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near record highs
driven by global expansion and earnings surge
lower $USD
and cheap oil
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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Trade
Tariffs under Section 301
Remarks by President Trump at Signing of a Presidential Memorandum Targeting China’s
Economic Aggression

On 4/5/18 the
President
announced
another $100
billion on top of
3/22’s $50 billion.

March 22, 2018

THE PRESIDENT: … So we have a lot of things happening. But in particular, with China, we’re going to be doing a
Section 301 trade action. It could be about $60 billion but that’s really just a fraction of what we’re talking about. …
So we’re talking to World Trade, we’re talking to NAFTA, we’re talking to China, we’re talking to the European
Union. And I will say, every single one of them wants to negotiate. And I believe that, in many cases — maybe all
cases — we’ll end up negotiating a deal.
AMBASSADOR LIGHTHIZER: Well, thank you very much, Mr. President. First of all, for those of you who don’t know,
Section 301 is a statute that gives substantial power, authority to the President to correct actions in certain
circumstances where there’s unfair acts, policies, or practices by our trading partners.
In this case, the area is technology. Technology is probably the most important part of our economy. There’s 44
million people who work in high-tech knowledge areas. No country has as much technology-intensive industry as
the United States. And technology is really the backbone of the future of the American economy.
Given these problems, the President asked USTR to conduct a study. We conducted a thorough study. We had
hearings. We reviewed tens of thousands of pages of documents. We talked to many, many business people. We
had testimony, as I say.
And we concluded that, in fact, China does have a policy of forced technology transfer; of requiring licensing at less
than economic value; of state capitalism, wherein they go in and buy technology in the United States in noneconomic ways; and then, finally, of cyber theft.
Source: The White House website.
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Trade
USTR’s Findings

Under Section 301 of the Trade Act of 1974, USTR initiated an
investigation to determine whether China’s acts, policies, and
practices related to technology transfer, intellectual property,
and innovation are unreasonable, unjustifiable, or
discriminatory and burden or restrict U.S. commerce. …
Following a thorough analysis of available evidence, USTR,
with the assistance of the interagency Section 301 committee,
prepared findings showing that the acts, policies, and
practices of the Chinese government related to technology
transfer, intellectual property, and innovation are unreasonable
or discriminatory and burden or restrict U.S. commerce.
 China uses joint venture requirements, foreign
investment restrictions, and administrative review and
licensing processes to force or pressure technology
transfers from American companies.
 China uses discriminatory licensing processes to
transfer technologies from U.S. companies to Chinese
companies.
 China directs and facilitates investments and
acquisitions which generate large-scale technology
transfer.
 China conducts and supports cyber intrusions into
U.S. computer networks to gain access to valuable
business information.

Source: U.S. Trade Representative website.

An interagency team of subject matter experts and economists
estimates that China’s policies result in harm to the U.S.
economy of at least $50 billion per year.
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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.
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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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$568 billion
2.9% of GDP

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

$187 billion
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8.0% of total exports

$337 billion
1.7% of GDP
59% of toal U.S.…
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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 by Product
Civilan aircraft, engines, equipment and…
Soybeans

Passenger cars, new and used
Semiconductors
Industrial machines

Airplanes and
soybeans are the
biggest U.S. exports
to China.

Crude oil
Plastic materials
Medicinal equipment
Pulpwood and woodpulp
Logs and lumber
Chemical - other
Measuring, testing control instruments
Other parts and accessories of vehicles
Pharmaceutical preparations
Chemical - organic
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Source: U.S. Census Bureau. Does not include service. Data for 2017.
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Trade
China will Negotiate
Today’s Paper

April 10, 2018
BOAO, China – In a speech Tuesday
that Chinese officials billed as
packed with major policy initiatives,
Mr. Xi promised increased imports,
accelerated access to China’s
insurance and other financial
sectors, greater protections for
intellectual property, and lower tariffs
and reduced ownership restrictions
for foreign car makers.

