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THE US FINANCIAL MARKETS

MDR HIGH-QUALITY STOCK INDEX VERSUS NDR LOW- SEVEN YEAR RETURN PROJECTIONS BY A
QUALITY STOCK INDEX
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Recently, high quality US stocks have begun to outperform. It's about time. Blue chip issues have |
quality shares for almost 15 years. Yet, over the very long-term, high quality stocks have produced su
less risk. The prestigious money management firm GMO boasts one of the best long-range asset clas:
records. It continues to project that elite US equities will be the only section of the domestic stock mark
positive real returns over the next seven years. Evergreen concurs with that viewpoint.
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Silver, the poor man's precious metal, has definitely made all those involved with it over the last few
poorer. This is especially the case for those reckless bulls who charged into silver when it was approachi
the spring of 2011, a time when its ETF (SLV) was trading with higher volumes than the S&P 500. (At the
that this was a very strident warning silver was caught up in a full-blown bubble). As with gold, the
radically different today. Speculative “investors” are ferociously hostile toward silver. On the negative s
continue to accumulate SLV and it also recently broke multi-year support.
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HOUSEHOLDS' ASSET ALLOCATION TO FIXED INCOME IS DECLINING
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The belief that US investors are over-exposed to bonds and underweight stocks continues to be a:
sightings. Yet, as you can see above, looking at both mutual fund and ETF assets, the opposite is actu
note that the gap isn't as wide as it was in 2000 or 2007, just prior to those epic bear markets for eq)
hand, considering the “graying” of the US investor class, on an age-adjusted basis, the far higher allocat
incongruous to the Evergreen Investment Team. Perhaps the most important message from the chart
the last nearly twenty years, stocks and bonds have regularly changed places in terms of most in-and ¢
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As usual, bullish sentiment toward stocks swooned and bearishness vaulted during the mini-co
September to mid-October. Now, just as predictably, with prices having fully recovered (and then som
their oats while bears are back in hibernation. This raises the odds that any unsettling news could cause

reaction.
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US ECONOMIC TRENDS
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Another belief which seems to have more lives than James Bond is that the collective balance sheet @
is cash heavy and debt-lite. However, the reality is quite different. Even looking at net debt levels, givin
massive amounts of cash some companies possess (especially large tech firms), corporate debt as a perc
the economy (GDP) has never been larger. Similarly, holdings of cash and cash equivalents have eased

a few years ago.
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One very positive long-term development for the US
economy is the extended downturn in healthcare services
costs. It remains to be seen, of course, how Obamacare
will impact this salubrious trend. Evergreen believes that
various long overdue cost rationalization measures will
be put in place, helping to mitigate the inexorable rise in
medical care spending as America ages.
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US ECONOMICTRENDS

LEADING ECONOMIC INDICATORS (LEI) WITH AND
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Jones Trading's Mike O'Rourke and GaveKal's Charles Gave have both been critical of the traditional
Indicators (LEls). This is due to the heavy influence on them caused by the Fed’s suppression of short-ter
the related compression of credit spreads (as those in need of income are forced further out the mat
spectrum). The difference between the standard LEls and a version that backs out the Fed’s distorting
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the prolific and insightful Mike O'Rourke, is arresting.

The UK has engineered a healthy economic recovery,
at least superficially, contrary to many naysayers who
felt reforms of its welfare program would trigger another
recession. It is worrisome, though, how much of the
economy's vitality is based on reflating another bubble
in housing. Also eminously, the Bank of England’s chief
economist recently commented that the UK bond market
is effectively pricing in 40 years of negative real (after-
inflation) interest rates. This may be a result of the market’s
realization that relying on printing money and inflating
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Perhaps the most alarming news to come out of Asia recently was Japan's shockingly weak third ¢
Instead of the positive rebound expected after a poor second quarter (caused by a sharp increase
economy contracted 0.4%. Consequently, Japan now has the dubious distinction of being back in a tech
consecutive negative quarters). This should cause advocates of further QEs and massive deficit spendir
most fundamental assumptions of how to revive moribund economies. Japan has printed far more mc
developed country and has also accumulated the largest government debt relative to the size of its ecor
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PUTTING IT TOGETHER

it remains back in recession and is still struggling to
decisively break out of its deflationary morass.

