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Overview
The first quarter of 2018 was a tale of two markets. January saw a continuation of the straight up, tech driven market of 2017. But by the time
the quarter ended, volatility had returned, with the major indices entering “correction” territory (a decline of 10% from the top) and a much more
diverse set of results. Whereas 2017 only saw four days where the market dropped 1%, the first 65 trading days of 2018 saw thirteen 1% drops,
with 1% daily market moves occurring almost 40% of the time. In addition, the latter half of the quarter finally saw value and small capitalization
stocks outperforming their growth and large cap brethren, although the latter still outperformed for the quarter.
Although it was a tumultuous first three months in the markets and performance was disappointing, results were in line with norms. The S&P 500
Index lost 0.8% and foreign markets, as represented by the MSCI All Country World ex USA Index, lost 1.2%. These returns are well within historical averages for any given quarter, while volatility, which spiked several times, is now at levels more in line with historical averages. But given this
was the first down quarter for the S&P 500 since the third quarter of 2015 and only the second down quarter in over five years, it may have
seemed “out of the ordinary.”
The one area where results were a little unusual, but not unexpected, were in the bond markets. Given the back drop of recent tax cuts, increased
fiscal spending, a strengthening economy, and another Federal Reserve interest rate hike (the fourth 0.25% raise in the last year), interest rates
rose across the board, causing bond portfolios to suffer. As a reminder, bond returns move inversely to bond yields (i.e., bond prices drop when
yields rise and vice versa), and although the current rising rate environment has long been expected, it is rare that bonds lose money during a
given year. The Barclays Municipal 1-10 Year Bond Index lost 0.8% for the quarter while higher yielding bonds (non-investment grade) lost about
0.9%.
So, has anything truly changed over the last three months that warrants a change in market mindset and therefore a possible change in strategy?
We would say no. There is always headline news that can rattle markets over the short term and the first quarter was no stranger to that, with the
most recent news being tariffs, trade wars, and the fear of inflation (which did not materialize). Although we do not believe tariffs or a trade war
are ultimately good for anybody, the facts are that these types of issues come up every so often and have very little bearing whatsoever on economic and market results.
The more important factors to the market center around earnings growth, monetary and fiscal policies, inflation, the employment environment
and sentiment. Most of these factors are extremely positive. For example, S&P recently announced Q4 2017 earnings increased 15% year over
year while ISI group is forecasting an 18% increase for 2018 to $165. Even a modest multiple of 17x would translate to 2,800 on the S&P 500,
which is just shy of an 8% return from today’s levels. In addition, composite purchasing manager indices (the “PMI”) and consumer readings are
either at or near record highs.
Of course, all this good economic news does not guarantee stellar market returns. The equity markets have made substantial gains over the last
several quarters, so valuations may already reflect the good news. A stronger economy will temper monetary policy, which may be a drag on
bond returns. And of course, exogenous geopolitical events, which can never be predicted, can also have short-term impacts.
We would posit that recent market behavior, with higher volatility and rotations in sectors and styles is actually a very good thing. As investors
shake off their complacency, we believe they will focus more on fundamental value, which in our view is the proper way to invest. In the shortterm, though, it might feel unsettling as returns remain depressed and volatility remains elevated.

Michael R. Eisner, CFA®
Chief Investment Officer
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The Markets
Ross Miller, CFA®
Senior Investment Analyst
CREDIT MARKETS
Bond yields rose significantly starting the last week of January and
continued to rise following higher inflationary data and the expected
reflation from tax cuts. 10-year U.S. Treasury yields started 2018 at
2.4%, reaching 2.94% at one point during the first quarter. By the end
of the quarter, yields had drifted down to 2.75% as tariffs and trade
war concerns spooked investors and prompted a small flight to quality. The U.S. was not the only one impacted as numerous other sovereign markets saw similar, yet lesser, upward yield moves.

