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The process of
diversifying -- or
dividing your money
among different
types of investments
-- is based on the
idea that different
asset classes tend to
react differently to
similar market
conditions.

Diversification: A Big Word, With Bigger Investment Implications

 

In today's market environment, diversification is more important than ever.  But what is the thinking behind1

this big word? The process of diversifying -- or dividing your money among different types of investments -- is
based on the idea that different asset classes tend to react differently to similar market conditions. So by
diversifying your portfolio, you may help reduce the risk that a loss in one asset class will drag down your
entire portfolio.

The Right Mix May Help You Manage Risk

Source: ChartSource , DST Systems, Inc. Results include total annual returns for the period January 1, 1926,®

through March 31, 2016. Bonds are represented by a composite of the total returns of long-term U.S.
government bonds, derived from yields published by the Federal Reserve through 1972, the Barclays
Long-Term Government Bond index through 1975, and the Barclays U.S. Aggregate index thereafter. Stocks
are represented by the S&P 500 index. It is not possible to invest directly in an index. Past performance is not a
guarantee of future results. © 2016, DST Systems, Inc. All rights reserved. Not responsible for any errors or
omissions.

Diversify Within and Among Asset Classes

To diversify your portfolio, first select among major asset classes, such as stocks and bonds.  The chart above2

shows how diversifying your portfolio with stocks and bonds may help reduce risk over time, although past
performance is no guarantee of future results. Second, consider diversifying within an asset class, such as
stocks. For example, if your primary objective is growth, you might choose to invest the majority of your
money in "blue-chip" stocks and small-cap stocks.  You may also want to consider adding foreign investments3

to your portfolio mix.  Foreign investments make up more than half of the world's total market, so if you are4

not investing overseas, you may be limiting your opportunities.

Sometimes Less Is More

Diversification is often described as putting your eggs in different baskets. The mix of "baskets" you choose
should depend on your goals, time frame for those goals, and ability to tolerate risk. Long-term investors may
choose more stock investments, while shorter-term investors may select a mix weighted toward bonds and
cash investments such as certificates of deposit.5

No matter what combination you choose, make sure each investment plays a specific role in your overall
objective. In investing, more is not always better -- strategic diversification is the key.

This communication is not intended as investment advice and should not be treated as such. Each individual's
situation is different. You should contact your financial professional to discuss your personal situation.
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There is no guarantee that a diversified portfolio will enhance overall returns or outperform a1

non-diversified portfolio. Diversification does not ensure against market risk.

Investing in stocks involves risks, including loss of principal. Bonds are subject to market and interest rate2

risk if sold prior to maturity. Bond values will decline as interest rates rise and are subject to availability and
change in price.

Securities of smaller companies may be more volatile than those of larger companies. The illiquidity of the3

small-cap market may adversely affect the value of these investments.

Foreign investments involve greater risks than U.S. investments, including political and economic risks and4

the risk of currency fluctuations, and may not be suitable for all investors.

CDs may be FDIC insured and may offer a fixed rate of return if held to maturity.5

© 2018 DST Systems Inc. All rights reserved.

1-360682
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The laws governing
trusts are extremely
complex and
individuals should not
enter into any such
arrangements
without first
consulting with a
qualified professional
experienced in trust
management.

Double Your Impact With These Charitable Giving Strategies

 
Americans are a generous people. Many support charitable organizations that enhance their communities and
enrich their personal lives. In addition to giving wisely to nonprofit groups, it's important to anticipate
financial obligations to family members while you're still of sound mind.

A charitable lead trust (CLT) may be the ideal tool to help some philanthropically minded people distribute
assets in a fair and cost-effective manner. A CLT offers a two-pronged approach to wealth management: one
that serves the financial needs of family members and a second that serves the funding needs of charitable
endeavors that you value, whether they involve education, art, religion, medicine, or another worthy cause.

A properly structured CLT offers a grantor -- the person who establishes the trust -- an opportunity to
contribute to one or more nonprofit organizations for a set period of years, after which the asset balance of the
trust is transferred to either the grantor or another entity, typically a close relative. In addition to leaving loved
ones a financial legacy that may extend years beyond the grantor's passing, a CLT can help reduce estate taxes
for heirs.

