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This Could Be The Longest Economic Cycle In U.S. History

Conference Board Leading Economic Indicator
(SA, 2010 = 100)
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So What Should We Worry About?

U.S. Real Gross Domestic Product
% Change — Year to Year SAAR, Bil. Chn. 2012$
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Synchronous Global Recovery No More
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Profitability Has Traditionally Fallen Hard Before Recession

S&P 500 Operating Margin Y/Y Change (bps)
300

200 o ®

‘‘‘‘‘

" e ) T e,

| . .\.. Mo ”,,
(100) / y

(200)

e

The pre-recession signpost
is a collapse in the late-
cycle margin recovery. Not
olle there yet.

(300)
93 '95 '97 '99 01 '03 '05 '07 '09 11 '13 15 '17

Shaded bars represent recessions.

Source: Strategas — January 2019

Federated.




Businesses No Longer Complaining About Regulations

Major Regulations
By The Office of Information and Regulatory Affairs,
Measures Jan 20-Jan19 Of Following Year
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The Unemployment Rate Is At Historical Lows

Civilian Unemployment Rate: 16 yr +
SA, %
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Sharp Consumer Confidence Drop Typically Leads Recession By About A Year

Conference Board: Consumer Confidence
SA, 1985=100
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Should We Wora About Inflation?

Acceleration/Deceleration in the Core PCE Deflator

One-Year Hence

Acceleration/Deceleration in the Employment Cost

Index and in the Core PCE Deflator, One-Year Hence'

1961 Through 2017
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For all private sector employees excluding bonuses; measured on a year-over-year basis.
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Baby Boomers Aren’t Asking For A Raise
e

Share of the Workforce 55 and Over
and Share of Job Stayers With Zero Change in Wages
1999 Through June 2018
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Demographic And Structural Forces Argue Against A Longer Term Inflation Problem

Sectors Forecast To Create The Most New Jobs, U.S., 2014-2024

Median Annual

Wage, 2015
Personal care aides | $20,980
Registered nurses | $67,490
Home health aides | $21,920
Combined food preparation and serving workers, including fast food i $18,910
Retail salespersons i $21,780
Nursing assistants : $25,710
Customer service representatives | $31,720
Cooks, restaurant | 233’;28
General and operations managers | $31 ’91 0
Construction labourers | $67,1 90
Accounts and auditors | $30’590
Medical assistants | $23’440
Janitors and cleaners, except maids and housekeeping cleaners | $9 8: 260
Software developers, applications | $25.010
Labourers and freight, stock, and material movers, hand | $52.630
First-line supervisors of office and administrative support workers | $85.800
Computer systems analysts | $43,170
Licensed Practical and licensed vocational nurses | $20.740
Maids and housekeeping dleaners | $33,040
Medical secretaries
0 100,000 200,000 300,000 400,000 500,000

Source: U.S. Bureau of Labor Statistics — June 2018 F‘ederated@)
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Fed Hikes Caused Every Recession Since 1950

Fed Hikes And Cuts Overlaid On The 10Y less 2Y Yield Curve
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Should We Worry About

A Trade War?

The U.S. Trade Deficit With China As Reported,
on Value-Added Basis and Adjusted for the Sales of
Multinationals’ Affiliates As a Share of U.S. GDP
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The Consequences Of Globalization Are Hard To Miss

The S&P 500:
Manufacturers and All Others Net Profit Margins'’

1952 Through Q3 2018
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| All Others? Manufacturers |

'Based on trailing four-quarter data smoothed on a trailing three-month basis
2Excludes financials and REITs

Source: Corporate Reports, Empirical Research Partners Analysis — January 2019 F‘
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A Trade War Would Pressure Profits As Foreign Market Access Would Be Curtailed And
Value Chains Disintermediated

Foreign Profits of US Corporates Have Grown Rapidly
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Nobody Wants A China Recession
e

China Industrial Production
(NSA, 3Mo MA, YoY %)
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Where Are We In The Economic Cycle?

Sectors Around The Business Cycle
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Say The Yield Curve Inverts in 12 Months Time

S&P 500 Returns Before Curve Inverts...

o 33.2%
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Note: UST 10yr minus UST 1yr from 1961 to March 1976 and UST 10 yr minus UST 2yr after March 1976.

Source: Haver, UBS — July 2018 Fl
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Then What?
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... and After the Curve Inverts
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Historically, Most Valuation Corrections Didn’t Foretell Recession
e

The S&P 500
Trailing-P/E Ratios
1926 Through Mid-December 2018
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If No Recession, We Should Be Good

The S&P 500
Total Returns in the Year Following a (20)% Decline in Trailing-P/E Ratios
1926 Through Mid-December 2018
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If No Recession, We Should Be Good
I EEEEE—————

A History of Bear Markets |I: Dow Jones Industrial Average (1900-Present)
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The S&P 500 Has Not Declined In The 12 Months Following The Midterm Election Since 1946
e

S&P 500 Price Return
12 Mo. Period Following Mid — Term Election
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Stocks Are More Hated Than Ever

Google Search Trends: “Buy Stocks” minus “Sell Stocks”
s. “Buy Bonds” minus “Sell Bonds”

(2004 — 10/18)
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Whither The Income Strategy?