benefited from stronger corporate earnings and economic growth,
rising interest rates have caused investors to sour on the market.
Despite a 2% default rate, rising rates are concerning as highly levered companies struggle to repay debt with limited refinancing.
International bonds fell in the first quarter as yields rose globally.
Central bank bond purchases continue to mostly anchor yields even
as economic growth expands. Despite their unattractive valuations
and limited upside potential, increased equity volatility has renewed
investor interest.
Emerging market debt faltered in the first quarter. Despite strong
economic fundamentals and solid valuations, emerging markets were
not immune to February’s selloff. Emerging markets remain attractive
even in a rising rate environment, but risks linger. Emerging market
debt has benefitted from strong trade and a weaker U.S. dollar, and
any significant reversal could lead to downward pressure on bond
prices.
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Municipal bond prices fell during the first quarter due to a deluge of
supply in December that had yet to move off dealer desks. Investor
demand remained strong and limited the decline in municipal bonds
versus other bond markets. The U.S. Census Bureau reported that
fourth quarter state and local tax collections increased 9.5%, continuing the ongoing improvement in financial conditions. With improved
financials, slightly higher yields and more limited supply this quarter,
municipal bonds remain attractive.

Global equities hit new record highs in January. However, as inflation
expectations and bond yields increased, equity markets began to
spiral down, falling over 10% from their highs at one point in the first
quarter. As volatility spiked, a significant amount of trades tied to the
low-growth, low-volatility and low-inflation environment, unwound,
leading to increased selling. Despite the selloff, though, emerging
market and small-cap stocks finished higher in the first quarter.
U.S. equities started 2018 with a fast 5% rally. However, as rates
moved higher on the back of inflation concerns, equities sold off. The
markets’ move into and then out of correction territory masked a
solid fourth quarter earnings. FactSet reported a 2017 fourth quarter
earnings growth of almost 15%, the highest in 6 years (see figure 2).

High yield municipal bonds were one of the few asset classes that
finished in positive territory in the first quarter. Stable and improving
economic growth, higher yields and limited supply helped drive
stronger returns. High yield municipals continue to offer attractive
yields compared to other segments of the high yield market.
Corporate bonds struggled as increased issuance early in the year
(due to large buyouts) added to an oversupplied market. As yields
increased and spreads widened from record lows, corporate bonds
cheapened, but remain unattractive when compared to municipal
bonds for higher rate taxpayers.
High yield corporate bonds fell just under 1% in the first quarter with
most of those declines in February. While high yield corporates have
FIGURE 2
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Despite equities finishing lower in the first quarter, the story of
strong earnings, solid fundamentals and a positive economic outlook
were unchanged.

rates, trade wars, weakening currencies and local elections are all
risks. Notwithstanding this, emerging market equities are attractive
given economic fundamentals and current valuations.

Growth stocks were a bright spot during the first quarter. Despite
higher valuations, growth stocks remain favored due to expectations
of higher tax cut induced earnings growth. However, small and midcap growth stocks reaped the biggest benefit. These companies typically have higher effective tax rates than large-cap stocks and will
benefit most from the lower corporate tax rate. This boosted earnings expectations and helped insulate these stocks from the broader
selloff.

REAL ASSETS
Commodity markets finished mixed in the first quarter. Oil finished
7.5% higher on expectations of increased demand and continued
OPEC output cuts. Despite higher oil prices, MLPs declined 11% as
investors fretted about a recent tax law change. While the decision
only impacts older regulated MLPs, negative sentiment led to a significant selloff. Natural gas struggled as increased gas supply from the
Permian basin caused prices to weaken. Winter storm demand was
unable to push prices high enough to reverse early quarter losses.

International equities finished in-line with U.S. equities in the first
quarter. Select European markets trailed broad markets as domestic
events, such as elections or slowing economic data, negatively impacted local markets. International equities remained resilient as
monetary policy was more accommodative than the U.S., inflation
was more subdued, and the growth outlook is stable. In general,
earnings expectations are higher than they are with the U.S.