Basic Structure

The opposite of a charitable remainder trust, a CLT directs an income stream to a designated charity during a
clearly stated term, whether a specific number of years (there is no limit) or for the rest of the grantor's life. At
the end of the term, the remainder of the principal goes to either the donor or heirs. The annual charitable
payout may reflect either a fixed-dollar amount or a fixed percentage of the trust's current value, which is
revised each fiscal year.

CLTs are often the tool of choice for individuals with assets that have a high potential for future appreciation.
They may also be well suited for those with heirs who are minors or otherwise not ready to assume full control
of significant assets. By creating and funding a CLT, a grantor can make final arrangements for the disposition
of an estate, but defer the date at which beneficiaries actually receive and control the property. In the
meantime, the charity of choice receives immediate and ongoing benefits. When the assets do eventually pass
to the noncharitable beneficiaries, they are not subject to the federal estate tax.

Keep in mind, however, that the grantor is not able to claim an income tax deduction for contributing to a CLT.
In addition, the grantor may have to pay a federal gift tax on a portion of each contribution, albeit only on the
value of the remainder interest earmarked for noncharitable beneficiaries. Also remember that while a CLT
allows assets to pass to heirs with no federal estate taxes, a CLT is not a tax-free entity. Any income the trust
generates in excess of the amount paid to charity is still taxable. And the sale of appreciated assets held within
the trust may trigger capital gains taxes.

In Practice

How might a CLT work for you? Consider this hypothetical example: A 75-year-old former businessman has
spent a good portion of his retirement years teaching his grandchildren how to paint. His love of art and need
for a meaningful income tax deduction encouraged him to create a charitable lead trust of $1 million. Of that
amount, $50,000 is directed to a local art museum each year for the rest of his life. Upon his death, the
remainder of the trust assets will be divided equally among his three children.

The laws governing trusts are extremely complex and individuals should not enter into any such arrangements
without first consulting with a qualified professional experienced in trust management. If you are interested in
learning more about using a CLT to enhance your estate-planning agenda, contact your tax and/or legal
advisors.

This communication is not intended to be tax or legal advice and should not be treated as such. Each
individual's situation is different. You should contact your tax and/or legal professional to discuss your
personal situation.

© 2018 DST Systems Inc. All rights reserved.

1-397475
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Weekly Economic Commentary | Week of February 12, 2018

 

Highlights

Investors will be closely watching this week's CPI release and the impact it could have on interest rates
and stocks.
The good news for investors in love is that low overall inflation again carried over to common
Valentine's Day gifts in 2017, with prices rising at or below the average pace.
Relatively costly items such as trips and jewelry saw smaller price gains than the more traditional gifts
like a night at home or on the town.

 

The Valentine's Day Index

Inflation and economic growth are key drivers of long-term rates, and rising rates can lead to higher borrowing
costs for individuals and businesses, potentially impacting consumer spending and profit margins for
businesses. Given the recent market volatility, the January Consumer Price Index (CPI) report, which will be
released on Wednesday, February 14, could become a focal point for markets. Consensus forecasts expect that
both headline and core CPI (which excludes volatile food and energy prices) may slow down on a
year-over-year basis to 1.9% and 1.7%, respectively, but given the focus on rising rates and their potential
impact for equity prices, any upside surprise in CPI could lead to additional volatility.

As a reminder to those of us who may have forgotten, February 14 is also an important day for another
reason-it's Valentine's Day. Inflation's impact on stock market performance is certainly an important topic,
and markets will indeed scrutinize the January report to see what it means for stocks moving forward (we will
post a blog about the CPI release on  on Wednesday as well). However, the fact that CPI will belplresearch.com
released on one of the major gift-buying holidays of the year also provides a good opportunity to see how
inflation can impact everyday life.

