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Summer breeze… makes us feel fine.   

There’s a feeling of comfort this summer in the markets and economy.  Sometimes 

we need to take the time to enjoy it.   As we look out on the horizon, clear skies 

carry the day.  At times, it is prudent to be skeptical of a lack of items to be 

concerned about.  We believe this is not one of those times.  Traditionally, the 

third quarter has provided some volatility.  However, in the current landscape, we 

think there are a number of supportive factors that will mitigate any potential 

volatility. So, sit back and enjoy!   

US Economics 
The breeze is picking up when it comes to economic growth, and this time it seems to be in the form of a 
tailwind.  The final (third) estimate from the BEA (Bureau of Economic Analysis) has 1Q17 Real GDP 
revised up to 1.4% from 1.2% previously and is double the advanced estimate of only 0.7%.    For the 
second quarter, the St Louis Federal Reserve bank estimates the pace of Real GDP growth to come in at 
a whopping 2.8% annualized rate.  These developments seem to have caused the “Fed” (Federal Open 
Markets Committee) to change their tune and revise their expected GDP growth range upward for a 
change! We aren’t surprised as we had been expecting this since, in our view, the Fed had not properly 
taken into account the boost from enthusiasm as explained in our previous quarter’s playbook.   The 
new range has increased to 2.0%- 2.5% from 1.7% – 2.3% in March.  We believe that they will need to 
revise upward again as the year rolls on.  However, we do not think the U.S. will achieve 3+% GDP 
growth in 2017 as was the hope by many.   There are many supporting factors playing a role in the boost 
in GDP, not the least of which is the hope of policy and tax reform from the Trump Administration.  
However, we will need to see “actual” policy out of Washington to sustain this economic improvement, 
in our view. Other signs of improvement can be found in the labor market, with the June U-3 (official) 
unemployment rate fell to 4.4% from 4.5% in March.     Additionally, the Fed has revised their range of 
expected unemployment rate even lower to 4.1%-4.5% as of June, down from 4.4%-4.7% in March.    
The U-6 (broader definition including part-time) rate fell to 8.6% from 8.9% as of March.  As noted, labor 
markets are strong and getting stronger which presumably will translate into upward pressure on both 
wages and inflation. We just haven’t yet seen much of that pressure.    On the other hand, the labor 
force participation rate ticked down slightly to 62.8% from 63% in March.  On the whole, we see a very 
positive economic landscape that has a solid foundation and continues to improve.   
 
**Summary of Economic Projections to be released with the FOMC minutes June 14, 2017 
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US Equity Markets 
The US stock markets have kept charging ahead, albeit at a much slower pace in the second quarter 
compared to the first quarter.  As we mentioned previously, the backdrop of the stock market looks 
good but it will need a little more “fire” to move meaningfully higher.  Our opinion is that “fire” could 
come from either corporate tax reform or significant earnings “beats” and we think there is a good 
possibility of both.  As a proxy, S&P valuation metrics are still mixed, but trending toward the higher 
side.  Additionally, the S&P 500 forward P/E ratio is still within 1 standard deviation of its 25 year mean 
which is within our comfort zone.  At this point, our outlook is for continued improvement in the US and 
global economies which should boost earnings mixed with alleviated pressures from Washington.   Our 
expectation is for a sideways third quarter moving into a strong fourth quarter.      
 
 
 
 
US Fixed Income 
The bond market is facing upward pressures on the short end, but longer term maturities have 
remained stagnant for the most part.   This is causing a flattening of the yield curve.  After spiking up at 
the end of 2016, yields have been rocking back and forth for the first half of the year.    From a total 
return basis, we are seeing positive returns among almost all major bond groups with High Yield, Muni’s 
and 30 Year Treasuries being of note. We continue to see an environment that pairs the anchor of lower 
relative global yields with the updraft of higher Fed Funds rates. At this junction, however, we look to 
have positive but below average bond market returns on the whole.  
  
 
 
 
International Markets 
As we take a look around at international equity markets, we still see Emerging Markets leading the way 
followed closely by Developed Market stocks.  However, another shining star this year is Emerging 
Market debt.  Global growth seems to be picking up and international equity valuations appear to be 
still attractive, but geopolitical issues remain somewhat.  It also appears that the Eurozone has taken at 
least a pause from further unwinding at this point.  Our view remains that international components of 
portfolios will be significant contributors this year.    
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Real Estate 
Accelerating growth of the U.S. economy, limited new supply and low financing costs are some of the 
reasons we believe the real estate environment remains attractive.  However, currently our view is that 
REITs are trading around the middle of their valuation range relative to assets and cash flows.   
Nonetheless, we look for a strong finish to the year and the benefits of income and diversification, we 
believe, make REITs an attractive opportunity. 
 
