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Smith Group Economic Scorecard
Economic Concept

Consumer Spending

Asset,
Liability, or
Neutral

Key Indicators
Consumer Confidence (YOY), Retail Sales, Consumer Confidence (10YrMA), Real
PCE, Disposable Income, Confidence

The latest reading of consumer confidence was off highs, but is still elevated compared to the last 10 yrs and is modestly rising on a
YOY basis. YOY real personal consumption growth is a positive as is growth in disposable income. Retail sales growth is a neutral. With
three indicators better than the asset threshold this concept is an asset.
Credit Environment

Loan officer credit conditions survey, Small Business Credit Availability survey,
Consumer Credit growth, C & I Credit growth

All of the credit indicators are assets, with both availability and demand picking up. Small Businesses are finding credit increasingly
easier to get. Growth in loan balances is expanding better than asset thresholds for both consumers and businesses. Loan officers are
seeing rising demand.
Employment

New Jobless Claims, Change in Private Employment, Job Openings, NFIB Hiring Plans

All employment indicators are exceptionally strong making the concept the most positive driver in the scorecard. The last time new
jobless claims were this low was the early 1970s. Job openings have accelerated to another new all-time high and now exceed hires.
Growth in private sector employment is well above the asset threshold at 2.3%. Small business hiring plans have completely
normalized.
Energy

WTI - YOY, WTI vs 10yr MA, Pump Prices, Nat'l Gas, Energy Intensity, Energy
Imports

The impact of lower energy prices is a dual edge sword. Near term capex suffers and default risks could impact credit. But long-term
lower prices allow consumers to spend more on U.S. products and services instead of sending dollars offshore. While energy intensity of
the economy and dependence on imported oil are falling lower prices are still a net positive for the economy.
Housing

Housing starts, Case-Shiller prices, NAHB Survey, Mortgage applications, Mortgage
rates

Almost all of the housing indicators are better than asset thresholds. New home sales are the best levels in the recovery and starts are
picking up. Price appreciation is not robust, but is still firm. There is even a brisk pace of mortgage applications for purchase. Mortgage
rates are about even with a year ago, but lower than the 3 year average.
Interest Rate Environment

Fed Funds Rate, Yield Curve, Change in 10-year Treasury rate, Change in Fed
balance sheet assets

The Fed may be contemplating a step toward normalization in short rates and stopped adding to their balance sheet, but 10-year rates
are down of a year-over-year basis and the yield curve is still normal with an upward slope. Despite the angst a potential Fed Funds
increase is causing it is hard to think of the interest rate environment as anything but stimulative.
Household Wealth

Net Worth (YOY%), Net Worth (% of Peak), Debt Service Ratio, House Prices, Stock
Prices

The September stock market swoon has created some discomfort, but year-over-year stock prices are still about flat, while house
prices continue to rise at a moderate rate.While the latest net worth figures are at record highs growth rates have moderated back to
the neutral range. The improvement in debt service ratio has also slowed, bringing it back into neutral territory. This concept drops
from Asset to Neutral.
U.S. Debt and Budget

Interest Payments on National Debt, Maturity Distribution, Deficit & Total Debt, Debtto-GDP

Debt-to-GDP has stabilized, but is not improving. The portion of the federal budget going to interest payments remains flat. While the
average maturity is rising, which is a positive, we still worry that once interest rates start to rise this could become a larger issue. For
now the concept is a neutral.
Business Spending

CAPEX Orders, CAPEX Shipments, CAPEX Surveys, NFIB Small Bus CAPEX Plans

Business investment continues to be disappointing. Surveys still indicate that businesses plan to invest, but are not strong enough to
make them an asset. Actual orders and shipments have not reflected those plans. Both are now falling on a year-over-year basis,
making the overall concept a liability.
International

JP Morgan Global PMI, CESI Europe, CESI EM, CESI Japan, Baltic Dry Index,
Currency

European economic activity is beginning to gain some momentum as seen in a rising, positive CESI. The Japanese CESI is also positive,
but not as high as last quarter. Emerging Market CESI is modestly negative, showing they are decelerating as a group. The global PMI is
actually quite positive, with the manufacturing component modestly positive and the services much better. With the trade weighted USD
up almost 20% YTD it will be harder for U.S. businesses to capitalize in recoveries in Europe or Japan. Neither of our primary trading
partners, Canada nor Mexico, are showing robust growth. While global growth is a neutral, the strong USD and our weak trading
partners make the concept a modest liability.
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Smith Group Market Scorecard
Market Concept

Liquidity

Asset,
Liability, or
Neutral

Key Indicators
Fed Balance Sheet (FRED-WALCL) (YOY%), BOJ Balance Sheet (FRED-JPNASSETS)
(YOY%), ECB Balance Sheet (FRED-ECBASSETS) (YOY%), Cash in Money Mkt Funds
v. 5yr ave

The Fed balance sheet is flat on a YOY basis, making it a neutral indicator. The BOJ balance sheet is increasing at a fast YOY pace and
is an asset. ECB will be an asset soon if they maintain the current pace of purchases. Cash in money market funds is flat with the 5yr
ave and credit balances in NYSE accounts are flat YOY. Cash balances in managed mutual funds are above the 20yr ave. Overall the
buying power of investors is still supportive.
Sentiment

AAII Bull/Bear (contrarian), Inv Intel Bull/Bear (contrarian), Retail AA (ICI
DomEq/Total), AAII Allocation Survey

