|
696T
0,61
V.6
L66T
866T

x
(a
o . B ___BAR R ARRERRRREARERE _________ - ARRRERR-__ "
8 Average
S 1965-2014
c -4.0
Q
e
[}
(a

-6.0

-8.0

-10.0

Source: Congressional Budget Office, The Budget and Economic Outlook: Fiscal Years 2015 to 2025, dated January 2015.
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CBO is projecting
diminishing
growth in federal
borrowing
requirements
through 2017.
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Point of View
July 2015

Household balance sheets

» Fully repaired

» Financial obligations ratio at record low

» Runaway growth and rising delinquencies in
student loans




Irrational exuberance?

Good for consumer spending but not irrationally exuberant

120
Shaded bands Consumer
represent recessions. stock market Sentiment has
110 bubble finally normalized
seven years
following the
100 collapse.
X
(]
2 /M | AL I A You have to go
e 90 back a generation —
£ more than 30 years
£ g —to find consumer
o < 80 normal .
»n I sentiment sentiment as low
p - LD .
g o as it got through
>3 70 the recent crisis.
o 2
o
O .
e June at96.1isa
-§ 60 return to normal.
)
50 1980 2007-8/2011
recession, crude > doubled global financial crisis, recession,
14% inflation, silver bubble/burst U.S. debt downgrade,
0 stocks flat for > 10 years stocks flat for > 10 years
4 I T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T
2 2R I NI ISR EREOEERSRRBIEASS s E G &

Source: The University of Michigan Survey Research Center, data through June 2015.
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Economic data — consumer spending

Household net worth

Household net

8.0E+07
worth has fully
recovered.
7.0E+07
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—_ market bubble.
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Source: Federal Reserve. Data through March 2015, released June 11. *Compound annual growth rate.
$8.0E+07 = $80 trillion.
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Economic data — student loans
Household debt composition

14.0

12.0

Student loans
comprise 10% of

10.
0 total household
debt outstanding.
s
8 = 80
T 5
o =
< 'C
3o
g — 6.0 Mortgages
T HELOCs
Auto loans

4.0 Credit cards

. Other

2.0

0.0

Source: Federal Reserve Bank of New York, Quarterly Report on Household Debt and Credit, May 2015.

. www.EndowmentWM.com 37
»> ENDOWMENT



Economic data — student loans

Runaway growth in student loans

1.2

1.0

0.8

0.6

(S trillions)

0.4

Consumer loans outstanding

0.2

0.0

Student

Student loans $1.2
trillion and growing
3X faster? than total
household debt.

Credit card

CAGR!=14.2%

TO:€0
€0:€0
TO¥0
€070
T0:50
€0:90
TOD:90
€0:90
TO:L0
€0:40
T0:80
€0:80
TO:60
€0:60
TO:0T
€0:0T
TO:TT
€011
T0:CT
€0t
TO'€T
€0'€T
TO:vT
€01
TO:ST

Source: Federal Reserve Bank of New York, Quarterly Report on Household Debt and Credit, May 2015.
1 CAGR = compound annual growth rate. 2 14.2% CAGR compared to 4.2% CAGR for total household debt, including mortgages.
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Economic data — student loans

Household debt delinquency rates

14.0
Student loan
delinquency is high
12.0 Student  and rising.
X 100
= Credit card
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Source: Federal Reserve Bank of New York, Quarterly Report on Household Debt and Credit, May 2015.
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Point of View
July 2015

Jobs

Better May/June new jobs

Record job openings

Strong private sector, public sector drag
Strong relative U.S. job formation long-term
Modest nominal, strong real wage growth
Mean and median incomes bottomed
Myth: “... but we’re not creating good jobs”
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Economic data - jobs
Employment
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Source: Bureau of Labor Statistics. Data through June 2015.
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Private sector jobs
Government jobs
recovery is stalling

recovery looking

good.
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Economic data - jobs

Private jobs rising, government jobs finally turning higher

122

Private jobs

1

120

(left axis)

118

Government jobs
(right axis)

116
114
112

(suoljjiw) sqof a1ealld

110
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Shaded bands
indicate recession.
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Source: Bureau of Labor Statistics; data through June 2015.

