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INDEX

3Q19

YTD

1-Year

3-Year

5-Year

10-Year

S&P 500 Index

1.7

20.6

4.3

13.4

10.8

13.2

Russell 2000 Index

-2.4

14.1

-8.9

8.2

8.2

11.2

MSCI EAFE Index

-1.1

12.8

-1.3

6.5

3.3

4.9

MSCI Emerging Market Index

-4.3

5.9

-2.0

6.0

2.3

3.4

Barclays U.S. Aggregate

2.3

8.5

10.3

2.9

3.4

3.8

Bloomberg Barclays Muni High Yield

2.8

9.7

10.0

5.9

6.0

7.1

Although headline performance was positive for
the third quarter, the broader financial markets
struggled, reflecting a weakening economic
backdrop. The S&P 500 was up another 1.7% for
the quarter and now stands up 20.6% on a year-to
-date basis, an excellent first nine months! Bond
markets, as represented by the Barclays U.S.
Aggregate Index, were up 2.3% and 8.5% on a
quarterly and year-to-date basis, respectively.
But less mainstream sectors of the markets, such
as small-caps, international, and emerging market
equities were all down between 1% - 4% for the
quarter, dragging down year-to-date performance
from exceptional to good.
While the market’s nine months of gains seem
impressive, a longer view reflects a much more
modest return profile. The S&P 500 hit 2,872.87
on January 26, 2018 and now stands at 2,976.74,
a mere 3.6% advance over 20 months, or a 2.2%
annualized rate of return (about 4% annualized if
you add in dividends). Over the same timeframe,

the 10-Year U.S. Treasury bond has appreciated
10.1%, as its yield fell from 2.7% to 1.6%. For over
a year and a half, investors would have done
better just holding safe Treasuries than being
invested in equities. We have heard so much
about a strong U.S. economy, but the results
don’t really reflect that (bond yields usually drop
when markets get nervous, as investors run to the
“safest” asset). So, what’s really going on here?
Markets tend to be forward looking, pricing in the
next 9-12 months’ expectations. If you recall, the
markets raced up over 30% from November 2016
through January 2018 in anticipation of the
implementation of the new administration’s fiscal
campaign promises (tax cuts, less regulation,
etc.). Those promises were mostly implemented
in January 2018, when the markets hit a high that
they basically haven’t moved from since.
Later in 2018, looking forward again, investors
saw a slowing global economy, impacted by trade

issues, Fed tightening, and fiscal effects wearing
off. So, markets have been more volatile on
increased uncertainty, pulling back when the
mood darkens (i.e., a Trump tweet on raising
tariffs) or rising when the mood lightens (i.e., the
Fed cuts interest rates). Needless to say, returns
have been less than exciting this last year and a
half.
We’ve also heard quite a bit of talk about
recession. Most recessions occur when the
Federal Reserve raises interest rates to slow down
a heated economy, trying to prevent inflation
from building alongside fast economic growth.
Currently, none of these signs are visible.
Inflation has been anemic, central banks across
the globe are cutting rates, capital investment by
corporations is weak (i.e., not building excess
capacity) and global growth is slowing. True, the
Treasury yield curve has become inverted (short
rates higher than long term rates), which
historically has signaled a recession, but it is not a
(Continued next page …)
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definitive signal that recessions are imminent.
We believe the recession talk is overblown and
that slow growth, not a contraction, will be the
outcome.
So, what is our view of the economic landscape
and how will that impact our allocation of client
assets? From a U.S. perspective, risks remain
about even (see table below), which we believe
translates to 2% GDP growth, a significant
slowdown from 2018’s 3% growth.
Slowing economic growth and moderate
earnings growth should lead to modest U.S.
equity returns going forward. Public U.S. equity
allocations were reduced in the third quarter and
are now slightly underweight (although equity
weights are broadly neutral when taking into
account private equity allocations): at this point
we do not foresee taking further action (either
reducing or adding to this asset class). In

