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STRUCTURALLY SLOWER GROWTH...

Drivers of GDP growth
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...HAS LEAD TO HISTORICALLY LOW

RATES
Central bank interest rates
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GERMAN BONDS AT GENERATIONAL
LOWS

Figure 1: German 10Y vyield (%) since 1807
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HAS HEALED

Initial Weekly Unemployment Claims
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PAST EXCESSES HAVE BEEN

CORRECTED
- —%
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Wage growth is accelerating

W Atlanta Fed Wage Growth Tracker Overall
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...AS IS INFLATION

U.S. Inflation, Year-over-Year Change, Four Measures

Recession Revised FRE Cleveland Median CPI ===Revised FRB Cleveland 16% trimmed mean ===CorePCE ===Core CPI
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OUTLOOK FOR 201 7er

IMF World Economic Projections*

2016 est. 2017 est.

World Growth 3.1% 3.4%
Advanced Economies 1.6% 1.8%
United States 1.6% 2.2%

Europe 1.9% 1.7%

Japan 0.5% 0.6%

Emerging Economies 4.2% 4.6%
China 6.6% 6.2%

*As of October 2016

* BT (before Trump)®
s s A



BUT THE GAINS HAVE NOT BEEN
SHARED EVENLY

The ever-widening wage gap
The chart below shows the growing change since 1973 to wages among men at the
top and middle of the earnings distribution.
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| FOREIGN-BORN AS A% OF TOTAL
U.S. POPULATION
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SECULAR DECLINE OF
MANUFACTURING EMPLOYMENT
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THE POLITICAL DOMINOS STARTED
TO FALL IN 2016




!EI ‘ U.K. RETREATS FROM THE WORLD

S5SAM REFERENDUM SPECIAI.
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WE’RE OUT?




!EI THE SIMPSONS CALLED IT IN 2000
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END OF AN ERA?

WorldViews Analysis

The global wave of populism that turned 2016
upside down

Deutsche
Asset Management

A closer look
Backlash against globalization:
Déja vu?

December 2016

By Adam Taylor

Populism as a Backlash against Globalization -
Historical Perspectives

Niall Ferguson is a Senior Fellow at Stanford Dniversity’s
Hoouver Imnstitution, a Senior Fellow of the Center for Europearn
Studies at Harvard University, and a Visiting Professor at
Tsinghua University in Beijing. You may follow him on Twitter
Enfergus.




TRUMP'S ¢osseiey ECONOMIC INITIATIVES

TRUMP FOREIGN - Remove support
TRADE for TPP

INDIVIDUAL -+ Large, broad-based o
-+ Scrap existing agree-

TAXES tax cut
ﬁ ments like NAFTA
- li=

-4 Consolidate seven
(). L)

income-tax brackets MAM/ -} 35% to 45% tariffs on
<
\ O\ W and 25%)
it

into three (10%, 15% Mexico and China
-+ Eliminate alternative

minimum tax (AMT)

and estate tax

REGULATION -+ Repeal federal
legislation on health
insurance industry

-+ Upper-income
taxpayers would see
a smaller tax bill; 45%
of taxpayers would see
little or no change™®

-+ Relax~if not elimi-
nate—regulations for
segments of energy
industry and finance

W

CORPORATE -+ Reduction of top tax
TAXES bracket from 35%

to 15% FEDERAL -4 Increase military

/’jﬂ SPENDING spending
- Elimination of a wide <
range of business /\ -}~ Target elimination of
deductions ﬂnmm fraud and waste in
ITTTTTTT government programs

Qi




THERE IS ROOM TO CUT

Tax Break

Countries have been competing with each other on corporate tax
rates aimed at keeping companies at home and luring new ones.

Corporate income tax rates™ for selected countries

50%
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N u.s.
_I_.
[ I ¥ France
320 | Japan
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Proposed 17%
UK 2020 rate - B U.K.
B Ireland
| | | | | | | | | | | | |
2000 ‘02 ‘04 06 08 ‘10 12 14 16

*Mational and regional taxes, where applicable
Source: Organization for Economic Cooperation
and Development THE WALL STREET JOURNAL.




