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This weekly update

provides a snapshot

of changes in the

economy and markets

and their implications

for investors.

Growth
After a weak first quarter, it appears economic activity in the U.S. has picked up in 2Q 2015, though maybe not

as much as initially thought. A weaker than expected retail sales report in June cast some doubt on

consumption estimates, though May personal outlays showed the strongest consumer spending growth since

August 2009. Housing data remains the biggest star of this quarter, as starts, permits and sales continue to

climb, which all indicate the residential investment component of GDP will get a bump. Overall, despite a few

remaining areas of weakness, we see the U.S. economy continuing to expand.

Jobs
June's employment report showed the labor market continuing to tighten, while also highlighting the structural

problems in the U.S. labor force. The unemployment rate fell to 5.3%, although this drop was due to a decline

in labor force participation, rather than a bump in payrolls. That being said, payrolls still increased by 223,000,

in line with the 3-month average. However, wage growth has yet to materialize, as average hourly earnings

only rose 2.0% from a year earlier.

Profits
In the second week of 2Q2015 earnings season, the S&P 500 looks on track for earnings per share to fall 3.0%

y/y. This is an improvement over the initial numbers and financials are leading the index after many of the big

names reported strong earnings. As we get further in to earnings season, the dual macro headwinds of low oil

prices and a strong U.S. dollar will come into play. The earnings season will really kick into gear this week as

many tech, industrial and health care names report.

Inflation
Headline consumer prices rose 0.3% between May and June (0.0% y/y), while core CPI inflation firmed slightly

to 1.8% y/y. The headline month-to-month increase was driven higher by increasing energy prices, as the

gasoline price index increased 3.4% m/m. Excluding volatile food and energy prices, core prices rose 0.2%,

largely due to increases in medical care prices and owners' equivalent rent - a sign of the strengthening

housing market.

Rates
The Fed remained on message this week when Chair Yellen testified before Congress. She continued to

emphasize the data dependent nature of policy actions and that the Fed does expect to hike rates this year.

Despite international volatility and a weak first quarter, the Fed is looking through the near term headlines. In

the longer term, the Fed revised its projections for growth in 2016 and 2017 up at its June meeting, but showed

dovishness in pulling its estimates of medium-term Federal funds rate downward, signaling a slow climb

upward for rates. Even so, the initial hike is a round the corner as soon as the committee sees further

improvement in the labor market and has "reasonable confidence" inflation will hit 2% in the medium term.

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

� Political risk caused by a potential Greek default and/or exit from the single currency area.

� 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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