Market Recap

Cyclically Adjusted Price/Earnings versus 10-Year Treasury Yield

50

S
w

B
o

U
n

Price-Earnings
Ratio
1901

= N N w
w o wv o

[
o

Price-Earnings Ratio (CAPE, P/E10)

Long-Term
Interest Rates 1921

w

0

1860 1880 1900 1920 1940 1960

Source: Robert Shiller

1980

2000

2000

27.85

2020

Stocks and U.S. Economic Data

Citigroup US Economic Surprise Index (left axis)
100 S&PF 500 Three-Month Fornward Return (right axis)

18

Long-Term Interest Rates

2040

100

120
2010

2011

2012

2013

2014

2015

25%

Source: Morgan Stanley

HARBOUR CAPITAL ADVISORS

There is a commonly-held notion that today’s
high stock valuations (Price-to-earnings ratios)
can be rationalized due to historically low
interest rates. When considering the
opportunity set available to them, investors are
willing to pay more for stocks in lieu of placing
funds into low-yielding bonds. Ironically, it is
the low interest rate environment itself that
makes today’s valuations difficult to

justify. Low interest rates have inflated the
earnings side of the price-to-earnings ratio,
making valuations appear far cheaper than
they would otherwise. For the better part of a
decade, company profit margins have been
buffered by cheap borrowing costs. Once
interest rates begin to trend higher, increased
borrowing costs will drive profit margins down.
In turn, valuations will soar even higher,
revealing just how expensive stocks have now
become.

Much of the U.S. economic data released
during the first quarter of 2015 fell below
expectations, fueling concerns about the
broader economic recovery in the U.S. The
majority of the disappointing data was blamed
on the brutal winter weather across much of
the country, the strengthening dollar, and the
West Coast port shutdown. In the second
quarter, some economic news has recovered,
with the biggest surprise to the upside being
the May jobs report. In addition, the increased
Central Bank stimulus in Europe, Japan, and
elsewhere is giving investors reasons to be
optimistic. Typically, such improving financial
conditions would be applauded, however today
this good news is overshadowed by concerns
that an improving economy will accelerate the
interest rate tightening cycle.
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Income Growth Can Make a Significant Difference Over Time
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While many dividend investors focus on current
yield, it is also important to consider a
company'’s ability and willingness to increase
dividends over time. These companies usually
have the same interests as value investors

Dividends per Share Dividend Yield | Dividends per Share  Dividend Yield

Year 1 $2.50 2.5% $2.50 2.5% whereas they focus on high return on
Year 7 $2.50 7.4%, $2.75 2.6% investments (ROI), and pursue increased
Year 3 $2.50 2,29 $3.03 2. 7% efﬁcwnqes in their operations. Also, these
companies usually carry less debt, which helps
¥ v N v N them in a rising rate environment and usually
Yeoar 5 $2.50 2.0% 33.66 3.0% translates into higher returns to investors
v v NP v NP through increased dividends. The increasing
dividend can add significant value to an investor

Year 10 $2.50 1.5% $5.89 3.6% over time compared to a company that has a
Assumptions similar stock price and current dividend yield,

) . but that does not increase its dividend. As
Capital Appreciation per year 2% 2:5% illustrated, a modest annual dividend increase
Initial Yield 25% 25% vs. a static dividend leads to a significant
Dividend Growth per year 0% 10% divergence in dividend yield over time.

Source: Barclays

The most basic tenet of the North Atlantic Treaty
Organization is written into Article V of the
group’s charter: an attack on one member is an
attack upon them all. This collective defense
principle is backed up by the premise that all
member nations would band together in the face
of any singular attack. Increasingly, political
analysts are asking what would actually happen

The Strength of the NATO Alliance

Many MNATO Countries Reluctant to Use
Force to Defend Allies
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prefer not to engage, the nation least likely to
come to the defense of NATO members in that
area, by a factor of 3-2, is Germany—crucial in
that Germany is widely seen as a de facto leader
of the European contingent on these matters.
The German government would clearly be in a
serious quandary — potentially without the
support of its people - if this scenario were
challenged.
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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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