Precious metals finished lower during the first quarter despite demand for safe havens and rising rates. Gold fell 4.6% and Silver lost
3.4%. U.S. REITs declined 8.4% during the first quarter on the back of
rising rates and negative investor sentiment regarding the state of
retailing in the U.S. International REITs gained 0.4% during the first
quarter as economic growth and industry consolidation provided a
tailwind.

Emerging market equities gained in the first quarter, helped by a very
strong January. Emerging markets are in a stronger position financially following fiscal reforms. Strong global trade, a weaker U.S. dollar
and fair valuations have contributed to stronger performance. Rising
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Remain constructive on tax-efficient high-yield municipal debt given
the recovering finances of individual states. Portfolios remain underweight the relatively expensive corporate debt and emerging
market debt sectors.
Portfolios continue to be underweight hedged assets. With public
equity markets at record highs, the esoteric strategies, exposures
and downside protection provided by hedge funds may soon warrant a rebalancing back to neutral.

X

Distressed Debt
U.S. Equities - Large Cap

Positioned broadly neutral though underweight cash. While high
quality bonds have a low return outlook, yields are slowly becoming
more attractive leading us to maintain a neutral allocation.

X

HIGH YIELD DEBT
High Yield Corporate Bonds

Overweight

U.S. equities remain fully valued, although we believe that over time
earnings will grow into elevated valuations. Continue to view international equities, particularly emerging market, as more attractive
from a valuation perspective. The growing middle class in emerging
market economies continue to drive global economic growth. Market Street’s private equity program provides attractive exposures
that cannot be obtained in the public markets.
Despite a difficult start to the year, we continue to believe that
MLPs offer attractive long-term return opportunities at current
depressed levels. Portfolios remain underweight to the struggling
real estate and natural resource sectors.
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Outlook
Robert J. White The domestic macroeconomic environment remains conducive to further solid economic growth. The latest estiCFA®, CFP® mate for GDP in the final quarter of 2017 was revised up from 2.6% to 2.9%. While first quarter GDP tends to suffer
Director of from poorly adjusted seasonal effects, estimates for 2018 GDP growth remain above 3%. The continued strength of
Investments the economy has kept national unemployment around 4%; in eight states, including Wisconsin and Iowa, the unemployment rate is below 3% and may soon be sub-2%. Coupled with surging consumer net worth and a buoyant stock
market, the low unemployment rate has caused the Consumer Comfort Index to rise to a 17-year high. This is before
the positive effects of the recent tax cuts have really been felt by consumers in their paychecks. Thus, we view the
consumer and economic backdrop as supportive of equity valuations.
The corporate earnings backdrop also remains constructive to U.S. equity valuations. Earnings for the last quarter of
2017 rose 15% while estimates for 2018 point to an 18% increase in earnings per share. ISI Evercore estimate $165
of S&P earnings this year which at current S&P levels results in a price earnings ratio of 16.0 times, down from a
current 18.9 times - this is a valuation level that would not be viewed as excessive. As we have discussed previously,
while U.S. equity valuations were feeling stretched, we have believed that earnings could catch-up and grow into
elevated valuations.
While the day-to-day machinations of elected officials generally has little lasting impact on equity markets, the trade
dispute that the Trump Administration is escalating has the potential to negatively impact both domestic and global
economic growth with a deleterious effect on global equity valuations. Trade disputes tend to be stagflationary in
nature, detracting from economic growth potential while also contributing to inflation through higher end prices. In
today’s world of highly complex and interconnected supply chains, particularly between the U.S., Canada and Mexico, a realization of President Trump’s America First campaign pledge could result in significant problems for U.S.
companies and consumers.
So far in 2018 the Federal Reserve has raised interest once by 0.25% to the current 1.75%. This was the sixth rate
rise since December 2015 when the Fed raised rates from the Great Recession target of 0-0.5%. While the recent
rate increase was not a surprise to investors, the Fed will have to play an increasingly adept game to ensure that it
does not seek to dampen emergent inflationary pressures at the expense of derailing the current lengthy period of
economic growth. Analysts estimate that the Fed could raise rates four times in 2018 and updates from the Fed will
be closely watched. While the government injects fiscal stimulus through tax cuts and increased discretionary
spending, the Fed must counterbalance with higher rates to ensure that the economy does not overheat; it’s a fine
line.
Globally, growth continues to become more coordinated with all major countries benefiting from economic expansion. We believe that international markets continue to offer relatively attractive valuations when compared to U.S.
equities, especially after their poor first quarter performance. The Emerging Markets remain particularly appealing
given their strong growth prospects on the back of a rapidly expanding middle class. Others share this view; investors have withdrawn $38 billion from U.S. equity funds so far this year while emerging market equity funds have
benefited from 15 straight weeks of positive inflows.
The long-awaited increase in volatility appears to have returned to financial markets. The CBOE Volatility Index (fear
index) has abandoned its complacency, having risen from just 11 at year end to 37.3 in February, its sharpest rise in
history. We expect volatility to remain as investors continue to navigate one of the longest periods of economic
growth on record. At Market Street, we remain fully allocated to equities but with a bias towards the more attractive foreign markets. At the same time, we are seeking to ensure that portfolios are protected against volatility
through a sensible exposure to hedged strategies and tax-efficient fixed income assets. While being solely invested
in U.S. equities may have been the best bet over the past nine years, we expect that investors will be reminded of
the benefits of diversification over the next twelve months.
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Market Data
EQUITIES