 

---

Recent Market Volatility

Rising inflation expectations and a corresponding rise in long-term interest rates have been a focal point for
markets over the past week, and have been identified as at least one of the causes behind recent stock market
weakness. Worries about the potential for rising wages to lead to increased inflation and a more aggressive
Federal Reserve (Fed) caused interest rates to move higher. This, along with a spike in the VIX Volatility Index
(commonly viewed as the market's fear gauge), led to an unwinding of trades that had bet on a continuation of
last year's low volatility theme, resulting in the S&P 500 Index falling into correction territory (a drop of 10%
or more from all-time highs) for the first time in two years. We discuss this chain of events, as well as where we
think markets may go next, in this week's ., "Correction Perspectives"Weekly Market Commentary

---

 

THE VALENTINE'S DAY INDEX

LPL Research's annual Valentine's Day Index tracks the cost of typical Valentine's Day gift categories over time
using CPI data. To get a clearer idea of price increases in individual gifts, we have separated the index into four
common gift categories. Grouping all items together into the Valentine's Day Index [Figure 1] shows that
Valentine's Day inflation increased by 0.9% over the previous year, slower than the 1.9% average for the
previous 15 years, but in line with the 2016 increase. The rise was also slower than December 2017 readings for
headline (2.1%) and core (1.8%) CPI. 

 

https://lplresearch.com/
https://lpl-research.com/~rss/LPL_RSS_Feeds_Publications/WMC/Weekly_Market_Commentary_02122018.pdf
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A Night In

A night at home-including candy, flowers, a home-cooked meal, and a bottle of wine or champagne-continues
to be a good bet for value conscious consumers. However, the cost did increase by 1.1% in 2017. This is below
the 1.4% average gain over the previous 15 years, but an increase from the 1.1% fall in prices in 2016. 

 

A Night Out

The cost of dinner and a movie, a Valentine's Day tradition for some, increased by 2.2% this year. Though this
category saw the largest price increase of any of the four gift ideas this year, it was below its average increase of
3.0% over the previous 15 years, and also slightly lower than its gain of 2.6% in last year's index. This gift idea
includes dinner at a restaurant, movie tickets, and child care. The cost of child care has increased by 82% since
2001, the fastest increase over that time period of any item in the Valentine's Day Index, though it took a
breather in 2017, increasing by just 1.8%, compared with 2.3% for a meal at a full-service restaurant and 2.7%
for movie tickets. 

 

A Getaway

A trip may offer a decent value for those looking for a memorable Valentine's Day experience in 2018. Though
not the lowest cost gift in our index, it was the only gift that experienced a drop in price, with the overall cost of
the underlying items-dining out, lodging, and airline fares-decreasing by 0.1%. The decrease was driven by
airline fares falling 4.0% (following a 4.7% drop in 2016), and hotel prices that that rose only 0.3% (versus
3.3% in 2016).

 

https://lpl-research.com/NOD/Weekly_Economic_Commentary_02122018-1.pdf
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Jewelry

Jewelry saw the largest price gain in the 2016 Valentine's Day Index (5.8%), but prices increased by just 0.2%
for 2017, the second lowest rate of inflation of the four gift categories. Sticker shock could still be an issue for
those choosing this gift in 2018, but shoppers can take at least some solace in jewelry becoming a better
relative bargain.

 

CONCLUSION

Inflation has been, and could continue to be in the news over the near term, as markets try to determine if it is
in fact moving higher, and what impact it may have on the Fed, and ultimately equity and fixed income
markets. With the correction in stocks fresh in investors' minds, the latest inflation reading from January's CPI
report, which will be released on Valentine's Day, may be carefully scrutinized, and an upside surprise could
lead to more market volatility in the short term. Despite the recent volatility in markets, we continue to believe
that underlying fundamentals remain strong, and maintain our 2018 targets of gross domestic product growth
of +3.0%, an S&P 500 fair value estimate of 2,850-2,900, and that the 10-year Treasury yield will end the year
in the 2.75%-3.25% range. 

