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STATE OF THE CONSUMER
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AHousing
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CONSUMER TRENDS

A Consumer confidenciecreasing
U Retirement savings is on the rise

FROST INVESTMENT ADVISORS

U Increase in mortgage applications and pending home sales

U Consumer spending on the rise

Consumer income expectations are in an uptrend
Conference Board: Income expectations (increase less decrease)
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Rising trend in purchase applications: Good for home sales
Mortgage purchase applications (% change, year-over-year)
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CONSUMER TRENDS

A Recent employment numbers:

U Weather related?
U Oil and Gas Industry?
U Labor Disputes?
U Temporaryvs.ful i me empl oy ment
Claims confirm labor market is healthy S SRS 55 TR ISR lyTrEdt
Thousands Unemployment Claims (North Dakota, Texas, Oklahoma)
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CONSUMER TRENDS

A Last months Conference Board signaled another uptick in confidence levels, reflecting a boost
across all income levels

ATheage group most Vvisible in a swing'’ resp
at a cycle high, which may portend a brigh

Millenials more upbeat Weekly measure of consumer confidence hits cycle high
Conference Board Confidence: Under 35 Years Bloomberg Consumer Comfort Index (%Bal)
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ENERGY AND COMMODITIES

A Possible bottoming in crude oil prices
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Crude Qil (NYM $/bbl) Continuous
Last Price: $50.81
December 31, 2013 to March 27, 2015
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ENERGY AND COMMODITIES

A Not all news is bad news domestically
U Cheaper fuel prices increasing gasoline consumption

U Auto dealers decreasing inventory of autos/trucks
U Consumer savings dispersed to broader economy

Consumers preferring trucks Internet and restaurants leading retail charge
Truck sales as a % of total auto sales 8-month % change, SAAR
65.0% - Building materials, garden equipment &supply dealers

General merchandise stores

Motor vehicle and parts dealer

60.0% -
Clothing & accessory stores
55 O‘y 'C_)S‘z - Electronics & appliance stores
V70 Health & personal care stores

Sporting goods, hobby, book & music stores
50.0% - Food & beverage
Office supply & used merchandise stores
45.0% - Fumiture & home furnishing stores
Restaurants

Non-store retailers
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CENTRAL BANKS AND MONETARY POLICY

AFED policy
ADollar Impact

AEurozone’'s quantitative easing
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POLICY UPDATES

AFOMC

U Inevitable ratehikes
U Fedwanta o see continued I mprovement

confident’ of inflation moving back toward its 2% target in the intermeditien
U Shift doesnot mean thatthe Fetsgoi ng t o be

| mph&dsi e nt

Yield (%)

United States Treasury Yield Curve
— 31-Mar-2014 —— 31-Dec-2014 31-Mar-2015
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DOLLAR IMPACT

A Headwindfor US exporters-their goods become more pricey, less competitihvand is also

disinflationary, as imported goods becorokeaper.
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A World s clamoring for dollars to maintain liquidity to support growth, during a time of global
fiscal and policy constraintsand this becomes more challenging in the coming years as
1. On acyclicalbasis, the Fed is tightenirgunwinding QE and hiking rates (albeit expected to

do so cautiously)and

2. Onastructuralbasis: a stronger dollar will tend to reduce the current account deficit, hence
the USD will not have to send so many dolkrsoad.

ICEUS Dollar (DXY-IFUS) [Delayed]
9750 D61 D6 (34055AM USD

A A stronger dollar tends to beget lower
commodi ti es’ prices

A Drag on the growth of commodity exporters
[Australia, Canada, Brazil etc.]

A Added pressure on some emerging regions.
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FOREIGN POLICY UPDATES

AEurozone’'s QE program
U €60 billion monthly bond buying program
U Estimated€1.1 trillion inexposure

A Impact of rising US dollar and lower oil prices
U Positive outcome for

Global economy holding steady
(50 + = expansion)
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MARKET OUTLOOK

AEquity Markets

AFixed Income Market
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EQUITY OUTLOOK

A The continued strength in the U.S dollar bodes well for both small and mid cap domestic
equities Smallercompaniesgenerate less of their earningsfrom overseasmarkets, which
should serve as a buffer relative to larger companies(which most forecastersexpect to

experiencea slowdownin earningsgrowth).

A TheU.S appearsdecoupledfrom the rest of the developedworld in terms of economicgrowth.
This, along with accommodativepoliciesfrom the FederalReservehave pushedU.S equity
valuationshigher and indicesto all-time highs We expectU.S large cap stocksto reactto a
slowingglobalgrowth outlook, alongwith reducedforeignearningsdueto the strongerdollar.

A Despitea sharpdeclinein oil pricesand a strongdollar, it is our view that muchof the damage
hasalreadybeendoneandlongterm risk/reward prospectsare favorable

A International equity positions may be attractive given accommodativeQE policiesfrom The
EuropeanCentral Bankand Bank of Japan As well, we see more earningsupside to these
markets Howeverthere is still uncertaintysurroundingeconomicgrowth, and the potential for
a Greekexit (Grexit ffom the Eurozongo causemarketinstability.

A Despite their attractive relative valuations, we expect emerging markets to remain under
pressure due capital outflows, decreasingtheir dollar reserves, continued weakness of

commodityprices,andthe likelihoodfor the Fedto start raisingratesin 2015
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FIXED INCOME OUTLOOK

A Despite the headwind of a strong U.S dollar, the global bond space adds valuable
diversificationto fixed income portfolios. Globalbonds are largely hedgedbackto the U.S
dollarandare very defensivefrom aninterestrate perspective

A The FederalReservds unlikelyto raiseratesin the near term. Asa result, intermediate term
"core" fixed income offers active managershe most flexibility to effectivelynavigatea variety
of marketenvironments

A While the vastmaijority of fixed incomestandsto lose moneywhen ratesrise, shorter duration
assetsgenerallyprove more defensivewhen ratesrise. Shortterm may be an option asthe
FederalReservaate hikedrawscloser

A Thehigh yield market continuesto get more expensiveas spreadshave narrowedsignificantly
since2009andthe unexpectedisein credit spreadscouldleadto significantpricedeclines
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THANK YOU

AQ & A
A Contact:

U Frost Investment Advisors
100 W Houston St
San Antonio, TX 78299
F: 2102204800
Learn more atvww.frostinvestmentadvisors.com
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DISCLOSURES

Thispresentationis furnishedfor informational purposesonly andis not investmentadvice,a solicitation, an
offer to buy or sell, or arecommendationof any securityto anyperson a I y | IdpiNidn§beliefs and/or
thoughts are as of the date given and are subjectto changewithout notice. Theinformation presentedin
this presentation was obtained from sourcesand data consideredto be reliable, but its accuracyand
completenessis not guaranteed It should not be usedas a primary basisfor making investment decisions
Consideryour own financial circumstancesand goals carefully before investing Certain sectionsof this
commentary contain forward-looking statementsthat are basedon our reasonableexpectations,estimates,
projections, and assumptions Forwardlooking statements are not indicators or guaranteesof future
performanceand involve certain risks and uncertainties, which are difficult to predict. Pastperformanceis
not indicative of future results. Diversificationstrategiesdo not ensurea profit and cannot protect against
lossesin a decliningmarket. All indicesare unmanagedand investors cannotinvest directly into an index.
Youshould not assumethat an investmentin the securitiesor investmentstrategiesidentified was or will be
profitable.

NOTFDIdnsured- NO Bank GuaranteeMAY Lose value.

16