 
Legislative 
Well, it’s been a whirlwind. There has been no shortage of drama, both real and of the “fake news” 
variety with the Trump Administration.  With several attempts to repeal Obamacare, the Republicans 
have not yet been successful.  Again, the ability to pass healthcare reform is looked at as a litmus test for 
the ability to pass tax reform – which is far more important for the markets.   With the realization that 
getting something through “Washington” is more complicated than anticipated, we have seen the 
narrative shift toward focusing on corporate tax reform as a standalone vs being bundled with personal 
tax reform.  Our view is that this is a good tactic and has a decent chance to succeed with both 
Republicans and Democrats pointing out the need to lower the corporate tax rate over the last several 
years.   The contention will be “how low can it go” without Republican deficit hawks not believing the 
pickup in GDP growth to pay for it or Democrats claiming it is “only a tax cut for the rich”.  We will want 
to keep an eye on the magnitude of reduction to gauge the impact on the markets.   
 
 
Interest Rates & the Fed 
Our take all year has been that the Fed will only raise interest rates twice in 2017 and in 2018 while 
simultaneously starting to wind down the balance sheet.  So far, so good.  As we pointed out before, the 
Fed likes to be cautious and take their time.  Another caveat is that the Fed has a much greater influence 
on the “short-end” of the yield curve and although shorter term yields have moved higher, longer term 
yields have not moved much at all.  This is what is called “flattening” of the yield curve, which is OK.   
What is troubling though, is if the yield curve gets “inverted” meaning would cost more to borrow short 
term than it does long-term.  There is significant evidence that this helps contribute to a recession.  The 
underlying reason is that banks borrow short and lend long, therefore making money by capturing the 
difference in interest rates.  When the costs for borrowing (short rates) are more than what they receive 
by lending (long rates), this would cause earning losses and therefore the banks stop lending.   When 
banks stop or slow down lending, business and consumer spending drops off leading to a recession.   
The Fed is highly aware of this phenomena and will be very cautious not to let it occur.   Point being, the 
Fed looks to be restricted about raising rates more aggressively.   
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Financial Planning Corner:  Resources to Help Those Caring for a Loved One at Home 
 
If you provide home-based care to a loved one, you are not alone. Millions of Americans provide unpaid 
family care every year.   Being a caregiver can be overwhelming, particularly if you are juggling other 
responsibilities, such as working or raising a family. Knowing where to turn for help can make a 
difference -- both in the quality of care your loved one receives and in lessening the stress and 
responsibilities on you. Here are some resources you can turn to for help. 
 
Where to Go for Assistance: Elder Care Support 
If the person you are providing care for is 65 or older, there are many resources available to you. One of 
the first stops to make is the U.S. Administration on Aging (AoA), which can be found online at 
www.aoa.gov. The AoA is dedicated to helping "elderly individuals maintain their dignity and 
independence in their homes and communities." 

The AoA also maintains a Web site called the Eldercare Locator (www.eldercare.gov) that can help 
caregivers find local agencies that provide home and community-based services such as transportation, 
meals, home care, and support assistance. 

Other helpful online resources: 

 The Medicare website (www.medicare.gov) details the various types of home health care 
services that are covered under Medicare and furnishes tools designed to help those in need of 
care choose home health care providers. Be sure to access the booklet "Medicare and Home 
Health Care." 

 ElderCarelink (www.eldercarelink.com) is a referral service consisting of over 50,000 senior care 
providers across the United States and includes nursing homes, assisted living facilities, adult 
daycare, and home care services. 

 The Visiting Nurse Association of America (VNAA) website (www.vnaa.org) has a database of 
visiting nurses in your area. The VNAA is an association of individuals who provide cost-effective 
health care to the elderly and the disabled. 
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 If your loved one is a veteran, the U.S. Department of Veterans Affairs (www.va.gov) provides a 
detailed listing of VA health care benefits. Additional services can be obtained from the 
nonprofit Disabled American Veterans (www.dav.org), including claims assistance and 
transportation to VA hospitals. 

 The consumer-facing site of the National Association for Home Care and Hospice 
(www.nahc.org/consumer) offers guidance and resources to help caregivers find services in 
their area. 

 Both the National Cancer Institute (www.cancer.gov) and Cancer.Net (www.cancer.net) have 
extensive sections devoted to caregivers that include guidance on finding support services, 
including home health care. 

Where to Go for Assistance: Caregiver Support 
The National Family Caregivers Association (NFCA) has a wealth of resources for caregivers at its Web 
site (www.thefamilycaregiver.org), including an online support network and a library of helpful tips on 
topics ranging from reducing stress to care management techniques. Other resources include: 

 The Family Caregiver Alliance (www.caregiver.org) started as a small task force created to assist 
San Francisco-based caregivers. It has now grown into a national organization dedicated to 
advancing the development of high-quality, cost-effective programs for caregivers in every 
state. 

 AARP (www.aarp.org) has a number of online communities devoted to caregivers, including 
those specific to loved ones who are suffering from cancer and Alzheimer's. There is no age 
requirement to participate in any of AARP's communities. 

 The National Alliance for Caregiving (www.caregiving.org) also has online resources to help 
those who are providing help to others, including its Family Caregiving 101 site 
(www.familycaregiving101.org), which offers education and support. 

The average family caregiver works either full or part-time -- in addition to nearly 20 hours of care per 
week.* Those responsibilities really add up. So do your best to heed the advice of the many advocacy 
groups encouraging caregivers to carve out some time to take care of themselves, both physically and 
mentally. 
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