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• The Fed and the Yield Curve
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Trade
U.S. Imports and Exports % of GDP
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$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.
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 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.
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this is key
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$2.9 trillion
15.0% of GDP
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$2.3 trillion
12.0% of GDP
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$568 billion
2.9% of GDP

$524 billion
2.7% of GDP
18.1% of total imports

$187 billion
1.0% of GDP
8.0% of total exports

$337 billion
1.7% of GDP
59% of total U.S.…
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U.S. imports from
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U.S. exports to China U.S. net imports from
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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
U.S. Exports to China

Aircraft and
soybeans are
our biggest
exports to
China.

Source: U.S. Census Bureau. Data for 2017.
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Fed policy








On a path to 3% fed funds rate -- maybe
Fed funds rate close to “neutral”
“Now is a good time to take stock …”
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
Moving Dovish
October 3, 2018
Chairman Powell:
“Interest rates are still accommodative, but we’re gradually moving to a place where they will be neutral. We
may go past neutral, but we’re a long way from neutral at this point, probably. [PBS interview][stock market
plunged]
October 25, 2018
Vice Chairman Clarida:
“However, even after our September decision, I believe U.S. monetary policy remains accommodative.”
[Speech at Peterson Institute]
November 15, 2018
Atlanta Fed President Bostic
"I don't think we are too far from a neutral policy, and neutral is where we want to be," Bostic said in
prepared remarks for a speech in Madrid. "We may not be there quite yet, but I am inclined to think that a
tentative approach as we proceed would be appropriate.” [CNBC]
November 16, 2018
Vice Chairman Clarida:
"As you move in the range of policy that by some estimates is close to neutral, then with the economy doing
well it's appropriate to sort of shift the emphasis toward being more data dependent." [CNBC]
November 15, 2018
Chairman Powell:
"With labor market conditions close to maximum employment and inflation near our 2 percent objective,
now is a good time to take stock of how we formulate, conduct, and communicate monetary policy," said
Federal Reserve Chairman Jerome H. Powell. [Federal Reserve press release]
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Federal Reserve Policy
Heading toward “neutral”
7.0

Until now, the Fed
has kept the fed
funds rate well
below the rate of
inflation – which
constitutes
stimulative
monetary policy.
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Historically, the fed
funds rate was far
higher than
inflation
immediately
preceding
recessions.
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Source: Federal Reserve and BLS, monthly data. PCED through October 2018. Fed funds rate through November 2018.
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Federal Reserve Policy
Yield Curve

The 2-year/10year yield curve
is not the right
curve to watch.

Source: Federal Reserve Bank of San Francisco, August 27, 2018.
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Economy
full-employment economy operating at full
potential
+2.4% 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

“Information received since the Federal
Open Market Committee met in September
indicates that the labor market has
continued to strengthen and that economic
activity has been rising at a strong rate. Job
gains have been strong, on average, in
recent months, and the unemployment rate
has declined. Household spending has
continued to grow strongly, while growth of
business fixed investment has moderated
from its rapid pace earlier in the year.”
Federal Reserve Press Release
November 8, 2018

inflation expectations are anchored
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Economic Data
Small Business Optimism Index - Gangbusters
“The November reading continues the
string of exceptionally strong readings
that started with the 2016 election
results. Labor markets remain
extremely tight, with a record 25
percent of owners identifying the
scarcity of qualified (not just “skilled”)
labor as their top business problem.
Capital spending and job creation
plans improved. Job openings gained
6 points, although inventory
investment plans faded. Expected real
sales and expected business
conditions six months out did fall 7
and 5 points respectively, and the
percent viewing the current period as
a good time to expand lost 1 point. On
balance, optimism faded modestly in
November, but the decline seems
unrelated to the election.”
Expansion plans still near record
highs.
Source: NFIB. November data released December 11, 2018.
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Economic Data
U.S. Index of Leading Economic Indicators - Downtick
Up +0.1% in October, down
from +0.5% in September and
+0.4% in August
September Commentary:
“Economic growth could
exceed 3.5 percent in the
second half of 2018.”
October Commentary:
“The US LEI increased slightly
in October, and the pace of
improvement slowed for the
first time since May. The index
still points to robust economic
growth in early 2019, but the
rapid pace of growth may
already have peaked. While
near term economic growth
should remain strong, longer
term growth is likely to
moderate to about 2.5 percent
by mid to late 2019.”
Shaded bands
represent recession.

This chart shows how the LEI
has definitively rolled over well
in advance of the last two
recessions.

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 October 2018, released November 21, 2018.
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Economic Data
Another Leading Indicator
The number
of drivers
has peaked
prior to
economic
slowdowns.

Source: Yardeni Research, Inc., December 11, 2018. BLS and NBER data.
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Economic Data
ISM Manufacturing Purchasing Manager Index - Booming
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November at 59.3
ticked up from
October’s 57.7. New
orders at 62.1
jumped from
October’s 57.4.
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Note the historic
volatility in the
manufacturing PMI.
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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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Source: Copyright 2018, Institute for Supply Management. Data through November 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 Non-Manufacturing Purchasing Manager Index - Booming
November at 60.7,
ticked up from
October’s 60.3, and off
just slightly from
September’s record
61.6.
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November’s new
orders at 62.5 rose
from October’s 61.5,
and higher than
September’s blowout
61.6.

Index
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Non-manufacturing
captures the vast
majority of the U.S.
economy.
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Source: Copyright 2018, Institute for Supply Management; data through November 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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Valuation
S&P 500 – What if we use $170 for 2019 Earnings Estimate?
3400

using $170
for 2019

This is not a forecast or prediction.
It’s simply a calculation of 16X and 19X assumed earnings
forecasts.
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2017, 2018 (estimated) and 2019 (estimated) bottom-up S&P 500 operating earnings per share as of December 10, 2018: for 2017, $131.98; for 2018(e), $162.70;
for 2019(e), $170.00. Sources: Yardeni Research, Inc. and Thomson Reuters I/B/E/S for actual and estimated operating earnings from 2015. Standard and Poor’s for
index price data as of December 7, 2018; and actual operating earnings data through 2014.
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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 make 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.
Registration does not imply a certian level of skill or training. 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.
Boca Raton - 2401 NW Boca Raton Blvd, Boca Raton, Florida 33431
Fort Lauderdale - 490 Sawgrass Corporate Parkway, Suite 200, Sunrise, Florida 33325
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