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Dear Client,
The third quarter saw significant strength in most financial markets. Global equities rose 5.3%, with the
S&P 500 up 3.9%, foreign stocks up 6.9% and emerging markets gaining 9.0%. Although core investment grade bonds were flat, higher yielding corporates rose 5.6% and emerging market debt (dollar
denominated) appreciated 3.7%. All told, a solid quarter, especially given the less sanguine macroeconomic backdrop.
Global economies continue to grow at below average rates, with the U.S. posting sub 2% GDP growth
for the third straight quarter and foreign estimates also coming down for 2017. Low levels of annualized inflation and fears of deflation are influencing central bank policies, which continue to drive interest rates lower, and in many cases below zero. It is estimated that $12 trillion of government debt is
now trading with negative yields (you pay the government for the pleasure of owning their bonds).
Corporate profits registered their fifth straight quarterly decline in Q2, with third quarter estimates also
coming in negative. Declining earnings coupled with a continued rise in the equity markets makes valuations more expensive. Today’s S&P 500 trades at an 18x price/historic earnings multiple, compared to
a historical average of 15.6x. Goldman Sachs estimates the S&P 500 is trading in the 9th most expensive
decile on a cyclically adjusted P/E ratio, which historically has led to 5.1% annualized equity returns over
the next 10 years.

MICHAEL R. EISNER CFA®
Chief Investment Officer

On the positive side, oil prices have stabilized within a $40 - $50 per barrel range, average hourly earnings for U.S. workers has crept upwards and mortgage rates remain near record lows. The impacts from
these favorable levels continue to help consumer spending, which still remains about 2/3 of U.S. GDP.
Emerging market economies continued to heal, with less debt subject to currency fluctuations. A
steady dollar has also stemmed the tide of rapid capital movement out of these countries.
Geopolitical events had minimal impact on markets this past quarter (the day to day suffering of people
in Syria, mass migrations and those impacted by terrorism are now “non-events” as far as the markets
are concerned). The U.S. presidential election will soon come to closure, with a vote only three weeks
away. Each candidate has policies that could have profound impacts on the economy, which will also be
influenced by the outcome of very close congressional races. We take a closer look at the platforms of
each candidate and possible impacts on markets on page 5.
Weak economies for non-U.S. countries have also fostered more nationalism. With unemployment high
and terror threats growing, anti-immigration sentiment and stronger state involvement are on the rise.
These two movements are at opposition to the needs of these countries: free movement of capital and
people in an effort to create jobs. Additionally, fiscal stimulus in an environment of tight fiscal controls
makes it hard to combat economic weakness. Central bank stimulus, after years of easy monetary policy is becoming less and less effective.
At this point, we have to say “the glass is half empty.” The news has not been all that good but markets
continue to rise. Valuations in many asset classes are stretched, although they could go higher. We
continue to broadly diversify so as not to have all our “eggs in one basket.” Our general themes
(discussed in the Outlook Section) have not changed, although it may be time to raise more cash
through more aggressive selling of winners.
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The Markets
Ross Miller CFA®
Senior Investment Analyst

Global markets have not gone a quarter in 2016 without one
major event rattling investors. In the third quarter, it was Boston Federal Reserve President Rosengren announcing that “a
case for a rate hike was reasonable to prevent an overheating
of the economy.” Rosengren’s speech alone helped push equity markets down by more than 2%. However, just as in prior
quarters, central banks came to the rescue and markets rallied, recouping losses.

has not significantly improved and the level of defaults has
crept up.

CREDIT MARKETS

Emerging market dollar bonds, led by growing economies in
South East Asia, have produced strong returns throughout
2016. Argentina has also performed well due to hopeful outcomes from its new government and economic reforms.

