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Weekly Market Commentary | Week of November 20, 2017

KEY TAKEAWAYS

¢ Excluding the hurricane-riddled insurance sector, Corporate America produced its third straight quarter of
double-digit earnings growth.

® Strong revenue upside, outstanding technology sector performance, and rising estimates were among the
highlights.

® Positive earnings growth continues to provide support for the stock market, even at el evated valuations.

HIGHLIGHTSFROM ANOTHER STRONG EARNINGS SEASON

Corporate America delivered another outstanding earnings season. S& P 500 Index earnings are tracking to an 8.2%
year-over-year increase for the third quarter with just a handful of companies left to report. Excluding the impact of
hurricanes within the insurance group, corporate America produced its third straight quarter of double-digit earnings
growth. The amount of upside to earnings estimates was slightly below average in the quarter, but we consider the season
a success given the strong upside to revenue forecasts, along with generally upbeat outlooks from corporate management
teams.

The consistency with which companies have beaten estimates is particularly impressive, even when considering the
historical pattern of consensus estimate reductions that give companies alower bar. Earnings have beaten consensus
estimates for 34 consecutive quarters, covering much of the current economic expansion (based on Thomson data).

CONSIDER THE SOURCE

Different sources such as FactSet, Bloomberg, Standard & Poor’s, and others have
different calculations than Thomson Reuters for S&P 500 earnings, based on various
methodologies and different interpretations of what constitutes operating earnings. We
favor Thomson Reuters and FactSet for their long track records and wide followings.

SEASON HIGHLIGHTS

Here we share three highlights from the third quarter earnings season.

1. Revenue upside. S& P 500 revenue rose a solid 5.4% year-over-year in the third quarter. Perhaps more
impressively, the index produced a revenue upside surprise of 1.3% compared with estimates as of September 30,
2017, one of the best performances of recent years [Figure 1]. The revenue beat rate of 67% has only been
topped once since 2011 and that was last quarter (Q2 2017) at 69%. The correlation between revenue and
nominal gross domestic product (GDP)--or GDP including inflation--clearly helped during the quarter as the pace
of hominal economic growth has picked up from under 3% in 2016 to about 4% over the past three quarters

Figure 2]. (Note that GDPis commonly reported in real, or inflation-adjusted terms.)
The earnings upside for the S& P 500 has been fairly typical this earnings season. The average company has
produced upside of 4.7% while on a market cap weighted basis the upside is a more moderate 2.3%.

n ONE OF THE BIGGEST REVENUE UPSIDE SURPRISES IN RECENT YEARS
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EPS —Earnings Per Share; Upside Surprise—when actual results exceed estimates.
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E NOMINAL GDP GROWTH HAS CORRELATED WELL WITH REVENUE GROWTH

® Nominal GDP Growth, Year over Year, % (Left Scale) S&P 500 Earnings, Year over Year, % Change (Right Scale)
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Source: LPL Research, Thomson Reuters, Thomson Reuters, FactSet 11/17/17
Indexes are unmanaged and cannot be invested into directly. Past performance is no guarantee of future results.

GDP—Gross Domestic Product; Nominal GDP—Real GDP plus inflation.

2. Technology strength. Although the energy sector produced the most upside to estimates among the 11 sectors,
energy's gains came off of avery low base with easy comparisons. As aresult, we are more impressed with the
upside that the technology sector produced--more than 11% above estimates [Figur e 3]. At 24%, the earnings
growth rate the sector produced in the quarter isn't too shabby. Semiconductor strength was the biggest driver,
whileinternet and cloud computing themes were evident.

The quarter has not been only about technology, though the sector has contributed roughly two-thirds of the
overall S& P 500 increase; energy has contributed about 30% of the increase while healthcare has contributed


http://lpl-research.com/NOD/Weekly_Market_Commentary_11202017_Figure2.pdf
http://lpl-research.com/NOD/Weekly_Market_Commentary_11202017_Figure3.pdf
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about 15%.

B} STRONG UPSIDE FROM TECHNOLOGY AND ENERGY
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charges. Index performance is not indicative of the performance of
any investment. All performance referenced is historical and is no
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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.

