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November 2018: Thoughts on October’s Selloff

October was a difficult month for U.S. and global investors across all asset classes. On a global basis (from
foreign equity to fixed income markets), 89% of assets posted a negative return during the month, which is the
highest percentage dating back to 1901.! The S&P 500 was no outlier and declined 6.94%. At its lowest point on
October 29, the S&P 500 was down over 10% from its September highs. The 6.94% decline masks the severity of
October’s selloff in many individual securities. By month-end, nearly 50% of S&P 500 constituents were down
more than 20% from their 52-week highs.? With both U.S. Treasuries and corporate bonds declining as well, this
was a painful month to have any risk exposure whatsoever.® Despite the sharp pullback in markets, we don’t fear
an imminent recession or material sell-off from current levels. However, we do expect volatility to remain elevated.

While we don’t have a single explanation for October’s pullback, we think the following were all
contributing factors:

Federal Reserve Chairman Jerome Powell’s comment on October 3™ that: “we’re a long way from
neutral [interest rates] at this point, probably.”* By which, Mr. Powell meant that interest rates may
have to rise materially before they begin restricting economic growth.

The 20-basis point jump in 10-year U.S. Treasury yields from the end of September through October
5™ peaking at a 7-year high of 3.26%. Higher interest rates generally exert downward pressure on stock
valuations, particularly for long-dated assets (such as growth companies) whose valuations are largely
predicated on the present value of future cash flows.

Geopolitical turmoil ranging from concerns over Italy’s budget to the killing of Saudi journalist and
U.S. resident Jamal Khashoggi (allegedly at the direction of Saudi Crown Prince Mohammed bin
Salman) during Mr. Khashoggi’s visit to Saudi Arabi’s consulate in Istanbul, Turkey.

Continued deterioration in the U.S.-China trade relationship.

Weak U.S. monthly housing sales and new home construction data. Existing home sales declined 3.4%
from September and new home construction fell 5.3%.°

Notable earnings “misses” and sales guidance that came in below analyst expectations from large-cap
technology firms including Amazon and Alphabet.

Company earnings releases and management commentary on earnings calls suggesting that earnings
growth may have peaked for this economic cycle and that rising labor costs and input costs (ranging
from metals to materials) may cut into profit margins.

Concerns that U.S. GDP growth, which has ranged from 3-4% this year, will moderate in 2019 as the
stimulus from tax cuts wears off and trade uncertainty leads to a slowdown in business investment.
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e The combination of inflation and a slowdown in growth has some worried about a return to stagflation
of the 1970s.

These factors caused investors to quickly re-assess risk and led to a wave of selling and increased volatility
that begat more selling, likely due to large-scale position unwinding from various institutional strategies (ranging
from hedge funds, to risk parity funds to systematic trading funds). In our view, none of these factors justified the
extent of the market selloff last month, nor were any of these factors much of a surprise (other than the Khashoggi
murder). The two major threats for U.S. investors to watch out for are overly extended valuations and the odds of
entering a recession. Starting with recession concerns, though growth is likely to slow down next year, no economic
data other than housing suggest that the U.S. is close to seeing the economy contract. As to housing, we think the
culprits for the slowdown are two-fold: (1) higher interest rates make financing home purchases costlier and (2) the
newly instituted $10,000 cap on state and local tax (“SALT”) deductions diminish some benefits of home
ownership, particularly in states with high property taxes (see below chart).®

SALT impact on home prices
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Note: Red = states that voted for Trump in 2016

Source: National Association for Realtors (NAR), DB Global Research

Given that the U.S. economy continues to otherwise perform well and that company earnings are still
expected to grow in 2019 (perhaps in the high single digit range rather than double digits), we are inclined to take
advantage of the recent selloff. As shown in the chart below, the combination of earnings growth and last month’s
decline in stock prices, has brought valuations down close to their bottom range over the last three years (based on
stock prices to next year’s expected earnings).’
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Wholesale Liquidation Should Bring Out Bargain Hunters
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With many quality stocks down over 20%, the universe of opportunities to deploy cash at reasonable
valuations is perhaps its broadest since the 2015-16 market correction. We think there are particularly compelling
opportunities in the technology, biotechnology, industrials, materials and energy sectors, along with select foreign
markets (such as Argentina). Of course, any of the risks highlighted above could materialize into something more
severe (particularly on the trade front), but there is rarely a “goldilocks” environment without worries in which to
invest. We think what in large part makes this year’s volatility seem so jarring is that it is coming on the heels of
2017, during which markets were as close as one can get to a goldilocks investment environment. The fresh memory
of low volatility and consistent price appreciation is a stark contrast to daily price swings exceeding 1%. However,
as we have encouraged everyone to remember during other bouts of volatility, markets and individual stocks over
time follow the trajectory of earnings. That trajectory may not always be smooth, but so long as earnings continue
to grow, we expect gains for investors.

