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The awkward pause.  

We’ve all been there.  Things are going well, and then a 
comment out of the blue causes the room to fill with silence 
for a moment while each party tries to figure out what 
should happen next.   Well, this is that moment for the 
markets.  The year started off well with the momentum from 
2017 carrying through January, and then worries about 
inflation, trade wars and Washington caused investors to tap 
the brakes.  In the meantime, however, the underlying 
fundamentals keep growing stronger…  

US Economics 
GDP growth has clearly accelerated, and with the initial 1st quarter estimate coming in at 2.3%, 2018 
just might be the year we see 3%+ annual growth since 2005.    The first quarter is notoriously low in 
recent history, only having 1.2% in 1Q17, and 0.6% in the 1Q16, making 2.3% that much more 
impressive.  The other major measure of economic strength is the labor market, and there is no lack of 
impressive statistics there either.  The March (official) U-3 unemployment rate held steady at 4.1% and 
has been there since November 2017.  Many consider this to be “full employment”.  Further marginal 
improvements can be seen as the U-6 (broader definition including part-time) rate fell to 8.0% from 
8.1% as of December.  Additionally, the labor participation rate inched higher to 62.9% as of March vs 
62.7% in December.   We look for the participation rate to be above 64% while holding the U-3 and U-6 
numbers steady before we would feel that the labor market would be close to “maxed out”. So there is 
a little more room to go. Nonetheless, the US economy is on solid footing and decidedly in “growth” 
mode.  Our opinion is that the tax changes are still underappreciated and that trade re-negotiations will 
be better than expected. This should lead to further acceleration throughout the year.   The Federal 
Reserve seems to be more optimistic as well, having raised their 2018 GDP range to 2.5-3.0 from 2.2-2.8 
in December.  Barring major negative trade surprises, 2018 should be a great year economically.   
 
**Summary of Economic Projections to be released with the FOMC minutes March 21, 2018 
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US Equity Markets 
The most awkward of pauses can be attributed to the US Equity Markets.   Coming off a very “hot” 2017, 
the US Equity markets have cooled somewhat.  February injected nervousness back into the market that 
gave away the gains from January and then some.  Technically, the Dow and S&P 500 have seen a 10% 
correction from their peak.  Nonetheless, the recent volatility has been a major change from the record 
low volatility of 2017, and an unwelcome one I might add.  But let’s remember, stocks can go up or 
down in the short run for the right or wrong reasons – but ultimately return to fundamentals over the 
long run.  So let’s examine what the fundamentals have been doing.  So far, we are seeing stocks beat 
their earnings projections for the most part.   We are also seeing future earnings guidance being raised.  
This rise in earnings and price decline has caused P/E ratios to contract.  The S&P 500 forward 
(projected) P/E ratio is now hovering near its 25 year average, improving its attractiveness.  
Furthermore, Earning Yield (E/P) spreads against fixed income are still very attractive.  So while equity 
prices may have taken a pause, the underlying fundamentals in earnings and the economy are 
strengthening, which should set us up for a major rally later on in the year once the “noise” dissipates. 
 
 
US Fixed Income 
Bonds of nearly all varieties continue to have yields pressed higher due to inflation expectations and the 
Fed Funds rate being steadily raised.   Wage inflation worries from a tight labor market have caused 
bonds to overreact to potential increases in the speed of Fed rate hikes.   Taking a step back, though, we 
still see easy money policies continuing around the world that should provide at least some resistance to 
major yield spikes.  We have long talked about the gridlock of the bond market caused by opposing 
pressures of low relative yields and Fed rate increases.   Presently though, the Fed is overpowering the 
resistance.  Although we think yields have overshot to the upside at the moment, the environment is a 
tough one for fixed income. 
 
 
International Markets 
Emerging market stocks are still the bright spot internationally, followed by emerging market bonds.   
With a global synchronized recovery, we expect these growth markets to post another good year in 
2018.  International developed markets aren’t too far behind.    International stocks have favorable 
valuations, but are still being subjected to the “risk off pause” of the current environment.  From a 
currency standpoint, we expect the dollar to appreciate slightly from here, after taking a set-back in the 
previous quarters.   
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Real Estate 
REITs have been hit hard with the recent spike in interest rates.  However, a favorable economic 
backdrop remains with strong economic growth and improved cash flow.  This is a tricky environment 
though for real estate investments due to the sensitivities around interest rates and their continued 
pressure upward.  We still hold the view that the asset class in general will show average positive 
returns this year due to strong fundamentals paired with restricted risk appetites.    
 