12010 census hiring spike.
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Economic data - jobs

ticipation rate

Labor force par

Participation rate is
in a structural
decline driven
largely by

68

66

Recessions drive
participation rate.

demographics.
cyclical slides in the

< o o
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Source: Bureau of Labor Statistics. Data through June 2015.
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structural

cyclical

W

Economic data - jobs

Labor force participation rate

Janet Yellen

Let's first consider the labor force participation rate. It
continued to decline substantially after the recession ended,
with the pace of those declines slowing only over the past
year or so even as the unemployment rate has continued to
fall. Many working-age people who are not in the labor force
have chosen that status voluntarily; examples would include
retirees, teenagers and young adults in school, and people
staying home to care for children and other dependent family
members. Even in a stronger job market, it is likely that many
of these individuals would prefer not to work. And, indeed, a
noticeable portion of the decline in labor force participation
seen over the past decade or so clearly relates to the aging of
baby boomers and their ongoing retirements. However, the
pace of decline in the participation rate accelerated during
the recession, as some individuals who lost their jobs became
discouraged and stopped looking for work. It appears that,
despite a drop in the participation rate reported in June, the
pace of this decline has slowed since early last year.
Nevertheless | think a significant number of individuals still
are not seeking work because they perceive a lack of good job

Brookings Institute

ABSTRACT Since 2007, the labor force participation rate
has fallen from about 66 percent to about 63 percent.
The sources of this decline have been widely debated
among academics and policymakers, with some arguing
that the participation rate is depressed due to weak
labor demand while others argue that the decline was
inevitable due to structural forces such as the aging of
the population. In this paper, we use a variety of
approaches to assess reasons for the decline in
participation. Although these approaches yield
somewhat different estimates of the extent to which
the recent decline in participation reflects

cyclical weakness rather than structural factors, our
overall assessment is that much of the decline is
structural in nature. As a result, while we believe some

of the participation rate’s current low level is indicative

of labor market slack, we do not expect the rate to

substantially increase from current levels as labor

market conditions continue to improve. 2

opportunities, and that a stronger economy would draw some

of them back into the labor force. !

1 Janet Yellen speech July 10, 2014.

2 Brookings Institute, Labor Force Participation, Recent Developments and Future Prospects, Fall 2014.
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Wages — middle class wage stagnation?

Average hourly earnings vs. inflation
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The trend in AHE
remains steady at
+2.0% y/y growth —
down from the pre-
recession rate of

+3.4%.

AHE growth has
outstripped inflation.

2.0% CAGR?!

Average hourly
earnings?

Real wages have
grown ... at a better
clip than pre-
recession because
inflation has been

declining.

3.4% CAGR!

Shaded band
represents recession.
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Source: BLS, BEA. Wage data through June 2015. Inflation data through May 2015.
1 Compound annual growth rate March 2006 through December 2008 = 3.4%; CAGR December 2008 through June 2015 = 2.0%.
2 March 2006 average hourly earnings of $20.05 inflated by the personal consumption expenditures deflator (PCED).
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Average Hourly Earnings (y/y % change)

1982-1984 dollars; all private employees

Wages — middle class wage stagnation?

Real wages surge lately

5

Shaded band

reperesents recession.

Real Wages

% Change Y/Y
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Source: BLS. Data through June 2015.
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This is another look
at the data
presented in the
previous chart.

Real wages are
computed by
subtracting inflation
from nominal wages.

Over the past two
years, with inflation
having dropped so
low, real wage gains
have surged.

46



Middle class income stagnation?
Median and mean household income
80,000 Real household income

has been tracing a
sluggish recovery post-
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Mean
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Source: U.S. Census Bureau. Income and Poverty in the United States: 2013, issued September 2014.
1The Census Bureau’s income estimates are based solely on money income before taxes and do not include the value of non-cash benefits such as
food stamps, Medicare, Medicaid, public housing and employer-provided fringe benefits.
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Jobs

... “but the jobs we’re creating aren’t ‘good’ jobs.”

All jobs by category (average hourly earnings in parentheses)
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stacked chart

40%

30%

Private sector jobs % of total

20%

10%

0%

Information ($34.35
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Other services ($22.17)
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Leisure and hospitality ($14.10)
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Source: Bureau of Labor Statistics; data through December 2014 Mining and logging ($30.70) is the small sliver between
Financial activities and Professional and business services.
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In 1950,
manufacturing jobs
were 37% of total
jobs. Today that
figure is 10%.

