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Key Data Points: Economic Growth Picks Up

Economic growth picked up in the EFFECTS OF CHINA
second quarter in the U.S., with a report of
3.9% GDP far exceeding the anemic growth

® Q2 GDP was up 3.9%
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hough American exports to China accounted for
less than 1% of U.S. GDP last year, falling Chi-
nese demand has been blamed for some of the

Page 2 ) Whether the expansion continues
hinges not just on conditions at home, but also
on the effects of the slowing global economy.

(Continued on page 2, Economy...)

Market Undergoes First Correction in 4 Years
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recent distress in U.S. markets.

Also to blame was the surprise devaluation of Chi-
na’s currency in early August. The roughly 2% devaluation
of the yuan versus the dollar was aimed at boosting Chi-
nese exports, but the move also roiled currency markets
and global stock markets, showing the broad reach of Chi-
na’s evolving capital markets.

Even with the recent downturn, China’s explosive
growth over the last decade and a half has had a positive
impact on global economic growth and stock market re-
turns in China. It should be no surprise that an inevitable
slowing of that growth should be felt on the downside as
well.

While the rate of growth in China is subsiding, its
overall contributions as the world’s second largest economy
should continue to benefit the U.S. and world economy.

ENERGY CONTINUES TO SLIDE

Oil prices resumed the downward path that began
eatly in the year, as slowing global demand—particularly
from China—brought crude oil prices to new lows, under
$40/barrel. Excess supply remains an issue. Even with evi-
dence of a decline in U.S. output, supply has remained high
around the world, with steady production by OPEC and
potentially more supply coming from Iran. All of this has
increased concerns that prices will stay low for several
years.

The silver lining of lower energy prices and cheap-
er fuel is a potential increase in discretionary income. We
have seen some evidence of that in recent reports of higher
consumer spending. According to Moody’s Economics,
lower energy prices have contributed 0.5% to GDP so far
this year, and that rate may grow in the second half of the
year.*

AREAS OF STRENGTH

News reports about a slowing Chinese economy
and falling energy prices raise doubts about whether U.S.
growth can withstand global economic turmoil. While this
turmoil may get resolved in the short term, it will always
exist in some form. In spite of this, there are many positive
signs suggesting the U.S. expansion can persist.

The overall domestic economy appears relatively
balanced, marked by a strong housing market, the lowest
levels of unemployment since 2008, and steady increases in
consumer spending, thanks in part to low inflation. Low
interest rates have provided cheap financing for many con-
sumers, as shown by increased real estate and auto purchas-

es so far this year.

Business sentiment is still generally positive: U.S.
companies are typically upbeat as they report strong sales,
pricing, and solid investment. We are also seeing steady
profit growth in many industries (with the exception of
energy).

These factors would not suggest a recession is any-
where on the near horizon; according to Moody’s Analytics,
the likelihood of a recession is extremely low, and they ex-
pect the economic expansion to continue over the next 2-3
years.*

AREAS TO WATCH

There are some potential risks to this forecast. Sep-
tember’s reports of slowing manufacturing and lower em-
ployment growth, as well as the continued appreciation of
the dollar, could counteract some areas of economic
strength. The Fed’s potential interest rate hike “later this
year” and the impact on the markets also makes forecasting
the path of the U.S. economy difficult.

The longer this Fed-induced uncertainty is drawn
out, the harder it is for investors to gauge the economic and
market impact. We still believe, however, that small, gradual
rate hikes by the Fed should not derail the economic
growth we have seen over the last few years.

OUTLOOK

The economic implications of the current world
financial markets, including an appreciating dollar, low en-
ergy prices, low interest rates in the U.S., and heightened
concerns about China’s economy, are still playing out.

While many had underestimated the downside ef-
fects of an increasingly global economy, there are still rea-
sons to be positive. As already noted, consumers should
continue to reap the benefits of low energy prices and
mortgage rates, and U.S. companies continue to create jobs,
reducing unemployment and boosting business growth.

While we acknowledge that we are in midst of an
unusually sluggish recovery and expansion, we are still opti-
mistic that we will see annual economic growth of 2-3%
over the next two years, and hope to be surprised on the
upside.
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Sources: NBER, Moody's Analytics

*Moody’s Analytics, Economic and Consumer Briefing, Sept. 2015
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more than 10% for the quarter, reflecting the difficult
environment across the stock market spectrum in terms
of company size, sector, and country exposure.

EMERGING MARKETS VERY WEAK

The quarter’s sharpest declines came from stocks
of emerging markets countries, which tend to have great-
er exposure to weaker sectors such as energy and materi-
als and are also more dependent on demand from China.
With both of these sources of growth at risk, emerging
market stocks fell sharply, with the MSCI Emerging Mar-
ket Index falling almost 18% for the quarter.

Looking at a broad basket of emerging matkets
stocks over the last ten years, there have been periods of
outperformance that have compensated for the weaker
performance of late, as noted by the chart below showing
U.S. and emerging market returns. We would hope to
again see upside from the beaten-down emerging markets
category.
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Over longer periods, emerging markets stocks
offer attractive diversification benefits and growth poten-
tial. Because they tend to expetience more extreme
swings in performance, they represent a small part of our
overall allocation to stocks; the size of the allocation also
depends on clients’ risk tolerance and time horizon.