Source: The Wall Street Journal, April 7 & 10, 2018.
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Valuation
S&P 500 vs. 17X and 19X Actual and Estimated
Earnings
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This is not a forecast or prediction.
It’s simply a calculation of 17X and 19X consensus earnings forecasts.
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2017 (estimated), 2018 (estimated) and 2019 (estimated) bottom-up S&P 500 operating earnings per share as of April 3, 2018: for 2017(e), $131.98; for 2018(e), $157.99;
for 2019(e), $173.97. 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 March 29, 2018; and actual operating earnings data through 2014.
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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

“The absence of a sharper
acceleration in wages
suggests that the labor
market is not excessively
tight.”
Fed Chairman Powell
April 6, 2018
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Point of View
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Inflation







headline PCED +1.8%, +1.8% core, same as
December
headline CPI +2.3%, +1.9% core
employment cost inflation rising
productivity drives declining unit labor costs
inflation expectations are gradually rising
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Bond Yields
Inflation Expectations Jump Higher
U.S. Treasury Bond Yield minus TIPS Yield
10-year Maturity

Implied inflation expectations (%)
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The difference
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nominal 10-year
Treasury bond
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yield gives the
market’s opinion
for a 10-year
inflation forecast.
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still modest by
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comparison.
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Source: Federal Reserve. Monthly data through March 2018.
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Economy

full-employment economy operating at full
potential
+2.9% GDP growth forecast, compared to postrecession +2.2% average

It doesn’t
get any
better.

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
inflation expectations are rising
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Optimism, Momentum
Global Economies are Booming

Some
slowing
but still
very
strong.

Source: IHS Markit Ltd., April 5, 2018.
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Optimism, Momentum
OECD’s Forecast – Upward Revisions to Accelerating Growth
Forecast

Source: OECD, Interim Economic Outlook, March 13, 2018.
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Optimism, Momentum
OECD’s Forecast – Upward Revisions to Accelerating Growth
Forecast

Source: OECD, Interim Economic Outlook, March 13, 2018.
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Economic Data
ISM Manufacturing Purchasing managers Index Booming
70

March’s 59.3 is still
near record-high.

65

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.

Index

55
50
45
40
35

Jan-18

Jan-17

Jan-16

Jan-15

Jan-14

Jan-13

Jan-12

Jan-11

Jan-10

Jan-09

Jan-08

Jan-07

Jan-06

Jan-05

Jan-04

Jan-03

Jan-02

Jan-01

Jan-00

Jan-99

Jan-98

Jan-97

Jan-96

Jan-95

Jan-94

Jan-93

Jan-92

Jan-91

Jan-90

Jan-89

30

Shaded bands
indicate recession.

Source: Copyright 2018, Institute for Supply Management; data through March 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

March’s 58.8 is still
near record high.

60

Non-manufacturing
captures the vast
majority of the U.S.
economy.
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Source: Copyright 2018, Institute for Supply Management; data through March 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
Housing Starts and Car Sales
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Vehicle sales still
running strong at
17.5 in March.
Housing starts
grinding higher.
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Sources: BEA and U.S. Census Bureau. Data through February 2018 for housing starts, March 2018 for vehicle
sales. The Wall Street Journal, June 8, 2017
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Economic Data
Retail Sales
2/17-2/18
+4.1%

480,000

Retail sales
($millions monthly)

2/17-2/18
+3.9%

February up
+3.9% y/y,
compared to
+3.5% y/y in
January.

Total retail sales

430,000

10/06-10/07
+4.7%1

380,000

Retail sales are
booming,
growing faster
than prerecession.

Retail sales…
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Source: U.S. Census Bureau. Data through February 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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CBO’s April 2018 GDP Forecast
Tax Cuts Boost Expected GDP
In CBO’s
projections, the
effect of the 2017
tax act is an
increase in the
level of real GDP by
0.7 percent, on
average, over the
2018–2028 period.
Later in the period,
the effects are
tempered as some
tax provisions
expire and as
increased
borrowing crowds
out private
investment.

Sources: CBO’s April 2018 The Budget and Economic Outlook: 2018 to 2028.
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Point of View
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Crude oil




price rebound with OPEC cut
U.S. rig count collapse and rebound
U.S. production rising to fill OPEC cuts
Wow.
Ban on internal combustion
engines.

Source: The Wall Street Journal. August 5,
2017.

Source: The Wall Street Journal.
November 9, 2017.
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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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