addition, bond yields remain near historic lows.
With yields being a great predictor of future
returns, performance for investment grade
bonds in the future will be low single digits at
best. We are neutral to target on this asset class,
while trying to add value through certain credit
investments (high yield, emerging market debt,
closed end funds) when the opportunity arises.
Internationally, the economic front remains
bleak. The BREXIT situation continues
unresolved, China’s economy is weakening given
the trade war, and Europe is as sclerotic as ever;
even Germany’s vaunted manufacturing sector is
showing signs of contraction. Plus, negative
yielding debt is now approaching $15 trillion,
making foreign investment grade bonds
unattractive. Valuations in non-U.S. stocks
remain below long-term averages, but until we
can see a catalyst to unlock that value, we are

not buyers. International equity allocations
remain slightly underweight.
One area we are considering adding to is hedge
funds, which can have solid defensive
characteristics if markets go south. They also
have flexible mandates, which allow them to
move quickly to undervalued sectors if
dislocations occur. Over the years, we have
reduced hedge fund allocations in client
portfolios from 20% to 10%, as we expected
economic conditions to improve coming out of
the Great Recession of 2008/2009. Today, with
the reverse happening, it might be time to
consider an increased allocation to these
managers, who can buy throughout the capital
spectrum in both equities and debt.

Risks to the U.S. Economic Landscape
Positives

3

Negatives

• Housing market has improved given low rates

• Dysfunction in Washington – no fiscal stimulus

• Federal Reserve increasing balance sheet

• Federal Reserve may pause rate cuts

• Improved corporate earnings growth expected in 2020

• Manufacturing weakening

• Consumer spending remains robust

• Capital investment by corporations weak

• Equity valuations are not overly expensive

• Equity valuations are not overly cheap

• Trade war resolution (possible given an election year)

• Trade war continues
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U.S. Equities
U.S. Equities Suffer a Lackluster
Quarter
While U.S. equity markets were
broadly flat in the third quarter,
investors contended with numerous
market-moving headlines. A murky
outlook for interest rate cuts, trade
war concerns, and conflicting
economic data all contributed to a
lackluster quarter.

Return (%)
Source: Bloomberg
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•

July and September saw the benefit of the first
two rate cuts since 2008, with U.S. indices hitting
all-time highs in early July. However, sentiment
soon soured as an inverted yield curve prompted
investors to worry about recession risks.

•

Stocks sold off further in August as investors
feared an escalation in the trade war with China;
an announcement was made for a new round of
tariffs on the remaining Chinese goods, and China
retaliated with the promise of more tariffs of their
own. The Chinese also allowed the yuan to
devalue past the psychological level of $7,
demonstrating that tariffs are not the country’s
only weapon in a trade war. The quarter ended
with equity market weakness after the Democrats
formally announced an Impeachment Inquiry.

•

The flight to safer assets was increasingly
apparent this quarter as Utilities, Real Estate, and
Consumer Staples led the charge, returning 9.3%,
7.7%, and 6.1% respectively. Energy on the other
hand was the laggard, declining 6.3% amidst
worries of overproduction and trade.

•

Large-Cap stocks continued to outperform, up
1.7%, compared to 0.5% for Mid-Cap and -2.4%
for Small-Cap. Despite growth slightly beating
value this quarter in the Large-Cap space, at 1.5%
and 1.4% respectively, value has begun to
outperform across lower capitalizations. Mid-Cap
value posted a return of 1.2% versus 0.7% for
growth, while Small-Cap value only saw a loss of
0.6%, far outperforming growth’s return of -4.2%.

U.S. Sector Returns

Return (%)

US Growth vs Value Returns

Highlights

Source: Bloomberg
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International Equities
Highlights
•

•

The ECB has maintained its dovish stance with
regard to economic stimulus in the third quarter,
pushing European rates further into the negative
(from -0.4% to -0.5%) and restarting the process
of quantitative easing. The MSCI EAFE returned
-1.1% in the third quarter, held down by
increasing worries of a recession and the
repercussions of the trade war that are being
felt around the world.
Britain elected a new prime minister, Boris
Johnson, whose attempt to suspend Parliament
in order to force a no-deal Brexit has created a
great deal of worry surrounding future trade

Source: Bloomberg
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•

Sweden (-3.9%) performed poorly this quarter as
the Riksbank maintained its hawkish view and
continued economic tightening.
Elsewhere,
German stocks declined 3.8% as its economy
continued to struggle amid trade conflicts and
an unknown future regarding Brexit; Germany
remains in a manufacturing recession.