HOW MUCH IS ENOUGH?

Limited Capacity For Stimulus
o Yo
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EMBRACING KEYNES...

Percent deviation
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.MEANS RISING INFLATION
EXPECTATIONS
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WE HAVE ALONG WAY TO GO THOUGH

Demonetisation
How to carry $10m in large banknotes
Swiss francs 25|bs
CHF1,000 EERT] g
Euros
£SO - - <0.6kg —*45lbs
Dolings 100k | 550ibs
+100
India ,
678k 1,495bls
L0000 rupees _
Venezuela 1333 tonnes ——777/111]
100 bolivars®
*Black-market rate




MAYBE THE FED DOTS AREN'T SO
CRAZY AFTER ALL

Meeting Date < [ENVYRCYPINEINN v > | ) Add to Chart ¥

4 Table

4,00+ @FOMC Members' Dot Projections Implied Fed Funds Target Rate
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‘ THE DOLLAR BULL MARKET COULD
ROLL ON

REAL BROAD TRADE-WEIGHTED DOLLAR INDEX"
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EQUITY GAINS PERSIST....
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* SHOWN IN LOCAL CURRENCY TERMS.

** MODEL BASED ON GLOBAL INDUSTRIAL PRODUCTION, BRENT OIL PRICE, AND THE DIFFERENTIAL BETWEEN OECD GDP GROWTH
AND OECD COMPENSATION PER EMPLOYEE GROWTH.

*** MODEL BASED ON DIFFERENTIAL BETWEEN U.S. GDP GROWTH AND U.S. TOTAL EMPLOYEE COMPENSATION GROWTH,
U.S. INDUSTRIAL PRODUCTION, BRENT OIL PRICE, AND THE TRADE-WEIGHTED U.S. DOLLAR.
VERTICAL LINE DENOTES BEGINNING OF FORECASTING PERIOD.




...BUT CAP YOUR EXPECTATIONS

Median P/E Near Record High Levels

uU.s. NYWSE MEDILAM

PRICE-TO-EARNINGS RATIO™ I
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*SOURCE: KEMNNETH FREMNCH DATABASE. ESTIMATE FOR 20146,
BASED OM VAL UELINE DATA.




CalPERS board gives green light to cut assumed
rate of return to 7%

BY RANDY DIAMOND | DECEMBER 21, 2016 2:12 PM | UPDATED 5:47 PM
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‘ STRETCH VALUATIONS MEANS LOWER

45
10 Year Shiller PE p U.S. Stocks Are Expensive
40 Y
SUBSEQUENT ANNUALIZED
" 16 | 10-YEAR REAL TOTAL RETURHN*:
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VALUE VERSUS GROWTH STOCKS
AN UNUSUAL 10-YEAR PERIOD

Value minus growth: US Markets
1937-2015

18%

12%

6%

Premiums

0%

-6% 0
1937 1942 1947 1952 1957 1962 1967 1972 1977 1982 1987 1992 1997 2002 2007 20122015

Information provided by Dimensional Fund Advisors LP.

In US dollars. The 10-year rolling relative price premium is computed as the 10-year annualized compound return on the Fama/French US Value Index minus the 10-year annualized compound return on the Fama/French US Growth Index.

Fama/French indices provided by Ken French. Index descriptions available upon request. Eugene Fama and Ken French are members of the Board of Directors for and provide consulting services to Dimensional Fund Advisors LP. 3 1
Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is no guarantee of future results.



VALUE VERSUS GROWTH STOCKS
AN UNUSUAL 10-YEAR PERIOD

Value minus growth: US Markets
1937-2015

LOWEST TO HIGHEST
16%

14%
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-8%

Information provided by Dimensional Fund Advisors LP.

In US dollars. The 10-year rolling relative price premium is computed as the 10-year annualized compound return on the Fama/French US Value Index minus the 10-year annualized compound return on the Fama/French US Growth Index.