Credit markets have been more volatile in 2016 given the high
level of central bank intervention and high correlations between announcements and yield moves. As the European Central Bank (ECB) and the Bank of Japan (BOJ) continue to purchase billions of dollars of bonds, the total amount of sovereign and corporate debt with negative yields has moved to
$12 trillion. Numerous sovereign bond yields, proxied by 10
year yields, hit new lows during the quarter. The German Bund
reached -0.19%, Switzerland’s yield was -0.63% and Japan’s
was -0.29%. Although, as sentiment changed, bond yields
closed the quarter higher, resulting in modest losses.
Italy and Spain, two countries with significant financial reform
and economic issues, have bond yields below that of the U.S.
This is a signal that credit risk profiles are not being represented in valuations, possibly leading to further investor complacency that central bank support will always be there.
Municipal markets had a strong third quarter, with the end of
September marking the 52nd straight week of positive flows.
Despite increased flows, municipal markets ended in negative
territory, as numerous technical aspects led to a selloff in
shorter maturity bonds. Despite lower yields, municipals remain modestly attractive from a fundamental perspective.
High yield municipals navigated negative headlines with a
large Puerto Rico default, a credit rating cut of Illinois and
more problems with pension shortfalls nationwide. High Yield
municipals are on pace for a double digit return this year as
investors continue to hunt for yield and supply remains limited. Technicals and fundamentals have boosted high yield
municipal returns but selection remains paramount as yields
continue to fall and spreads tighten.
High yield corporate bonds have continued to outperform
since their January selloff. High yield debt remains a favored
asset class as investors continue to search for yield in a risk-on
environment. However, caution is important as credit quality
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Central bank easing paved the way for international bonds to
truck along during the third quarter. Europe is the largest beneficiary as many corporate issuers sell bonds with negative
yields that continue to fall. Asian bonds have gained on stabilizing growth and the BOJ’s asset purchases.

GLOBAL EQUITIES
Global equities stumbled multiple times in 2016 but continue
to push forward. Volatility has resurfaced but the “central
bank put” has helped keep equities afloat. There is more fear
than comfort in markets as a significantly high correlation has
emerged with central bank announcements and market
moves. However, longer-term shareholders continue to benefit from the eventual rally that follows these sometimes irrational selloffs.
U.S. equity markets finished the third quarter in positive territory. The biggest trend in 2016 has been the style reversal
from growth to value. However, that trend reversed itself in
the third quarter, as growth outperformed value. The return
variance for the year remains significantly in favor of value
stocks.
The other trend is the strong performance of small cap stocks.
Small caps outperformed all other capitalizations by at least
4.5% in the third quarter. While the U.S. is not the brightest
picture for growth, the slow moving economy has helped produce significant returns for small cap stocks. However, it is
important to exercise caution in U.S. equity markets, as valuations have increased to high levels without any significant improvement in actual earnings.
International stocks provided gains in the third quarter, as
economic data pointed towards a positive, albeit slow growth
picture. European equity returns were positive but its economic picture is beginning to diverge. Germany continues to
be the leader of stability in Europe, while France and Italy, two
of the larger economies in Europe continue to struggle. One
bright spot is the U.K. After Brexit, there were concerns of an
economic fallout. However, economic results following Brexit
have been surprisingly positive, helping fuel equity returns.
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Some of the positives are related to Britain’s significant currency depreciation, additional central bank easing and a September rate cut.
Asian equities have been troubled in 2016 by China’s economic growth path while Japan struggles to reflate its economy.
Despite the negatives, Asian equities produced a strong third
quarter as Chinese economic data continues to point to a stabilizing economy with a government focused on reforming its
financial system.
Emerging market equities have been the darlings of 2016 as
investors continue to search for returns and fundamentals
improve. Emerging market countries have benefitted from
stronger growth, superior current account deficits and a more
stable currency market. Emerging Asia has been the driver on
the back of its brighter economic growth prospects. Latin
America has produced strong returns on the expectations of
pro-business regime changes in larger countries such as Brazil
and Argentina.

mal and U.S. rig counts continue to increase. Natural gas finished in negative territory as demand has waned with warmer
late summer weather. MLPs gained during the 3rd quarter.
Institutional investors remain attracted by their high and dependable yields.
As risk-on sentiment continued along with increased prospects
of a rate hike in the U.S., precious metals declined in the third
quarter. U.S. REIT valuations have continued to increase as
investors continue to seek higher-yielding assets. With U.S.
REITs trading at 15-20% premiums to their Net Asset Values,
the sector appears to be overvalued. Year-to-date, U.S. REITs
have returned 19% with international REITs returning 14%.