•

Italy led European markets after a tumultuous
August, up 0.6%, despite substantial political
upheaval during the quarter. Markets quickly
rallied once former Prime Minister Conte was
able to regain his role and force out the rightwing populist party; leaders worldwide lauded
Conte’s return to power.

•

The Technology (2.2%), Staples (1.6%), and
Utilities (1.6%) sectors outperformed this
quarter while the more trade sensitive sectors,
Materials and Energy, were under pressure as
tensions continued to rise, returning -6.4% and 4.4%, respectively.

Country Index returns

Return (%)

Return (%)

Sector Returns

with the U.K. British markets quickly responded
to this potential for capricious economic change
as the Bank of England assessed the chance of a
recession to be roughly 33%, citing trade
tensions, weak business investment, and slowing
demand.

Source: Bloomberg
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Emerging Market Equities
Highlights
Emerging markets declined in the third quarter
as trade tensions and weaker than expected
economic data weighed on risk assets. The MSCI
Emerging Markets Index lost 4.3% with almost
every country’s national index falling in the third
quarter. Turkey, despite its own internal issues,
was the bright spot, returning 11.4% in the third
quarter;
rate cuts by its central bank,
government intervention in the banking sector,
and some positive economic growth surprises
helped push the Borsa Istanbul 100 Index higher.

•

The worst performer during the third quarter
was Argentina which saw its MERVAL stock index
decline 48.6% (in USD), following a 27% gain in

•

Emerging markets also struggled amid concerns
over slowing growth in China. China has seen its
growth indicators decline in 2019 with weakness
in industrial production, exports, and
investment. Given China’s role as one of the

•

As growth concerns and trade uncertainties
acted as third quarter headwinds, so too did a
stronger U.S. dollar with the trade weighted
dollar index gaining 2.7% in the third quarter;
traditionally, the U.S. dollar has had a negative
correlation with emerging market equities (i.e.
they move in opposite directions). As the U.S.
dollar remains a haven asset in times of concern,
this may continue to be a headwind to emerging
market performance.

Chinese & EM Growth: Highly Interdependent

Return (%)

% of Exports to Asia

Source: Bloomberg
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(in USD)

•

largest trading partners to other emerging
markets as well as the world in general, concern
that its slowing growth could negatively impact
other economies weighed on risk asset prices.

Export Volume (Billions)

Country Returns

the second quarter. Argentina had a preliminary
Presidential vote, typically a gauge of sentiment
amongst voters, that the incumbent, Macri,
substantially lost. This vote, along with current
economic problems, prompted steep equity and
credit markets declines. The IMF is already
engaged in talks to try and avoid an Argentinian
debt default, a risk that continues to weigh on
investor sentiment.

Source: Bloomberg
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Fixed Income
Highlights
•

As the yield on the 10-year Treasury
fell below that on 3-month government debt, investors wondered
whether this age-old recessionary
indicator would hold true in this
period of quantitative easing.
•

Returns (%)

Fixed Income Returns

Source: Bloomberg
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Having started the quarter at 2.01%, the U.S. 10year Treasury yield slumped to 1.46% by early
September as investors feared global economic
softness would force the Federal Reserve to
lower interest rate by 50 basis points. This
outlook was soon dispelled by the Fed when it
lowered by just 25 basis points and struck a more
hawkish tone. The benchmark Treasury ended
the quarter yielding 1.67%, providing a third
quarter total return of 2.4%.
Municipal debt gained 1.6% during the recent
quarter and has rallied 6.8% year to date.
Although underperforming taxable debt,
municipal bonds continue to be supported by

good supply and demand dynamics as well as
solid fundamentals. Municipals are now offering
attractive yields relative to taxable bonds. More
risky high yield municipal debt also rallied, gaining
2.8% during the quarter for a year to date gain of
9.7%.
•

U.S. dollar denominated emerging market debt
gained 2.0% during the third quarter and now
boasts a 13.5% return so far this year. The asset
class is highly correlated to both U.S. Treasury
yields and the relative strength of the U.S. dollar,
both factors that have provided a strong tailwind
in 2019 thus far.