Fama/French indices provided by Ken French. Index descriptions available upon request. Eugene Fama and Ken French are members of the Board of Directors for and provide consulting services to Dimensional Fund Advisors LP. 3 2
Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is no guarantee of future results.



A VALUE PLAY (NoT FOR THE FAINT OF HEART)

JAPAN:
PRICE TO BOOK

© BCA Research 2017
| | | | | | |
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EMERGING MARKETS

(SOMETHING FOR EVERYONE)

Emerging Markets: Why They Deserve a Place in Your Portfolio

By Michelle Gibley @ - December 16, 2016

Key Points

* Emerging market (EM) economic and corporate earnings growth could accelerate in 2017, and trade
may prove more resilient than some expect.

Trump factor will determine

how emerging markets perform
in 2017

Silvia Amaro | @Silvia_Amaro
Wednesday, 28 Dec 2016 | 1:35 AM ET

e cnBC

Strong Dollar Will Be Bad For Emerging Market Securities

Kenneth Rapoza, contrieutor
I cover business and investing in emerging markets. FULL BIO »
4 Opinions expressed by Forbes Contributors are their own.



WHERE WILL MEAN REVERSION TAKE
UusS?

Falling bond yields: nothing new




BUT, BOND BEAR MARKETS ARE

DIFFERENT!!
Even in Bond Bear Markets, Negative Returns are Rare, 1954-1981
Annual total return for intermediate-term government bonds
Annual Total Return Yield
20% 16%
15% 14%
12%
10% 10%
5% . 8%
y lI-' u
0% = . 6%
4%
-5% 2%
-10% 0%
1954 1956 1958 1960 1962 1964 1966 1968 1970 1972 1974 1976 1978 1980
Sounce: The Schwab Center for Financial Research. Past performance is no guarantee of future results.
?Dcln:fs;gs. 2016 Charles Schwab Advisor Services




10 Year Treasuries

Long-Term Treasuries

BONDS STILL PLAY A ROLL

5 Year Treasuries

Starting Yield (Jan. 1954) 2.50%
Ending Yield (Dec. 1959) 4.70%
Total Returns 1.38%

Starting Yield (Nov. 1949) 2.12%
Ending Yield (Dec. 1959) 4.47%
Total Returns 0.02%

Starting Yield (Dec. 1962) 3.56%
Ending Yield (Jan. 1970) 8.20%
Total Returns 18.23%

Starting Yield (Jan. 1958) 3.10%
Ending Yield (Jan. 1969) 6.10%
Total Returns ~ 27.53%

Starting Yield (Dec. 1960) 3.80%
Ending Yield (May 1970) 7.43%
Total Retums 0.02%

Starting Yield (May 1971)  5.06%
Ending Yield (Aug. 1974) 8.63%
Total Returns 13.47%




@I ‘ THE RISKS (1)

Is This the End of Glohalization?




A SECULAR PEAK?
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TRADE GLOBALIZATION"

...as well as a retreat in
global trade activity

Pax Britannica

© BCA Research 2016 _|

1840 1860 1880 1900 1920 1940 1960 1980 2000

* CALCULATED AS IMPORTS AS PERCENTAGE OF GDP FOR 148 COUNTRIES, WEIGHTED BY POPULATION.
SOURCE: BCA CALCULATIONS AND CHASE-DUNN C., KAWANO Y., AND BREWER B.,
"TRADE GLOBALIZATION SINCE 1795: WAVES OF INTEGRATION IN THE WORLD SYSTEM,” AMERICAN SOCIOLOGICAL REVIEW, VOL. 65:1 (2000), PP. 7795
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NOW THAT PANDORA'S BOX IS OPEN

2017: Europe's year of rage @'

Across the continent, the pro-EU establishment has | -
o
reason to fear the coming year's elections

James Forsyth




‘ IF EVER THERE IS AYEAR TO KNOW
YOUR LIMITATIONS

“There are two kinds of forecasters: those who don’t know, and those who
don’t know they don’t know.”

