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Benchmarks
	
	30 Jun 2018
	31 Mar 2018
	30 Jun 2017

	S&P 500
	2,718
	2,641
	2,423

	DJIA
	24,271
	24,103
	21,350

	NASDAQ
	7,510
	7,063
	6,140

	6-mo US Treasury Yield
	2.15%
	1.91%
	1.14%

	30-yr US Treasury Yield
	3.00%
	2.97%
	2.87%

	Prime Rate
	5.00%
	4.75%
	4.25%

	Federal Funds Target Rate
	2.00%
	1.75%
	1.25%

	30yr Mortgage
	4.52%
	4.54%
	4.00%

	Gold – per oz
	$1,251
	$1,330
	$1,241

	Oil - WTI / bbl
	$74
	$65
	$46


Sources:  WSJ, Barrons, Zacks 
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9 Years and Running… the Aging Bull Remains Healthy
In the face of seemingly constant economic and political jitters, the S&P 500 rose 2.9% in the second quarter.  The uncertainty introduced by continuing global trade tensions yielded to the underlying strength of the U.S. economy and solid profit performance by U.S. corporations.  Following the first quarter’s GDP growth rate of 2.2%, we estimate the second quarter accelerating to nearly 4.0% growth.

Strength in the economy is visible in the jobs market.  Unemployment in June ticked up a bit to 4.0% versus 3.8% in May. However, this was entirely due to a flood of new entrants returning to the work force.  Of the 601,000 new entrants during the quarter, 102,000 have already found jobs and we are now at one of the highest labor participation rates in recent history.  Optimism continues to be strong among both consumers and corporations.  Consumers are finding new jobs and the ability to upgrade while corporations are enjoying higher profitability occasioned by material tax cuts and firm underlying demand.
Productivity is increasing.  With a likely 4.0% GDP growth rate in the second quarter and total hours worked increasing 2.4%, productivity growth should be 1.6%.  Productivity boosts corporate profit margins while restraining inflation.  Furthermore, tax reform has raised consumer take-home pay and, together with higher consumer confidence and healthy balance sheets, consumers are more willing to commit to major purchases.
Additionally, business borrowing is picking up – another sign of a strengthening economy.  Business loans as reported by banks in the quarter were up 5.5% year-over-year versus 1.0% six months ago.
However, not all is rosy.  The factor most likely to derail the economic train is a trade war – something we are edging toward but not yet experiencing.  As a “first shot across the bow,” the U.S. implemented a 25% tariff on $34 billion worth of imports from China on June 29th.  The administration has also claimed that tariffs on another $500 billion may be imposed if China retaliates.  While $34 billion represents a small fraction of the total $16 trillion in goods shipped globally between counties, $500 billion would represent nearly 3% and becomes material.  As an example of the impact, some auto industry executives claim that such a level of trade tariffs could raise the average price of a car by $6,000 (currently $32,000).  An extended, material trade war could wreak havoc on global trade, reduce economic growth and derail business investments.  We view this as the number one risk going forward; however, our expectation is that the tariff war will swing back and forth in the headlines but eventually be resolved without major dislocations.  Adding to trade tensions is the concerning trend that consumers are spending more than they make as shown below in the chart showing a declining personal savings rate.
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Stocks:  
For the quarter, the S&P 500 rose 2.9% compared to the Dow Jones Industrial average rising 0.7% and the tech-heavy Nasdaq increasing 6.3%.  Technology was the shining star largely because of its strong fundamentals of sales and earnings growth.  Interestingly, the technology sector has the highest share of overseas revenue of the major market sectors at 59%, almost double the S&P 500’s share at 33%.  In addition to Technology, Energy had a strong quarter as oil prices continued to rise as did Basic Industry, Transportation, Utilities and Real Estate.
As a sign of profitability and confidence, U.S. companies continued buying back record amounts of their own stock (a strategy to boost their own earnings per share and ultimately stock prices).  Corporate America is on track to purchase a record $800 billion of its own stock this year, eclipsing the record-setting levels of 2007.
As for corporate profits, total Q2 earnings for the S&P 500 are expected to be up +19% from the same period last year on the strength of +8% revenue growth.  Earnings growth was slightly lower than the 24% growth recorded in the first quarter this year but is uncommonly strong relative to the 8% average over the past 50 years.  As for valuations, the market is trading at approximately 17.6 times this year’s expected earnings.  Assuming earnings come through as we expect, we do not see the stock market as materially over-valued.  However, we see risks and uncertainties ahead and are taking steps to mitigate that risk.
Bond Market / Interest Rates:
During their June meeting, Federal Reserve governors signaled a desire to accelerate short-term rate increases due to strong economic activity.  They desire to reach a level of interest rates that no longer stimulates economic growth – ending a long post-financial crisis policy dating back to 2008.  We see this subtle shift as increasing the likelihood of two more 0.25% rate increases (in September and December) adding to the two increases so far this year.  With the Fed clearly less worried about recession, we are focused on whether their policy becomes too aggressive – heightening the risk of an economic slow-down.  At this point, we do not see it jeopardizing the stock market; however, we are vigilant.  We would not be surprised to see the Fed Funds rate, currently at 2.0%, rising to 2.5% by year end and to 3.0% within one year.       
Inflation:

