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That ain’t workin’, that’s the way you do it...

Way back in the day, when Dire Straits composed their satirical riff on the easy-money world of MTV and rock
celebrities, interest rates were still coming down from the double-digit rates of the early 1980s and the hangover
of stagflation still gnawed at the minds of central bankers. The VIX index did not yet exist to serve as a barometer
for measuring the market’s mood swings between fear and complacency. And the idea that central banks would
take on a second life as the world’s largest sovereign wealth funds, buying assets in the open market in an attempt
to prop up slow-growing economies, was scarcely imaginable.

Same Data, Different Tune

This week we learned that U.S. headline inflation is back over 2% year-on-year, with an even stronger annualized
run when looking at the last three months. Prior to December 2013, the Fed had maintained that 2% inflation and
6.5% unemployment were levels consistent with a gradual move towards moving interest rates off their historically
low floors. Now the numbers are there, but the tune has changed.

U.S. Headline Inflation & Unemployment Rates

Last Two Years

= USA - CPITotal (YoY%) (Right) == USA -Unemployment Rate (Left)
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Source: MVF Research, FactSet

Of course, three months does not necessarily a sustainable trend make. But a majority of data points indicate that
the second half of 2014 will see more robust growth than the first, with corporate earnings ticking into high single
or low double digits and real GDP coming in above 3%. Yet Fed Chairwoman Janet Yellen, speaking after the Board
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of Governors meeting this past Wednesday, did everything in her power to convince markets that interest rates
would not be coming out of their deep sea beds any time in the foreseeable future. In fact the tone she struck was
notable for its lack of conviction in economic growth prospects. QE tapering continues — monthly bond buys are
down to $35 billion — but the money is still free and the Fed clearly wants it to stay that way.

Central Banks, Yield Hunters

Meanwhile another news tidbit this week, courtesy of the Financial Times, focused attention on the new role of
central banks as global fund managers, boosting their already expanded balance sheets with equity investments.
The State Administration of Foreign Exchange, an arm of China’s central bank, is apparently the world’s largest
portfolio manager with over $3.9 trillion in equity assets under management (including direct equity stakes in a
number of prominent European companies). The FT article notes that central banks in Europe are also part of the
action in embracing equities as part of a yield-hunting strategy.

Manufactured Markets

What’s ironic — and not just a little troubling — about the idea of central banks as yield hunters and stock pickers is
that they themselves are the architects and manufacturers of the free money, zero-yield world in which we live. As
a matter of policy central bankers have sought to push investors out the risk frontier, hoping that the ensuing
wealth effect would work back into the real economy. The first part of that equation has clearly worked — global
equity markets are at all-time highs. Whether the rebound in GDP and employment is a direct result of the Fed’s
nudge is up for debate. But it seems an odd time for central banks to be following their own advice and piling into
risk assets, with potentially unfortunate consequences whenever this bull market finally plays out.

Gotta Move Them Color TVs

A closer look at the inflation numbers this month indicates price gains across a broad range of goods and services,
signifying rising levels of demand. Admittedly the Personal Consumption Deflator, which the Fed prefers as its
inflation barometer, somewhat lags the headline Consumer Price Index. But if the price trend of the past several
months continues, Yellen’s Fed will come under increasing pressure to make some hard decisions about rates.
Markets have followed a zig-zag course this year between yield plays — defensive sectors and high-dividend shares
—and growth areas like small caps and technology. The next couple headline macro readings, along with 2Q sales
and earnings results, will likely have a major influence on which trend plays out for the rest of the year. One would
hope that the central bankers moonlighting as stock portfolio managers are ready for either outcome.

Masood Vojdani Katrina Lamb, CFA
President & CEO Head of Investment Strategy & Research

Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor. MV Financial
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or
product (including the investments and/or investment strategies recommended or undertaken by MV Capital Management,
Inc.), or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal
any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove
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successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be
reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in
this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management,
Inc. To the extent that a reader has any questions regarding the applicability of any specific issue discussed above to his/her
individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. MV Capital
Management, Inc. is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should
be construed as legal or accounting advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement
discussing our advisory services and fees is available for review upon request.
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