Per the below chart, at halfway through the S&P 500 third quarter earnings season, 76% of companies have
exceeded analyst earnings expectations.® While forward sales and earnings guidance have been less robust than in
prior quarters, the majority of companies are still offering positive outlooks.’ This suggests a slow-down in growth
from what was likely an unsustainably high level (exceeding 20%), not a contraction. Investors can still do quite
well in an environment where earnings are growing up to 10%. Particularly if invested in stocks whose valuations
do not fully reflect their growth potential or cash flow stability.
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Percent Of The S&P 500 That Beat Quarterly Earnings Expectations
(Compared To The Last Median Estimate According to Bloomberg)
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Last month was a painful experience that we hope not to repeat any time soon. Unfortunately, volatility
comes with investing and as the U.S. economy adjusts to higher interest rates and potentially slower economic
growth, volatility is likely to persist. However, a volatile market does not mean a bear market. For those who can
handle the volatility and have excess cash available, we would welcome having a conversation on compelling
opportunities to invest in. For those who can’t stomach the volatility, we are happy to discuss ways to de-risk your
portfolio. And for all, in light of the selloff and approaching year-end, we are reviewing ways to limit potential
2018 tax liabilities by recognizing losses in positions with limited potential for price recovery. We continue to pay
close attention to both economic and company earnings data. If we see a material degradation in either we will
proactively advise to limit risk. For now, though, we think the outlook for investors remains positive. As always,
please let us know if you would like to discuss any of the ideas in this letter or your overall portfolio. Many thanks.

Sincerely,
Peter Karmin Stuart Loren
Managing Member Director
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Investing involves risks, including the possible loss of principal and fluctuation of value. Past performance is no guarantee of future
results.

This letter is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation
to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of the date noted above and may change as
subsequent conditions vary. The information and opinions contained in this letter are derived from proprietary and nonproprietary sources
deemed by Karmin Capital to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of
accuracy or reliability is given and no responsibility arising in any other way for errors and omissions (including responsibility to any person
by reason of negligence) is accepted by Karmin Capital, its principals, employees, agents or affiliates, or by Fort Sheridan Advisors LLC,
its principals, employees, agents or affiliates. This post may contain ‘‘forward-looking” information that is not purely historical in nature.
Such information may include, among other things, projections and forecasts. There is no guarantee that any forecasts made will materialize.
Reliance upon information in this post is at the sole discretion of the reader.

Please consult with your Karmin Capital financial advisor to ensure that any contemplated transaction in any securities mentioned in this
letter align with your overall investment goals, objectives and tolerance for risk. In addition, please note that Fort Sheridan Advisors LLC,
through its wealth management division, Karmin Capital, including its principals, employees, agents, affiliates and advisory clients, may
have positions in one or more of the securities discussed in this communication. Please note that Karmin Capital, including its principals,
employees, agents, affiliates and advisory clients may take positions or effect transactions contrary to the views expressed in this
communication based upon individual or firm circumstances. Any decision to effect transactions in the securities discussed within this
communication should be balanced against the potential conflict of interest that Karmin Capital has by virtue of its investment in one or
more of these securities.

The S&P 500® Index is a broad-based unmanaged index of 500 stocks, which is widely recognized as representative of the equity market in
general. You may not invest directly in an index.

Additional information about Fort Sheridan Advisors LLC is available in its current disclosure documents, Form ADV and Form ADV Part
24 Brochure, both which are available without charge by contacting Fort Sheridan toll-free at 866-559-9700. You may also request copies
by email at info@fortllc.com, or access the documents online via the SEC’s Investment Adviser Public Disclosure (IAPD) database at
www.adviserinfo.sec.gov, using CRD# 151139 or SEC# 801-70517.

Karmin Capital neither provides investment banking services nor engages in principal or agency cross transactions. Karmin Capital is the
wealth management division of Fort Sheridan Advisors LLC. All securities transactions are effected through Western International
Securities, Inc. and Fidelity Brokerage Services LLC. Fort Sheridan Advisors LLC is not an affiliate of Western International Securities,
Inc. or Fidelity Brokerage Services LLC.
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