— John Kenneth Galbraith



http://www.goodreads.com/author/show/23458.John_Kenneth_Galbraith

SUMMARY

1. Populism on the rise — fiscal policy takes center stage

2. Modest tailwind for growth & inflation

3. Hawkish Fed is dollar bullish

4. U.S. equities & lower return expectations

5. Value stocks and Japan vs. Europe. EM??

6. Bond bear markets are different
S



DISCLOSURES

= Afrer internal nonmal fund faes but before GAM's fee. All dividends bave been reinvested. Transaction fees, if any, have pot been included.
The GAM 10 Model reflects a 100%) aquity stratezy

The GAM 8 Model reflects an B0% equity / 20% bond sirategy

The GAM & Model reflects an 60% equity / 40% bond sirategy

The GAM 4 Model reflects an 40% equity / 0% bond strategy

The GAM 2 Model reflects a 20% equity / 80% bond strategy

The GAM 0 Model reflects a 100% bond sategy

The AN model portfolios are presented to tlnsmate how we consoact our portfolios and the remrns thar wonld have been achieved by mrvestors with simdlar risk tolerance given the market conditions during the stated periods.

Eeap in mind that G AN, whilizes "active asset managameant” so assat allocations may vary within predetennined rangss as markst conditions chapgs. Femember that the performance of these models does not reprasent acmal
mading and these results may vary somewhat fom acmal perfonmance if G A M. were to actively manage 3 new client's account  In addivion, some clients may have different funds in their scoount than those wsed in the models
for varions reasons, for example: (1) the client may have 2 custorndzed allocation due to specific objectnves such as soctally responsible investng () somee mrmsl funds may choose to limdt invesiments from curent or new
mvastors (3) some mumnal funds may pot be available due to the client’s size of vesonant or (4) some nmmal funds may not be available ar the clienr's selected custodian. Inthese cases, alemative mmal fimds with similar
objectives are nilized.

The results for each modal indicate past perfonnance of the model and are not intended to repressnt actual client resnles and also do pot predict Sunare retures for client accovats.

Where indicared performance results are presentad before (or gross of) GAM's managemenr fees and whils refvvestng all dividends, Performance results for each gross model portfolic do not include sy deducton for adviserny
fees (which geverally range from 1.0% o 2.0% per anmun depending upon, among other things, the size of the client account) or any cnstodialransaction fees charged by the cnstodian. Acmal anmal resums would have been
reduwced by the amount of these advisory and custodial fees. For examnple, if such fiees totaled 2.0% per annum, they would redwce a 10.0%: per anonm mode] portfolio returm to 3.0% per aomuon.  Stapdard GAM advisory fees are
set forth in Part IT of Form ADV.

The major marker indexes that are prasented ars nnmanzged indexes or index-based mnmal fumds conumonly nsed to measurs the perfonuance of the U5, and global stock/bond markets. These indexes have not necessarily been
selectad to represent au appropriate benchmark for the model portfolio perfonunance, but rather is disclosed o allow for comparison to that of well known, widely recogpized indeses. The volatility of all indsxes may be marerally
different from that of client porfolios. This roaterial is presented for infonumanonal purposes.

S&P 500 — Represented by the Vanguard 500 Index Fund (VFRNZ), based on a large cap U5 equiny index

MASDAQ — Pepresented by the MASDAQ Composite, a market-capitalization weightad index of conunon stocks listed on the MASDAG

Buszzell 3000 — Fepresented by the Fussall 3000 Indsx, a group of the largest 3000 U5 companies, ranked by market capitalization

Buszell 2000 — Fepresented by the Fussall 2000 Indsx, a group of the smallest 2000 companies within the Fassall 3000 Index, ranked by market capitalization
EAFE — Fepresented by the MSCI EAFE Index, an unmanaged capitalizatdon-weighted index of compantes reprasenting the stock markets of Europe, Aunsmzalasia and the Far East
Intermd Bonds — Feprasented by the Vanguard Intenu-Tenn Bond Index Fund (VBIDD), based on a marker-weighted bond index of intermeadiare-tenn bonds

