Market
Commentary

Your Financial Life.
Integrated. Organized. Simplified.

Stock Market
Higher Interest Rates = End of the Bull
Higher interest
rates → lower
stock prices
→ shrink
consumer
spending
→ recession.
P/E ratio’s
historical average
is -40% below
today. That would
wipe out $10
trillion of
household wealth.

Source: The Wall Street Journal, September 28, 2018.
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October 2018

Bond Yields






Recent lowest yields in history
Yields don’t make sense fundamentally
Fed’s QE took yields to those levels
Yields might be higher absent the ECB’s QE
The wind-down of the ECB’s QE will remove a
weight on U.S. Treasury yields
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Point of View
October 2018

Fed policy







Inflation has met Fed’s target
On a path of steady hikes to 3% fed funds rate
The Fed manages the yield curve
The Fed has created every recession since the
1950s
The Great Unwinding: bond yields set to start rising
The entire yield curve is shifting higher
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Federal Reserve Policy
“Not Too Good to be True”

Source: The Wall Street Journal, October 3, 2018.

5

Point of View
October 2018

Stock Market










Near record highs
Driven by global expansion and earnings surge
Lower $USD
Stocks are not over-valued
Margins are likely sustainable
Fed is still accommodative
Inflation is still tame
Lack of irrational exuberance
Are rising bond yields bad for stocks?
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Point of View
Media Distortion
The Wall
Street
Journal nails
it.

Source: The Wall Street Journal, August 15, 2018.
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Profit Margins
Corporate Profit Margins Near Peak
9.0%

8.0%
Corporate profits

% of GDP

7.0%

7.5%

after tax

6.0%
5-year moving
average

5.0%

4.0%

3.0%

Profit margins are
near record highs
even as labor’s
share of gross
domestic income
has increased to
53% from less
than 52% in 2014.
See next slide.
The near-doubling
in profit margins
since 1980 may
represent a
substantially
permanent shift.
See footnote, next
slide.
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If profit margins have permanently upshifted, comparisons of stock market valuation tied to book
value, replacement value (Tobin’s Q), price-to-sales or GDP (Buffet indicator) are not helpful.
Source: BEA. Quarterly data through June 2018.
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Economy
Full-employment economy operating at full
potential
+2.7% GDP growth forecast, compared to
post-recession +2.2% average
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, record FICO scores and low
household financial obligations ratio
record high PMIs, strong hiring, record high
job openings, new low unemployment rate,
record low weekly unemployment claims,
flat vehicle sales, flat housing starts

“Our economy is strong.
Growth is running at a
healthy clip.
Unemployment is low,
the number of people
working is rising steadily,
and wages are up.
Inflation is low and
stable.”
Jerome Powell

Chairman of the Federal Reserve
September 27, 2018

Inflation expectations are rising
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Trade
U.S. Imports and Exports % of GDP
20,000

$19.4 trillion

 The U.S. imported $524 billion from China last year. So, the
President’s tariffs of $150 billion covers 29% of Chinese imports.
 59% of the U.S. trade deficit comes from Chinese imports.
 8% of total U.S. exports go to China.

18,000
16,000
14,000

 U.S. exports to China comprise 1.0% of U.S. GDP.
 China’s exports to the U.S. comprise 4.1% of China’s GDP.

12,000

this is key

($billions)

10,000
8,000

6,000
$2.9 trillion

4,000

15.0% of GDP

$524 billion

$2.3 trillion
12.0% of GDP

2,000

2.7% of GDP

U.S. imports

U.S. exports

$187 billion
1.0% of GDP

59% of total

$568 billion

18.1% of total

2.9% of GDP

imports

8.0% of total

U.S. net imports

U.S. imports from

U.S. exports to

U.S. net imports

China

China

from China

0
U.S. GDP

$337 billion
1.7% of GDP

exports

U.S. trade
deficit

Source: U.S. Census Bureau. Includes goods and services. Data for 2017. China’s 2017 GDP was $12.86 trillion, reported by the South China Post
1/18/2018.
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Trade
Latest View on China Tariffs
$125 billion
tariffs compared
to $20 trillion
GDP.

Source: The Wall Street Journal, October 8, 2018.