In addition to market impacts, it can also be instructive to look at the impact of inflation on our individual
lives. LPL Research's Valentine's Day Index can help last-minute shoppers (including perhaps a few here at
LPL Research) determine which gift idea represents the best value this year. Big spenders may see more value
in 2018, with the cost of a trip falling slightly, and jewelry prices increasing only marginally. A night at home
and out on the town saw slightly larger increases, but both remained well below historic averages. The key
takeaway for investors is that the higher inflation expectations that started in the second half of 2017 have yet
to translate to significant actual inflation (in Valentine's Day gifts or more broadly), though markets will be
closely watching Wednesday's CPI report to see if this trend continues.

 

 

As noted in  Outlook 2018: Return of the Business Cycle: LPL Research projects real gross domestic product
(GDP) growth of around 2.5% in 2018. This is in line with historical mid-cycle growth of the last 50 years.
Economic growth is affected by changes to inputs such as business and consumer spending, housing, net
exports, capital investments, and government spending. LPL Research's S&P 500 Index total return forecast
of 8-10% (including dividends), is supported by a largely stable price-to-earnings ratio (PE) of 19 and LPL
Research's earnings growth forecast of 8-10%. Earnings gains are supported by LPL Research's expectations
of better economic growth, with potential added benefit from lower corporate tax rates. LPL Research also
expects the 10-year Treasury yield to end 2018 in the 2.75-3.25% range, based on its expectations for a
modest pickup in growth and inflation.

IMPORTANT DISCLOSURES

Past performance is no guarantee of future results. All indexes are unmanaged and cannot be invested into
directly.

The opinions voiced in this material are for general information only and are not intended to provide or be
construed as providing specific investment advice or recommendations for any individual security.

The economic forecasts set forth in the presentation may not develop as predicted.

Because of their narrow focus, specialty sector investing, such as healthcare, financials, or energy, will be
subject to greater volatility than investing more broadly across many sectors and companies. 

INDEX DESCRIPTIONS 

The VIX is a measure of the volatility implied in the prices of options contracts for the S&P 500. It is a
market-based estimate of future volatility. When sentiment reaches one extreme or the other, the market
typically reverses course. While this is not necessarily predictive, it does measure the current degree of fear
present in the stock market.

The Consumer Price Index (CPI) is a measure of the average change over time in the prices paid by urban
consumers for a market basket of consumer goods and services.

The Standard & Poor's 500 Index is a capitalization-weighted index of 500 stocks designed to measure
performance of the broad domestic economy through changes in the aggregate market value of 500 stocks

https://lpl-research.com/outlook/2018/Outlook_2018_Spreads.pdf
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representing all major industries.

The U.S. Dollar Index (DXY) indicates the general international value of the U.S. dollar. The DXY Index does
this by averaging the exchange rates between the US dollar and six major world currencies.

The Federal Reserve's Trade Weighted U.S. Dollar Index, also known as the broad index, is a measure of the
value of the U.S. dollar relative to other world currencies. It improves on the older U.S. Dollar Index by using
more currencies and then updating the weights yearly.

RES 11513 0218  |  For Client Use  |  Tracking #1-699021   (Exp. 02/19)
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Many IRA owners
may not be aware
that after their death,
the primary
beneficiary -- usually
the surviving spouse
-- may have the right
to transfer part or all
of the IRA assets into
another account.

Do You Know Who Your Beneficiaries Are?

 
Many investors have taken advantage of pretax contributions to their company's employer-sponsored
retirement plan and/or make annual contributions to an IRA. If you participate in a qualified plan program
you may be overlooking an important housekeeping issue: beneficiary designations.

An improper designation could make life difficult for your family in the event of your untimely death by
putting assets out of reach of those you had hoped to provide for and possibly increasing their tax burdens.
Further, if you have switched jobs, become a new parent, been divorced, or survived a spouse or even a child,
your current beneficiary designations may need to be updated.

Consider the "What Ifs"

In the heat of divorce proceedings, for example, the task of revising one's beneficiary designations has been
known to fall through the cracks. While a court decree that ends a marriage does terminate the provisions of a
will that would otherwise leave estate proceeds to a now-former spouse, it does not automatically revise that
former spouse's beneficiary status on separate documents such as employer-sponsored retirement accounts
and IRAs.