Through June, the core rate of inflation over the past twelve months is running at a reasonably contained 2.3%.  At this stage, we like what we see but continue to expect inflation to move slightly higher due to wage and commodity pressures.  Such pressures should put upward pressure on long-term interest rates which will suppress long-term bond returns.
Risks and Uncertainties:

We see the following as the most significant risks near term:  1) trade tensions (if they become material they could cool business confidence, reverse the current synchronized upturn in global economic activity and weigh on financial markets), 2) political uncertainty of the mid-term elections, 3) a flattening yield curve (and whether it will ultimately signal a slowing of the U.S. economy), 4) a declining savings rate, and 5) global debt.  However, at this stage we continue to see opportunities outweighing risks.
Forecast

Continued increased market volatility, trade wars and other global political uncertainty, tax reform, U.S. corporate earnings, Federal Reserve interest rate strategy, and inflation are at center stage.
1. Market volatility to continue.
After an unusually calm 2017, volatility has returned. 
2. Trade tensions to affect the markets.  While we are not forecasting a full-on global protectionist culture that could risk market stability, trade tensions will add to market volatility in the near term. 
3. Tax reform sets the foundation for accelerated economic growth.  However, it also presents the risk of higher federal deficits and ultimately higher interest rates if economic growth does not accelerate as expected.

4. Corporate earnings to decelerate following a record first quarter but to remain high.  Following a solid growth of 7.5% in 2017, we now believe corporate earnings growth will exceed our original forecast.
5. Federal Reserve to continue tightening.  We see potentially two more rate hikes of 0.25% by year end.
6. Long bond returns struggle.  We anticipate rising interest rates across the spectrum of the yield curve, however, the curve should continue to flatten.  We desire to remain “short” with our fixed income strategy to avoid the upcoming pressure on long-term bond returns.

7. Inflation moves higher.  The current core CPI rate of 1.7% should move toward 2.0% during 2018.
8. Business & consumer confidence continues to improve.  The prospect of lower regulations and lower taxes should nudge economic growth upward - above 3.0%
9. Oil prices could surprise on the upside.  While we have forecasted a sideways move this year, crude prices (now above $70 per barrel) seem to have upward momentum.  We continue to believe a bottom was set in 2016.
10.  U.S. Economic growth to strengthen.  Economic growth and corporate profits should improve – we see no imminent sign of recession.
11. Employment improves.  The labor market will continue at historically low levels of unemployment and the labor force will increase.
12. Stock market will be bumpy but will generate positive returns for 2018.  We have largely recovered from the correction in February and still believe returns for the year will be positive.  Successful tax and regulation reform and continued strength in corporate profits should offer intermediate-term opportunity. 

13. Our long-term forecast remains unchanged.  We believe the stock market, while still subject to periodic corrections, is in an upward trend.

In Summary
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We believe the economy is healthy and corporate profits are improving.  As we have reiterated each quarter since the bear market of 2008, our investment strategies change with market conditions but our principles do not.  Just as our principles have not changed, our long-term optimism remains in tact.  We recognize that during times of uncertainty, communication is important.  It is a pleasure doing business with you.  We appreciate your confidence in us, especially during uncertain times.
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Tingey Advisors, Inc., founded in 1996, is a registered investment advisor with the Securities and Exchange Commission.  If you wish to receive the most recent copy of our ADV, please notify us.  We invite you to visit our web page at www.tingeyadvisors.com or call us at (801) 352-8166.  Any forward-looking statement mentioned above is subject to risk and uncertainty.
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