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INFLATION FIXATION

SUMMARY

MACROCAST™ continues to suggest that the risk of a major beaket occurring is low.

= The recent 10% decline in the market was the finste February 2016. The amount of the
correction was typical of a market correction, the speed in which it occurred was historic.

= Jerome Powell has officially taken over as Chairnmdnthe Federal Reserve, but policy
expectations have not shifted with the changinghefguard. We continue to expect three rate
hikes in 2018.

= One possibility given for the market sell off walation worries. Currently, inflation is 2.1%
year over year. History suggests the market doédafter under most inflationary conditions,
and is less concerning until it gets above 5%.

MARKET DECLINE WAS TYPICAL IN PRICE MOVEMENT, BUT ATYPICAL IN SWIFTNESS

On January 26th, the S&P 500 reached an all-tigle bf 2872. The market then proceeded to lose 10%
over the next 9 trading days. It was the first 1@86line since early 2016, and the fastest dectoma f
an all-time high in market history.

It was arguably the pace of the decline and noatheunt of the decline that caught many investtfs o
guard. It's been almost two years since the la% @l@cline; that is unusual. As a reminder, doulg-d
declines in any calendar year are the rule, noexoeption (chart from LPL):
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S&P 500 CORRECTIONS ARE QUITE NORMAL
® S&P 500 Total Annual Return ® S&P 500 Max Intra-Year Pullback
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Source: LPL Research, FactSet 02/12/18

In terms of volatility, 2017 was a true outlier.€l'peak-to-bottom decline during the year was leas t
3%. 1995, which also saw a 3% drop, was the orilgrogear to come close to this lack of volatility i
the past 40 years.

As is often the case during a correction, the fagas on how much money was being lost, as opposed
to how much was gained before the drop. The folhgwdata highlights market performance from key
dates in the past two years. The returns belovicarthe S&P 500, from the dates listed throughdalte
time high of January 26, 2018.

= From the beginning of 2018 until January"2the total return was up 7.5%. This is a huge nfov¢he
market, and not far from the averag®ualgain for any given year, which is around 10%.

= Since Thanksgiving 2017, the market went up 10%.

= Since August 2017, the market was up over 18%.

= Since the U.S. Election in November 2016, the ntanles up 34%.

= Since the selloff following the decision to leate European Union (“Brexit”) in June 2016, the nedrk
rose 43%.

= Since the oil crash finally bottomed in Februarnt@0the market rose an astounding 57%! That equates
to an annualized gain of over 26%.
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When viewed from this perspective, the questiomrdigg the market drop shouldn’t be “Why is this
happening?!”, but instead, “What took so darn I6ng¥e real head scratcher was not the decline we
just experienced, but that markets rose with baaelyop.

THE FED WILL LIKELY STICK TO THE PLAN

We still think three rate hikes is the most likelytcome for the Fed this year. This would put ted F
Funds rate somewhere between 2% and 2.25% by theféhe year. Note that a Fed Funds rate just
over 2% is still low by historical standards.

There’s been concern that the Fed will be forcelddcease rates at a faster pace due to increasing
inflation. Fed analyst Tim Duy thinks that is natiimg to happen. Duy believes that the Fed is fatuse
on intermediate term inflation and not short-termoves. In an article for Bloomberg, he cited Fed
policy in 2017 as the guidepost on how they miginidie recent inflationary pressure:

...central bankers continued tightening in 2017 despite inflation that was well below forecast.
Why move forward with tightening in a low-inflation environment? Because policy makers
believed their medium-term inflation forecast and did not want to be put in a position of
accelerating the pace of rate hikes when that inflation emerged.

Just as they were focused on maintaining rate lakea though inflation was low, the base caseas th
they stick with three rate hikes even if inflaticomes in higher than expected over the next fewthson

EVEN IF INFLATION RISES, THAT DOESN'T SPELL DOOM FOR STOCKS

Worries over inflation have been cited as a redspthe recent rise in interest rates, and as &\t
for the initial decline in the market at the endlahuary. Specifically, higher than expected wage
growth in the latest employment report, triggettel first big drop in the market on February 2nd.

The most recent measure of the Core Consumer Pdes (CPI) was 2.1% when compared to a year
ago. If inflation is set to rise well above 2%, tbeus then turns to what that means for the maHtetv
have stocks performed during various inflation megg in the past? The table below shows market
returns during various levels of inflaticand the results may surprise you. Over the pageffs,
inflation hasn’t had a negative impact on stocktl itmreached much higher levels (table from Clearl
Biello of Pension Partners):
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S&P 500 Ann. Total Returns at Various Inflation Levels (1928 - 2017)

S&P 500 S&P 500 (% Positive % Positive
Inflation Quintile _Inflation Range |Nominal (Ann.) Real (Ann.)| Nominal Real
Quintile 1 -10.3% to 0.9% 46% 6.5% 56% 61%
Quintile 2 0.9% to 2.1% 15.8% 14.2% 83% 78%
Quintile 3 2.1% to 3.0% 11.5% 8.7% 83% 78%
Quintile 4 3.0% to 4.7% 12.1% 8.3% 89% 83%
Quintile 5 4.7%t0 18.1% 40% | 38% | 56% 39%

There appear to be two situations when inflatioth d&lear negative impact on stocks:

1) When there was deflation, or falling prices, asfien the case during recessions. During these
periods stocks were up an average of 4.6%.

2) When there was inflation above 5% (which often esaluring wartime) and most recently in
the 1970s and early 1980s. During these periodskstwere up 4% on average, but returns were
negativeafter adjusting for inflation.

When inflation was between 1%-5%, stocks have dpite well, showing higher than average returns
and positive returns about 80% of the time. Stdwkge done okay during periods of deflation. It has
only been during extreme inflationary periods thaities turned negative.

MACROCAST™ REMAINS STURDY, DESPITE INCREASED VOLATILITY

After a strong market run over the past two yeidwes market finally dropped a noticeable amount.reve
with the declineMACROCAST™ remains positive, and in fact rose through thdidecincreased
volatility may stick around, but our model suggesttsying the course at this time.
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The chart(s)/graph(s) shown is(are) for informatbmpurposes only and should not be considered asggestion of any
investment recommendation, investment strateggs @n offer of advice to buy, sell, or exchangeiamgstment product or
investment vehicle. Past performance may not bieatide of future results. While the sources obiinfation, including any
forward-looking statements and estimates, includedhis (these) chart(s)/graph(s) was deemed rédialCorbett Road
Wealth Managemep§pire Wealth Management LLC, Spire Securities ahits affiliates do not guarantee its accuracy.

The views and opinions expressed in this articketapse of the authors and do not necessarily geflee opinions of Spire
Wealth Management LLC, Spire Securities LLC oaffiliates.

All information is based on sources deemed reliallet no warranty or guarantee is made as to itguaacy or
completeness. MACROCA®Tis a proprietary index used by Corbett Road Wealthnagement to help assist in the
investment decision-making process. Neither tharimdtion provided by MACROCAST nor any opinion expressed herein
constitutes a solicitation for the purchase or safeany securities, and should not be relied orfiaancial advice. The
phrase “the market” refers to the S&P 500 Total iRet Index unless otherwise stated. The phrase “@isgets” refers to
equities, REITs, high yield bonds, and other higlatiity securities. Past performance is no guaksnof future results.

Spire Wealth Management, LLC is a Federally Regsténvestment Advisory Firm. Securities offerattigh an affiliated
company, Spire Securities, LLC, a Registered BfBkealer and member FINRA/SIPC.

Please see important disclosures at the end of this article



