STILLWATER CAPITAL THIS WEEK IN THE MARKETS

September 1%, 2017

The Top-Down

North Korea once again crossed the line. This time launching a ballistic missile over the northern
portion of Japan. The Wall Street Journal provided the market’s brief reaction in Six charts.

The U.S. economy went three for four this week with solid news on second quarter GDP, consumer
confidence and home prices. The August payroll report was a little less than the market wanted.

The Labor Department payroll report was released this morning and the economy added 156,000
jobs in August. June and July were both revised lower. We are now averaging around 180,000 job
gains per month. Bloomberg has the full review of where the jobs are.

Second quarter GDP was revised upwards to 3%, coming in above the 2.7% rise economists were
expecting. This is the fastest rate of Q2 growth since 2014.
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https://blogs.wsj.com/moneybeat/2017/08/29/see-markets-react-to-north-korea-in-5-charts/
https://www.bloomberg.com/graphics/jobs-numbers/
https://www.cnbc.com/2017/08/30/us-revised-second-quarter-gdp.html
https://www.nytimes.com/2017/08/30/business/economy/gdp.html?_r=0

Consumer confidence rose to the highest level since 2001.

Upbeat Moods

Optimism about present conditions is fueling U.S. consumer confidence

B Consumer confidence index W Gauge of present conditions

Highest smru 2001

]

2013 2014 2 207 2017
Source: Conference Board B|DOI‘I‘IbEI’g m

12A3] Xapul

Home prices gained 5.7% year-over-year as rates stay low, demand remains high, and inventories
are tight.

Faster Appreciation
Lean inventory, robust demand push up yearly U.S. home price growth

M National home prices (YoY) (R1) M Mational home-price index (unadj.) (L1)
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Stillwater View: The Fed has ample economic cover to raise rates and is on the clock to do so.
Yellen’s last move should be to leave the next head with some dry powder to work with.


https://www.bloomberg.com/news/articles/2017-08-29/u-s-consumer-confidence-reaches-second-highest-level-since-2000
https://www.bloomberg.com/news/articles/2017-08-29/gain-in-home-prices-in-20-u-s-cities-reflects-lean-inventory

The Bottom-Up

With Texas attempting to move into recovery mode, Wall Street has been busy looking for
headwinds and tailwinds as refineries get back online and the massive rebuilding effort begins in
earnest. The New York Times reports that the storm will not derail the economy.

Wells Fargo announced that it had found an additional 1.4 million fake accounts or 67% more than
were originally reported. The brand damage continues at Wells as does the talent drain. The $143
million class action settlement previously agreed to may now be in jeopardy. Gretchen Morgenson
reports that Congress is likely feeling shortchanged by last year’s testimony from former CEO John
Stumpf.

Market leadership is beginning to narrow as rolling corrections in energy, financials and retail are
beginning to weigh down the broad indexes. Market breadth as measured by the number of stocks
trading above their 50-day moving average has been falling fast.

Deteriorating Breadth

Percentage of S&P 500 stocks trading above 50-day average near this year's low

ES&P 500 Index (R1) M Stocks trading above 50-day moving average (L1)
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Stillwater View: When the broad market finally corrects look for CNBC to bring Art Cashin, head of
floor operation at UBS, on set to repeat the trading cliché, “They have shot soldiers and are now
going after the generals.”

Up and Down Wall Street

In what seems like a long dead practice in asset management Pimco is raising fees on the firm’s $92
billion Income Fund by 5 basis points to a new rate of 0.50% beginning October 2™,


https://www.cnbc.com/2017/08/28/harvey-disrupts-business-but-some-are-set-to-benefit.html
https://www.nytimes.com/2017/08/28/upshot/markets-are-signaling-that-hurricane-harvey-wont-crush-the-economy.html?mcubz=3&_r=0
http://fortune.com/2017/08/31/wells-fargo-increases-fake-account-estimate/
https://www.washingtonpost.com/news/business/wp/2017/08/31/wells-fargo-finds-an-additional-1-4-million-fake-accounts/?utm_term=.7c7bdb363f35
http://www.barrons.com/articles/wells-fargo-talent-drain-since-scandal-1502911797
https://www.bloomberg.com/news/articles/2017-09-01/wells-fargo-accounts-accord-called-into-question-as-victims-grow
https://www.nytimes.com/2017/08/31/business/wells-fargo-testimony.html?ref=dealbook&_r=0
https://www.bloomberg.com/news/articles/2017-08-31/stock-breadth-yields-and-a-bearish-tipping-point-in-the-s-p-500
https://www.bloomberg.com/news/articles/2017-08-31/pimco-bucks-trend-by-raising-fees-on-ivascyn-s-income-fund

Wealth manager David Bahnson is urging President Trump to pardon former Drexel junk bond king
Michael Milken based on his view that his prosecution was the result of a “period of class envy run

amok™.

Warren Buffett made the rounds this week after Berkshire converted warrants purchased in 2011
into 700 million shares of Bank of America, for a paper gain of $12 billion.

