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record highs
driven by global expansion and earnings surge
lower $USD
and cheap oil
stocks are fully-, but not over-valued
margins are likely sustainable
Fed is still accommodative
inflation is tame
lack of irrational exuberance
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Stock Market
S&P 500 Beginning-of-year Forecasts
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Wall Street strategists’
beginning-of-year forecasts for
year-end S&P 500.
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Source: Standard & Poor’s, data through January 5, 2018. Barron’s survey of 10 Wall Street strategists, December 11, 2017.
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Stock Market
S&P 500 Internals – Still Positive

A period of distribution has preceded 11 of the last 12 bull market peaks, with only the mild
1976-78 bear market not foreshadowed by any prior breakdown in NYSE daily breadth. The
median length of these distributive phases has been 35 weeks, during which the S&P 500
has earned a median total return of +9.4%. …
The irony is that—despite extremely high stock market valuations, tighter Fed policy, and a
U.S. economy at full employment—the distribution phase under our definition has not
even begun. The NYSE Daily Advance/Decline stood at a new cycle high yesterday, as did
virtually every other measure of internal participation we’d look to for substantiation and
reinforcement.
We find it difficult to believe that a bull market that’s lasted almost nine years will come to
an end without first moving through at least a brief phase in which breadth and leadership
narrow significantly.
Source: The Leuthold Group, with permission.
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Stock Market
S&P 500 – Retail Demand Rising

"The improvement in US
economic data the last 3 months
supports the ~7% rally on its own,
suggesting positioning is not
excessive and a tax cut is also not
fully priced."
"Historically, we believe that retail
and foreign buyers are typically the
marginal buyer during the last
phases of a bull market.”
– UBS strategist Keith Parker

Source: CNBC website, December 8, 2017.
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Stock Market Arithmetic
Tax Bill’s effect on 2018 S&P 500
Earnings
The latest Thomson Reuters
I/B/E/S consensus earnings
forecasts for 2018 (previous
slide) don’t include much of
a bump for the tax bill.
$152 - $159
vs. $147.23 consensus
estimate (previous slide)
as of 1/5/18
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on a path of steady hikes to 3% fed funds rate
inflation has lagged Fed’s forecast
the Fed manages the yield curve
the Fed has created every recession since the
1950s
first rate hikes have signaled stock market lift-off
the Great Unwinding: bond yields set to start rising
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Federal Reserve Policy
Policy Normalization Means Guiding the Entire Yield Curve Higher
5.5
5.0
4.5

End of ECB’s QE and the
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of Treasury and mortgage
securities.
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Source: U.S. Department of the Treasury.
1 Federal Reserve projections released December 13, 2017.
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The Fed is
allowing its
bond portfolio
to gradually run
off; and the
ECB is
planning to
taper its QE
program.
Those two
actions will
probably result
in gradually
higher bond
yields such that
the shape of
the yield curve
could remain
sloped, as is
presently the
case, as the
entire curve
shifts higher.
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lowest yields in history
yields don’t make sense fundamentally
yields held down until the ECB’s QE taper
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Bond Yields
All-time low Bond Yields
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Source: Online Data Robert Shiller. Data through December 2017.
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headline PCED +1.8%, +1.5% core
headline CPI +2.2%, +1.7% core
employment cost inflation rising
productivity drives declining unit labor costs
recent strong productivity drove unit labor costs



inflation expectations are gradually rising

negative
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Economy
full-employment economy operating at full
potential

Q2 +3.1%, Q3 +3.2% GDP growth compared to
+2.1% post-recession average
+2.6% GDP growth forecast
surge in LEI, small business optimism index,
recovery in business investment
healthy growth in personal income, real DPI,
strong retail sales
strong household balance sheets, savings rate,
FICO scores and record low household financial
obligations ratio
record high PMIs, strong hiring, record high job
openings, new low unemployment rate, record
low weekly unemployment claims, strong vehicle
sales, rising housing starts
no inflation threat

Economy, Markets Rev Up
Consumer spending,
home sales and
business investment
show rising optimism
BY JOSH MITCHELL AND NICK TIMIRAOS

“Not only do I think the economy’s in good
shape today, I think the economic expansion is
going to continue for some time,” New York Fed

President William Dudley said in an interview with The Wall
Street Journal Thursday.”

Fed on Watch, Dudley
Says
BY NICK TIMIRAOS

“More broadly, Mr. Dudley said the economy is
doing well and the prospects for the expansion
continue to ‘look very, very good.’”

