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Why Economic Conditions Matter for Businesses

Because your organization is directly impacted from improving or declining economic
conditions, it is important that you monitor changes occurring in the economy.

Indicators of economic conditions provide important insights to your business. Your
business should use indicators of economic conditions to adjust your views on economic
growth and profitability.

An improvement in economic conditions would lead you to be more optimistic about the
future and potentially invest in growth more as you may expect positive returns. The
opposite could be true if economic conditions worsen. Additionally, you should monitor
economic conditions to gain insight into your sales growth and profitability. A fairly typical
way of forecasting growth would be to use the previous year's trend as a baseline and
augment it with the latest economic data and projections that are most relevant to your
products and services. For example, a company that manufactures products tied to
construction would look at economic conditions in the housing sector to understand
whether momentum is improving or slowing and adjust its business strategy accordingly.

It is our view at S6 Partners that in addition to rigorous market and competitive analysis,
economic analysis and monitoring is one of the foundational analytical elements a
business should endeavor to pursue and understand in an effort to more effectively
respond to environmental factors often out of its control.

With this in mind, we have provided the following economic report. It is our intent to update
this report quarterly. As we do, we will provide a copy to you for your review.

Best Regards,

ek W/ waméuf

Managing Member

S6 Partners — Business Advisory Services
www.S6Partners.com

Clarity Leads to Confidence
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Economic Forecasting Survey

THE WALL STREET JOURNAL SURVEYS A GROUP OF

MORE THAN 60 ECONOMIST ON MORE THAN 10
MATAR FCANNAMIC INNDICATNARCK

Economist Q&A

Q&A: Hiking Odds®?

Fe d e ra I Res e rve Please estimate the probability that the Fed will raise the federal funds rate at the following FOMC meetings.
Fund Rate Hike

Announcement due December 14
—16t, 2016

93.0%

Anticipating a rate increase of 25
basis points.
93% economists surveyed agree

Dec-16 Jan-17 Mar-17

NOTE: On December 14, 2016 the Federal Reserve increased its target for the federal
funds rate by another 25 basis points. In her statement, Fed Chair Janet Yellen said,

“Today the Federal Open Market Committee decided to raise the target range for
the federal funds rate by .25 percent, bringing it to .50 to .75 percent. In doing so,
my colleagues and | are recognizing the considerable progress the economy has
made toward our dual objectives of maximum employment and price stability. Over
the past year, two and a quarter million net new jobs have been created,
unemployment has fallen further, and inflation has moved closer to our longer run
goal of 2 percent. We expect the economy will continue to perform well, with the
job market strengthening further and inflation rising to 2 percent over the next
couple of years.

Going forward, there will be a number of consequences of gradual increase in the federal
funds rate over time In the private sector, interest rates on everything from car loans to
home mortgages to business loans will rise. Interest rates on government securities will
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also rise — meaning that the federal government will have increased borrowing costs,
which will have significant consequences for our national debt.

POSt'EleFtion Q&A: Post-Election Uncertainty
Economlc Has economic unc inty ir d or d d since the election last month?

A D d substantiall X
Decreased uncertainty 36.7% ecreased substantially - 8.0%
About the same 5% Decreased somewht | -
Increased uncertainty 58.4% About the sams - 8.0%
Reflected in lower bond yields ncreased somewhat | >~
Increases

30% of Dow increase driven by
financial stocks and hedge funds.

Q&A: Economic Risks

Is the risk to your GDP growth forecast for the next 12 months more to the upside or downside?

Balanced
v ‘ August 2016
Economic Risk ‘
Assessment 4
= Downside
Significant change in profile
oiiri At b Q&A: To the Upside
Downside risk moderated Is the risk to your GDP growth forecast for the next 12 months more to the upside or downside?
downward
Upside risk increased
Balanced
' December 2016
Downside
—— Upside
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Economic Indicators
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Consumer Price
Index — CPI

The Consumer Price Index is a measure that
'e weighted average of prices of a
consumer goods and services, such as
transportation, food and medical care. Itis
lat taking price changes for each item in
termined basket of gocds and awerap ng
Changes in the CPI are used
changes associated with the cost o
he most frequently used st
g pericds of inflation or defiati