Many IRA owners may not be aware that after their death, the primary beneficiary -- usually the surviving
spouse -- may have the right to transfer part or all of the IRA assets into another account. Take the case of the
IRA owner who has children from a previous marriage. If, after the owner's death, the surviving spouse moved
those assets into his or her own IRA and named his or her biological children as beneficiaries, the original IRA
owner's children could legally be shut out of any benefits.

Also keep in mind that the law requires that a spouse be the primary beneficiary of a 401(k) or a profit-sharing
account unless he/she waives that right in writing. A waiver may make sense in a second marriage -- if a new
spouse is already financially set or if children from a first marriage are more likely to need the money. Single
people can name whomever they choose. And nonspouse beneficiaries are now eligible for a tax-free transfer to
an IRA.

The IRS has also issued regulations that dramatically simplify the way certain distributions affect IRA owners
and their beneficiaries. Consult your tax advisor on how these rule changes may affect your situation.

To Simplify, Consolidate

Elsewhere, in today's workplace, it is not uncommon to switch employers every few years. If you have changed
jobs and left your assets in your former employers' plans, you may want to consider moving these assets into a
rollover IRA. Consolidating multiple retirement plans into a single tax-advantaged account can make it easier
to track your investment performance and streamline your records, including beneficiary designations.

Review Your Current Situation

If you are currently contributing to an employer-sponsored retirement plan and/or an IRA contact your
benefits administrator -- or, in the case of the IRA, the financial institution -- and request to review your
current beneficiary designations. You may want to do this with the help of your tax advisor or estate planning
professional to ensure that these documents are in synch with other aspects of your estate plan. Ask your estate
planner/attorney about the proper use of such terms as "per stirpes" and "per capita" as well as about the
proper use of trusts to achieve certain estate planning goals. Your planning professional can help you focus on
many important issues, including percentage breakdowns, especially when minor children and those with
special needs are involved.

Finally, be sure to keep copies of all your designation forms in a safe place and let family members know where
they can be found.

This communication is not intended to be tax or legal advice and should not be treated as such. Each
individual's situation is different. You should contact your tax or legal professional to discuss your personal
situation.

 

© 2018 DST Systems Inc. All rights reserved.

Tracking # 1-387030
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Weekly Market Commentary | Week of February 12, 2018

 

KEY TAKEAWAYS

A perfect storm of investor worries collided over the past six trading days, resulting in an
unprecedented bout of market volatility.
These experiences provide a good opportunity for investors to reassess current allocations relative to
long-term targets.
We maintain our year-end S&P 500 fair value estimate of 2850-2900, representing a move of
approximately 10% from current levels.

CORRECTION PERSPECTIVES

After an extraordinary two-year period of market calm, the major U.S. equity markets slipped into correction
territory last week. A perfect storm of investor worries collided over the past six trading days, including
inflation, monetary policy, and the unwinding of crowded, complex trades. The result was an unprecedented
bout of market volatility, highlighted by 1,000-point swings in the Dow Jones Industrial Average and the
fastest retreat ever (nine days) from a record level in the S&P 500 Index to a correction.

In light of last week's market action, we think it is appropriate to provide investors with perspective on these
developments by answering three basic questions:

What happened?
Where might stocks go from here?
What actions should investors take?

We hope the answers to these questions will provide investors with valuable perspective on the market
correction, help them figure out a potential path forward, and facilitate informed long-term decisions relative
to diversified portfolios.

WHAT HAPPENED?

Equity markets slipped into a correction (defined as a 10% or more drop from a recent high) for the first time
since February 2016 as volatility soared, trading volumes surged, and stock prices plunged. The initial catalyst
was higher than expected wage growth in the January jobs report, which increased fears that inflation would
accelerate and that the Federal Reserve (Fed) would be more aggressive in 2018. Market interest rates then
headed higher, the yield on the benchmark 10-year Treasury climbing approximately 25 basis points (0.25%)
in the past two weeks. These developments caused the market's so-called fear gauge, the VIX Volatility Index,
to more than double at the most stressful points last week, further accelerating selling pressures.

