Market Recap

2013 Sector, Style, and Strategy Performance (as of end of February)
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Contribution to Equity Rally
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The U.S. equity market posted consecutive
monthly gains to start the year. The advance
has been broad-based, with most U.S. major
stock indices at or near historical highs.
Investor appetite has been fueled by strong U.S.
company earnings, with fourth-quarter profit
up an average of 6.9% on revenue growth of
3.5%. Accompanying the rising equity markets
has been increased merger and acquisition
activity. By mid-quarter, the value of
announced U.S. M&A deals exceeded the value
of deals brought to market in the first quarter of
2012. This increased activity reflects
companies’ greater confidence in the economic
environment. One notable exception to 2013
performance has been gold. Weakened
performance in gold is also a reflection of
investors’ confidence in the financial climate, as
the commodity often declines in price during
times of greater certainty and optimism.

With the fourth quarter 2012 earnings season
winding down, reported S&P 500 earnings
growth has averaged close to 7%. This
represents a slowdown over prior quarters. The
post-recession rally has been driven by double-
digit earnings growth seen over the past few
years, rather than by the willingness of
investors to pay more for these earnings. Given
that we have yet to see such a sentiment-driven
rally and multiple expansion, valuations have
remained relatively attractive. This is
important to keep in mind as the S&P 500
approaches its all-time high. In October 2007,
when the S&P 500 was at its historical high,
the Price to Earnings ratio (P/E) was 20%
higher than it is today. With a modest-but-
positive outlook for earnings in 2013, a
continued improvement in sentiment and
resulting multiple expansion would seem
necessary for the market to match the S&P 500
performance of last year.
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Bond Price Effect of a 1% Increase in Interest Rates
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Median Total Household Debt by Age of Head of Household (2007 vs. 2010)
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Over the past 30-year period, a traditional core
fixed income portfolio offered average annual
returns comparable to stocks—and with lower
volatility. Such performance characteristics
resulted from this unique period of secularly-
declining interest rates. Recent central bank
monetary policy has driven interest rates to
historically-low levels. Today, the bonds
purchased by the Fed as part of quantitative
easing drive up prices and drive down yields.
Current income yields are well below inflation
rates, meaning investors are losing money in
real terms. Investors are left with low real
income and a very small buffer to protect
themselves from the effects of rising interest
rates. Improving economic growth is expected
to eventually move rates higher. Any interest
rate move higher has a high chance of
generating negative total returns for bonds,
leading to increasing risk faced by traditional
fixed income investors.

After running up record debt-to-income ratios
during the bubble economy of the 2000s, young
adults shed substantially more debt than did
older adults during the Great Recession and its
immediate aftermath. Most of the debt
reduction was by virtue of that demographic
owning fewer houses and cars. From 2007 to
2010, the median debt of households headed by
an adult younger than 35 fell by 29%,
compared with a decline of just 8% among
households headed by adults ages 35 and
older. Further, the share of younger
households holding debt of any kind fell to
78%, the lowest level since the government
began collecting such data in 1983. These
shifts in the debt profile of younger adults also
seem to reflect a broader societal shift toward
delayed marriage and household formation that
has been under way for several decades now.
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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. CIRCULAR 230 DISCLOSURE: To comply with Treasury Department regulations, we inform you
that, unless otherwise expressly indicated, any tax information contained herein is not intended or written to be used, and cannot be
used, for the purpose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii)
promoting, marketing, or recommending to another party any transaction, arrangement, or other matter. 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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