Muni-Treasury Ratio…

Muni’s are Relatively Attractive

Muni-Treasury Ratio (%)

Yield Curve Inversion Sparks
Recession Fears

Source: Bloomberg
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Commodities
Middle East Instability
Impacts Oil

Highlights
•

Oil prices posted an historic oneday rally after a drone attack on
Saudi Arabia’s Abqaiq oil processing
plant and the Khurais oil field,
shutting off 5% of the world’s crude
oil production.
•

On the back of falling oil prices, MLPs lost 5% during
the quarter but remain up 11.1% since the start of
the year. Natural gas prices stabilized (up 1%) after
last quarter’s 15% decline. Despite a supply glut,

exports are expected to increase and will likely
result in firmer natural gas prices as we head into
the winter months.
•

Within precious metals, gold continued to rally on
the back of investor optimism that the Federal
Reserve would cut rates amid a tariff-induced global
slowdown. Gold rallied into September, surpassing
the $1500 an ounce level to hit $1566 – the highest
price since 2013.

•

Global real estate markets were generally positive
during the third quarter. With the tailwind of
declining interest rates, U.S. REITs returned 7.5%
during the quarter and are now up 25.5% for the
year to date. Developed European real estate
returned 4.1% while Developed Asia was the laggard
with a 0.5% decline.

Natural Gas Export Volumes

Return (%)

Billion Cubic Feet (BCF)

Commodity Returns

WTI crude oil prices were volatile during the third
quarter. Global economic concerns caused an initial
sell-off with U.S. crude prices falling to $51.14 in
early August. However, September saw a drone
attack on a Saudi oil facility that caused
considerable damage. With 5% of the world’s oil
supply temporarily halted, oil posted its largest ever
one-day rally of 15% to end the day at $62.90.
Subsequently, oil prices drifted back down to end
the quarter down 6.2% at $54.09. With the U.S.
Energy Information Administration (EIA) forecasting
softer than expected demand, oil prices may well
continue to soften through the remainder of 2019.

Source: Bloomberg
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U.S. Economy
Highlights
•

The U.S. economy continues to be the stalwart
of the global economy with second quarter
growth of 2% putting the U.S. on track to achieve
2% growth in 2019. The manufacturing and
industrial sectors are showing signs of weakness,
with the most recent ISM manufacturing PMI
falling to 49.1 (a contractionary level). However,
the ISM Non-Manufacturing Index (Services)
continues to demonstrate strength with a rise
from 53.7 to 56.4 in August. New Orders and
New Business Activity indices both jumped
above 60, with respondents reporting that “sales
are improving” and “delayed projects are
starting to become active again” (ISM).

•

•

The consumer has been resilient despite the core
consumer price index (excluding food and
energy) rising over 2% this year amid a trade war
that has seen the number of tariffed products
increase. Consumers remain optimistic and
personal spending, up 3.7% year-over-year,
continues to be strong. The consumer is the focal
point for the U.S. economy with weakness in
most other areas of the economy being offset by
strong personal spending.
Retail sales is another element of the consumer
driven economy and remains in-line with
personal spending (see chart below). While both

Year over Year % Change
Source: Bloomberg
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•

The Federal Reserve cut rates for the second
time this year in September as trade uncertainty
continued to weigh on growth. Despite the Fed’s
measure of inflation inching slowly to its 2%
target and most economic data reflecting a
healthy economy (excluding manufacturing), the
Fed remains steadfast in supporting the
continuation of the U.S. economic expansion.

