=1 LPL RESEARCH September 30 2019
GLOBAL ECONOMY MUDDLES ALONG

M A H K E -|- John Lynch, Chief Investment Strategist, LPL Financial
Jeffrey Buchbinder, CFA, Equity Strategist, LPL Financial

The U.S. economy continues to perform well when compared to the rest of the developed world, and is
still exhibiting growth near its long-term trend. The outlook in other developed economies is not quite as
bright, however, as unconventional and aggressive policy decisions from global central banks are
becoming increasingly ineffective.

OUR VIEW

The United States and emerging markets still stand out to us as relatively more attractive investment
opportunities than developed international markets, based in large part on relatively stronger outlooks for
economic growth and corporate profits. The outlook for emerging markets depends on trade, but if the
progress we expect later this year and in early 2020 materializes, we would expect the impact on emerging
markets economic growth and profits to result in higher stock prices. Meanwhile, we will continue to watch for
signs of improvement in Europe and Japan.
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The economic forecasts may not develop as predicted.
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GLOBAL ECONOMIES

The U.S. economy, paced by the consumer, continues to chug along at trend growth near 2%. Meanwhile in
Europe, Germany is on the cusp of recession as its manufacturing sector contracts, Brexit uncertainty
continues to cloud the outlook for businesses operating in the United Kingdom, deficit spending remains a
challenge—patrticularly in Italy—and the benefits of monetary policy appear exhausted, despite the best efforts
by the European Central Bank (ECB). After growing gross domestic product (GDP) by nearly 2% in 2018, the
Eurozone may struggle to deliver 1% growth this year. Europe has not been immune to trade uncertainty, and
the specter of European auto tariffs remains.

The picture is no better in Japan. Last week’s trade agreement between Japan and the United States on
agriculture, investment, and digital trade was encouraging, but the Japanese manufacturing sector has
contracted for five consecutive months. As with Europe, auto tariffs remain a risk. A consumption tax increase
on the books for October further clouds the outlook for an economy that is not expected to grow even 1% for
the foreseeable future, based on Bloomberg's consensus forecasts. The Bank of Japan has been every bit as
aggressive as the ECB and has little growth to show for it.

Slower growth in China has weighed some on growth in emerging markets economies, but Bloomberg's
consensus forecast for emerging markets GDP is still 4.6% for 2019 and 4.7% for 2020 [Figure 1]. Our
forecast of 4.4% may prove conservative, particularly if the United States and China make progress on trade
in the next couple of months. The U.S.-China trade conflict remains a big risk, but policies and demographics
remain more supportive for emerging markets economies than their developed counterparts.

GLOBAL RATES

Negative interest rates internationally are one of the most perplexing developments in the markets in recent
years. With negative interest rates, interest rates have dropped below zero and the lender in theory pays the
borrower for the "privilege" of providing the borrower a loan. While we have concerns about how these rates
normalize over time, that process will not begin anytime soon, and we see central bank actions as supportive
for markets right now. (For more on negative interest rates, please read “The Curious Case of Negative
Yields,” Sept. 16, 2019.)

The ECB delivered bold actions earlier in September at Mario Draghi’s last meeting as head of the central
bank, cutting its target interest rate further into negative territory (to -0.50%) and restarting open-ended bond
purchases until inflation targets are reached. The ECB and Draghi’s successor Christine Lagarde are now
committed to policy accommodation that could potentially last years.

The Bank of Japan decided against additional policy stimulus at its September 19 meeting, but it is poised to
do more—likely in October. Japanese monetary officials have suggested they are open to the idea of further
reducing interest rates into negative territory in response to weaker global growth, and they likely want to get
ahead of any economic weakness resulting from the upcoming tax increase.

European and Japanese rates may stay negative until growth and inflation in those economies pick up;
however, with the benefits of monetary policy largely exhausted, that may take a while. The gap between U.S.
and international yields likely will remain in place and potentially could get wider, keeping upward pressure on
the U.S. dollar.
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GLOBAL PROFITS

In one sense the outlook for global profits follows the pattern of economic growth, with the United States on
top. Based on consensus estimates from FactSet, S&P 500 Index earnings growth of 2% this year is expected
to outpace Europe and Japan. The story is different in emerging markets, where the relatively stronger
economic growth this year is not translating into earnings, which are expected to fall in 2019. We still believe
a modest allocation to emerging markets equity makes sense for suitable investors, but the inability of those
markets to turn economic growth into profits is concerning.

Emerging markets earnings are expected to rebound solidly in 2020, with consensus (FactSet) calling for a
13% increase. That pace is more than double the forecast for Japan (5%) and ahead of Europe (9%) and the
United States (10%). We believe all of these forecasts are too high, as early earnings forecasts almost always
are. However, assuming progress on trade, we could envision emerging markets earnings increasing by more
than the mid-single-digit pace we see for the United States next year, a level of potential acceleration that
could be attractive to global investors.

WEEKLY MARKET PERFORMANCE REPORT

We are pleased to share our new Weekly Market Performance report with insights on major asset classes.
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IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations
for any individual. To determine which investment(s) may be appropriate for you, consult your financial advisor prior to investing. All
performance referenced is historical and is no guarantee of future results.

The economic forecasts set forth in this material may not develop as predicted.

Investing involves risks including possible loss of principal. No investment strategy or risk management technique can guarantee return or
eliminate risk in all market environments.

All indexes are unmanaged and cannot be invested into directly. Unmanaged index returns do not reflect fees, expenses, or sales charges.
Index performance is not indicative of the performance of any investment.

Because of its narrow focus, specialty sector investing, such as healthcare, financials, or energy, will be subject to greater volatility than
investing more broadly across many sectors and companies.

All information is believed to be from reliable sources; however LPL Financial makes no representation as to its completeness or accuracy.

This research material has been prepared by LPL Financial LLC.

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member
FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice
from a separately registered independent investment advisor, please note that LPL is not an affiliate of and makes no representation

with respect to such entity.

If your advisor is located at a bank or credit union, please note that the bank/credit union is not registered as a broker-dealer or
investment advisor. Registered representatives of LPL may also be employees of the bank/credit union. These products and services
are being offered through LPL or its affiliates, which are separate entities from, and not affiliates of, the bank/credit union. Securities

and insurance offered through LPL or its affiliates are:

Not Insured by FDIC/NCUA or Any Other Government Agency | Not Bank/Credit Union Guaranteed | Not Bank/Credit Union
Deposits or Obligations | May Lose Value
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