Some
manufacturing jobs
have been replaced
by lower-paying
jobs in leisure and
hospitality; but
many more have
been replaced by
higher-paying jobs
in health services
and professional
and business
services.
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Point of View
June 2015

Crude oll

No price recovery in sight

17 consecutive oversupply months

Record 3 mmbpd supply/demand imbalance
U.S. rig count down -60%, production up

Oil is hitting inflation hard

VVVVY
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Oil
Wortld crude oil production — U.S. shale oil explosion

/ 5 U.S. shale
production has
upset the global

. supply/demand
1/10: 9.4 mmbpd} +61%

14

[E
N

5/15: 15.1 mmbpd o equilibrium.

Saudi Arabia has

borne the brunt

of the production

| m May-15 cuts while others
in OPEC have

6 increased.

=
o
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o
~~
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S —————

-
/’
’

~

N\
-
’f
~
\\

million barrels per day

A Saudis decided
not to take it any
more!

Source: U.S. Energy Information Agency, Short-Term Energy Outlook, June 2015. For non-OPEC producers the figures include crude oil plus liquids
production. For OPEC producers the figures include crude oil but exclude liquids.
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Oil
World crude oil supply vs. consumption

97 200 In 2014 and so far
in 2015, global
180 supply surged,
95 outstripping
160 demand growth,
driving prices
o 140 down.
& 93 n
5 Supply —  Supply has now
o (solid, left axis) 120 v Outstripped
(7)) [ -
o 8  demand for 17
& 1 100 %  consecutive
o) o
c o  months.
e WTI 80 2
= (right axis) 2  Record 3 mmbpd
= g9 =
60 = oversu ly.
40
87
Consumption 20
(dashed, left axis)
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y 2 59§ 3 =8 ¥ EEg §FE8 ¥ EEQoLg
5555588 888888888 g EEE g

Source: U.S. Energy Information Agency, Short-Term Energy Outlook, June 2015, data through May 2015. Includes condensate and natural gas liquids.
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U.S. oil production (mmbpd)

e

Oil
U.S. drilling plunge

9.5
8.5
U.s. crud_e oil U.S. oil rig count
production (right axis)
(left axis)
7.5
6.5 L
5.5
4.5IIIIIIIIIIIIIIIIIIIIIIIIIIII
S S cE£c £ E£c £ EEEEEE€ £ E €€ E €€ £ € €
o b O b W W w b o o b o 6 & & & & & & & & bk p e
N 0 O O P N W b I O N 0O O O P N W M U OO N 0O O FP N W b

Source: U.S. Energy Information Agency, Baker Hughes. Rig count through July 10, 2015. Crude oil production through July 3, 2015.
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U.S. oil rig count

U.S. oil rig count
down -60%,
production still
rising.

How long before
crude production
follows suit?
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Point of View
June 2015

Federal budget

» CBO’s June 2015 forecast

» looks good for a few years ...

» ... but the entitlements problem hasn’t
gone away

ENDOWMENT www.EndowmentWM.com
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Percent of GDP (%)
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What happened to the debt crisis?
Federal revenues and outlays — a rising spending problem

25.0
Narrowing, then
widening, gap

Outlays between outlays
23.0 and revenues
through 2025.
21.0
Average Outlays
--------- - e i N il el i 1965 to 2014
(20.1%)
19.0 \
Average Revenues
- N Y A Y AN R SR Y A -\ ______ 1965 to 2014
17.0 (17.3%)
Revenues
15.0
The ATRA! tax hikes
of 2013 help push tax
Actual 1 Forecast u revenue up to 18% of
13.0 IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIGDP'
P P R R R R R R R R R P PP PP P RPNDNDNNNDNNDNDNDNNDDNDNNDNNDNN
O O U U O U U VU VU VUV VL U O VU U U U U O O O O O O oo oo o o o o
A OO O N N NN N0 oLV VWO O O O O R PRIk R PR NMNNMNMNN
U J O P W Ul J O P W Ul Jd O kP W U N OV FPF W U N O PFP W unl N O R W o,

Source: Congressional Budget Office, The 2015 Long-Term Budget Outlook, dated June 2015.
1 American Taxpayer Relief Act.
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Bond yields — why so low?
Federal deficits — declining

2.0

0.0

-2.0

Percent of GDP (%)

