Market Recap

Reading the Tea Leaves on Earnings Revisions
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The Changing Landscape of Municipal Bonds
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Corporate profits are off to a strong start in 2017,
as 1Q17 earnings surged +14% y/y, a marked
improvement from the -7% y/y figure from the
comparable period one year ago. Given the
historical longevity of the current economic
recovery, however, some investors question the
sustainability of this trend. One reason for
optimism is the increasing breadth of earnings
revisions that has accompanied recent profit
growth. The breadth of earning revisions (i.e. the
proportion of companies revising earnings higher)
tends to correlate highly with equity market
returns. Following first quarter results, the
breadth of these revisions now stands at its
highest level since 2012. Based on a Morgan
Stanley study, over the past 25 years, anytime
earnings revisions’ breadth improved by +15%
over a 3-month timeframe, subsequent 12-month
equity market returns have averaged +12.6%.
While based on historical performance, these
figures may give us some confidence that current
earnings momentum is sustainable.

One of the most attractive and frequently cited
aspects of municipal bond investing is very low
default rates relative to other debt markets.
General Obligation (GO) bonds have only
experienced nine defaults from 1970-2005,
translating to an annual default rate of 0.003%.
In the last 24 months, however, two situations
(Illinois (credit downgrade) and Puerto Rico
(default)) triggered investor concerns that the
pace of such credit events may be on the rise. The
llinois downgrade was fueled by a perpetually
underfunded pension obligation (a condition that
afflicts many municipalities today), while Puerto
Rico’s default was marked by a 24% haircut on
the government-backed money that bondholders
were initially owed. In particular, Puerto Rico’s
default — and the fact that the territory was
allowed to declare bankruptcy — stoked fear
among investors and may drive the cost of debt
issuance upward for many weaker municipalities
in the future.
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A Different Pattern for Fed Tightening Cycles?
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Bottled Water Sales Surpass Soda Sales in 2016
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The Fed’s dual mandate is deceptively simple: to
maintain high domestic employment and stable
prices for consumers (i.e. mitigating inflation
swings) throughout the business cycle. The main
tool the Fed uses to influence the economy is
interest rate policy — higher rates tend to slow the
economy down and curb inflation, while lower
rates encourage incremental borrowing and
demand. In light of recent stronger employment
numbers, many market participants have been
expecting a rate hike cycle to follow. However,
softer core inflation readings and falling bond
yields suggest that short-term rates may be
unlikely to move materially higher anytime soon.
Given the bifurcating evidence around
employment and inflation, some economists argue
that we are experiencing a wrinkle in the
traditional pattern of Fed activity. Rather than
trying to explicitly tighten financial conditions in
anticipation of an overheating economy, the Fed’s
near-term priority is simply to normalize policy
conditions to provide it with the latitude to adjust
rates higher or lower depending on future data.

Over the last decade, sales of sugary drinks have
experienced a steady decline as Americans grow
increasingly health-conscious, opting instead for
bottled water. In the U.S., 2016 marked the first
year in which bottled water out-sold soda, 12.8
billion gallons to 12.4 billion gallons. In 2016,
the average American consumed 38.5 gallons of
soda, down from 50 gallons in 2006. Bottled
water sales have charted the inverse trend, rising
from per capita consumption of 27.6 gallons in
2006, to an all-time high of 39.3 gallons in 2016.
Despite the growing popularity of bottled water,
its manufacturers struggle to cultivate the brand
loyalty that drives the soda industry, given the
uniformity of the product. As a result, the soda
market remains more profitable, generating
$39.5 billion in 2016. Bottled water sales totaled
$21.3 billion, with falling prices exacerbating the
industry’s already-low profit margins.
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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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