11

Economic Data
Small Business Optimism Index - Gangbusters
“Small business owners
continued to deliver a
spectacular performance with
September’s third highest Index
reading in the survey’s 45 year
history. The Index fell slightly
from August’s survey record
breaking high of 108.8 to 107.9.
Six of the ten Index components
declined, three advanced and
one was unchanged, exactly
reversing last month’s gain.
Most of the decline came in the
“hard” components of the Index
(down 14 points) but still
registered as the second
highest reading since 1998,
partially offset by some
improvement in the
expectations components (up 3
points).”
Source: NFIB. Data released October 9, 2018.

Expansion plans at record
highs.
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Economic Data
Small Businesses
Small businesses play a major role in the American economy:
• Represents 99% of all employer firms
• Employ about half of private-sector employees
• Generated 60% to 80% of net new jobs annually over the last decade
• Create more than half of nonfarm private gross domestic product (GDP)

Sources: National Federation of Independent Business website (top panel); U.S. Census Bureau, Statistics of U.S. Businesses Employment and
Payroll Summary: 2012, released February 2015 (bottom panel.
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Economic Data
ISM Manufacturing Purchasing Managers Index - Booming
70

September very
strong at 59.8, down
from August’s 61.3.

65

60

New orders very
strong at 61.8.

Index

55

Note the historic
volatility in the
manufacturing PMI.

50

45

40

35
Shaded bands

30

indicate recession.

Note how this
indicator has
slumped well below
50 even during
periods of strong
economic
expansion, eg. 1995,
1999, 2003, 2013.
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Jan-92
Jan-91
Jan-90
Jan-89
Source: Copyright 2018, Institute for Supply Management. Data through September 2018.
ISM: “A reading above 50 percent indicates that the manufacturing economy is generally expanding; below 50 percent indicates that it is generally contracting. A PMI
in excess of 43.1 percent, over a period of time, generally indicates an expansion of the overall economy.”
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Economic Data
ISM Manufacturing Purchasing Managers Index - Booming
65

September at 61.6 – a
record.

60

September new
orders at 61.6, up from
August’s 58.5, and
July’s 55.7.

Index

55

Non-manufacturing
captures the vast
majority of the U.S.
economy.

50

45

40
Shaded band

35

indicates recession.
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Jan-…

Jul-08

Jan-…

Source: Copyright 2018, Institute for Supply Management; data through September 2018. This data series was created in 2008. ISM: “A reading above 50 percent
indicates that the non-manufacturing economy is generally expanding; below 50 percent indicates that it is generally contracting.”
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Economic Data
Retail Sales
520,000
8/17-8/18…

500,000
480,000

8/17-8/18
+5.6%

460,000

($millions monthly)

Retail sales

440,000

Total retail sales

420,000
400,000

August exgasoline +5.6%
y/y.

10/06-10/07
+4.7%1

380,000

Retail sales are
booming,
growing faster
than prerecession.

360,000

10/06-10/07
340,000

Retail sales

+3.2%

ex-gasoline

320,000
300,000

represents recession.
Jul-18

Jan-18

Jul-17
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Jan-11

Jul-10

Jan-10

Jul-09

Jan-09

Jul-08

Jan-08

Jul-07

Jan-07

Jul-06

Jan-06

Jul-05

Jan-05

280,000

Shaded band

Source: U.S. Census Bureau. Data through August 2018. 1In the year 10-06-10/07 the price of crude oil surged +46% causing consumer expenditures on gasoline to surge as well.
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Jobs











Full-employment
New jobs will soon be limited
Good news in part-timers data
Record job openings
Declining participation rate due to ageing
Still some slack?
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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Economic Data – Jobs
Job Openings Rate – Record High
Job openings % of total nonfarm employed (%)

4.5

Breakout to
record
highs.

Shaded band…

4.0

3.5

3.0

2.5

2.0

1.5

Jul-18
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Jan-17

Jul-16

Jan-16

Jul-15

Jan-15

Jul-14

Jan-14

Jul-13

Jan-13

Jul-12

Jan-12

Jul-11

Jan-11

Jul-10

Jan-10

Jul-09

Jan-09

Jul-08

Jan-08

Jul-07

Jan-07

Source: U.S. Department of Labor, NBER. Data through July 2018, released September 11, 2018. The job openings rate is computed by dividing the number of job openings
by the sum of employment and job openings and multiplying that quotient by 100.
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Debt
Household Debt

Household balance sheets





Fully repaired
Financial obligations ratio at record low
means that consumers are in record good
shape to spend money
Student debt growing fast but still just 10%
of household debt
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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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