The potential for higher than expected interest rates had equity investors perplexed in many ways. Would
higher rates slow down economic activity? Weigh on corporate profits? Pressure price-to-earnings (PE) ratios?
Make bonds a more attractive alternative?

One important driver of the market sell-off was that investor sentiment had become too complacent these past
two years and bullish sentiment prevailed as the major equity market indexes trudged higher to record price
gains, along with the absence of volatility. This extended period of low volatility also led many institutional and
individual investors down the path of crowded, complex trades, which used leverage, or borrowed money, to
bet on a continuation of market peace. Once market interest rates and the VIX suddenly turned higher, these
trades unwound, causing further selling pressure as traders needed to sell other holdings to raise cash to
satisfy their debt obligations from their "short volatility" positions. Essentially, selling begot more selling and
equity markets around the globe plunged.

WHERE MIGHT STOCKS GO FROM HERE?

What hasn't made as many headlines over the past week is that economic and profit data have been very
strong, indicating that the market sell-off is detached from the fundamentals, making the correction normal
and healthy. To be sure, recent readings on U.S. gross domestic product (GDP) and employment have been
solid, and reports on manufacturing and services have been the highest in more than a dozen years. Consumer
and small business confidence are at the highest levels of the expansion as a combination of tax cuts,
government spending, and an improved lending environment appear poised to sustain growth in 2018 and
2019. In addition, fourth quarter 2017 earnings are coming in ahead of expectations, and companies are
providing positive guidance, leading analysts to raise their forecasts for corporate profits in 2018.

Nevertheless, the markets have corrected. Though unnerving, corrections are a normal part of long-term
investing. Indeed, since 1980, we have now experienced 37 corrections, with the S&P 500 falling by an average
of 15.6% from peak to trough during the last 36 occurrences. Twelve months later, however, the index made up
some ground, rising an average of 16.0% from the low, and after 24 months, the S&P 500 had climbed by an
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average of 28.0%, reinforcing the necessity for long-term investors not to stray from their diversified strategies
during periods of market turmoil .[Figure 1]

Investors should be aware that market recoveries are often a relatively long process taking place over several
weeks or months, without one clear identifiable catalyst. One unique characteristic of the current environment
is that the equity markets had been so strong, that even though we've entered a correction, the S&P 500 still
remains above its 200-day moving average (MA), an important technical support level that historically has
helped determine the direction of stock prices during volatile periods . Frequently, the index needs[Figure 2]
to fall below this level to "wash out" the weak hands before consolidating and then trending higher. Only one of
these past 36 corrections concluded with the S&P 500 above its 200-day MA.

http://lpl-research.com/NOD/Weekly_Market_Commentary_02122018__Figure1.pdf
http://lpl-research.com/NOD/Weekly_Market_Commentary_02122018__Figure1.pdf
http://lpl-research.com/NOD/Weekly_Market_Commentary_02122018__Figure2.pdf
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We are preparing for the possibility over the next several days or weeks to see the index reach an average
correction of about 15%, and possibly a bit more. However, considering the still solid economic backdrop, well
below average levels for interest rates and inflation, strong trends for corporate profits, and the still positive
technical analysis picture for the S&P 500, we suspect stocks may soon stabilize with little additional downside
from current levels. Simply stated, if this correction were a baseball game, we believe we would be approaching
the seventh inning stretch.

WHAT ACTIONS SHOULD INVESTORS TAKE?

Our first piece of advice for investors is don't panic. Unwinding the leveraged short volatility trade is messy,
which has magnified the intensity of the recent sell-off. We also believe it masks the solid fundamental
backdrop, which may cause suitable investors to sell (unnecessarily) into further market weakness. Instead, we
encourage investors to view the recent market correction as an opportunity to reassess portfolios and look for
spots to either deploy cash or rebalance to longer-term allocation targets.

Second, we were not particularly surprised by recent market volatility given: 1) last year's absence of volatility,
2) the market's propensity to test a new Fed chair, and 3) historical trading patterns during midterm election
years. Yet, we also have emphasized in our  publication that theOutlook 2018: Return of the Business Cycle
transition from monetary policy leadership to fiscal policy leadership may provide opportunities. We believe
the combination of improving business fundamentals and the benefits of fiscal reform, federal spending, and
reduced regulation will continue to support growth in the economy and corporate profits for at least the next
year.

