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The stock market has made an impressive rally since its March lows, primarily fueled by an
improved economic outlook. Despite renewed interest in equities, many believe the market's
easiest gains have been realized and guestion its sustainability. In the face of these divergent
views, we believe that there is more upside potential for equities and that the asset class
offers investors long-term opportunities for capital appreciation and diversification. We have
gathered some of our equity experts to share their views on where they see opportunities in

today’'s market.

Roundtable participants include:
Christopher Sheldon, Director of
Investment Strategy, BNY Mellon
Wealth Management; Irene O'Neill,
Managing Director, Large Cap

U.S. Equities, BNY Mellon Wealth
Management; William Adams, Portfolio
Strategist, The Boston Company; Ciaran
Spillane, Head of U.S. Business, Newton
Capital Management; Dr. Kenneth Lyall,
Chairman, Walter Scott; Andy Gibson,
Health Care Analyst, BNY Mellon
Wealth Management.

What is the basis for your favorable
equity outlook?

Christopher Sheldon

The market rebound from March'’s
low has been fast and significant, with
the S&P 500 up approximately 62%
and emerging markets, as measured
by the MSCI Emerging Markets Index,
up roughly 70% through the end of
November. Near term, we expect that
the equity market may stall for a bit or
consolidate modestly until investors
see clearer signs of sustainable positive
economic activity.

Beginning in the spring, we felt that investors had a good entry point for increased
investment in equities after what had been one of the weakest markets for this asset
class. If we look at rolling 10-year returns through November 30, 2009 (illustrated

in Exhibit A) equities had their worst performance since the early 1940s. Although
we have seen an impressive rally from its lows, we believe the market (S&P 500) is
fairly valued. Currently, the price-to-earnings ratio, based on 2010 operating earnings
for the S&P 500, is roughly 15. Although this is not cheap, it is important to note that
higher earnings multiples are common in recessionary times when earnings are at
depressed levels. We do not believe that equities fully reflect the improvement in
earnings that this recovery may yield. We expect positive earnings growth in 2010
will be delivered by corporate cost cutting, strength in emerging markets and a weak
dollar. It would not be realistic, however, to expect gains of the magnitude we have
seen to date. We expect more modest gains into 2010.

Exhibit A

Weak Equity Market Creates Opportunity
S&P 500 Rolling 10-Year Returns
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Given expectations for slower
recoveries in the U.S. and developed
markets, where do you see
opportunities?

Irene O'Neill

We expect emerging markets to recover
more quickly than many developed
markets, given their timely response

to the financial crisis, strong fiscal
conditions and growing consumer
base. Thus, U.S.-based multinational
companies with established businesses
in emerging markets likely will
experience above average earnings
growth. Consumer staples companies,
for example, which sell packaged
foods, beverages and personal care
products, are among the first to benefit
as emerging market consumers buy
products to improve their quality of
life. Additional sectors that will benefit
from emerging markets growth include
industrials, materials and energy.
Expanding infrastructure, auto sales,
and home and office construction

will drive demand in these sectors.

William Adams

The short-to-medium term outlook
favors emerging markets versus the
developed markets. However, the
relative year-to-date outperformance
has created a premium for emerging
markets as opposed to EAFE and U.S.
markets. At the moment, the market
is pricing in @ more imminent earnings
recovery and stronger growth trajectory
for emerging markets. Investors

still are more cautious and negative
about recovery prospects in the U.K,,
Europe and Japan, which could create
interesting valuation opportunities in
these regions in the near term.

Which emerging markets look attractive and what is driving growth in
those markets?

Ciaran Spillane

There are varying degrees of attractiveness within emerging markets. For example,
Brazil, India and China are far stronger economies at present than those of Eastern
Europe. A number of emerging economies should benefit from their accumulation
of foreign exchange reserves in recent years, as this will help cushion the declining
demand from the developed world. In Latin America, perhaps most notably, large
currency reserves, vast natural resources and sizeable consumer markets bode well
for the region’s future prospects.

It will be imperative to evaluate investments in emerging markets on a country-
specific basis. Brazil, for example, is likely to generate a number of attractive
investment opportunities given its sizeable foreign exchange reserves, large
consumer market and considerable natural resources. Russia, by comparison,
may require a highly selective approach in light of its significant political risk
and fragile banking system.

Do you think the Asia-Pacific markets represent a good investment
opportunity in the near term?

William Adams

On a year-to-date basis, the region has outperformed the broader emerging markets
and, as a result, Asia-Pacific stocks appear more expensive compared to the broader
emerging market index. That said, Asia-Pacific historically outperforms in the early
stages of an economic recovery due to its early cyclical exposure to industries

such as technology. Additionally, Asia-Pacific markets are, in general, importers of
raw material, rather than exporters like many emerging markets in Latin America.
Thus, Asia-Pacific companies typically benefit from lower raw material costs. While
the near-term relative outperformance and higher prices may pose some risk, we
continue to identify compelling value candidates in these markets which have been
left behind in the rally.

We see more upside potential for equities
and believe this asset class offers investors
long-term opportunities for capital
appreciation and diversification.

Dr. Kenneth Lyall

Over the last 10 to 15 years economic activity in the Asia-Pacific markets has
increased dramatically. Much of this has been export oriented, but more policies
are being geared towards substituting domestic growth for trade-based growth, like
in China. Additionally, increasing per capita income and populations with relatively
young consumers are providing additional profit sources for companies.