Consumer Confidence Well Above Average

Consumer Confidence Index

Retail Sales & Consumer Spending

metrics have trended downward since August
2018, they remain positive and reflect a slow
growth economy.

Source: Bloomberg
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International Economy
Highlights

•

•

The most recent economic data from Europe has
painted a gloomy growth picture. Germany’s
economy, Europe’s largest, contracted in 0.1% in
the second quarter; Italy is stagnated at 0% growth,
and France is just slightly higher at 0.3%. Europe is
highly dependent on trade and its Manufacturing
PMI is in contractionary territory; the September
PMI was reported at 45.7, the lowest level since
2012. Among the Eurozone’s member nations,
Germany is at 41.7, Spain at 47.7 Italy at 47.8, and
France is only just in the expansionary zone at 50.1.
Europe is seeing more negative signs than positive
in its economic landscape.
While Emerging Markets and the Asian region
overall have not been immune to trade tensions
and uncertainty, select nations can also be
beneficiaries of it. Countries such as Vietnam have
benefitted from a transition of manufacturing from
China; Vietnam reported a third quarter GDP
growth of 7.3%. Meanwhile Hong Kong, which has
seen its own domestic issues, has seen its growth
deteriorate. In the Asia GDP chart, those countries
with fewer ties to China have maintained a

relatively higher growth trend while those more
dependent on China have seen a decline.
•

Although most headlines focus on the trade war
with the U.S. and China, there is another risk that is
quietly escalating. Following a South Korean
Supreme Court ruling that Japanese companies
should provide compensation for WWII forced
South Korean labor, Japan and South Korea have
been entangled in a political dispute. This has now
escalated to trade with Japan recently removing
South Korea from a list of trusted trading partners.
This will negatively impact the highly valued
technology sectors of both countries. The U.S-China
dispute has already had an impact on export
growth for both nations and, given the complexity
of global supply chains, the latest move could have
a further impact trade in the region.

GDP Growth Rate (%)

International economies continue to struggle amid
trade tensions and uncertainty despite extremely
accommodative monetary policy. Recent Eurozone
PMI’s and GDP reports all signal flat, slowing, or
contracting economies. The European Central Bank
cut rates deeper into negative territory with its new
easing program while trying to shield banks from
the harm of low rates. This may provide confidence
and a marginal growth boost in the short-term but
is unlikely to shore up growth without any
additional fiscal stimulus.

Source: Bloomberg

European Composite PMI
Purchasing Managers Index (PMI)

•

Asia GDP

Source: Bloomberg
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A Brief Guide to BREXIT
It has been a long time since the British
Referendum was held in June 2016. On this date,
the British people opted to leave the political,
legal, and economic union that they had been a
member of since 1973. It was a result that closely
divided the British people and polarized political
opinion. However, extricating the nation from a 46year union has proved more difficult than the proBREXIT supporters imagined. The process has
ousted two Prime Ministers to date, with a third
looking increasingly likely.
The U.K. was supposed to exit Europe on March 29,
2019, but this date has been twice delayed as
politicians struggled to agree how to exit in an
orderly manner. The current exit date is October
31 - a somewhat auspicious date.
One of the most significant sticking points is the so
called ‘backstop’. Currently, there is free
movement of people and goods between Ireland, a
member of the European Union, and Northern
Ireland, an area of the U.K. to the north of Ireland
on the island of Ireland (see picture). The free and
open border has been instrumental to ensuring
peace since the Good Friday Agreement in 1998
ended the ‘Troubles’ – if a comprehensive trade
deal is not achieved before the U.K. exits the
European Union, BREXIT would result in a customscontrolled border crossing; it is feared that this

