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Ad Market: Updating 2018 Forecast To +6.5% Underlying Growth

BOTTOM LINE: We are refining expectations for US advertising growth. We now call for +6.5% underlying
expansion this year vs. our previously published +4.8% forecast. Our new 2019 forecast now calls for
+4.0% growth, higher vs. our prior expectation. While growth appears to be exceptionally strong this year,
we note that it remains within one standard deviation from what our Personal Consumption Expenditure and
Industrial Production-driven model predicts, indicating to us that most of the year's growth will be due to the
current state of the economy. We remain doubtful that shifts of spending from non-media-related marketing
budgets are a significant factor driving digital advertising growth in particular.

2018 is turning into another strong year for the overall advertising economy, lifted by what are positive
current economic trends. Personal Consumption Expenditure growth rates are trending higher in 2018
relative to growth rates observed in 2017, with growth of +4.8% three quarters into this year vs. growth of
+4.3% year-to-date at the same point in 2017. Industrial Production is also up by +4.1% through 3Q18,
which compares with a similar year-to-date growth rate of +1.2% in 2017. These two economic factors are
most tightly correlated with advertising growth, and so we are unsurprised if acceleration of these figures
leads to acceleration in ad spending trends. After reviewing publicly media owner ad revenues through the
end of 3Q18, we can see that the advertising market is also growing faster than previously expected.

Digital advertising is, of course, driving more than all of the growth. We think this trend is aided to only a
small degree by large traditionally distributed brands shifting budget shares away from non-digital
advertising. Instead, we think it is driven by ongoing shifts of spending into digital from small businesses,
the growth of e-commerce, app developers and direct-to-consumer brands (including those owned by
manufacturers of traditional brands). Through the first half of 2018, digital advertising in all of its forms grew
by +23% to account for around 45% of all ad spending. Our preliminary estimate is that digital advertising
grew at a slower pace in 3Q18 vs. the result recorded in the first half with Google holding relatively steady
but with Amazon, Facebook and Oath decelerating among the largest media owners. Television probably
grew around +10% including political advertising, or fell by around -1% excluding it, with national TV up
slightly, probably similar to 2Q18’s sub +1% growth rate. Over longer time horizons, we continue to
anticipate an modest underlying rate of decline for national TV because the dominant advertisers on that
medium are generally weak. Newer advertisers are not dependent enough on TV to make up the difference.
Looking forward, we note that as traditional owners expand their digital advertising activities and as digital
media owners push further into “traditional” media such as ad-supported premium TV, the distinctions
between these media types will become increasingly blurry, impacting the utility of forecasts for specific
media types based on historical definitions of a given medium.

As for other media, whose traditional formats now accounted for only 24% of the industry in 3Q18 (vs. 28%
during 3Q17), print is likely continuing to decline by double digit rates. Different types of print media still
serve as the primary source of growth for digital media when advertisers using the traditional medium shift
budgets into digital. More than $35bn of spending remains on print media. While declines should continue
from these levels, not all print budgets will shift to digital so long as related advertising brings some benefits
to advertisers using those media. Among other media, radio was soft during the third quarter, with local
radio down but national radio up. Local radio can remain a highly effective and heavily consumed medium
for the foreseeable future, but unfortunately for its media owners, advertising budgets across all media have
generally shifted towards national platforms rather than local ones, and because of that trend, the historical
local skew of the industry’s ad products cause radio to grow slower than it would have if the medium had
evolved with a national orientation. Outdoor has similar issues, but the medium is generally faring better
than radio at the present time.

Looking forward, we expect a general convergence of growth between reality and our model’s forecast
growth. To the extent that 2019 will prove to be a relatively slower growing economy than 2018 (as
indicated by the latest consensus expectations from the Philadelphia Federal Reserve’s Survey of
Professional Forecasters), we would expect some deceleration for next year vs. this year’s levels. Still, we
think it appropriate to revise our 2019 forecast to +4.0%, better than our model’s prior +3.5% expectation.
Some of the factors which could cause differences to this forecast could include changes in expectations for
overall economic growth, a change in the pace at which more digital ad-intensive direct-to-consumer brands
emerge, the health of game developers (as advertisers) and the general pace of emergence of new brands.
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Appendix: Important Disclosures

Analyst Certification

I, Brian W. Wieser, hereby certify that the views expressed in this research report accurately reflect my
personal views about the subject company and their securities. | further certify that | have not received
and will not receive direct or indirect compensation related to specific recommendations or views
contained in this research report.

Legal Disclaimers

Pivotal Research Group LLC is an independent equity research company and is neither a broker dealer
nor offers investment banking services. Pivotal Research Group LLC is not a market maker for any
securities, does not hold any securities positions, and does not seek compensation for investment
banking services. The analyst preparing this report does not own any securities of the subject company
and does not receive any compensation directly or indirectly from investment banking services.

Stock Ratings

Pivotal Research Group LLC assigns one of three ratings based on an expectation of absolute total return
(price change plus dividends) over a twelve month time frame. The ratings are based on the following
criteria:

BUY: The security is expected to have an absolute return in excess of 15%.
HOLD: The security is expected to have an absolute return of between plus and minus 15%.

SELL: The security is expected to have an absolute return less than minus 15%.

Ratings Distribution

Pivotal Research LLC currently provides research coverage of 72 companies, of which 50% are rated
BUY, 42% are rated HOLD, and 8% are rated SELL. Our company does not offer investment banking
services. This data is accurate as-of 5/15/18.
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Other Disclaimers

Information contained in this report has been prepared from sources that are believed to be reliable and
accurate but are not guaranteed by us and do not represent a complete summary or statement of all
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available data. Additional information is available upon request. Furthermore, information and opinions
expressed are subject to change without notice and we are under no obligation to inform you of such
change.

This report has been prepared solely for our institutional clients. Ratings and target prices do not take into
account the particular investment objectives, financial and/or tax situation, or needs of individual
investors. Investment decisions should take into account all available information, not just that which is
contained in this report. Furthermore, nothing contained in this report should be considered an offer or
solicitation by Pivotal Research Group LLC to buy or sell any securities or other financial instruments.
Past performance is not indicative of future performance and estimates of future performance contained
in this report are based on assumptions that may not be realized.

Material in this report, except that which is supplied by third parties, is Copyright ©2018, by Pivotal
Research LLC. All rights reserved. No portion may be reproduced, sold, or redistributed in any form
without express written consent of Pivotal Research Group LLC.

Commission Sharing Arrangements

Pivotal Research Group LLC has commission sharing arrangements (CSA) with numerous broker-
dealers. Please contact Jeff Shelton at 212-514-4681 for further information.

Additional Information Available Upon Request
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