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Overview
Financial markets continued to rally in the third quarter, supported by strong corporate earnings and synchronized global economic
growth. Equities worldwide rose 5.2%, led by emerging markets which rallied 7.9%. Developed foreign markets, as represented by
the MSCI EAFE Index also rose 5.4%, while the S&P 500 increased 4.5% for the quarter. Strong third quarter performance brings
year-to-date total returns for emerging markets, EAFE and the S&P 500 to 27.8%, 20.0% and 14.2%, respectively. These represent
some of the best market returns we have seen since late 2013. Market Street client portfolios have participated nicely, with fully
invested growth portfolios eclipsing double digit returns for the first nine months of the year.
Bond yields remained steady for the most part, allowing fixed income securities to have a respectable quarter. The Barclays US
Aggregate Index, a measure of investment grade bonds, gained 0.9% for the quarter while non-investment grade bonds added
2.0%. Emerging market debt continues to perform well, with dollar denominated debt up 2.4% and local currency debt rising 4.5%.
Given that certain central banks are entering a period of policy transition (from easing to tightening), bond markets remain surprisingly resilient, with year-to-date returns ranging from 3.1% (U.S. high quality) to 16% (local currency emerging market bonds).
The markets continue to shrug off the myriad geopolitical concerns, policy uncertainty and natural disasters. A recent study by JP
Morgan around investment signals found geopolitical risks and policy uncertainty grab headlines but have very little bearing on the
direction of markets (September 5, 2017, JP Morgan’s Eye on the Market). I’ve had conversations with several clients who stated,
“it just feels like the world is falling apart.” That sentiment might feel true, but economic data may signal otherwise.
Global economic news and corporate earnings continue to improve. Recent data reflects:


An acceleration in both U.S. and foreign economic health, as reflected in the composite of purchasing manager surveys, which are firmly in the expansionary stage.



Unemployment rates in most major economies continuing to trend downward, with the U.S.’s September reading
hitting a 16 year low of 4.2%.




Two consecutive quarters of double digit growth in US corporate earnings.
A recent acceleration of GDP growth while inflation remains tame, allowing for central banks to remain gradual in
their transition from easy to tighter monetary policy.

Although economic news continues to improve, asset valuations generally remain fairly priced and even expensive in certain sectors. Price-to-earnings, price to sales and market cap-to-GDP ratios, measures of equity market valuation, are above historical
means. Additionally, bond yields are not far from their record lows and bond spreads, a measure of valuation between different
types of bonds, reflect an expensive market. This means a lot of good news is already priced into markets and upside potential may
be limited. A wild card could be fiscal stimulus in the form of corporate and personal tax reform, and if that occurred, could provide a further boost to the upside.
The first three quarters of 2017 have been rather exceptional and have come with record low volatility. Although we remain in the
optimistic camp, we would expect a return to a more normal environment for both returns and volatility in the coming quarters.

Michael R. Eisner CFA®
Chief Investment Officer
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The Markets
Ross Miller CFA®
Senior Investment Analyst

Despite hurricanes, rising geopolitical tensions and more
hawkish central bank sentiment, credit and equity markets
continued to push higher. Economic data throughout the third
quarter confirmed the ongoing thesis of slow, stable and synchronized economic growth. However, stubbornly low inflation continues to stifle central banks globally, keeping interest
rates subdued. The combination of positive investor sentiment, favorable economic data and improving company fundamentals signals the potential for more market strength into
year-end.
CREDIT MARKETS
Bond yields were volatile during the quarter as yields were
driven down on geopolitical concerns and driven up by central
bank rhetoric. For example, the U.S. 10-year Treasury yield hit
a year-to-date low at 2.01% before selling off to finish the
quarter at 2.33%. Despite the large moves, the U.S. 10-year
yield only rose 0.04% during the third quarter. European sovereign bond yields saw similar fluctuations but only two countries of note, Greece and Portugal, saw significant declines in
yields. The declines were attributed to both governments improving their fiscal issues. Greece, a country that required a
bailout, is planning to issue a government bond for the first
time in almost four years!
Municipal bonds prices moved higher due to strong demand
and low net new issuance. Even with negative headlines surrounding city and state budgets, the municipal market continues to have a positive tone with a lingering supply/demand
imbalance. Low credit risk and diversification opportunities
are significant positives for municipal bond allocations.
High yield municipal bonds outperformed most other bonds in
2017. As investors continue to search for yield, high yield municipals remain attractive, increasing demand with little supply. Certain troubled credits were the strongest contributors
during the third quarter as positive political actions helped
alleviate investor concerns.
Corporate bonds produced strong returns as heavy issuance
was met with heavier demand. Corporate bonds have continINVESTMENT REVIEW