would bring a return of violence to the border. The
‘backstop’ agreement ensures that this border can
stay open after BREXIT, allowing Northern Ireland
to continue enjoying some benefits of European
Union membership. However, critics of the
backstop believe that this special status for
Northern Ireland could lead to the disintegration of
the entire United Kingdom (England, Scotland,
Wales, and Northern Ireland). British politicians
voted three times against a deal that included a
backstop for Northern Ireland, prompting the
resignation of Prime Minster Theresa May.
Prime Minister Boris Johnson succeeded Theresa
May. In accordance with the British political
system, Johnson was elected by a vote of the
Conservative Party’s 160,000 members. The
current PM is pro-BREXIT and has advocated for a
hard exit if Europe does not make a deal. With
such an exit, the U.K. would leave the European
Union with no trade deals and no ‘backstop’
agreement. A leaked analysis by the British
Government of the worse-case impacts of a nodeal hard BREXIT warns of medicine and food
shortages, social unrest, failed businesses, and a
sharp decline in the value of the British Pound.
Prime Minister Johnson is currently refusing to
request an extension to the October 31st exit
deadline. Using an obscure rule, he announced a
(Continued next page …)
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A Brief Guide to BREXIT
decision to prorogate (suspend) Parliament for six
weeks in order to prevent parliamentarians from
debating the issue. However, Johnson was
thwarted by Parliament’s rushed approval of a bill
to make a no-deal BREXIT illegal. The prorogation
was subsequently declared illegal in a ruling by the
U.K.’s Supreme Court. What Prime Minister
Johnson will do next is anyone’s guess, but it is
likely that he will try and push his authority to the
limit of the law.
Market Impact: the BREXIT mess is largely isolated
to U.K. assets, although, in the short-term,
volatility could spread to other regions. At this

point, investors are likely to respond positively to
any resolution that brings to an end over three
years of uncertainty. The U.K. possesses some of
the best investment assets in the world – world
class global companies and some of the world’s
most sought after real estate; international
investors are likely to view a BREXIT-related sell-off
as an invitation to buy quality assets at sale prices.
Similarly, Market Street and our underlying
investment mangers will seek to take advantage of
opportunities to buy British stocks at attractive
valuations.

BREXIT Timeline
withdrawal negotiations

U.K. Referendum:
Country votes to
leave the EU

U.K. sends official
withdrawal notification to the EU:
two-year deadline
trigger

6/23/2016

3/29/2017

future-trade negotiations

Snap elections in
the U.K

European Council
(Art. 50): Principle
agreement reached
on withdrawal
terms

European Council
(Art. 50): EU approval of guidelines
on future trade,
endorsement of
withdrawal deal

Art. 50 TEU deadline (missed): EU
treaties stop apply- New deadline for
ing to the U.K.
U.K. to exit the EU

End of the transitional arrangement:
new trade arrangements or WTO
terms will apply

6/8/2017

12/14-15/2017

3/23/2018

3/29/2019

12/31/2020

10/31/2019

Possible conclusion
of U.K. trade deals
with other countries
Likely starting in
2021-2022

transitional period
Source: Bloomberg Intelligence
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Time to Play Defense?
Highlights

If the U.S. or global economy continues to slow, high
quality bond yields will be moving lower and
lowering your long-term expected return. That 1.6%
U.S. Treasury yield could be 1.5% or lower by 2020.
One could invest in high yield corporate bonds but
not only are they weaker companies with significant
debt, they have embedded equity risk. Bonds yields
will not stay below their averages forever and, at
these levels, do not provide an attractive expected
return.

While economic data has stabilized, it has been much
more volatile recently and is beginning to move
down again. We’ve had a longer sustained period of
economic misses as the global economy slows (as
represented by the economic surprise index, which
tracks whether data beats or misses estimates).
Economic data misses can lead to increased market
volatility, which can benefit hedge fund investments.

Economic volatility is unlikely to decrease going
forward and adding a defensive position, such as
hedge funds, during this time can be beneficial to an
investor’s portfolio.
Hedge funds can provide the ability to generate
returns in any environment as they are not
capitalization, style or geographically constrained. At
the same time, hedge funds can protect capital by
going short, possibly lowering a portfolios overall risk
exposure. As the uncertain economic environment
continues, it might be a good time to allocate to
those managers that can play defense, provide
protection, and generate returns. Thus, we intend to
increase hedge fund allocations in client portfolios
over the coming quarters.

