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This weekly update

provides a snapshot

of changes in the

economy and markets

and their implications

for investors.

Growth
The U.S. economy expanded at a 3.7% q/q saar pace in 2Q 2015, according to the BEA's second estimate. The

report sent a strong signal about growth in the U.S., as real consumer spending was revised up to 3.1% and

investment and goverment spending were also better than originally estimated. The revision brings annualized

growth in the first half of the year to 2.2%, however, growth in the coming quarters may be subdued by a rapid

pace of inventory accumulation in recent quarters which often results in a drag on GDP growth as inventories

return to normal levels. Overall we see the U.S. economy continuing to expand at an above-trend pace.

Jobs
Despite coming in below consensus forecasts, payroll job gains of 173,000 were enough to pull the overall

unemployment rate in August down to 5.1%. This is the lowest reading in seven years and more than a full

percentage point below the 50-year average. Workers also saw small wage gains in August, with production

and non-supervisory workers' wages growing by 1.9% y/y. Measures of labor market underutilization also fell;

the U-6 unemployment rate fell to 10.3%. This further tightening across the labor market should keep the Fed

on track to begin policy tightening in September.

Profits
With over 90% of market cap having reported, the S&P 500 looks on track for earnings per share to fall 10.1%

y/y in 2Q 2015. The fall in our estimate over the last week is largely due to energy names reporting signficiant

earnings misses. Although there have been significant upside earnings surprises in the financials, tech and

consumer discretionary sectors, the S&P 500 ex-energy growth is still below trend at 2.6% y/y due in part to

the strong U.S. dollar.

Inflation
CPI received a small boost as headline consumer prices rose 0.2% y/y in the July report; core CPI inflation

continued to firm at 1.8% y/y. Energy prices outside of gasoline again dragged on the overall number, but the

increase in prices at the pump was enough to bring the overall energy index into positive territory. The increase

in core prices once again came from the increasing costs of medical care and shelter.

Rates
The FOMC left rates unchanged in July, but indicated in its policy statement that it needs to see only "some"

improvement in labor market before moving to raise rates. References to the labor market were more positive

throughout the statement indicating that another robust employment report along with signs of wage growth

should be enough for to warrant a rate increase in September. Parsing the language of the FOMC statement

may seem extreme, but market participants eagerly consume all Fed communications for an indication that the

initial hike is around the corner. Given recent data and the Fed's outlook on labor and inflation, we anticipate

the first rate increase will occur in September.

Risks
� Volatility caused by the timing and communication of Fed tightening.

� Concerns about a slowing Chinese economy and its ripple effect s on emerging markets.

� Deflation worries in other developed economies outside of the U.S.

� Volatility caused by sharp swings in commodity prices and exchange rates.

Investment Themes
� A slow upward trend in earnings (despite the temporary drag from cheap oil and a high dollar), coupled with

low interest rates, still make stocks look attractive in relative terms.

� Cyclical and small cap stocks are generally favored in a rising interest rate environment.

� High yield bonds look more attractive than Treasuries, but a diversified approach to fixed income investing

seems appropriate given likely Fed tightening in 2015.

� Despite disappointing returns due to a stronger dollar in 2014, international exposure is still warranted given

growth prospects abroad.
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Past performance does not guarantee future results.

Diversification does not guarantee investment returns and does not eliminate the risk of loss.

The S&P 500 Index is widely regarded as the best single gauge of the U.S. equities market. This world-renowned index includes a representative sample of 500 leading companies in lead-

ing industries of the U.S. economy. Although the S&P 500 Index focuses on the large-cap segment of the market, with approximately 75% coverage of U.S. equities, it is also an ideal proxy

for the total market. An investor cannot invest directly in an index. Indexes are unmanaged.

Opinions and estimates offered constitute our judgment and are subject to change without notice, as are statements of financial market trends, which are based on current market condi-

tions. We believe the information provided here is reliable, but do not warrant its accuracy or completeness. This material is not intended as an offer or solicitation for the purchase or sale

of any financial instrument. The views and strategies described may not be suitable for all investors. This material has been prepared for informational purposes only, and is not intended

to provide, and should not be relied on for, accounting, legal or tax advice. References to future returns are not promises or even estimates of actual returns a client portfolio may achieve.

Any forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice or interpreted as a recommendation.
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