
3Q Newsletter

Market Update
(all values as of
07.31.2018)

Stock Indices:

Dow Jones 25,415

S&P 500 2,816

Nasdaq 7,671

Bond Sector Yields:

2 Yr Treasury 2.67%

10 Yr Treasury 2.96%

10 Yr
Municipal

2.49%

High Yield 6.51%

YTD Market Returns:

Dow Jones 2.82%

S&P 500 5.34%

Nasdaq 11.13%

MSCI-EAFE -2.18%

MSCI-Europe -2.13%

MSCI-Pacific -2.46%

MSCI-Emg Mkt -6.13%

 
US Agg Bond -1.69%

US Corp Bond -2.63%

US Gov’t Bond -1.93%

Commodity Prices:

Gold 1,223

Silver 15.56

Oil (WTI) 68.32

Currencies:

Dollar / Euro 1.16

Dollar / Pound 1.31

Yen / Dollar 111.03

Dollar /
Canadian

0.76

Macro Overview

Equities rebounded in July and remained resilient to tariff and trade tensions. Markets are
realizing that the U.S. has been somewhat insulated from lingering trade disputes. Various
analysts and market strategists are expecting trade tensions to ease as ongoing negotiations
alleviate some of the uncertainty.

China’s ability to retaliate against U.S. imposed tariffs is proving to be difficult for China since
the country imports far less from the U.S. than the U.S. imports from China. To China’s
benefit, the country’s currency, the yuan, has fallen steadily since the onslaught of the new
tariffs, ironically making Chinese products less expensive and more competitive
internationally. Should the yuan continue to depreciate versus the U.S. dollar, the imposed
tariffs may then be offset by the weakening yuan, creating even more trade tension between
the two countries.

Because of a more developed and diverse financial market, the United States has numerous
sectors for investors to shield themselves from trade politics and tariff disputes.
International markets remain exposed and vulnerable to the trending tariff impositions and
trade issues. Trade disputes with various countries have also enhanced volatility throughout
the international markets. Emerging market countries, such as Russia, are losing financial
ground against the U.S. dollar’s rise. The presence of Russian companies within emerging
market indices has fallen from 10% in 2007 to 3% this year, as growth prospects and existing
debt has become less favorable.

Short-term and long-term rates rose in July as improving economic data drove rates across
all maturities higher. The 10-year Treasury yield ended July at 2.96%, extremely close to the
yield on the 30-year Treasury at 3.08%.

The U.S. economy grew at a 4.1% annual rate per GDP (Gross Domestic Product) data
released by the Commerce Department. The growth rate is the strongest in four years,
validating improved business and consumer expansion. Strong consumer spending,
increasing business investment, growing exports and additional government expenditures all
contributed to an increase in GDP, the value of all goods and services produced across the
economy.

A substantial shift with how corporate earnings are achieved occurred this quarter, as
expanding earnings are coming primarily from revenue growth rather than from reducing
expenses. Economists optimistically view this as an improvement in overall economic
expansion due to higher sales and increased demand for products and services nationwide.
(Sources: Commerce Dept., U.S. Treasury, Dept. of Labor, Bloomberg)
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Equities Remain Resilient – Domestic Stock Market

Trade concerns affecting equities were overshadowed by rising corporate earnings and improving
economic data. U.S. equities ended with gains across all size companies, small to large caps. Small caps
have advanced the most year to date, yet large caps outperformed in July. Optimistically, all sectors posted
gains in July, with industrials leading. As a reversal from the second quarter, value stocks outperformed
growth stocks in July, signaling a rotation to less growth orientated companies.

Half of the largest ten U.S. companies ranked by market value are technology companies, representing
over $4 trillion in market value. The other top ten companies include financials, banking and energy.

The telecom sector will be renamed the communications services sector, a better representation of the
evolvement of the industry and technology driving it. Traditionally known as a steady sector with a few
companies, the sector will now include many more companies and with ample growth orientation,
accounting for over 10% of the S&P 500 Index.

Rising input costs are starting to impact certain sectors, as import tariffs are adding to various metal and
commodity components. It is too soon to tell which companies may be passing along the higher material
costs to consumers. (Sources: S&P, Dow Jones, Bloomberg, https://fred.stlouisfed.org/categories/32255)

Good News, More Workers Are Quitting Their Jobs – Employment Market Review

For the first time since 2000, there are more job openings than unemployed persons to fill them. Job
openings rose to 6.7 million positions in April, more than the 6.3 million that were unemployed in April, the
most recent data. A shrinking workforce is becoming a rising factor, due to retiring baby boomers and
students deciding to stay in school longer before joining the workforce. The tighter labor market is also
leading to a growing number of workers quitting their current job. Each month the U.S. Department of
Labor releases employment data which includes how many workers are actually quitting their jobs. The
data is considered a critical barometer of the labor market’s health and an indicator of economic growth.

The “quits rate” essentially measures how many workers quit their jobs voluntarily as opposed to being
fired or laid off. Many economists and analysts follow the quits rate closely because it reveals how

confident workers are.
These same workers
are also the
consumers that the
Fed monitors to
determine if their
confidence is allowing
them to spend more,
thus lifting economic
growth. The most
current quits rate rose
to 2.4 in May, the
highest monthly

reading in over 10 years. Following the financial crisis in 2008, the quits rate dropped as workers were less
confident in leaving a job they had rather than look for another job opportunity. (Sources: U.S. Labor
Department)
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Rates Gradually Rise – Global Debt Markets

It is a possibility that additional Federal Reserve rate increases this year may reduce the difference, also
known as the spread, to nearly zero between short-term and long-term rates. The similarity of short-term
and long-term rates is a barometer for economists and analysts in determining economic growth
expectations.