Federal Reserves CPI Target 2%

2016 Projected up 1.2% points
over EOY 2015

2016 Projected at 1.9%

Up .7% points from August
on

Up 1.7% points from actual June
2016

Oil Prices

Projected EOY 2016 up $2.33 /
4.6% over Actual June 2016

Projected EOQY 2016 up $4.51 /9%
over August Projections

2017 Projections

Up $4.92 / 9% over Projected EOY
2016

Up $3.80 / 7%over August 2017 EOY
Projection
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Federal Funds Rate 8 st e [] )

Federal Funds Rate

The interest ra ry institution lends 5%

August 2016 Forecast B
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Embed
Federal Funds Rate
Actual (Jun. 2016) P od: Dec. 201
0.38% 0.61% a
o Federal Funds Rate -
Projected that the Fed will raise anaes [12ye] oy 4w
rate in December by roughly .25
basis points to .62% .
Projected increase by .29 basis .
points to .91% in June 2017 =
Projected increase by .35 basis o ="
points to 1.26% in December 2017 December 2016 Forecast - - =
J o ) o 3P J O ) O ) O )0 JyoOoJ)yoOH )OO Jo Jo0
Projected EOY 2017 (1 26%) Fed 07 07 08 08 09 09 10 10 11 11 12 12 13 13 14 14 15 15 16 16 17 17 18 18
Fund Rate increase over Projected R ng
EQY 2016 (.62%) .64 basis points. Federal Funds Rate
Actizal (Jun. 2018) Projected: Dec. 2016 \) Projecied: Jun. 2017
0.38% 0.62%a | 0.91%
INTEREST RATE
5% - Actual 1 Projected
i
|
Interest Rates “ 5
1
CBO projects that interest rates will | 3-Month Treasury Bill Interest Rate
rise significantly from current levels 3% |
1
i
2% |
1
1
i
1% ‘
1
1
0% :
2001 2006 201 2016 2021 2026

SOURCE: Board of Governors of the Federal Reserve, H.15—Selected Interest Rates and Congressional Budget Office, An Update to the Budget and
Economic Outlook: 2016 to 2026, August 2016. Compiled by PGPF.
NOTE: Data are presented on a calendar year basis.
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Net interest costs are projected to rise sharply

BILLIONS OF DOLLARS

$800

Net Interest o0
Costs

Under current law, CBO projects that

net interest costs will more than $500
double over the next 10 years, soaring

from $270 billion in 2017 to $712 $400
billion in 2026 and totaling $4.8 trillion

over the period. ! Interest costs are $300
expected to continue climbing beyond
the next 10 years and are projected to
be the third largest category in the
federal budget by 2028 (after just
Social Security and Medicare), the $100
second largest category in 2046, and

the single largest category in 2050. $0
2008 2010 2012 2014 2016 2018 2020 2022 2024 2026

SOURCE: Congressional Budget Office, An Update to the Budget and Economic Outlook: 2016 to 2026, August 2016, and Updated Budget
Projections: 2016 to 2026, March 2016. Compiled by PGPF.
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10-Year Interest

Costs: $4.8 trillion
$200

' Under current law, CBO projects that interest rates on 3-month Treasury Bills will
increase from 0.3 percent in 2016 to 2.8 percent in 2026, while interest rates on 10-year
Treasury Notes will increase from 1.8 percent in 2016 to 3.6 percent in 2026. The interest
rates are expressed as calendar-year averages.

BUDGET CATEGORIES (% OF GDP)

Budget e alotees

Categories (% of .
GDP)

Ballooning interest costs threaten to 20% a——
crowd out important public

investments that can fuel economic 15%
growth in the future. In its most recent

- i » Defense
long-term budget report, CBO - Discretionary
| Interest |

Social Security

Medicare

» Medicaid, CHIP &
Exchanges

= Nondefense
Discretionary

estimates that by 2046, interest costs 10% -

are projected to be more than double
what the federal government has 5%
2015 2028 2046 2050

historically spent on R&D, nondefense
infrastructure, and education,
combined. 0%

SOURCE: Congressional Budget Office, The 2016 Long-Term Budget Outiook, July 2016, and Updated Budget Projections: 2016 to 2026, March
2016; and PGPF projections based on CBO data.
NOTE: Medicare ding is net of and from the states.

u Other Mandatory
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FEDERAL SPENDING (% oF GDP)
8%

Federal %
Spending 6% 8%

5%

By 2046, interest costs are projected
to be more than two times what the
federal government has historically
spent on R&D, infrastructure, and

4%

education combined. 3% 2.6%
2% R&D
1.4%
.