Q1 '18%

YTD%

1 YR%

3 YR%

COMMODITIES

3/31$

1 YR$

S&P 500

-0.8

-0.8

14.0

10.8

Gold

1325

1243

Russell 1000

-0.7

-0.7

14.0

10.4

Silver

16.37

18.12

Russell Midcap

-0.5

-0.5

12.2

8.0

WTI Crude Oil

64.94

49.51

Russell 2000

-0.1

-0.1

11.8

8.4

Brent Crude Oil

69.34

52.42

Wilshire 5000

-0.8

-0.8

13.7

10.5

MSCI ACWI ex. US

-1.2

-1.2

16.5

6.2

CURRENCIES

3/31$

1 YR$

MSCI EAFE

-1.4

-1.4

15.3

6.1

Euro/U.S.

1.23

1.07

MSCI Japan

0.8

0.8

19.6

8.4

Sterling/U.S.

1.40

1.25

MSCI EM

1.4

1.4

24.9

8.8

U.S./Yen

106.28

111.92

S&P Global REIT

-5.5

-5.5

0.9

2.1

DXY Index

89.97

100.41

FIXED INCOME

Q1 '18%
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31-Mar

1 YR

Barlcays Municipal

-0.7

-0.7

1.2

1.4

U.S. CPI Index

249.6

244.1

Barlcays Municipal HY

0.6

0.6

6.0

4.6

U.S. Real GDP ($billion)

17,287

16,851

Barclays Corp. HY

-0.9

-0.9

3.8

5.2

VIX (S&P 500)

20

11.5

JPM GBI-EM

4.4

4.4

13.0

5.4

LIBOR (3 month)

2.31

1.15

ECONOMIC DATA
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RETAIL SECTOR

MoM%

YoY%

Unemployment Rate

4.1

4.1

4.1

Retail Sales

0.6

4.5

Nonfarm Payrolls Net

103

326

176

Retail Sales ex. Autos

0.2

4.5

GLOBAL MACRO DATA

FIGURE 3
Source: J.P. Morgan Guide to the Markets U.S. 2Q 2018 as of March 31, 2018: CBOE, FactSet, J.P. Morgan Asset Management. Stock market returns are based on calendar year peak to trough
declines experienced during VIX spike, except for J.P. Morgan acquires Bear Stearns, which is based on the calendar year peak to the acquisition date. Average is based on the period shown from 12/31/20063/31/2018. Guide to the Markets – U.S. Data are as of March 31, 2018.
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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

Michael R. Eisner, CFA®
Chief Investment Officer

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

Ross Miller, CFA®
Senior Investment Analyst

Amy R. Sydlansky
Senior Investment Associate

Maxwell Burke
Investment Associate

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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