S&P 500 by Dividend Policy Total Return Performance
After First Federal Reserve Rate Hikes
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©Copyright 2017 Ned Davis Research, Inc. Further distribution prohibited without prior permission. All Rights Reserved.
See NDR Disclaimer at www.ndr.com/copyright héml For data vendor disclasimers refer to www.ndr.com/vendorinfo/

As of 12/31/16. This chart is for illustrative purposes only and is not representative of performance for any specific investment.
Past performance does not guarantee future results. Data shown is based on the average performance after all rate hikes since 1972 which occurred on
the following dates: 1/15/1973, 8/31/1977, 9/26/1980, 4/9/1984, 9/4/1987, 2/4/1994, 3/25/1997, 6/30/1999, 6/30/2004, 12/16/2015, 12/14/2016. F‘ d
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Demographics Suggest We Should Temper Our Intermediate Term Growth Expectations

Ageing Consumer Impacts Spending Growth Forecasts
by Category
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We Should Temper Our Return Expectations For Stocks
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Quarterly Data 1951-12-31 to 2018-09-30

Household Equity Percentage vs Subsequent Rolling 10-Year S&P 500 Index Total Return

— Equity as a Percentage of Total Household Equities, Bonds, and Cash (Scale Left, Includes Mutual Funds and Pensions) 2018-09-30 = 56.1%
--- Subsequent Rolling 10-Year S&P 500 Index Total Return (Scale Right, Inverted) 2008-09-30 = 11.9%

Correlation Coefficient since 1951-12-31 = 0.89

Source: Federal Reserve Board, Mutual Fund Source: Investment Company Institute, www.ici.org, S&P Dow Jones Indices Concept Courtesy of Philosophical Economics ]
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Past performance is no guarantee of future results.
Indexes are unmanaged and it is not possible to invest directly in an index.
Source: Ned Davis Research — December 2018
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We Should Temper Return Expectations for Bonds

Asset Allocation: The 10y Yield Has Historically Been A Good Predictor
Of Subsequent Total Returns

— 10y yield 10y treasury TRI 10y forward returns(annualized)
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Shaded bars indicate recessions.
Source: FRB, Haver, Deutsche Bank — September 2017
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Millennials!!!

There Are 4.6mn 28-Year Olds In The U.S,,
More Than Any Other Age Group

Millions . Millions
U.S. population by age
6 1 - 6
Expect another echo Echo-boomers
in coming years / Baby-boomers
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Source: Census, Haver Analytics, DB Global Markets Research — October 2016 Fl
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Follow The Millennials

U.S. Consumption Patterns
Net Dollar Shift Due to Aging of Boomers and Millennials
2015 through 2025E
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Source: Bureau of Labor Statistics Consumer Expenditure Survey, Empirical Research Partners Analysis — June 2017 Federated
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Millennials Will Want A House Eventually
e

Home Ownership Rate
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Demographics Trump Everything

U.S. Population Age 20-64 vs Labor Force Growth ey baa 1o 1zTio 200124
350 |~ Labor Force Year-to-Year % Change (Scale Left) 121
= = U.S. Population Age 20-64 Year-to-Year % Change (Scale Right) ‘
325 | { . 3 {20
I I’ \ Correlation Coefficient = 0.64
I
3.00 l\ |‘ 419
0! y \
1 A1 418
275 b R 1 ,“\
1
| |‘ ! AN 417
250 | AN Vo
| , ' \\ 416
225 i \
| \ N 415
200 | ! \ A
1 ) \ , 414
! \ A
175 | i Lo / ' 413
; vl b\ | \ EXPECTATIONS
1.50 4
Lo Ry I " FOR RISING 12
| "
125 F o L Vol LABOR FORCE 111
. v . SUPPORT I
o - \ o
) vt v INFLATIONARY
075 | Vo OUTLOOK 1%
0.50 |
025 |
0.00 |
025 +
-0.50
0.75
1,00 Source: Bureau of Labor Statistics, US Census Bureau ‘\ ,'\/I d o1
1964 1969 1974 1979 1984 1989 1994 1999 2004 2009 2014 2019 2024 2029 2034 2039

Source: Ned Davis Research- December 2018 -
Federated.
32



Interested In Hearing More?

Visit federatedinvestors.com/LindaDuessel to sign
up for email updates, watch YouTube videos, connect
on Linkedln and more.

Federated.

Mind on the Market

‘With more than 30 years of experience, Linda Duessel is nationally recognized for her
expertise in analyzing equity market conditions. Linda discusses personal finance with
investor groups across the country on topics of interest ranging from the impact of the
altemative minimum tax to investing for retirement. Additionally, Linda has been extensively
quoted by Associated Press, The Street Journal and Bamon's, as well as featured in the
annual roundtable for USA Today

Interested in hearing more from Linda? Here are two ways:

Sign up for Insights
Receive weekly email updates from Linda and her colleagues on the latest market
views, equity news and more

Linda A. Duessel

CFA, CPA, CFP
Email Address: *

As senior equity market strategist,

Linda Duessel is part of the equity

income team, which is responsible
for formulating Federated's views
about the market and the fim's
positioning strategies within the
equity income team. As senior
client portfolio manager, she is
responsible for articulating the
strategy, process, positioning and
performance of Federated's equity
income products.

Watch her videos
Check out a playlist and subscribe to our YouTube channel.

m Connect on LinkedIn

View her profile here to connect
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