He provided his view that while the second quarter GDP print came in strong at 3%, the economy
itself only felt like it was growing at 2%. Buffett also said that while stocks were less appealing due
to valuation, they still beat investing in bonds. He has bought stocks in 14 of the past 15 presidential
administrations. He missed Herbert Hoover’s, as the SEC policy at the time was to deny 2 years olds
the right to buy stocks.

Happy 87" birthday, Warren. You have so many reasons to celebrate. The diet that got him there.



https://www.bloomberg.com/news/articles/2017-08-30/wealth-manager-urges-trump-to-pardon-junk-king-michael-milken
https://www.bloomberg.com/news/articles/2017-08-30/buffett-says-stocks-are-less-attractive-but-still-beat-bonds
https://www.cnbc.com/2017/08/29/berkshire-hathaway-bofa-shares-paper-profit-of-about-12-billion.html
https://www.cnbc.com/2017/08/30/warren-buffett-heres-why-i-havent-been-criticizing-donald-trump.html
http://www.businessinsider.com/facts-about-warren-buffett-2016-12/#while-his-elementary-school-classmates-were-dreaming-about-the-major-leagues-and-hollywood-10-year-old-buffett-was-having-lunch-with-a-member-of-the-new-york-stock-exchange-and-set
https://www.thestreet.com/story/14289574/1/warren-buffett-s-junk-food-diet-has-gotten-him-to-87-should-you-follow-it.html?puc=yahoo&cm_ven=YAHOO&yptr=yahoo

Diversions

The 44™ Telluride Film Festival takes place this weekend. The Los Angeles times previews this low-
key mountain town affair.

The tennis world’s eyes are on Flushing Meadows, New York this week as the U.S. Open continues.
Maria Sharapova is proving resilient, advancing to the quarters at the age of 30 following a
nineteen-month absence from the court. Highlights from the legendary 1979 Midnight Massacre
featuring John McEnroe and Ilie Nastase.



http://www.telluridefilmfestival.org/
http://www.latimes.com/entertainment/movies/la-et-mn-telluride-curtain-raiser-20170831-story.html
http://www.usopen.org/index.html
https://uk.reuters.com/article/uk-tennis-usopen-sharapova/sharapova-feels-the-love-at-the-u-s-open-idUKKCN1BB05J
http://edition.cnn.com/2017/08/30/sport/sharapova-continues-to-divide-opinion-on-major-return/index.html
https://www.youtube.com/watch?v=FEDUlcvMQWo

College football kicks off this weekend with the biggest game featuring Alabama and Florida State.
Kenny Chesney sets the soundtrack for the season with “The Boys of Fall”. Other weekend
notables, Florida versus Michigan and UCLA taking on Texas A&M. The rest of the schedule will
have you scratching your head and asking if this is indeed the “pre-season”.

Stillwater View: Going out on a limb with these. The Alabama Crimson Tide will roll once again.
USC will be the leaders out west. Michigan will finally turn the tables on Ohio State. And Notre
Dame will be looking for a new head coach four games in. Diehards, check in for costumes and face
painting is 9:00 am!


https://www.si.com/college-football/2017/08/30/week-1-schedule-florida-state-alabama-michigan
https://uk.reuters.com/article/uk-tennis-usopen-sharapova/sharapova-feels-the-love-at-the-u-s-open-idUKKCN1BB05J
https://www.youtube.com/watch?v=GEc1m-r_0gM
http://www.espn.com/college-football/game?gameId=400933830
https://www.goodbullhunting.com/2017/8/31/16216816/the-tailgate-a-graphical-preview-of-texas-a-m-at-ucla

For those making the trip to the stadium this weekend, Stillwater provides some of the greatest
tailgating hits from Tim Love’s Lamb Lollipops, Rick Bayless’ queso sliders, and the Food
Networks Top 50 Tailgating Recipes.



http://www.mercurynews.com/2016/01/21/dallas-cowboys-tailgate-recipe-tim-loves-lamb-lollipops/
http://people.com/food/rick-bayless-queso-fundido-burgers-tailgate-recipe/
http://www.foodnetwork.com/holidays-and-parties/packages/tailgating/food-networks-top-50-tailgating-recipes

To subscribe or unsubscribe to Stillwater Capital’s “This Week in the Markets” please e-mail
contact@stillcap.com.

DISCLOSURE: Stillwater Capital, LLC is a Registered Investment Adviser. Advisory
services are only offered to clients or prospective clients where Stillwater Capital, LLC and its
representatives are properly licensed or exempt from licensure. This website is solely for
informational purposes. Past performance is no guarantee of future returns. Investing
involves risk and possible loss of principal capital. No advice may be rendered by Stillwater
Capital, LLC unless a client service agreement is in place.

Stillwater Capital, LLC provides links for your convenience to websites produced by other
providers or industry related material. Accessing websites through links directs you away
from our website. Stillwater Capital, LLC is not responsible for errors or omissions in the
material on third party websites, and does not necessarily approve of or endorse the
information provided. Users who gain access to third party websites may be subject to the
copyright and other restrictions on use imposed by those providers and assume responsibility
and risk from use of those websites.

General Notice to Users: While we appreciate your comments and feedback, please be aware
that any form of testimony from current or past clients about their experience with our firm
on our website or social media platforms is strictly forbidden under current securities laws.
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