-6.0

-10.0

' 5961

! 99

|
6961
06T
¥.8

Average
1965-2014

Source: Congressional Budget Office, The 2015 Long-Term Budget Outlook, dated June 2015.
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CBO is projecting
diminished federal
borrowing
requirements
through 2017.
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What happened to the debt crisis?
Federal debt % of GDP

r‘ Debt % of GDP
100 improves
through 2018,
then increases.
(o)
80 78%
74%
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S 60
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Source: Congressional Budget Office, The 2015 Long-Term Budget Outlook, dated June 2015.
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Deficit spending
Government debt-to-GDP ratios (2011-2019)

180
160
140
120

100

Debt / GDP (%)

80

60

40

20

C((CAEEFE” EEEEEEFT EERRTT FPERIOIT TROOMOTT DODOIDIC™ DODDDLCL DUCCCEFE" DCCAEEEF™ CEEFEEF™ ,nIHH |

Greece Japan Portugal Italy Ireland France United Kingdordnited States  Spain Germany Canada Australia

Source: IMF, World Economic Outlook Database, October 2014. Data for years (from left to right) 2011-2019. For all countries except the U.S.: actual
data for 2011-2013, estimates for 2014-2019. For the U.S.: actual data for 2011-2012, estimates o 019
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What happened to the debt crisis?
Projected federal spending!

30.0
CBO’s latest 2015-25 .
o : ) Entitlements are
projections, previous slides. .
25.0 . on autopilot and
' ' interest expense
: Interest Expense K .
! eeps growing as a
: share of total
. 200 : di h
3 ! spending as the
o : debt accumulates.
a g :
29 Medicare
5 T 15.0
23
o 3
[SINY%]
S
8
10.0 Social Security
5.0
Defense and Other
Discretionary
0.0 |
N NN DN DNDNDNDNDNNDN N N N N DN DNDNDNDNDNDNDNDNDNDNDNDDNDNDNDDNDDNDDNDDNDNDDNDDNDNDN
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Source: Congressional Budget Office (CBO), The 2015 Long-Term Budget Outlook, June 2015. 1CBQO’s 10-year and extended baselines are meant to serve as
benchmarks for measuring the budgetary effects of proposed changes in federal revenues or spending. They are not meant to be predictions of future
budgetary outcomes; rather, they represent CBO’s best assessment of how the economy and other factors would affect revenues and spending if
current law generally remained unchanged.
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What happened to the debt crisis?
Federal debt % of GDP through 2040
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Extended
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Source: Congressional Budget Office (CBO), The 2015 Long-Term Budget Outlook, June 2015. 1CBQO’s 10-year and extended baselines are meant to serve as
benchmarks for measuring the budgetary effects of proposed changes in federal revenues or spending. They are not meant to be predictions of future

budgetary outcomes; rather, they represent CBO’s best assessment of how the economy and other factors would affect revenues and spending if
current law generally remained unchanged.
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Disclaimer/Important Information

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot
be guaranteed. This is not to be construed as an offer to buy or sell any financial instruments and
should not be relied upon as the sole factor in an investment making decision. As with all investments
there are associated inherent risks. Please obtain and review all financial material carefully before
investing,

The opinions expressed are those of the author, are based on current market conditions and are subject
to change without notice.

These materials may contain statements that are not purely historical in nature but are “forward-looking
statements.” These include, among other things, projections, forecasts, estimates of income, yield or
return or future performance targets. These forward-looking statements are based upon certain
assumptions, some of which are described herein. Actual events are difficult to predict and may
substantially differ from those assumed. All forward-looking statements included herein are based on
information available on the date hereof and Endowment Wealth Management, Inc. assumes no duty
to update any forward-looking statement. Accordingly, there can be no assurance that estimated returns
or projections can be realized, that forward-looking statements will materialize or that actual returns or
results will not be materially lower than those presented.
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Endowment Wealth Management, Inc.

CO ntaCt U S: 2200 N. Richmond Street, Suite 200

Appleton, W1 54911
Office: 920-785-6010 Fax: 920-277-0521
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Thomas P. Remley, thomas@endowmentwm.com, (920) 785-6015
Robert L. Riedl, rob@endowmentwm.com, (920) 785-6011
Prateek Mehrotra, prateek@endowmentwm.com, (920) 785-6009
Tim Landolt, tim@endowmentwm.com, (920) 785-6012

Heidi Buhler, heidi@endowmentwm.com, (920) 785-6013
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