AAII survey bull/bear ratio, a contrarian buy signal, fell to an asset level then slipped back above threshold to end the quarter as a
neutral. Inv Intelligence survey swung from very optimistic to very pessimistic and is now a contrarian asset. AAII allocation survey
shows retail allocations above average, but in the neutral range. Overall, sentiment has moved up to asset from a neutral.
Asset Flows

Mutual fund flows, Institutional Searches, foreign purchases of U.S. securities, ETF
flows, ICI DomEq Flows,

Flows out of equity mutual funds are inserting downward pressure on stocks. Inflows to ETFs still look strong, but the latest data is from
July and may be dated. Foreigners are still active buyers of US equities.
Earnings

F12M YOY EPS Growth, FY2 Diffusion, Guidance, FY2 Diffusion (4-wk change), S&P
500 F12M Expected Growth, % Pos Surp (Latest Report)

Earnings indicators continue to be in neutral territory. The diffusion ratio (#positive to #negative revisions) is tracking close to LT
averages. Forward growth expectations are modest, but in neutral territory. Recent earnings surprise experience is in line with the LT
ave. The ratio of negative-to-positive guidance is close to the LT Ave.
Macro

Citi Econ Surprise US, Citi Econ Surprise G10, Citi Econ Surprise China, ISM New
Orders Manf, ISM New Orders Services

Economic Surprise index in the US is a bit weaker but well within neutral territory. The G10 CESI index is in neutral territory as well. The
Chinese CESI improved, but slipped in recent weeks back below the liability threshold. The ISM New orders for Manufacturing has
moderated back to neutral but the Services New orders index is at a record high.
Valuation

S&P500 F12M PE v 10 yr ave, S&P500 F12M PE v 20 yr ave, S&P 500 PB v 10 yr ave,
S&P 500 F12M EY v BAA, Graham & Dodd CAPE

With the market correction, Valuation metrics have improved to neutral. The S&P 500 P/E has moved back below the 10-year and 20year average threshold. P/B is also back below the 10-year ave threshold. Graham & Dodd CAPE is a liability and EY relative to bond
yields is still an asset.
Geopolitical Risks

Disruptive global events

International headlines continue to be full of risks. The main impact on U.S. markets has been the Chinese stock market gyrations.
Despite the refugee crisis, European news that could impact markets have largely abated. The possibility of a U.S. govt shutdown has
raised its head of late. While unlikely, the rhetoric is picking up. The potential risks are generally highly visible and in the market, but
headlines are likely to continue to result in volatility.
Revenues

FY2 Diffusion, FY2 Diffusion (4-wk change), S&P 500 F12M YOY%, % Pos Surp
(Latest Report)

Forward sales growth expectations have improved and are back in neutral territory. Reported sales for the last quarter were
disappointing. Sales diffusion improved back to neutral from low levels, but has turned negative again at the end of the quarter. The
disappointing reported sales and recent diffusion deterioration make this concept a liability.
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Disclosures
Founded in 1995, Smith Asset Management Group, L.P. (“Smith Group”) is a registered investment advisor that specializes in equity investment
management services. The firm manages assets for a diverse list of clients, which includes foundations, endowments, corporate pensions, public funds,
multi-employer plans and high-net worth individuals. Effective Jan. 1, 2006, the firm was redefined to exclude wrap SMA business. Smith Group claims
compliance with the Global Investment Performance Standards (GIPS®). Smith Group has received a firm-wide verification for the period Jan. 1, 1996 Jun. 30, 2015. To receive a complete list and description of Smith Group’s composites and/or a presentation that adheres to the GIPS® standards,
contact John Brim, CFA at (214) 880-4608, or write to Smith Group, 100 Crescent Court, Suite 1150, Dallas, TX 75201, or john@smithasset.com. The
S&P 500, Russell 1000 Growth, and Russell 1000 Value indices, are unmanaged indices of the shares of large U.S. corporations. The Russell 2000 and
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Global Large Cap indices are free float-adjusted market capitalization weighted indices designed to measure the equity market performance of

developed and emerging markets. All index performance includes capital appreciation and reinvested dividends and is presented gross of fees.
Earnings Surprise: According to many academic studies, earnings surprise has had a positive relationship to relative performance in most time periods
and for most companies. However, this does not mean that this relationship exists for all time periods and for all companies. In the recent past, periods
coinciding with an inverse relationship between earnings surprise and relative performance have typically been periods in which corporate earnings are
not the focus of investors’ attention. Additionally, companies, which have had a chronic negative relationship between earnings surprise and relative
performance, are typically those companies whose earnings are not product-driven, such as commodity companies. There is no assurance that the
historic positive relationship between earnings surprise and relative performance will exist in the future. Nor is there any assurance that the historic ability
of Smith Group to forecast a high rate of positive earnings surprise companies will exist in the future.
Past performance is not indicative of future results. As with any investment vehicle, there is always a potential for profit as well as the
possibility of loss. Actual results may differ from composite returns, depending on account size, investment guidelines and/or restrictions,
inception date and other factors. Nothing contained in this presentation should be construed as a recommendation to buy or sell a security
or economic sector.
Nothing contained in this presentation should be construed as a recommendation to buy or sell a security or economic sector.
The material is based upon information we consider reliable, but we do not represent that it is accurate or complete and it should not be relied upon as
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