3. Rising estimates. It israre to see S& P 500 estimates for the next four quarters rise during earnings season but
that isindeed what has happened. Since October 1, estimates for the next four quarters--the fourth quarter of
2017 through the third quarter of 2018--have risen by 0.3%. That doesn't sound like much but compared to the
average 2-3% decline, and last quarter's 0.6% drop, it is very impressive and suggests optimism among corporate
management teams.

We believe this dynamic reflects a favorable macroeconomic environment for corporate America, more so than
analysts lifting their estimates to factor in the impact of tax reform. Better growth, improving capital equipment
spending, strong consumer and business confidence, aweaker U.S. dollar, and limited wage pressures are among
the factors supporting management outlooks for corporate profits. Meanwhile, market-based measures of tax
policy optimism suggest still low expectations for a corporate tax cut, even after the House passed its tax package
on November 16. Next month we will update our Corporate Beige Book barometer: an analysis of the topics
covered in companies earnings conference calls.

CONCLUSION

Third quarter earnings season has come to a close and it was another good one. Despite significant hurricane drags,
companies produced solid earnings and revenue, led by the technology sector's stellar performance, while forward


http://lpl-research.com/NOD/Weekly_Market_Commentary_11202017_Figure3.pdf
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estimates uncharacteristically rose. The macroeconomic environment is supportive of further earnings gains, even in the
absence of tax reform. Strong earnings continue to support stocks even at elevated valuations. Much more on earnings
coming in our Outlook 2018 publication due out next week where we discuss the potential for atax boost to 2018 S& P
500 earnings and whether next year's consensus estimates around $146 per share are in play (hint: we think that they are
if the corporate rate is lowered).

Due to the upcoming release of Outlook 2018: Return of the Business Cycle, the next weekly commentaries will be
published on December 4. We hope the Thanksgiving holiday is enjoyable for all.

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.

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.

Gross Domestic Product (GDP) is the monetary value of all the finished goods and services produced within a country’s
bordersin a specific time period, though GDP is usually calculated on an annual basis. It includes all of private and
public consumption, government outlays, investments and exports less imports that occur within a defined territory.

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.

The fast price swingsin commodities and currencies will result in significant volatility in an investor’s holdings.
All investing involves risk including loss of principal.

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.

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.

Not FDIC or NCUA/NCUSIF Insured | No Bank or Credit Union Guarantee | May Lose Value | Not Guaranteed by Any
Government Agency | Not a Bank/Credit Union Deposit

Tracking #1-669556 (Exp. 11/18)
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Bond Market Perspectives | Week of November 13, 2017

Key Takeaways

* Theyield curve continues to flatten, but remains far from inverting or signaling an impending recession.
* The most recent decline in steepness has been driven by higher expectations for future rate hikes, due to
continued economic improvement and a pickup in inflation expectations.

Further Flattening

Recent Treasury yield curve flattening may be awarning sign from fixed income markets, but there are also arguments to
suggest otherwise. Historically, an inverting yield curve has been a solid leading indicator of recessions. However, the
yield curve's recent behavior is seemingly incongruous with that of equity markets, which have continued to hit record
highs throughout the year. Although the yield curve may be implying a slower growth environment than equity markets
are signaling, the curveis still along way from inverting.

CONTINUED FLATTENING...

Y ear to date, the Treasury yield curve has flattened considerably. The steepness of the yield curve, the difference between
longer- and shorter-term Treasury yields, can be seen as a proxy for future growth and inflation expectations. If ahigh
rate of growth and inflation are expected, fixed income investors will demand more of a premium to lock in their money
at prevailing interest rates for alonger period of time. After locally peaking at a steepness of 1.36% on December 22,
2016, the 2-year/10-year curve has flattened considerably to a cycle low of 0.68% on November 7, 2017, below its
pre-election level one year ago [Figure 1]. The 5-year/30-year curve has flattened to a similar extent. Despite this
seemingly pessimistic indicator from fixed income markets, equity markets have continued to move higher, with the S& P
500 Index up 17.3% on atotal return basis year to date through November 10, 2017.

n YVIELD CUREVE HAS CRADUALLY FLATTENED THROAUCHOUT 2017
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...BUT FAR FROM INVERTING

Investors must remember that despite the trend of flattening throughout the year, the yield curve is till far from inverting.
Aninverted yield curve has historically been a good indicator of recessions, and has preceded each of the last nine
recessions going back to 1955. On average, an inversion has led the subsequent recession by about five quarters; in the
most recent recession in 2008, it was eight quarters. We don't believe that there will be ayield curve inversion during
2018, so despite relative flatness, the yield curveis not signaling an impending recession.