REAL ASSETS
Commodity markets have started to normalize as supply and
demand stories continue to dominate the markets. Oil finished
flat during the third quarter as supply disruptions were mini-
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Election
ROBERT J. WHITE
CFA®, CFP®
Director of
Investments

As the U.S. Presidential Election enters its final month of campaigning, the electorate must choose between
two candidates who both have the highest disapproval ratings in modern history. However, this is where
their similarities end. The table below provides the contrasting policy proposals in key areas. With respect
to taxes, Clinton would raise $1.1 trillion over 10 years with higher tax rates on the rich; Clinton’s tax plans
would improve income equality but would not be a significant boost to economic growth. Conversely,
Trump’s plan calls for $9.5 trillion in tax cuts over 10 years, with upper earners paying significantly less tax.
While this would likely worsen income equality, it would provide a fiscal boost to the economy.
In international trade, both candidates do have a little common ground. Clinton seeks to renegotiate the
Trans Pacific Partnership (TPP), while Trump would remove support for TPP and scrap the North American
Free Trade Agreement with Canada and Mexico. Trump would additionally institute trade tariffs of 35-45%
with China and Mexico – an action that he can executively make without support from either the Senate or
Congress. The resultant decrease in global trade would have a significantly deleterious effect on both U.S.
and global economic growth.
Investors appear to be pricing in a Clinton victory, and a win for Clinton is likely to have only a muted effect
on investment markets. Conversely, a win for Trump would be a shock and would likely prompt a risk-off
environment with global equities falling and bonds rallying. Global investors would fear the isolationist rhetoric that Trump’s campaign is built upon. Longer term impacts are less clear and we would expect markets
to take a wait and see attitude as Congress and the President flesh out positions.
Despite the focus on the Presidential candidates, of almost equal importance is the fight to gain control of
the Senate and Congress. At this stage, it seems likely that the Government will remain divided with bipartisanship required for the President to enact legislative changes; ironically, a Trump win may actually
engender a more bi-partisan environment.

Source: J.P.Morgan FX, Commodities & Rates Strategy, “Yes, Mr. (Madam) President”, 10/3/2016
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Outlook
ROBERT J. WHITE Global investors have become increasingly complacent in recent years, emboldened by the speed with
CFA®, CFP® which market sell-offs have recovered. This era of low returns has been accompanied by low volatility in

both economic growth and inflation, so perhaps it should not be surprising that investors are not wor-

Director of Investments ried. JP Morgan describes the current economic expansion as the slowest since World War II but also as

