Market Recap

Profit Margins Are Under Pressure
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From Worst to First
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Since the financial crisis ended, companies have
cut costs, refrained from updating
infrastructure, and borrowed at low rates,
leading to expanding profit margins. In the
second quarter of 2015, profit margins hit a
record 10.5% for the S&P 500. However, in the
wake of stagnant revenue growth (S&P 500
earnings are expected to decline 5.1% year-over-
year in the third quarter), investors question
whether this margin expansion can continue
forever — can companies squeeze out even more
profit without boosting top line sales? In
addition, as the economy continues to improve,
higher labor costs and, eventually, higher
interest rates will place further pressure on
margins. These concerns are coming at a time
when many have argued that stocks, trading at
17.9 times earnings, are already expensive.
Narrowing profit margins could put significant
pressure on stock valuations if corporate
revenues do not accelerate into 2016.

Two weeks into October, the S&P 500 seems to
have fought off recent weakness to gain 6.3% on
the month through 10/13. Of note in this rally is
that the bounce has been led by what had been
the most deeply oversold stocks of the year.
Broken down into quintiles, the 100 stocks with
the lowest returns through September have
averaged an 11% gain thus far in October against
an average 4.3% gain for the rest of the index.
Since 1990, it has been typical for those sectors
with the worst performance during corrections
and bear markets to actually outperform the
market during the first six months of a recovery
by an average of 800 basis points. Accordingly, it
is not surprising to see Energy, Industrials, and
Materials pulling out of prior weakness to return
an average of 12% since the correction ended on
August 25", against 7.9% for the S&P 500.
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A Potential Turnaround in Oil?
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How Leaders Measure Up
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While uncertainty over oil supply was the
foundation for bearish sentiment in 1H 2015,
concerns over demand appeared to take center
stage for a good portion of the 3¢ quarter.
Production in the U.S. has begun to drop, with
Q4’15 and Q1’16 likely to underscore just how
significantly shale oil drilling activity has
declined. At the same time, demand hasn’t fallen
off as much as had been expected in the wake of
slower global growth. Now, with demand firming
(or at least “less weak” than expected), and
supply declining, a scarcity concern could
emerge. This would support rising oil prices and
may lead to renewed investment across the
sector. Mutual funds are currently sitting on
high levels of cash, with most funds severely
underweight energy (allocations 17% lower than
historical average), and the long/short
community is still short energy (allocation 44%
lower). Rising oil prices could drive heavy buying
and support price appreciation throughout the
broad energy sector.

While issues and experience should take
precedence in constituents’ opinions of their
leaders, physical stature and appearance often
are factors. In fact, in Napoleon’s day, his
enemies attempted to discredit him by spreading
rumors that his height was even less than it
was. At 5°6”, Napoleon was of average height for
the time, and ranks somewhat evenly with many
of today’s European leaders. For one, former
French President Nicolas Sarkozy has been
rumored to orchestrate his public appearances
in order to mask his 5°5” stature. He once
toured a French factory whose representatives
later claimed that they were given height criteria
for determining which employees should appear
on stage with Sarkozy during his speech. Other
rumblings of Sarkozy’s height-manipulation
tactics include wearing special shoes, using
footstools during his speeches, and asking his
wife to wear flat shoes when appearing with him.
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Contact: If you have any questions or comments, please do not hesitate to contact us at 703.992.6164. For more information about Harbour
Capital Advisors, please visit our website at

Disclosure: Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its
representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which
HCA maintains clients. HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from
registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered
or qualifies for an exemption or exclusion from registration in the state where the prospective client resides. For information pertaining to the
registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of
HCA'’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request.
HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information
prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only
and all users thereof should be guided accordingly. Past performance may not be indicative of future results. Therefore, there can be no assurance
(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the
investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or
profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different
types of investments involve varying degrees of risk. Historical performance results for investment indices and/or categories generally do not reflect
the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of
which would have the effect of decreasing historical performance results. The material contained herein is provided for informational purposes only
and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial
instruments. Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-
investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market
conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client
should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment
professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal,
accounting, or tax advice. The tax information contained herein is general in nature and is provided for informational purposes only. HCA does not
provide legal, tax, or accounting advice. HCA cannot guarantee that such information is accurate, complete, or timely. Laws of a particular state or
laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.
Federal and state laws and regulations are complex and are subject to change. Changes in such laws and regulations may have a material impact
on pre— and/or after-tax investment results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be
construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if HCA is engaged, or continues to be
engaged, to provide investment advisory services, nor should it be construed as a current or past endorsement of HCA by any of its clients. Rankings
published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser.
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http://www.harbourcapitaladvisors.com/