WHY THE STALL?

The most recent leg down in steepness started in the beginning of September. Since then, the yield curve has flattened
modestly again, by 10 basis points (0.10%) based on the 2-year/10-year steepness and by 23 basis points (0.23%) based
on the 5-year/30-year (as of November 10, 2017). Although aflattening yield curve usually bringsto mind rising


https://lpl-research.com/NOD/Bond_Market_Perspectives_11142017-1.pdf
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short-term yields and declining long-term yields, this most recent flattening event has occurred as yields have risen across
the entire yield curve, with short-term outpacing long [Figure 2].

SHORT-TERM YIELDS" INCREASE HAS OUTPACED THAT OF
LONGER-TERM ¥IELDS
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Performance is historical and no guarantes af future results,

Several factors are contributing to this current environment:

* |nflation expectations. Longer-term yields have moved higher since early September, pressured by increasing
inflation expectations (the difference between Treasury yields and Treasury Inflation-Protected Securities yields)
asthe price of il has continued to rally. Breakeven 10-year inflation expectations moved from 1.78% to start
September, to 1.91% as of November 10, 2017.

® Policy progress. Further development on potential tax reform has also pushed long-term rates higher, as has
ongoing support from economic data.

® Rate hike expectations. Rate hike expectations for the next two years have waned as a result of Jerome Powell's
nomination to lead the Federal Reserve (Fed), as heis considered less hawkish relative to other candidates who
were being considered. However, those expectations have nonetheless climbed considerably since early
September [Figure 3].


https://lpl-research.com/NOD/Bond_Market_Perspectives_11142017-2.pdf
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H RATEHIKE EXPECTATIONS HAVE NOTCHED HIGHER SINCE
EARLY SEPTEMEER
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Although Powell signals continuity of current (relatively dovish) monetary policy from the Fed, rising inflation
expectations may force the Fed's hand, potentially leading to a more aggressive pace of rate hikes in coming years. For
years, the Fed has found itself in a"goldilocks zone" with decent growth, an improving labor market, and yet tepid
inflation, allowing them to pursue avery gradual, measured approach to interest rate hikes. But should labor market
tightness lead to a surprise pickup in inflation to the Fed's 2% target (or higher), the Fed could be forced into quick
successive hikes. Neither the Fed nor financial markets would like this scenario.

GLOBAL FACTORS

The global nature of the investment landscape may also be partialy to blame for our flattening yield curve. Demand for
high-quality developed market sovereign debt remains strong, and the U.S. boasts longer-term yields far above those of
Germany, Japan, and almost all other devel oped nations. As we have seen throughout 2017, a material rise in Treasury
yields has inexorably been met with a pickup in foreign demand, limiting further upward moves in long-term rates, and
thus leading to aflatter curve.

Global central bank action over the last decade could also be changing the efficacy of yield curve inversion as arecession
predictor. Through programs like the Fed's quantitative easing, in which bonds were purchased to drive down interest
rates (the European Central Bank and Bank of Japan are still employing similar programs), investors have been reaching
for yield in aprogressively lower-yielding environment. Ten years ago, an investor could get 3.25% yield on a 3-month
Treasury bill, whereas today, that investor can only receive 2.88% yield on a 30-year Treasury bond. Investorsin search
of meaningful yields have been pushed to longer-maturity bonds, keeping the yield curve flat and potentially limiting the
importance of the yield curve inversion signal, should we get one.

CONCLUSION

Although the bond market is sending more sobering signals than equity markets, other indicators corroborate the equity
market's view of the economy, including: improving economic data, solid gross domestic product growth, positive
earnings, and high consumer confidence, among others. Factors like foreign demand and still benign inflation are helping
to restrain the long end of theyield curve, while interest rate hikes (and expectations for future hikes) have picked up
steam, leading to a gradually flattening curve. The curve remains far from inverted, however, and is not yet sending a
warning signal from the fixed income markets.