the most stable. However, the textbooks are being re-written as we navigate an environment through
which we have never been before; investor uncertainty is high and this should not pair well with complacency.
Complacency has also been fueled by the great performance of U.S. assets over the last seven years,
with equities hitting record highs and bond yields (inversely related to price) close to record lows. We
believe that investors have simply ‘borrowed’ returns from the future. Looking in the rear view mirror,
the complacent investor might wonder why we bother to diversify - why not just hold a mix of U.S.
bonds and equities; we are after all U.S. investors and there is a certain logic and comfort in investing in
U.S. assets. However, at some stage the complacent investor is jolted by a return to investment fundamentals. In the current environment, we believe that diversification is of utmost importance to generate
decent returns and protect against risks.
The U.S. economy has suffered through a summer soft patch, causing the IMF to cut its 2016 growth
forecast from 2.2% to just 1.6%. Despite this, the U.S. is likely to plod along with a slow but steady rate
of economic growth, keeping unemployment low and consumer confidence around nine year highs.
While inflation may creep higher due to the tightening labor market and strengthening energy prices, we
continue to believe the Federal Reserve will be very gradual in raising rates.
International equities have underperformed U.S. equities for the past seven years, with the relative performance gap becoming ever wider. Market Street increased client allocations to international markets
over the past year as we believed that valuations were compelling. We were admittedly early, and international valuations have become even more attractive relative to U.S. equities. But like a coiled spring,
we believe a mean reversion to more normal levels of relative valuations is inevitable. While Europe remains mired in political and economic uncertainty, the Emerging Markets appear to hold more attraction. In its latest economic growth forecast, the IMF predicted that the Emerging Markets would grow by
4.2% this year, accounting for 75% of global growth. There are 6 billion people living in developing countries, representing 90% of the world’s under 30s; while selectivity is important, this group of nations
offer a structural long-term exposure to the rise of a massive new middle class. Valuations are attractive
and the fiscal strength of Emerging Market nations is better than many developed countries.
The rise of populism around the developed world threatens to contract global trade policies and decrease global connectivity. Anyone who has studied Economics 101 learned that global trade allows nations to specialize in their most efficient economic activities and contributes positively to overall global
growth. Despite this, economic growth these past years has not benefited the populace evenly, and
central bank low interest policies have hurt those who rely on their savings for income. Europe has witnessed a rising tide of sentiment against the establishment, with populist parties gaining momentum.
The U.K. provided an example of this when its people voted to exit the European Union. Looking forward, there is a December referendum in Italy which could subsequently result in the Five Star Party
gaining power and seeking to leave the European Union, and an April election in France that could see
Marine Le Pen’s far-right National Front party gain power. In the U.S., the November election brings
forth two candidates that would seek to set back the trade policies of previous administrations.
Where does this leave us? We feel that investor complacency will be eventually tested, and that when it
is, investors will be thankful for the benefits of a diversified portfolio. Although we remain in a low return environment, Market Street continues to position client accounts towards those niche assets which
offer the most compelling risk/reward characteristics, while actively reducing exposure to assets that
appear safe but which we believe are fundamentally overvalued.
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Market Data
EQUITIES
S&P 500
Russell 1000
Russell Midcap
Russell 2000
Wilshire 5000
MSCI ACWI ex. US
MSCI EAFE
MSCI Japan
MSCI EM
S&P Global REIT

Q3 '16%
3.9
4.0
4.5
9.1
4.3
6.9
6.5
8.8
9.2
0.0

YTD%
7.8
7.9
10.3
11.5
8.4
5.8
2.2
2.5
16.0
12.3

1 YR%
15.4
14.9
14.3
15.5
15.4
9.3
7.1
12.5
17.2
18.2

3 YR%
11.2
10.8
9.7
6.7
10.7
0.2
0.9
3.7
-0.2
11.3

COMMODITIES
Gold
Silver
WTI Crude Oil
Brent Crude Oil

9/30$
1316
19.17
48.24
50.19

1 YR$
1115
14.52
50.36
55.23

CURRENCIES
Euro/U.S.
Sterling/U.S.
U.S./Yen
DXY Index

9/30$
1.12
1.30
101.35
95.46

1 YR$
1.12
1.51
119.88
96.35

FIXED INCOME
Barlcays Municipal
Barlcays Municipal HY
Barclays Corp. HY
JPM GBI-EM

Q3 '16%
-0.1
1.3
5.6
2.7

YTD%
2.6
9.4
15.1
17.1

1 YR%
3.4
11.3
12.7
17.1

3 YR%
3.3
8.1
5.3
-2.6

GLOBAL MACRO DATA
U.S. CPI Index
U.S. Real GDP ($billion)
VIX (S&P 500)
LIBOR (3 month)

30-Sep
240.3
16,583
13.3
0.8

1 YR
237.7
16,374
20.9
0.3

Sept
5.0
156

Aug
5.0
167

July
5.0
252

RETAIL SECTOR
Retail Sales
Retail Sales ex. Autos

MoM%
-0.3
1.9

YoY%
-0.1
2

ECONOMIC DATA
Unemployment Rate
Nonfarm Payrolls Net
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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
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.

INVESTMENT REVIEW

PAGE 8