Source: The Wall Street Journal, December 1 & 2, 2017.
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Optimism, Momentum
Europe is Booming

Source: IHS Markit Ltd., January 4, 2018.
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Optimism, Momentum
Global Economies are Booming

Source: IHS Markit Ltd., January 4, 2018.
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Economic Data
U.S. Index of leading Economic Indicators – Surge in
2017
“The U.S. LEI rose again
in November,
suggesting that solid
economic growth will
continue into the first
half of
2018. In recent months,
unemployment
insurance claims have
returned to prehurricane levels. In
addition, improving
financial indicators, new
orders in manufacturing
and historically high
consumer sentiment
have propelled the
U.S. LEI even higher.”

The Conference Board Leading Economic Index® (LEI) components: 1) average weekly hours worked, manufacturing; 2)
average weekly initial unemployment claims; 3) manufacturers’ new orders – consumer goods and materials; 4) ISM index of
new orders; 5) manufacturers’ new orders, nondefense capital goods; 6) building permits – new private housing units; 7) stock
prices, S&P 500; 8) Leading Credit Index™; 9) interest rate spread; 10-year Treasury less fed funds; 10) index of consumer
expectations.,
Source: ©The Conference Board. Data through November, released December 21, 2017.

This chart shows how
the LEI has definitively
rolled over well in
advance of the last two
recessions.
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full-employment
new jobs will soon be limited
good news in part-timers data
record job openings
declining participation rate due toy aging
strong relative U.S. job formation forecast long-term
strong real wage and income growth
mean and median incomes bottomed
myth: “… but we’re not creating good jobs”
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Investment Strategy
2018 Forecasts

Source: Barron’s, December 11, 2017.
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Wall Street Forecasts: 2018
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Investment Strategy
Setting Expectations
60/40 Asset Allocation

+2.3%
expected
annual
return

Stocks

weighted expected return

++8%
expected
annual
return

60% X 8% = 4.8%
40% X 2.3% = .9%
5.7%

Fixed income
returns can no
longer boost
portfolio total
returns as they
have over the last
40 years.
Expect very
modest fixed
income returns
going forward.

Bonds
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The information provided herein is for general informational purposes only and is intended for your personal use and should not be circulated to any other person without our
permission and any use, distribution or duplication by anyone other than the recipient is prohibited. No portion of this commentary is to be construed as an offer or solicitation to buy or
sell a security, or the rendering of personalized investment advice. The views and strategies described herein may not be suitable for all investors and are subject to investment risks. The
content is developed from sources believed to be providing accurate information. The information contained herein should not be relied upon in isolation for the purpose of making and
investment decision.
We believe the information contained in this material to be reliable and have sought to take reasonable care in its preparation; however, we do not represent or warrant its accuracy,
reliability or completeness, or accept any liability for any loss or damage (whether direct or indirect) arising out of the use of all or any part of this material. We do not many any
representation or warranty with regard to any computations, graphs, tables, diagrams or commentary in this material which are provided for illustration/ reference purposes only. This
views, opinions, estimates, and strategies expressed in it constitute our judgement based on current market conditions and are subject to change without notice. Any projected results
and risks are based solely on hypothetical examples cited, and actual results and risks will vary depending on specific circumstances. Investors may get back less than they invested, and
past performance is not a reliable indicator of future results.

Data which may be found in this document is based on our research and should not be taken as a forecast or an estimate of likely future returns. Any reference to a market index is
included for illustrative purposes only, as an index is not a security in which an investment can be made. Investments involve some sort of risk including potential loss of principal;
diversification alone cannot guarantee against loss. Any projected results and risks are based solely on hypothetical examples depicted. Forward looking statements should not be
considered guarantees or predictions of future events. More complete information is available, including product profiles, which discusses risks, benefits, liquidity and other matters of
interest. The value of any investment may fluctuate as a result of market changes. Past performance is no guarantee of future results, and there can be no assurance the investment
strategies discussed herein will prove profitable.
All opinions, estimates, investment strategies and views expressed in this document are subject to change without notice information. The recommendations made for your customized
portfolio may differ from any asset allocation or strategies outlined in this document. Benchmark Financial does not guarantee the future performance of any portfolio, guarantee any
specific level of performance or guarantee any strategy or overall management will be successful or that the client’s investment objectives will be met.
Benchmark Financial is not a broker dealer and does not offer tax or legal advice. Please consult your tax or legal advisor for assistance regarding your individual situation. Investment
Advisory Services offered through Benchmark Financial Wealth Advisors LLC, an SEC Registered Investment Advisor. Insurance services offered through Benchmark Financial Insurance
Advisors LLC. The Benchmark Financial Wealth Advisors ADV Form, which describes the services offered, fees charged and any conflicts of interest, is available upon request.. Additional
information about Benchmark Financial and our advisors is also available online at www.adviserinfo.sec.gov.
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