Third, we expect market interest rates to only nudge higher in 2018. Market dislocations occur when rates
surge, like the recent move in the benchmark 10-year Treasury yield to 2.85%. Remember, the current interest
rate, based on the 10-year Treasury, is still at the low end of our year-end forecast range of 2.75%-3.25%. A

http://lpl-research.com/NOD/Weekly_Market_Commentary_02122018__Figure2.pdf
http://lpl-research.com/outlook/2018/Outlook_2018_Spreads.pdf
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gradual move higher based on improved economic activity, slightly higher pricing measures, rising deficit
spending, and a Fed that remains measured in the tightening cycle, remains in play, but higher yields may also
attract more buyers, especially considering the yield advantage of Treasuries over other developed market
debt.

Despite the equity market correction, the U.S. Treasury yield curve steepened last week, a market signal
pointing toward future economic growth; and credit spreads, the interest rate difference between corporate
debt and Treasuries, remained narrow, suggesting a lack of stress and a vote of confidence for future economic
output.

Investors may want to consider reviewing fixed income allocations given these developments. We continue to
believe bonds play an important role in portfolios, providing sources of income, liquidity, and the potential to
smooth out portfolio performance during periods of equity market volatility.

Finally, we encourage investors to view the recent equity market weakness relative to the many positive
fundamental equity market trends, including strong economic growth and corporate profits. Considering these
positive fundamental trends, we remain favorable on the longer-term investing environment for equities.
Fourth quarter earnings season has been very strong and corporate guidance for 2018 profitability is positive
and upward sloping, causing consensus earnings projections to accelerate. Even before the recent equity
weakness, forward-looking market PE ratios declined as earnings per share forecasts increased to levels that
we believe are more attractive to long-term investors .[Figure 3]

http://lpl-research.com/NOD/Weekly_Market_Commentary_02122018__Figure3.pdf
http://lpl-research.com/NOD/Weekly_Market_Commentary_02122018__Figure3.pdf
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The strong upward revisions to analysts' earnings estimates for the S&P 500 during fourth quarter earnings
season, along with the drop in stock prices, have clipped more than 10% off of stock valuations in only a couple
of weeks. On a forward PE basis, the S&P 500 has gone from 18.5 times to 16.5 times, according to FactSet.
Though 16.5 times is still above historical averages, we believe market PE multiples must be viewed relative to
interest rates and inflation, both of which remain well below their long-term trends. Given that the market PE
is now 2 points cheaper, we consider current stock valuations attractive and suspect valuations may ultimately
once again approach their recent peak before the end of this bull market.

CONCLUSION

Given the market's steady increase, the lack of volatility, and the bullish sentiment that prevailed, we believe
the correction was a logical response. Though unsettling, market corrections are typical, having now occurred
37 times over the past 38-plus years. These experiences provide a good opportunity for investors to reassess
the market environment and examine allocations relative to long-term targets.

Despite this recent correction, we maintain our fair value estimate of 2,850-2,900 for the S&P 500,
representing a move of approximately 10% from current levels. We continue to position portfolios toward
beneficiaries of the current monetary and fiscal policy dynamics, including value, small caps, financials,
industrials, and technology, along with our previous guidance favoring emerging market equities.

Special thanks to Ryan Detrick and Jeffrey Buchbinder for their contributions to this commentary.

 

As noted in , LPL Research's S&P 500 Index total return forecastOutlook 2018: Return of the Business Cycle
of 8-10% (including dividends), is supported by a largely stable price-to-earnings ratio (PE) of 19 and LPL
Research's earnings growth forecast of 8-10%. Earnings gains are supported by LPL Research's expectations
of better economic growth, with potential added benefit from lower corporate tax rates. Please see the
Outlook 2018: Return of the Business Cycle publication for additional descriptions and disclosures.