STeny Bonds — Fepresentad by the Vanguard Short-Term Bood Index Fund (WBISX), based on a markes-weighted bond index of short-term bonds

High-Vield — Represantad by the IS Hizgh Income Fund (BHEYAY), a find that invests most of its zszets in below-investment grade bonds

The perfonnance presented and any related charts, graphs and awy other ralated material is for use caly by the advizer in a ope-to-one private group clisnf presentation that is accompanied by the above foomotes and disclosures.
GAMN's performance presentation is not mtended for general adverising and/or public nse or for aoy other parpose other than specified above.




DISCLOSURES

The material presented (inchuding all charts, graphs and staiistcs) is based oo cumrent public information that we considar reliable, but we do Dot represent it is accurate of complete,

amd 1t should not be relied oo as sach. This matenal &5 not an offer to s2ll or the solicitation of aw offer to buy 2oy secunity in any junsdcton where such an offer or solicitation would be illegal.

It doss pot constinude a personal recommerdation or take mie accouxnt the pariicalar iovestment objective, fnandal sitations. o needs of mdividual cliepts. Clisnts should consider whether amy advice

of recommerdation m this material is suitable for their particular circumstances and, if approprate, seek professional advice, mcluding tax advice. The price and value of tovestmerts refemed foin this material
and the mcome from them may flacmate. Past perfonmance s oot a guide to fivre performance, fisurs rehoms are oot guaranieed, and a less of onginal capital may ocow. Fluchiations in exchange rates
could kave adverss effects on the value or price of. or income detived from, cemain myvesments. Wo part of this materzal may ba (1) copied, photocopied or duplicated in any form by amy means or

(i) redisiriined without the prier wittten consent of Gemmer Asser Marazsmernt LT.C (GAR)

Arry muatoal fund perfonpance presented m this matenal are used to illustrate oppoernmities withic a diversified portfolie and do wot represent the ooty mumal funds or lnvestments used in actual clent portfolios.
We maintain a list of all recommendations mads in our allocation models for at least the previous 12 mooths. 1T vou would like 2 completa listing of previous and oument recommendations, please contact our office.

Arry past perfommance presenteddoss notpredict funire ranmms.

Any allocation medels ar statistics in this matenial are subject to change. GAM may change the funds uiilized and'or the percentaze weightings dos fo various cioumsianoes.
Please contact GAM, your advisor or fnancial representatve for cament mformation en allocations, account minimnums and fees.

Apy major marke: indexes that are presenied are vomacaged indexes or mdex-based mumal fimds commenty nsed to measure the

performance of the U5 and global siock boad markets. Thess indexes have not necessartly besn selecied to represent an approprate

benchmark for the investment or modal pentfolio performance, buf rather is disclosed to allow for companison to that of well known, widely

recognized indenss. The volatility of all indexss may be marerally different from that of clisnt portfolies. This material is presented for

informatiomal purposss.

The above disclosures alse apply to any Momingstar analysis oo any GAM ponfielios o7 analysis on a client's current or propesed portfolie. Funthermore, any performance or s@tstical data quated is
maraly an estimation Performance data {unless indicatediioss nod include amy advizory fess, mansaction fees or custodial fess. Additiomally, all analysis reflects an allocation snapshos at a specific
point in tme and does wot reflsct actual kistoncal mading or changes fo an allocation owver tmea.

If the marerial has besn indicated for advisor-use onty, then advisors must fake care oo nod use this material with clisnts or with the gensral public unless given prior permission by GAM.

Orherwiss, the performance prasented and amy relared chares, zraphs and aoy other related materzal is for use enly by the adviser in a ope-to-one
privase group client presentation that is accompanded by the above foomotes and disclosures. GAM's parformance presentaton is not
imtended for penetal advenising and'or public vse or for any other purpose other than specified above.




