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October 2018 Market Pullback – Where We Stand

What caused the recent 5% selloff in the US equity markets?
1) Chairman Powell’s comments “… interest rates are still accommodative, but we're gradually moving to a place where they will be neutral. We may go

past neutral, but we're a long way from neutral at this point, probably.” The bolded section caused a reset of long-term interest rates higher in rapid
fashion as market participants finally acknowledged the fact that the Federal Open Market Committee is serious and fully intends to hike the Fed funds
rate once more in 2018 and as many as three times in 2019 as economic growth remains robust and inflation expectations remain steady/stable.
• RAM View: We believe Chairman Powell is being cautionary in light of the current positive economic trend, developing inflationary pressures, and

the ability to prepare for the next recession. The FOMC balance sheet exploded from $1TN to over $4TN in the last ten years, so we’re merely
getting back to normal.

2) Operating Margins - With input costs, specifically energy prices and wages, rising, operating margins could begin to come under pressure UNLESS
companies are able to pass said increases on to customers (Q3 earnings calls will be invaluable in answering this question).
• RAM View: Margins are at a multi-decade high. We expect some margin pressure at this point in the cycle and believe companies will be able to

pass some but not all of the price increases onto customers. However, margins should remain very compelling relative to history. The wild card
here is the possibility for a trade war with China. Higher tariffs = higher costs and more margin pressure. Some market anxiety has been tied
towards an increasing concern for an all out trade war if not outright Cold War fears. We believe an agreement will be reached but likely after
mid-term elections.

3) Global Weakness Spreading – International markets and Emerging Markets (EM) in particular have struggled in 2018. For example, the China Shenzhen A
Shares sold off 6.5% Thursday bringing its YTD decline to 32%. European markets remain mired with challenges ranging from Italian politics to Brexit
issues flaring up again. The U.S. has been a relative safe haven amidst all the global challenges.
• RAM View: U.S. economic fundamentals are very strong (ex: employment, manufacturing, earnings growth) and the probability of a recession

remains low. Valuations are stretched but reasonable. Over the long-term, international markets are likely to play catch up as multiples mean
revert towards historical averages and improvement is made to foreign fundamentals.
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Bottom line, markets react gradually and then suddenly. We are definitely in risk-off environment short-
term, but positive earnings and margin comments coupled with sentiment washing out and capex
turning into higher revenue and less buybacks/dividend increases will shift this trend. Similarly, a
stabilization in the 10 year will also help. Once mid-term elections are behind us, investors can refocus
on the positive economic data and what has quite often been a positive seasonal stretch in the calendar.
A reset in stocks is playing out alongside the rate recalibration, both of which likely have a bit further to
go. However, we are already getting extreme readings on momentum and sentiment indicators. We are
maintaining our tactical overweight position to equities and recommend investors stay calm
during these periods of heightened volatility.
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Trust and investment management services are offered through Regions Wealth Management, a business unit of Regions Bank. The information contained herein was gathered from
sources believed to be reliable but is not guaranteed by Regions Bank nor is it to be considered all-inclusive. It is not meant to replace or supersede the information provided on your
statement of account, which is the official record of all activity and balances in your account for the period of time specified on the account statement. Further, the information does not
purport to be a complete analysis of any security, company or industry mentioned. The rationales contained in this presentation are the result of internal Working Groups and
Committees within Regions Wealth Management, and does not necessarily reflect the opinion of Regions Bank or its affiliates. The rationales are included for informative purposes only,
and to provide thought processes behind the investment decisions made on behalf of some clients. Opinions regarding any securities and/or sectors mentioned are subject to change at
any time. Neither the information nor any opinion expressed shall constitute a solicitation for the purchase or sale of any security.

The presentation is not intended as nor does it constitute tax or legal advice. You should consult your own lawyer, accountant or other professional advisor when planning to implement a
strategy. All charts presented are illustrations provided for informational purposes only and are not indicative of present or future results. The presentation should not be considered to
be investment advice. No guarantee is given that any specific investment or strategy referenced or described herein will be profitable or will achieve results equal to or exceeding
historical, simulated or hypothetical results presented. There is no guarantee that a diversified portfolio will outperform a non-diversified portfolio or assure a profit or protect against loss
in any given market environment. Some strategies may involve above average turnover which could negatively impact any net after tax gain experienced within a taxable account.

Neither Regions Bank, Regions Wealth Management, Regions Asset Management nor any affiliates or subsidiaries of Regions Bank (collectively, “Regions”) are registered municipal
advisors nor provide advice to municipal entities or obligated persons with respect to municipal financial products or the issuance of municipal securities (including regarding the
structure, timing, terms and similar matters concerning municipal financial products or municipal securities issuances) or engage in the solicitation of municipal entities or obligated
persons for such services. With respect to this presentation and any other information, materials or communications provided by Regions, (a) Regions is not recommending an action to
any municipal entity or obligated person, (b) Regions is not acting as an advisor to any municipal entity or obligated person and does not owe a fiduciary duty pursuant to Section 15B of
the Securities Exchange Act of 1934 to any municipal entity or obligated person with respect to such presentation, information, materials or communications, (c) Regions is acting for its
own interests, and (d) you should discuss this presentation and any such other information, materials or communications with any and all internal and external advisors and experts that
you deem appropriate before acting on this presentation or any such other information, materials or communications.

Some investment commentary referenced in this document has been excerpted from the Regions Wealth Management Economic & Market Commentary. In all cases, while the
commentary accurately reflects the opinions of the Analyst by whom it is written, it does not necessarily reflect the opinion of Regions Bank or its affiliates.

Past performance is not a guarantee of future results. Copyright 2018 Regions Bank, Member FDIC.
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