What challenges does Europe face
in restoring economic growth?

William Adams

In some respects, the challenges facing
both the U.K. and continental Europe in
terms of economic recovery and growth
are similar to those for the U.S. While
rates have been low in the Eurozone,
the fiscal stimulus packages have been
uneven and less generous than in the
U.S. and China. France and Germany
have implemented car scrappage
schemes that have worked. Our belief,
though, is that they have merely brought
forward sales that would have occurred
in 2010, and thus, are experiencing
short-term blips in economic activity
versus a sustainable trend. Countries
such as Spain and Ireland continue to
be constrained by housing busts, and
Italy faces a significant fiscal and trade
deficit as demographic trends continue
to deteriorate.

Although this backdrop may paint a
dire outlook for economic growth, it can
create compelling value opportunities
for patient investors. For example,
while expectations have increased
substantially for earnings recovery

and growth in emerging markets (now
reflected in premium valuations), even
very modest improvement within Europe
could deliver better than expected GDP
growth and corporate earnings.

Are there some opportunities in green energy investments?

Irene O'Neill

While alternative energy, such as wind, solar and biofuels, may play a significant role
in the growth of “green” energy longer term, expensive production costs often inhibit
profitable corporate business models that do not have the benefit of government
subsidies. We believe energy efficiency is a more investable theme. Bringing more
energy efficient technologies to American homes and businesses is a faster and

more cost effective way to reduce energy consumption, energy costs and, ultimately,
carbon production. According to the Energy Information Administration, commercial
energy demand, which is primarily from office buildings, accounts for about 40% of
total electricity consumed in the U.S. By reducing energy consumption through the
application of energy efficient technology in lighting, heating and air conditioning,
businesses can become “greener.” In fact, $30 billion of the U.S. government'’s
stimulus package is being spent to improve energy efficiency in government buildings.
Thus, companies that provide services and equipment to boost energy efficiency offer
attractive earnings growth potential.

What impact do you think the proposed financial regulation reform will have
on financial stocks?

Irene O'Neill

The proposed financial reform will most likely curb innovation, reduce financial service
industry returns on capital, and create more barriers to entry. While all of that may
sound negative, the actual net effect on stocks is difficult to predict. The industry also
will be less risky and have more predictable earnings. The single largest change in the
reform is the creation of a Consumer Protection Agency, which will regulate financial
products and ensure that consumers are not being misled. While this regulatory
agency likely will raise the barriers to entry for potential competitors by slowing down
innovation and making it more difficult to market new products, this could be a net
benefit to larger institutions that can more easily shoulder the regulatory burden.

We expect higher capital requirements for most institutions, but even more so for the
larger institutions in order to deal with the “Too Big to Fail” problem. We should expect
to see more stringent regulation and more standardization of derivatives and other
financial products such as mortgage-backed securities. Winners from the reform
should be more traditional institutions, such as regional banks that have seen their
market share eroded by upstarts and more aggressive competitors and exchanges
that may benefit from standardization of derivatives contracts.



As the Obama administration looks
for ways to insure more Americans,
where do you see opportunities in
healthcare stocks?

Andy Gibson

Likely beneficiaries of having more
people insured are hospitals, companies
that offer products that save the health
care system money and, possibly,
managed care companies. Hospitals
would experience a reduction in

bad debt expense and an increase

in patients, due to there being more
insured individuals. In exchange for this
benefit, hospitals have offered to reduce
spending costs by $155 billion over a
10-year period. Comparative analysis

of health care treatments will become
increasingly important as more people
are insured. In an effort to contain costs,
companies with differentiated products
or services that save the system money
will benefit, and both innovative and
low cost producer companies can offer
comparative value. Good examples of
this would be biotechnology and generic
drug companies.

Depending on size and role of the

public option (government health care
plan), managed care companies could
be beneficiaries of having more people
insured. If the public option is not part
of the insurance offerings or is offered
only as a potential threat to keep
insurance companies honest, managed
care companies would benefit. Managed
care companies would welcome more
customers particularly, since a good
portion of the uninsured are “young"” and
“invincible” — the desirable risk pool.

Exhibit B

Higher Quality Stocks Have Underperformed
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Do you have any closing thoughts?

Christopher Sheldon

We continue to believe that clients will benefit from a globally diversified equity
allocation that provides exposure across market capitalizations, geographies and
sectors. As discussed here, we are seeing broad consensus for improved corporate
earnings in 2010 and believe equities offer long-term diversification and capital
appreciation benefits. The equity market decline and ongoing volatility have
created a range of valuations and attractive opportunities. Thus far this year,
(asillustrated in Exhibit B) quality and performance have been inversely related
(i.e., lower quality = better performance). Thus, higher quality names that have
favorable fundamentals as well as appealing dividends, in some cases, can be
bought at attractive valuations. Picking the right companies will be rewarded in
this type of market and we believe our equity managers can uncover value
through their disciplined and active management approaches.

The article and opinions are for general information only and are not intended to provide specific investment
advice or recommendations for any purchase or sales of any specific security or commodity. Such investment and
other decisions should be made only after consulting legal and other professionals who are competent in their
area of expertise, and who have reviewed the user’s specific situation in all its aspects. BNY Mellon assumes no
responsibility for the accuracy or completeness of the above data and disclaims all expressed or implied warranties
in connection therewith. Past performance does not guarantee future results.
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