The broad retraction of fiscal stimulus by global central banks in the U.S., Europe, and Asia have led to less
liquidity for bonds among some of the emerging market countries. Debt owed in U.S. dollars by foreign
countries makes it more expensive to pay back as the U.S. dollar rises. Trade tensions are affecting the
Chinese debt market, as corporate bonds are defaulting at a rising rate. Overextended Chinese companies
ladened with debt are also seeing the effects of a weaker Chinese currency, the yuan, which makes
repayment of debt more costly in the global markets.

U.S. Treasury bond yields rose in late July propelled by strong economic growth data and expected
continued rate rises signaled by the Federal Reserve. The yield on the 10-year Treasury rose to 2.96% at
July’s end, close to piercing the 3% point as it did in May. (Sources: Fed, Dept. of Commerce)

New Home Sales Are Dropping – Housing Market Update

Data from the Department of Housing and Urban Development revealed that new home sales have been
falling. Sales for new homes have been affected as mortgage rates have risen and a lack of supply is still an
issue. Labor shortages of qualified workers throughout the housing industry have placed a strain on the
construction of new homes, an issue that is not prevalent with existing home sales.

Affordability is
becoming an issue
as rates have risen,
driving up mortgage
payments. Even
though prices have
fallen with the
median priced home
at $302,100 this past
month down from
$322,900 a year ago,
the current 30-year
fixed conforming
rate has risen to

4.54% from 3.92% in the same period. Lower home prices are offsetting some higher mortgage rates in
certain parts of the country.

Home prices are becoming out of reach for many first time buyers, especially younger singles and couples
that are an essential catalyst for an expanding housing market. According to Freddie Mac, higher home
prices on lower priced homes have reduced affordability for younger home buyers. New home sales, not
existing home sales, is the housing sales component measured into GDP. Existing home sales have also
dropped in the past year, by over 2%. Government data includes new home sales because of the new
expenses created, such as property tax, first time mortgage, and utilities. (Sources: U.S. Census Bureau, U.S.
Department of Housing, Freddie Mac)



 

*Market Returns: All data is indicative of total return which includes capital gain/loss and reinvested dividends for noted period. Index data sources; MSCI, DJ-UBSCI,WTI, IDC, S&P.
The information provided is believed to be reliable, but its accuracy or completeness is not warranted. This material is not intended as an offer or solicitation for the purchase or
sale of any stock, bond, mutual fund, or any other financial instrument. The views and strategies discussed herein may not be appropriate and/or suitable for all investors. This
material is meant solely for informational purposes, and is not intended to suffice as any type of accounting, legal, tax, or estate planning advice. Any and all forecasts mentioned
are for illustrative purposes only and should not be interpreted as investment recommendations.
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Tax On Social Security In Retirement – Retirement Tax Planning

A prudent and effective tax strategy during your employment years will mostly likely need to be modified
in retirement. Once earned income ceases and income from retirement plans, investments, and Social
Security commences, tax liabilities change.

The impact of the changes is primarily driven by the assets that we have little tax control over once we
reach 70.5, which include IRAs, 401ks, and pensions. Reaching age 70.5 triggers RMDs (Required Minimum
Distributions). Distributions from tax deferred retirement accounts such as an IRA or a 401k are generally
taxed at the ordinary tax rate. Distributions from a Roth IRA or Roth 401k are income tax free as long as
the account has been opened for at least five years and the account holder is 59.5.

Investment income such as stock dividends and bond interest are taxed differently, especially when they
are held outside of a retirement account. Realizing gains on stocks that have been held for one year or
more can be taxed at a more favorable rate than the ordinary rate. Interest on bonds and gains realized on
short-term positions less than one year, are taxed at the ordinary rate.

Retirement also introduces us to Social Security which, contrary to popular belief, can be taxed. Eligibility
for Social Security benefit payments begins at age 62, but can be postponed until age 70. A key
determinant as to when to start receiving Social Security may be contingent on the amount of retirement
assets in retirement accounts subject to RMDs. This is where tax strategies can vary dramatically.

Retirees with excessive assets in retirement accounts subject to RMDs and with non-retirement investment
income may want to confer with a tax professional to help determine when to take Social Security.
Conversely, retirees with minimal assets in retirement accounts and investments may have less concern
about paying taxes on their Social Security benefits.

The IRS determines if and how taxes are owed on Social Security by the “provisional income” measure.
Provisional income includes gross income, tax-free interest, and 50% of Social Security benefits. If the
provisional income is above a certain amount, then a portion of the Social Security income becomes
taxable.

One way to potentially lower taxes in retirement is to start taking distributions from tax-deferred accounts
before it’s required. Again, once you reach age 59.5, you can withdraw funds from those accounts without
paying the 10% early withdrawal penalty. The withdrawals are still taxed as ordinary income, but over time
they reduce the size of tax deferred accounts, and thus the size of your RMDs. Another reason to access
those funds before 70.5 is that it could help you delay taking your social Security benefit, which increases in
size the later you take it, up to age 70.

Another strategy for reducing the potential tax consequences of RMDs is converting a traditional IRA or
401(k) plan into a Roth IRA before the age of 70.5. A Roth conversion may make sense when you’re certain
you’ll be in a higher bracket when you eventually withdraw the money, which is often the case once RMDs
and Social Security are factored in.

(Sources: Social Security Admin., IRS, Tax Policy Center)