Legislative 
As we expected, it looks like Washington is letting their major tax change accomplishment settle in a bit 
before trying to move another piece of legislation.  There were some rumblings around immigration 
reform and border security, but those seem to be dead in the water at this point and we don’t expect 
them to be revived before the November elections.  In the meantime, however, there have been some 
major developments stemming from the White House in terms of international relations.   The first 
being an easing of pressure with North Korea.  For some background, one of our biggest threats to 
global markets over the past 18 months has been the potential for major military conflict in North 
Korea.   At present, amazingly, it appears the Kim Jung Un has decided to take major steps in bringing 
North Korea’s standing in the world back from being supremely isolated.  This includes ending their 
nuclear weapons program which has caused major anxiety in the world.  Make no mistake, there are still 
plenty of things that need verified and negotiated.  But the situation has calmed from being at a tipping 
point – and that is great news!   Secondly, the White House has taken action to (in their eyes) correct 
some trade imbalances with China and NAFTA.   These actions have startled already nervous markets, 
especially the Chinese tariffs.   Presently, though, there are negotiations scheduled that we believe will 
produce favorable outcomes and release some market anxiety.  
 
Interest Rates & the Fed 
Unfortunately, the Federal Reserve is back in focus and wielding a significant amount of influence in the 
markets.  It seems as if every minute piece of information is fed into the calculous of whether or not the 
Fed is going to raise interest rates more or less than the current forecast.  It is an undesirable, but 
necessary situation.  Interestingly though, we believe the Fed funds rate has less influence that it used 
to, but receives more scrutiny and attention than ever before.  With Mr. Powell now chairing the 
committee, we are still digesting the committee’s new make-up.  At this point, we are still in the camp 
that the Fed will err in the more cautious side but still has an agenda to boost interest rates to their 
stated objective median rate of 2.1% by the end of 2018.  In the meantime, they are quietly reducing 
their balance sheet which also serves as a tightening function.  Our belief is that as long as they stay in 
the 2-3 rate hike range for this year the markets will digest them just fine.   We feel that problems arise 
if there are 4 or more.  While some Fed Governors have talked about 4 or more, we think that is highly 
unlikely.   
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6 things to do to prepare for an unplanned early retirement 
Thinking about moving your retirement date to next month or even next week?   That might be feasible 
for you, but you need to follow this checklist first… 
 
Contact your financial planner 
Your financial planner is the first place to start and will help you gauge whether or not your dream can 
become a reality.   This is serious, and this is the rest of your life.  So modeling out your new scenario is 
imperative.   You may need to revise your spending plan or change some other goals.  Your financial 
planner can also make sure you are thinking of all of the other implications of “punching out early”.  
 
Ensure you have health care coverage 
Before you go on your ”permanent vacation”, it is critical to make sure you have proper health care 
access.  With Medicare not available until age 65, that means most early retirees will need to get private 
health insurance.  This can be a significant cost at an estimated 10-15k per year, but the risk of not 
having it is far worse.    
 
Make sure your resources are accessible 
Don’t forget that if the bulk of your assets are in a traditional IRA, the minimum age to take withdrawals 
without a penalty is 59.5, unless you use a special election called a 72(t) distribution.   Additionally, your 
Roth IRA needs to be open for at least 5 years even if you are 59.5 for qualified withdrawals to avoid 
penalty.  If you have assets in 401k plans, those distributions are required to have 20% federal tax 
withholdings.  The point is, you may need to strategize on how to best tap your retirement savings.  
 
Adjust your portfolio risk 
If you are changing your income distribution date, this usually requires a downshift to your portfolio’s 
asset allocation to support more income and less volatility.  However, if you are delaying income from 
this portfolio or have lower probabilities of funding, then you may need to keep your asset allocation at 
a slightly elevated level.  This will be determined when re-running your cash flow model with your 
financial planner.  
 
 
List 100 things that you wish to accomplish in the first year 
This isn’t a financial need, but more of a success strategy.  Ever hear people talk about “failing 
retirement”?  Usually that’s because they found themselves with an abundances of free time when they 
stopped working and after the first couple of months of relaxing and getting things done around the 
house, they found themselves bored.    One way to make sure you don’t get stuck in the doldrums is to 
make a list of 100 things you want to accomplish your first year of retirement and refer back to it in 
times of lack of direction.   
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