ued to produce positive returns as spreads have fallen to a
record low of 101 basis points. However, given low spreads
and elevated valuations, future upside price returns are becoming limited.
High yield corporate bonds produced another strong quarter
as positive economic fundamentals, lower net leverage ratios
and higher interest coverage ratios signal improvement across
the asset class. High yield corporate bonds have not had a
significant monthly decline since January of 2016 and spreads
have fallen to 347 basis points, well below historical averages.
Tight spreads and sector issues (retail) make security selection
paramount going forward.
International bonds gained during the third quarter as global
monetary policy remains accommodative and quantitative
easing purchases continue. International bonds look very expensive and with more hawkish central bank talk, it is likely
yields will rise further, making them less attractive.
Emerging market debt was a top performer during the third
quarter despite concerns over U.S. central bank policy. Emerging markets continue to grow faster than developed markets.
Positive economic reforms and better fiscal balances put
emerging markets in a much stronger position than previous
U.S. rate hiking cycles. Emerging market debt remains attractive but there are risks, including currency or trade policy
changes.
GLOBAL EQUITIES
Global equities continued their march to new records as positive sentiment surrounding company financials remained high.
While stocks moved higher, volatility remained subdued.
There were bouts of volatility throughout the third quarter but
overall volatility fell almost 14% as measured by the VIX index.
Earnings, fundamentals and global growth continue to drive
market prices higher, but there is growing concern as markets
hit all-time highs and volatility remains at all-time lows.
U.S. equities had a strong third quarter led by robust earnings
growth from technology stocks. A higher likelihood of tax cuts
and the passing of stress tests by U.S. banks helped broaden
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the breadth of market returns. Despite U.S. markets breaking
all-time highs 15+ times during the quarter, positive fundamentals and broadening stock participation helped alleviate
some valuation concerns.
Markets saw a change in leadership during the third quarter.
Large caps have been the perennial winner year-to-date but
small caps stocks made a comeback, beating its large cap
brethren by 1.2%. Small cap stocks are likely to benefit the
most from any tax cuts given their domestic focus. While equity market fundamentals remain strong, valuations will be a
concern, as investors pay higher multiples for future earnings
that may not be sustainable.
International equities outperformed their U.S. counterparts as
economic and earnings growth continue to outpace the U.S.
As the economic growth cycle continues to favor international
markets, it’s likely to expect international equities to continue
to outperform. From a valuation perspective, international
equities look more compelling given the lag in their economic
and equity market recovery.
Emerging market equities continue to the be darling of the
markets as they posted another strong quarterly return. Although emerging market equities declined in September, the
asset class has returned 27% year-to-date! Faster economic
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growth, more attractive valuations and higher earnings potential continue to be tailwinds for emerging market equities.
REAL ASSETS
Commodity markets were mixed with rising oil prices the highlight of the third quarter. Oil moved out of correction territory
in just one quarter as OPEC cuts started to bear fruit. Oil prices
moved up 12% during the third quarter, closing at over $51
per barrel. Oil traded within the $50 range for most of September, showing some signs of stabilization. Unfortunately,
MLPs and natural gas prices didn’t move in tandem but instead declined 3% and 2%, respectively. MLPs remain attractive given their high and growing dividend yields and robust
cash flow potential.
Precious metals were volatile amid rising geopolitical tensions.
Gold prices rose 3.1% during the third quarter. Risk-off sentiment initially pushed prices higher before reversing in September. Silver finished flat for the quarter as prices mirrored
gold’s September drop. U.S. REITs struggled to keep up with
international counterparts, returning just 0.6% versus an international REIT return of 5%. As valuations remain high and failing retail stores concerns at the forefront, U.S. REITs remain
unattractive relative to their international brethren.
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Outlook