Average Spending |
nterest Costs
(1966-2015)
SOURCE: Office of Management and Budget, Budget of the United States Government, Fiscal Year 2017, February 2016, and Congressional Budget

Office, The 2016 Long-Term Budget Outiook July 2016. Compiled by PGPF.
NOTE: Infrastructure excludes defense.

The long-term fiscal challenges facing the United States are serious. Even though our
current deficits are lower than they used to be, we are still adding an average of more
than one billion dollars to our national debt load every day. Worse yet, we are
headed toward a period of rising demands from unfunded entitlements in a rapidly
aging society, combined with a tax system that fails to raise enough revenue and
is filled with inefficient and costly tax subsidies. Many economists warn of this growth
in debt — this year, both GAO and Ernst & Young also released reports this year warning
about the dangers and unsustainability of U.S fiscal policy.

It is the opinion of S6Partners, a major culprit here is failed fiscal policy. The Fed is
reacting to poor fiscal policy with draconian and extreme monetary policy with fewer and
fewer arrows in their quiver. Congresses and presidents of both parties, over many years,
have avoided making hard choices about our budget and failed to put it on a long-run,
sustainable path.
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Upward Momentum

The U.S. Federal Reserve said Wednesday it is raising its benchmark federal-funds rate a quarter percentage point, to a range between 0.50%
and 0.75%, the first increase since December 2015 and just the second move higher since June 2006.

Fed chief Greenspan | Ben Bernanke: 7 D ~ JanetYellen
RECESSION  QE1" QE2 OPERATION QE3 Dec. 14, 2016:
June 29, 2006: Fed TWIST' Fed raises rates and
6%  raises fed-funds rate Sept. 18, 2007: Fed begins Jan. 25, 2012: Fed Sept. 13: Fed says it'll signals three increases for
5 to 5.25%, ends to cut rates as financial sees low rates at least ‘maintain’ low rates 2017
17-meeting crisis spreads. through late 2014. through mid-2015.
4 series of Dec. 17, 2014: Fed 4 Dec. 16, 2015:
3 hikes. says it will be ‘patient’ | Fed raises rates for
before raising rates. | the first time in
2 more than nine
1 years.
0 b
‘04 05 ‘06 07 ‘08 '09 10 1 12 13 14 15 16 17
March 2008: Fed helps J.P. Morgan buy Bear Stearns. -T L March 18, 2009: As QE ramps up, Fed sees low rates for ‘extended period.

Sep. 2008: Lehman Brothers files for bankruptcy.

Source: Federal Reserve

tes as well.

r many other important

P
an find higher retur

tsafe.

Projected EOY 2016 up 85 basis points
to 2.34% yield from actual June 2016.

Projected EOY 2017 up 45 basis points
to 2.79% over EQY 2016 Projection.

Relatively flat y

Th e
market

to the equity

Oct. 3, 2008: President Bush signs Emergency Economic Stabilization Act.

*In QE (quantitative easing) programs, the Federal Reserve purchased billions of dollars of Treasurys and other instruments.
A program in which the Fed sold shorter-term bonds and bought longer-term ones to extend the maturity of its balance sheet.

August 2016 Forecast

December 2016 Forecast

THE WALL STREET JOURNAL.
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Housing Prices

Home prices for 2016 are projected
to be down 30 basis points / 5.5%
from 2015 prices.

Projected 2016 up 40 basis points /
5.5% from August projections.

Projected 2017 prices are trending
down from 2016.

Projected 2018 prices are trending
down from 2017.

Projections indicate some -
continuance in housing appreciation
nationally, albeit moderating.

Housing Starts

2016 housing starts are projected to

be up 7 basis points from actual 2015

housing starts.

Projected 2016 housing starts are
down 2 basis points from August
projections.

2017 housing starts are projected to
be up 10 basis points from 2016.

2017 housing starts are projected to
be up 17 basis points from 2015.

2018 housing starts are projected to
be up 16 basis points from 2016.

2018 housing starts are projected to
be up 6 basis points from 2017
projections.

Home Prices
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2,200 12 Year Housing Starts
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be up 17 basis points from 2015.
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