My key takeaways from the charts and data shown above
is that we are moving closer to a global epiphany—namely,
that the near total reliance on QEs (quantitative easings,
more commonly known as printing money) is failing to
bring home the mail. Moreover, one of the biggest surprises
to me after years of central banks conjuring up tens of
trillions of pseudo-money is that deflation is emerging
as a major threat, not inflation. It is particularly telling
that economically-sensitive commodity prices, as well as
precious metals, have been mercilessly pounded. Then,
add to that the prevailing nanoscopic level of nearly all
developed country government bond yields, most of which
are plumbing multi-century lows. Something is clearly
very wrong with the world’s dominant monetary policy of
fabricating trillions and hoping for the best. Yet, despite
deflation in many countries, central banks have succeeded
in creating a lot of inflation. It's just that it's all been in asset
prices. Don't forget how “well” the combination of tame
consumer prices and soaring asset values worked in 2000
and again in 2007. Oh, that's right—this time is different.

AUTHOR: David Hay, pages 2-12
CONTACT: dhay@evergreengavekal.com
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THE IMPLICATIONS OF A STRONGER USD
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THE IMPLICATIONS OF A STRONGER USD
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for the Fed to raise rates next year, this may just be the
start of another strong era for the US dollar (USD).
Currently, there is a heated debate between economists
on whether inflation or deflation is around the corner. The
chart above shows the USD and year-over-year change in
the Personal Consumption Expenditure (PCE) index—the
Fed's favorite tool for tracking inflation. As you can see,
during periods of dollar strength, inflation measures have
remained subdued. This is primarily a function of falling
import prices, which helps dampen consumer prices. We
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Source: Bloombsrg, Evergreen Gavekal
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Commodities are one of the most exposed asset classes
to a rising dollar. This is because most commodities are
priced in dollars. As the dollar rises, prices of commodities
tend to drop to maintain their value on a global basis. The
opposite is true during periods of dollar weakness. The
chart above illustrates this c-saw tendency, and shows the
recent plunge in commodities given the dollar’s surge.
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CONCLUSION

So despite longer-term catalysts, a near-term correction in
the dollar seems probable.
As we put these charts together, we noticed several clear

AUTHORS: Jeff Dicks and Jeff Eulberg, pages

CONTACT: jdicks@evergreengavekal.com
Jeulberg@evergreengavekal.com

trends associated with a stronger US dollar. The positives
for the US include cheaper imported goods as well as
more purchasing power abroad. And, dollar strength
drives commodity prices down, which reduces key input
prices for companies and adds discretionary income for
consumers through lower gasoline prices. However, it also
makes US companies, which are increasingly more global,
less competitive overseas. This negatively impacts sales
and profit margins. Further, a stronger dollar is often a
symptom of decelerating global economic growth. This is
particularly the case in Europe, which is the second largest
market for US companies.
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Portfolio Associate

While a strong dollar may sound appealing in the short
run, it can set off a negative chain reaction. Specifically,
when global growth isweak—and international debt based
in USD rises—a rapid un-wind and global adjustments
are likely. It's pretty clear the US economy currently has
decent momentum. But a rising dollar amid international
economic deterioration could be the spark that ignites the
next fire sale for global asset prices. Conversely, it could
be quite bullish for conservative US dollar-based income
investments, which, in many cases, yield significantly more

Important Disclosures

This report is for informational purposes only and does not constitute a solicitation or an offer to
buy or sell any securities mentioned herein. This material has been prepared or is distributed
solely for informational purposes only and is not a solicitation or an offer to buy any security or
instrument or to participate in any trading strategy. All of the recommendations and assumptions
included in this presentation are based upon current market conditions as of the date of this
presentation and are subject to change. Past performance is no guarantee of future results. All
investments involve risk including the loss of principal. All material presented is compiled from
sources believed to be reliable, but accuracy cannot be guaranteed. Information contained in
this report has been obtained from sources believed to be reliable, Evergreen Capital
Management LLC makes no representation as to its accuracy or completeness, except with
respect to the Disclosure Section of the report. Any opinions expressed herein reflect our
judgment as of the date of the materials and are subject to change without notice. The securities
discussed in this report may not be suitable for all investors and are not intended as
recommendations of particular securities, financial instruments or strategies to particular clients.
Investors must make their own investment decisions based on their financial situations and
investment objectives.

JEFFDICKS JEFF EULBER
Director of Wealth
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