SHORT-TERM VOLATILITY AND LONGER
PERSPECTIVE

Most of the quarter’s downturn in stocks
occurred over a very short period of time. The Dow
Jones Industrial Average was down over 1,000 points
when it opened on August 24, and the S&P 500 fell 11%
over 7 trading days in August. With this sharp pullback,
stocks entered correction territory (defined as a loss of
10% from peak to trough) for the first time in nearly four

years. The correction and accompanying volatility (as meas-
ured by the red VIX index) is evident in the following chart.
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While disconcerting, it is understandable that stocks
would come back to earth after tripling from their lows in
2009, especially given signs of an economic slowdown over-
seas and interest rate concerns at home. The speed and mag-
nitude of the correction makes you wonder whether the out-
look for stocks changed so drastically in such a short period
of time.

The short answer is no; stocks can be extremely vol-
atile, but the companies they represent do not typically
change in value so quickly. It is unlikely that the country’s
largest 500 companies (represented by the S&P 500) had an
11% downturn in their fundamentals in less than two weeks
in August.

We should also recognize that corrections are com-
pletely normal. Since 1980, the average intra-year market de-
cline has been 14% according to J.P. Morgan; August’s cor-
rection of 12% from its peak in May is relatively mild by
comparison. Also noteworthy: In 27 of these 35 years since
1980, stocks generated positive returns for the year.*

BONDS AND THE BENEFIT OF DIVERSIFICATION

Bonds were flat to slightly positive for the quatter,
boosted by a flight to safety during the stock market correc-
tion. The Fed’s decision to hold steady on interest rates at
their September meeting also generally helped bond perfor-
mance. Higher quality government and municipal bonds
fared the best, while riskier high yield bonds suffered, reflect-
ing weakness in lower-rated issues and fear of defaults
among struggling energy names.

Our bond holdings overall provided a measure of
stability, income, and much needed downside protection in
the midst of a very difficult quarter for stocks. Also provid-
ing some relief were real estate funds, one of the few positive
performers this quarter.

(Continned on back)

*Source: JPMorgan, Guide to the Markets, Oct. 2015.




Colorado Capital

MANAGEMENT

Enriching Lives

COLORADO CAPITAL MANAGEMENT,

INC.

4430 Arapahoe Avenue
Suite 120
Boulder, Colorado 80303

Phone: 303.444.9300
Fax:  303.444.2027
Email: MAIL@COLORADOCAP.COM

WWW.COLORADOCAP.COM

Colleen Harvey writes the Quarterly
Market Update. She is the Portfolio
Manager for Colorado Capital
Management and is a Chartered
Financial Analyst.

(Continued from page 3)

These holdings helped to mitigate some of the losses seen in the stock
portion of client accounts, illustrating the benefits of a well-diversified portfo-
lio containing both equity and fixed income securities.

PARTING THOUGHTS

We recognize that the negative returns you may see in your statements
may be disconcerting, and we understand you may be concerned about the
state of the market.

Our approach has not changed, nor has the recent correction lessened
our conviction in our investment philosophy. Long term market returns can be
achieved by maintaining disciplined exposure through periods of extreme per-
formance on the upside or downside, such as we have recently experienced.

In addition to discipline, we also stress the importance of broad diver-
sification, which helps to limit downside risk, and consistent asset class expo-
sure, which positions our clients to capture the inevitable rebound from the
lows reached this quarter. Markets typically reward discipline, consistency and
long-term focus, values we embrace on your behalf.

CCM UPDATE: NEW LOGO AND NEW FACES

After 15 years, we refreshed the logo for CCM, and are excited to in-
troduce it in our materials this quarter. Our new tagline, “Enriching Lives,”
reflects our commitment to assist in the enrichment of your lives through our
values-based investment and planning process.

We are also excited to introduce Ryan Patterson, the newest member
of the team at CCM. Ryan will support our operations and client service efforts
and will also assist in the continued expansion of our impact investment offer-
ing. He brings three years of experience from the nonprofit sector which in-
cludes grant-making and program management at El Pomar Foundation and
finance & accounting with Colorado Outward Bound School. He holds a
bachelot’s degtee in international political economy from Colorado College,
where he graduated in 2012.

Ryan lives in Denver and spends much of his free time climbing, hik-
ing, and skiing. Creating a positive impact every day through business, philan-
thropy, and daily activities is very important to him, and he is excited to find
opportunities to integrate into the Boulder community. Welcome, Ryan!

COLORADO CAPITAL MANAGEMENT provides investment management and financial planning to high net worth individuals and their
families. We develop prudent and thoughtful financial strategies designed to both limit risk and meet specific long-term goals.

While the core of our business is portfolio management, we also advise clients on a wide range of financial matters such as planning for
retirement, reviewing insurance coverage, and utilizing techniques to reduce income and estate taxes.

We also offer sophisticated impact investment strategies for investors wishing to combine financial returns with positive social and

environmental impact.

We provide all of these services for a flat annual fee equal to 1%, or less, of the assets under management. This “fee-only” approach enables
us to avoid the serious conflicts of interest that plague other financial firms that sell products and charge commissions.

To learn more about how Colorado Capital Management can help you achieve your long-term financial goals, please visit

www.ColoradoCap.com or call 303.444.9300.

INVESTMENTS PLANNING IMPACT

This newsletter represents the opinion of Colorado Capital Management. It is intended for informational purposes only. Furthermore, the views do not constitute invest-
ment advice or endorsement of any specific investment. The circumstances for each investor’s situation differ, so you should consult your financial advisor before taking
any action. While CCM believes the information to be accurate and reliable, we do not guarantee its accuracy. Past performance is not indicative of future results.
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