Robert J. White CFA®, CFP®
Director of Investments

Our market outlook remains constructive, encouraged by global economic data, but quite aware that
global asset prices have been climbing for eight years now. While we have previously talked about the
global upswing in the Purchasing Managers Index, during the current quarter the OECD announced that
all 45 countries in the organization were on track for expansion during 2017, the first time in eight years.
There are signs of strengthening economic growth through Asia, Europe and the Americas.
Current U.S. economic data remains strong, although we do expect the coming months to suffer economic noise from the hurricanes that hit Texas, Florida and Puerto Rico. Longer-term, the reconstruction
of Texas and Puerto Rico is likely to have a positive economic impact; as many as 500,000 cars were destroyed in the Houston area (and
Growing in Sync
upward of a million cars across HarNumber of major economies tracked by the OECD with:
vey and Irma) and will need to be
replaced once insurance money
comes through. The leading economic indicators in the U.S. are all
pointing to continued economic
strength.
Despite socio-political concerns
across Europe coupled with the ongoing Brexit saga, the European
economy is set to continue its expansion, aided by continuing low Note: 2017 is a forecast based off first and second quarter data for most countries.
Source: The Wall Street Journal
inflation and central bank monetary
easing. European economic growth is expected to clock 2% and corporate earnings should gain 10-15%
for the year on the back of positive margin expansion. Asia is also experiencing solid economic growth
across the region, from China to Australia. And there are growing expectations that China’s recovery will
continue, with a chance that the country will exceed its 6.5% growth target.
We expect stock selection to be particularly important in international equities, and have positioned
portfolios to benefit from active management. Recent Goldman Sachs analysis highlighted that over the
last three years, security selection has been much more important than country selection; only 32% of
emerging market countries had positive equity market returns while 67% of emerging market stocks
overall had positive returns. Supportive of this outlook, global equity market correlations have fallen
from a high of 77% in 2009 to just 35% this September, the lowest level since 2003.
Volatility in the equity market has fallen markedly, and seems somewhat out of step with the geopolitical uncertainty. No-one is quite sure where the continued war of words between North Korea and
the U.S. will lead, but the volatility index (VIX) tells us that investors are either completely naive or assume that more level heads will eventually prevail. The rise of populism and nationalism in Europe continues: although Angela Merkel won a fourth term in Germany, her position has weakened and, for the
first time in almost 60 years, a far-right party won seats in Germany’s parliament. In Spain, the Catalan
leaders have continued with their push for independence from an increasingly heavy-handed Spain.
We remain moderately positive on the U.S. economy, with continued support from the Federal Reserve
as well as the ongoing hope that the pro-business Trump administration will be able to reduce taxes. A
recent improvement in average hourly earnings augers well for further wage growth acceleration, and a
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Outlook Cont’d.
wealthier future for consumers bodes well for continued consumer spending growth over the remainder
of the year. Economic indicators are pointing towards GDP growth of almost 3%, with some marginal
upside from hurricane-related reconstruction.
U.S. equities are somewhat expensive. According to economist Robert Shiller, the cyclically adjusted
price earnings multiple stands at 30.7 times earnings; it has only been at this level twice in history - during the 1999 tech bubble and during the 1929 post-depression boom. Despite these heightened multiples, we expect that synchronized global growth coupled with a weaker dollar to be a positive for U.S.
corporate earnings. International growth should provide a nice tailwind to U.S. equities and some justification for elevated valuations to continue. However, we are also cognizant that expensive multiples may
at some point result in higher volatility (a market sell-off). As such, we are continuing to underweight
U.S. equities in favor of a higher allocation to international equities.
Politically, not only do U.S. policy-makers have a tax deal to accomplish, there will be renewed concerns
about the debt ceiling and the U.S.’s desire to repay its obligations on time, as well as concern about a
leadership change at the Federal Reserve. Current Fed Chair Janet Yellen is due to step down in January,
and there will be three other open seats including the Fed vice-chair. It is hard to opine on the speed of
future interest rate increases while the future composition of the Fed remains an unknown.
We have completed the move to new strategic asset allocations (as discussed in earlier Investment Reviews). Portfolios now remain tactically overweight real assets (predominantly MLPs), international equities and high yield municipal debt, while being underweight U.S. equities and hedged assets. We are
maintaining an overweight exposure to high quality fixed income as both a protector of capital and, at
the margin, a source of cash should interesting opportunities arise amid a bout of renewed volatility. The
call-out on page four provides some greater detail on our current tactical positioning. As always, we believe that a well diversified portfolio provides both the best opportunity for long-term growth while also
providing protection should we experience more challenging markets.
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Please visit our website, www.MarketStreetTrust.com for additional information on the funds and any investment fund updates.
As always, please feel free to contact us if you have any questions about the investment program or your personal portfolio.
80 E. Market Street, Suite 300 ǀ Corning, New York 14830 ǀ 607.962.6876 phone ǀ 607.962.6709 fax
499 Park Avenue, 26th Floor ǀ New York, New York 10022 ǀ 212.400.9070 phone ǀ 607.962.6709 fax
www.MarketStreetTrust.com
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This presentation has been prepared by Market Street Trust Company. The views expressed herein represent opinions of Market Street and are presented for informational purposes only. They are not intended to be a
recommendation or investment advice and do not take into account the individual financial circumstances or objectives of the investor who receives it.
Certain statements included in this presentation constitute forward looking statements. Forward looking statements are not facts but reflect current thinking regarding future events or results. These forward statements are
subject to risks that may result in actual results being materially different from current expectations.
Past performance (before and after taxes) does not guarantee future performance. There is no assurance that Market Street Trust Company funds will achieve their investment objectives, or that they will or are likely to achieve
results comparable to those shown herein, or will make any profit, or will be able to avoid incurring losses. Exposure to foreign currencies may cause additional fluctuation in the value of any investment. Each investor must
assess the suitability of an investment, one’s tolerance for risk and the impact on one’s diversification strategy. This presentation does not constitute an invitation to buy or an offer to sell securities, or any other products or
services.
This is intended as general information only. Investors in these funds may be required to meet certain criteria under the securities laws in order to qualify. Any discussion of U.S. tax matters is not intended and cannot be used
or relied upon for the purpose of avoiding U.S. tax-related penalties.
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