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As investment managers it is critical we look at all sides of the equation, not just what could go right, but also what could go wrong. In fact, during
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impacts on an investment so that as information changes we can quickly change our opinion if necessary. Having dialogue about multiple potential
outcomes beforehand helps limit emotional reactions when those outcomes develop. And, as significant research in the behavioral finance field has
shown, emotional reactions generally have negative impacts on investment success.
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detailed write -up of the major thoughts can be found on our website. However, understanding the upside and downside risks to our base case
scenario is just as important as understanding our final thoughts.

First, let me reiterate our base case thoughts for the year ahead. Corporate earnings should continue to grow, with a significant boost coming from a
lower corporate tax rate. Corporations will be faced with important decisions with their new cash. Do they embark on capital expenditure programs,
increase wages, fill new positions, buyback shares, or increase dividends? It will probably be a mixture of all these, but how they allocate their
savings to each will determine how much the economy will benefit. This newfound corporate cash could lead to slightly higher inflation as more

no longer warranted. Wage growth may finally accelerate as corporations look to fill open positions with a limited supply of  available workers.
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confidence translate into real economic growth. Generally, the economy looks to be in pretty good shape in the short-term.

But, what could go wrong? Frankly, since we believe we are in the later stages of the economic cycle, a lot could go wrong. The recent increase in
consumer and business confidence could peak and real economic growth may not materialize. Corporations could decide demand is not strong
enough for them to re-invest significant amounts of cash, instead opting for share buybacks and dividend increases. While this w ould lead to a short-
term bump in earnings, there would be no lasting impact on the economy. This could lead investors to anticipate a deceleratio n in economic growth,
therefore driving down market valuations. Inflation could accelerate faster than expected, causing more aggressive Fed action, which would stymie
growth. Consumer balance sheet issues could emerge, as much of America has not benefited from strong asseprice appreciation over the last
decade. And, finally, as is always the case, geopolitical risk could spike, causing a quick halt on economic activity.
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Not to sound too grim, there are many things that could surprise to the upside as well. One important factor to consider is a Ith ough this economic
expansion is one of the longest in history, the cumulative growth over the expansion is one of the weakest on record. Normall y this far into an
expansion, the economy begins to overheat and hit structural impediments to growth, but we are not seeing that yet. In fact, the U.S. just recently
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should be, no higher and no lower. Furthermore, if corporations use a larger than expected portion of their tax savings to re -invest in their

US Economic Outlook

businesses this could lead to an investment and hiring
boom. While this could be a drag on current earnings, it
would be very encouraging for the near -term health of the
economy and the long-term health of American
businesses. An investment and hiring boom could go a
long way toward driving sentiment even higher. If
consumers and businesses feel better, they spend more,
and the circle continues.

Certainly, an argument can be made for both positive and
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do. However, as the economy stands right now, a majority

of the data looks good. It is important to watch where
economic numbers go from here, since at any point they

can change. Having a predetermined set of possible
outcomes will help us adjust as economic activity changes.
However, the most critical aspect of successful investing is

to make sure that both the portfolio and the investor can
withstand any and all of these potential outcomes, without
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Allegiant spends so much time focusing on the

management of risk, not just the management of returns.
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Bear Case

*Market begins to anticipate
economic deceleration,
driving down valuations

*Organic corporate earnings
growth slows after one-
time tax benefit

A1* lflatOngclelgakedotled
than expected, causing
aggressive Fed action

*Hard data acceleration does
not materialize

eInverted yield curve points
to possible recession

*Geopolitical risk

eIncreased trade barriers
cause global slowdown

e Employment slowdown

*Spike in oil prices

¢ Consumer balance sheet
issues emerge
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*Organic corporate earnings
growth augmented by tax
benefit

e Slightly higher inflation

*Stable job growth

* With economy approaching

growth should begin to
accelerate

e Continued normalization of
interest rates, albeit at slow
pace

*Hard data expected to
accelerate, while soft data
may begin to peak

* Repatriation may lead to

increased buypacks and
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¢ Elevated consumer
confidence & tax cut should
lead to increased
consumption
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Bull Case

¢ Earnings growth surprises
to the upside, coupled with
continued P/E expansion

» Corporate tax cut leads to
investment & hiring boom

¢ Improvement in economic

D) ggnditions drives sentiment

even higher

*Job growth accelerates, as
businesses finally fill record
high job openings

*Household formations
increase, driving
acceleration in housing
demand

* Congress passes
infrastructure spending
legislation




6) U-3 & U-6 Unemployment

7) Labor Force Participation Rate

8) Long-Term & Short-Term
Unemployment

9) Nonfarm Payrolls

10) Job Openings

11) Employment Statistics

12) Global GDP

13) U.S. Trade Statistics

14) U.S. Manufacturing PMI

15) Foreign Manufacturing PMI

16) U.S. Services PMI

17) Foreign Services PMI

18) Economic Activity

19) Housing Supply & Demand

20) Housing Prices

21) Household Finances

22) Consumer Default Rates

23) Consumer Spending & Saving

24) Consumer Confidence

25) Consumer Confidence Y-0-Y

26) Federal Government Finances

27) Yield Curve Spread

29) Corporate Profits

30) S&P 500 & 26month Moving
Average

31) S&P 500 Earnings Yield & Baa
Bond Yield

32) NYSE Margin Debt

33) Corporate Finances

34) Global Earnings

35) Domestic Valuations

36) Foreign Valuations

37) Sector Valuations

38) Sector Valuations

39) Sector Valuations

40) Sector Valuations

42) Consumer Prices

43) Producer Prices

44) M2 Money Supply & Velocity
45) Global Central Bank Policy
46) 10-Year Treasury Yield

47) Global 10-Year Yields

48) 1/G Corporate Bond Spreads
49) High Yield Spread

50) Muni/Treasury Ratio

51) State and Local Debt

52) Emerging Market Bond Spread
53) Mortgage Delinquency Rates

55) Energy

56) Industrial & Precious Metals
57) Agriculture

58) Foreign Exchange
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Wage Growth
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U.S. Current Account
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