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 deter mine which investment(s) may be appropriate for you, consult your
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financial advisor prior to investing. All performance referenceis historical and is no guarantee of future results. All
indexes are unmanaged and cannot be invested into directly.

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.

Bonds are subject to market and interest raterisk 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.

Gross domestic product (GDP) is the monetary value of all the finished goods and services produced within a country’s
bordersin a specific time period, though GDP is usually calculated on an annual basis. It includes all of private and
public consumption, government outlays, investments, and exports less imports that occur within a defined territory.

Yield curve inversion is a situation where longer-terminterest rates fall below shorter-terminterest rates.

The presidents of regional Federal Reserve Banks are commonly classified as hawks or doves. Hawks generally favor
tighter monetary policy, with less monetary support from the Federal Reserve. Doves are the opposite, generally favoring
easing of monetary policy.

International debt securities involve special additional risks. These risks include, but are not limited to, currency risk,
geopolitical and regulatory risk, and risk associated with varying settlement standards. These risks are often heightened
for investments in emerging markets.

Government bonds and Treasury bills are guaranteed by the U.S. government as to the timely payment of principal and
interest and, if held to maturity, offer a fixed rate of return and fixed principal value. However, the value of fund sharesis
not guaranteed and will fluctuate.

INDEX DEFINITION

The Bloomberg Barclays U.S. Treasury Index is an unmanaged index of public debt obligations of the U.S Treasury with
a remaining maturity of one year or more. The index does not include T-bills (due to the maturity constraint), zero
coupon bonds (strips), or Treasury Inflation-Protected Securities (TIPS).

RES9801 1117 | Tracking #1-667343 (Exp. 11/18)



Your Guideto Life Planning

Retirement: How Long Will a Million Dollar Nest Egg Last?

Although it may not buy you ayacht or ajet, amillion dollarsis still alot of money. It certainly should prove adequate to
fund along retirement for most people. Right?

A new study by GOBankingRates suggests otherwise.1 The study looked at the average total expenditures, by state, for
people 65 and older, including groceries, housing, utilities, transportation, and healthcare costs, then calculated how many

years that $1 million would last. The results were sobering for some, promising for others -- depending upon where you
live. While amillion dollar nest egg would run out in under 12 yearsin Hawaii, it would last more than twice as long --
26.4 years -- in Mississippi. In general, the study showed that the retirement dollar went the furthest in southern states,

while California and the Northeast fared poorly.

Behind the disparity isawide variation in living costs from state to state. In California, the average retiree spends over
$60,000 per year to get by, while aretired Arkansan spends under $40,000. Much of the difference can be attributable to
housing costs. Whereas California retirees pay an average of over $30,000 ayear in housing costs, those in Arkansas
average only about $12,000. But the other costs also vary widely.

L ocation, L ocation, L ocation

Here's how long your million would last in selected states.

50. Hawaii 11 years, 11 months
49. Cdlifornia 16 years, 5 months
47. New York 17 years, 1 month
35. Pennsylvania 21 years, 11 months
33. Colorado 22 years

30. Florida 22 years, 4 months
24. Arizona 23 years, 2 months
18. North Carolina 23 years, 8 months
10. Alabama 24 years, 9 months
1. Mississippi 26 years, 4 months

Beyond being simply interesting reading, the study helps point to the gaping differencesin retiree living costs and how

choosing aretirement |ocation should be about more than being in afun placeto live.

Of course, the lion's share of retirement investors will never see near this amount in their retirement nest eggs.

In fact, about half of households age 55 and older have no retirement savings at al, and those that have put aside
something have saved a median of only about $104,000 for households age 55-64 and $148,000 for households age

65-74.2

So if you anticipate hitting the $1-million mark, congratulations, you are way ahead of the pack. But don't feel too
confident if you're hoping to retire to an expensive state.

1GoBankingRates, How Long $1 Million Will Last in Retirement in Every Sate, August 21, 2017.

2Government Accountability Office, Retirement Security, May 2015.
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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.
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