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Point of View
Signal-to-noise ratio
Signal-to-noise ratio is sometimes used metaphorically to refer to the ratio of useful
information to false or irrelevant data in a conversation or exchange. For example, in
online discussion forums and other online communities, off-topic posts and spam are
regarded as "noise" that interferes with the "signal" of appropriate discussion.1
Noise:
 G-7 trade spat
 China trade war
 North Korea
 global slowdown
 peak earnings
 inflation jump
 3% bond yield
 rising dollar

Signal:
 surging earnings
 surging U.S.
economy

Despite the myriad distractions, investors
are buying stocks on the “signal” of surging
earnings and strong economic growth.
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Wikipedia, June 12, 2018.

Stock Market
S&P 500 sales and earnings estimates - surging
sales
surge

Normally, both sales and
earnings estimates
recede as the year
progresses.

earnings
surge

This year sales and
earnings estimates are
strengthening.

Source: Yardeni Research, Inc., with permission. Thomson Reuters I/B/E/S data.
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Stock Market Arithmetic
+7.4% earnings growth has driven +7.4% stock price gains
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2017, 2018 (estimated) and 2019 (estimated) bottom-up S&P 500 operating earnings per share as of June 4, 2018: for 2017, $131.98; for 2018(e), $160.09;
for 2019(e), $176.53. Sources: Yardeni Research, Inc. and Thomson Reuters I/B/E/S for actual and estimated operating earnings from 2015. Standard and
Poor’s for actual operating earnings data through 2014.
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Economy
full-employment economy
operating at full potential
+3.0% 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, 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,
strong vehicle sales, rising housing
starts
Source: The Wall Street Journal
, June expectations
4, 2018.
inflation

“I feel this is pretty
much a Goldilocks
economy.
… I see this is all
pretty positive.”
John Williams

President nominee of the New York
Federal Reserve Bank and vice
chairman of the FOMC
May 4, 2018

are rising
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Economic Data
Small business optimism index gangbusters
released this morning

The Index of Small Business
Optimism increased significantly
in May to 107.8, a large gain of
3.0 points. This is the second
highest Index reading in its 45
year history.

Source: NFIB. Data released June 12, 2018.

• Reports of compensation
increases hit a 45 year record
high.
• Views about expansion are the
most optimistic in survey history.
• Reports of positive earnings
trends at a survey record high.
• Reports of positive sales trends
are the highest since 1995.
• Concerns about labor quality
second highest in survey history.
• Reports of price hikes the
highest since 2008 (Oil
$140/bbl.).
• Plans to raise prices are the
highest since 2008.
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Economic Data
Small business
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)..

7

Economic Data
U.S. index of leading economic indicators – surge in 2017-18
“April’s increase and
continued uptrend in
the U.S. LEI suggest
solid growth should
continue in the
second half of 2018.
However, the LEI’s
six-month growth rate
has recently
moderated
somewhat,
suggesting growth is
unlikely to strongly
accelerate.”
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 April 2018, released May 17, 2018.
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GDP Forecast
GDPNow forecast vs. consensus

+4.6%

“Our GDPNow forecasting model provides a "nowcast" of the official estimate prior to its release by
estimating GDP growth using a methodology similar to the one used by the U.S. Bureau of Economic
Analysis.
GDPNow is not an official forecast of the Atlanta Fed. Rather, it is best viewed as a running estimate of real
GDP growth based on available data for the current measured quarter. There are no subjective
adjustments made to GDPNow—the estimate is based solely on the mathematical results of the model.”

Source: Federal Reserve Bank of Atlanta, June 8, 2018.
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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 tame
lack of irrational exuberance
Are rising bond yields bad for stocks?
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Profit Margins
Corporate profit margins near peak
8.0%

7.0%

Profit margins
are near record
7.2% highs even as
labor’s share of
gross domestic
income
increased.
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after tax
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See next slide.
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The neardoubling in
profit margins
since 1980 may
represent a
substantially
permanent
shift. See
footnote, next
slide.

Source: BEA. Quarterly data through March 2018.
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Fed policy







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
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“Projected
appropriate
policy path.”1

3.0

End of ECB’s QE and the
Fed’s shrinking its
portfolio of Treasury and
mortgage securities.

June 11, 2018
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Source: U.S. Department of the Treasury.
1 Federal Reserve projections released March 21, 2018.
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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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Global Economy
Global economies are booming

Uptick in
April and
May

Source: IHS Markit Ltd., June 5, 2018.
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Economic Data
Retail sales
After 11 quarters of
negative comps,
Macy’s same-store
sales go positive.

Source: The Wall Street Journal, May 17, 2018.
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Economic Data – Jobs
Job openings – record high
March/April
breakout to
record
highs.

Job openings % of total nonfarm employed (%)
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Source: U.S. Department of Labor, NBER. Data through April 2018, released June 5, 2018.
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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.

The Benchmark Financial brand is the property of Benchmark Financial Group, LLC.
© 2018. All rights reserved.
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