Market Recap

The De-Levering of the U.S Consumer

Structural The Great Moderation: Structural
Inflation! Lower Rates, More Debt! Deflation!
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Sometimes Playing It “Safe” Can Be Risky
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From the early 1980’s through 2008, two
driving forces of U.S. economic expansion were
decreasing interest rates and rising consumer
debt (as a percentage of GDP). Given the
formidable significance of the consumer to the
U.S. economy (representing just under 70% of
GDP), this increase in debt created something
of an earnings bubble — when consumers add
more debt and spend more money, business
activity increases and leads to higher earnings.
Since the Financial Crisis of 2008, however,
this trend has reversed, with consumer debt
decreasing even as rates continue falling closer
to zero. The unwind of the consumer debt load
has negated the cushion that the consumer
once provided the larger economy, resulting in
slower growth and shorter business cycles.
These developments, together with greater-
than-usual reactions to macro forces, have
made markets challenging for investors to
navigate.

Since the beginning of the year, faced with mild
prospects for economic growth and with interest
rates near all-time lows, many risk-averse
investors seeking better returns have shifted
assets towards the Utilities and Telecom sectors,
both of which feature stable business models and
generate attractive dividend yields. Despite
middling business results in 2016 YTD, this flow
of capital has driven up valuations for both
sectors. This week, however, as the prospects for
an interest rate hike strengthened following the
Fed’s quarterly meeting on Wednesday, it became
apparent that this trade may be headed toward
an unwind as income-seeking investors migrate to
less pricey investment alternatives. In short
order, the “safe” trade may have become a lot
riskier.
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Elections Historically Bring Higher Uncertainty to Markets

Exhibit 1: Equity market uncertainty typically rises in the months ahead of Election Day
as of September 8, 2016
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Strong National — But Varied State — Gains in Median Household Income

Median Household Income by State % Change by State
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Historically, during the months preceding an
election in the United States, the equity markets
are more volatile — and often come under
pressure - as a result of higher-than-usual
uncertainty. As each election nears, media and
investor attentions turn towards the likely policy
outcomes of the ensuing vote. In a close election
in which articulated policy — while still high-level
- may be dramatically divergent, it is no surprise
that uncertainty among investors would be high.
And this uncertainty only grows as coverage
increases and election day nears. It is not
particularly surprising therefore, that, in the
three months following 70% of elections since
1976, equity markets have risen, regardless of
which party was victorious. The simple fact is
that markets and investors do not like
uncertainty, and just the knowledge of the policy
outcome has historically been enough to lift
broad equity markets.

New data released by the Census Bureau reveal
accelerating growth of median household income
in the U.S., though still shy of 2007 levels. From
2014 to 2015, median household income rose
3.947% to $55,775. (A different survey reported
median income of $56,516, which would signal
5.2% growth — the highest on record). At the
state level, Montana experienced the largest year-
over-year increase (6.866%), yet its real median
household income of $49,509 still falls well below
the national median. New Jersey registered the
slowest annual growth at 0.421%, though its real
median household income of $72,222 ranks fifth
nationwide. Despite modest 2.536% growth,
Maryland retained its status as the state with the
highest median household income ($75,847),
while the median Mississippi household (the
lowest in the U.S.) earned $40,593, up 2.301%
from 2014. Hawalii fared the best overall, with
the third-highest median household income
($73,486) and 5.595% growth.
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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/