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific
advice or recommendations for any individual. To determine which investment(s) may be appropriate for
you, consult your financial advisor prior to investing. All performance referenced is historical and is no
guarantee of future results.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no
guarantee that strategies promoted will be successful.

There is no guarantee that a diversified portfolio will enhance overall returns or outperform a
non-diversified portfolio. Diversification does not protect against market risk. Rebalancing a portfolio may
cause investors to incur tax liabilities and/or transaction costs and does not assure a profit or protect
against a loss.

Investing in stock includes numerous specific risks including: the fluctuation of dividend, loss of principal,
and potential liquidity of the investment in a falling market.

Because of its narrow focus, specialty sector investing, such as healthcare, financials, or energy, will be
subject to greater volatility than investing more broadly across many sectors and companies.

Small cap stocks may be subject to a higher degree of risk than more established companies' securities. The
illiquidity of the small cap market may adversely affect the value of these investments.

International investing involves special risks such as currency fluctuation and political instability and may
not be suitable for all investors. These risks are often heightened for investments in emerging markets.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values and yields will
decline as interest rates rise, and bonds are subject to availability and change in price.

All investing involves risk including loss of principal.

DEFINITIONS

The 200-day moving average (MA) is a popular technical indicator which investors use to analyze price
trends. It is the security or index's average closing price over the last 200 days.

Yield curve is a line that plots the interest rates, at a set point in time, of bonds having equal credit quality,
but differing maturity dates. The most frequently reported yield curve compares the 3-month, 2-year, 5-year
and 30-year U.S. Treasury debt. This yield curve is used as a benchmark for other debt in the market, such as
mortgage rates or bank lending rates. The curve is also used to predict changes in economic output and
growth.

http://lpl-research.com/outlook/2018/Outlook_2018_Spreads.pdf
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The PE ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net
income or profit earned by the firm per share. It is a financial ratio used for valuation: a higher PE ratio
means that investors are paying more for each unit of net income, so the stock is more expensive compared
to one with lower PE ratio.

Earnings per share (EPS) is the portion of a company's profit allocated to each outstanding share of common
stock. EPS serves as an indicator of a company's profitability. Earnings per share is generally considered to
be the single most important variable in determining a share's price. It is also a major component used to
calculate the price-to-earnings valuation ratio.

INDEX DESCRIPTIONS

The Standard & Poor's 500 Index is a capitalization-weighted index of 500 stocks designed to measure
performance of the broad domestic economy through changes in the aggregate market value of 500 stocks
representing all major industries.

The Dow Jones Industrial Average (DJIA) Index is comprised of U.S.-listed stocks of companies that produce
other (nontransportation and nonutility) goods and services. The Dow Jones Industrial Averages are
maintained by editors of The Wall Street Journal. While the stock selection process is somewhat subjective, a
stock typically is added only if the company has an excellent reputation, demonstrates sustained growth, is
of interest to a large number of investors, and accurately represents the market sectors covered by the
average. The Dow Jones averages are unique in that they are price weighted; therefore, their component
weightings are affected only by changes in the stocks' prices.

The VIX is a measure of the volatility implied in the prices of options contracts for the S&P 500. It is a
market-based estimate of future volatility. When sentiment reaches one extreme or the other, the market
typically reverses course. While this is not necessarily predictive, it does measure the current degree of fear
present in the stock market.

This research material has been prepared by LPL Financial LLC.

To the extent you are receiving investment advice from a separately registered independent investment
advisor, please note that LPL Financial is not an affiliate of and makes no representation with respect to
such entity.
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The opinions voiced in this material are for general information only and are not intended to provide specific
advice or recommendations for any individual. To determine which investment(s) may be appropriate for
you, consult your financial advisor prior to investing. All performance referenced is historical and is no
guarantee of future results. All indices are unmanaged and cannot be invested into directly.

Mark Dutram, CPWA, CFP is a Registered Representative with and Securities are offered through LPL
Financial, member FINRA/SIPC. Insurance products offered through LPL Financial or its licensed affiliates.

First City Bank of Florida is not a registered Broker/Dealer and is not affiliated with LPL Financial
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