Economic Surprise Index

PMI

Most investors historically reallocate to fixed income
assets as their price stability and income can offset
equity depreciation. But with yields extremely low
and well below average, the current environment
does not afford a lot of protection. Additionally,
there is $15 trillion of negative yielding debt meaning
you’ll lose money and purchasing power just by
buying it. Cash is another option but with the Federal
Reserve engaging in another rate cutting cycle, those
returns will be minimal at best.

defense, generate a premium above cash, and
provide downside protection in volatile markets. The
ability to generate performance on the long and
short side is a big advantage versus owning a U.S. 10year Treasury that’s yielding 1.6% (you can assume
your annualized return over 10 years will be
equivalent to the yield).

Economic Surprise Index Value

As the third quarter ends, investors continue to ask
how much more room do assets have to run? High
quality, investment grade bonds have returned 8%
year-to-date while equity markets are up double
digits; strong asset returns despite trade uncertainty,
slowing economic data, and elevated market
valuations. Given bonds and equities are relatively
expensive, where can an investor put capital to work
without paying high prices for assets that have more
downside risk than upside potential?

What about hedge funds? The ability to buy (go long)
strong, quality stocks and sell (go short) weaker,
money losing stocks is a traditional way to play
Source: Bloomberg
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Tactical Asset Allocation
Market Street Growth Strategy
ASSET CLASS
CASH

INVESTMENT GRADE BONDS
Municipal Bonds

NEGATIVE

Third Quarter 2019

NEUTRAL

POSITIVE
Allocations to cash have been increased while exposure to high quality municipal
bonds remains broadly neutral. Municipal bonds are attractively valued relative to
Treasuries and the asset class continues to be supported by favorable supply and
demand dynamics.

HIGH YIELD DEBT
High Yield Municipal Bonds
High Yield Corporate Bonds

While high yield municipal valuations have become a little rich, their underlying
fundamentals and the interest rate cycle are supportive. We are maintaining
tactical allocations to Emerging Market Debt (a beneficiary of the strong dollar and
falling U.S. Treasury yields) and Closed End bond funds (attractive discounts).

Emerging Market Debt
HEDGED ASSETS
Long/Short Equity
Distressed Credit

With economic conditions becoming softer and equities starting to appear a little
less attractive, we are likely to add to hedge fund exposure. Hedge funds provide
access to diversifying and less correlated strategies that can provide some
protection if markets sell-off. Additionally, their flexible mandates allow them to
move quickly to undervalued sectors if dislocations occur.

EQUITIES
U.S. Equities - Large Cap
U.S. Equities - Small Cap
Developed Market Equities
Emerging Market Equities

Slowing economic growth and moderate earnings growth should lead to modest
U.S. equity returns going forward. While we reduced the exposure to U.S. and
international equities during the summer, portfolios remain fully allocated to
global equities overall. Should the economic outlook continue to soften, we may
further reduce equity exposure in favor of assets that can provide some downmarket protection. Market Street’s private equity program provides attractive
exposures that cannot be obtained in the public markets.

Private Equity

REAL ASSETS
MLPs
Global Real Estate/REITs
Natural Resources/Energy
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We have reduced exposure to Real Assets. While we continue to like the long-term
tax-advantaged income and growth characteristics of MLPs, we reduced exposure
following a near 20% rally this year. Although natural resource stocks appear to
offer long-term value, a near-term catalyst remains elusive and we will be cutting
exposure during the fourth quarter.
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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.
Please visit our website for additional information on the funds and any
investment fund updates. As always, please feel free to contact us if you would
like to learn more about our investment program.

Jim Talalas
Investment Specialist

MARKET STREET TRUST COMPANY:
Main Office:
2 International Drive, Suite 301
Portsmouth, NH 03801
800.962.6876 phone
Representative Office:
499 Park Avenue, 26th Floor
New York, New York 10022
212.400.9070 phone
www.marketstreettrust.com
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