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THE MARKETS
-----OUR INTERPRETATION
By Stephen W. Mack, CFP®

It’s

all relative. Put the points below in order of
importance to a stock market investor. The key question: what is
the most important factor today?
___ Rising energy prices: Influenced by the economy and
sanctions on Iran.
___ Rising Wages: Influenced by a healthy economy.
___ Low Unemployment: Again, a healthy economy.
___ North Korea: Uncertainty and the on and off nuclear
summit.
___ Iran: Cancelled nuclear agreement by the US.
___ Consumer Confidence: Near 20-year high.
___ Mid-Term Elections: Will Democrats take the House?
___ Tight labor market: Talent tough to find.
___ The Federal Reserve and interest rates. (HINT, #1)
___ Earnings: Have peak earnings been reached?
___ Market sentiment: The majority is usually wrong.
The excuses. While investors will use any, and all, of the
above to explain market movements, the most influential factor
today and nearly always is … interest rates. Stocks are all about
supply and demand. Yes, all above are important but without
money and a reason to buy, stocks go nowhere.
Interest rates move markets.
Rates rise to 20%. Let’s exaggerate for a moment. What
if interest rates rose rapidly to 20%. Would home sales slacken?
How about auto sales? Indeed, sales of nearly all consumer
retail items would immediately slow. Those with stock would
see lost customers and their equity would lose support.
Note the first sentence of this Opinion above. It’s all
relative.
Rates fall from 20%. Again, an exaggeration. What if
interest rates fell rapidly from 20%. Wouldn’t home sales pick
up? Auto sales?...
What if rates only rise to 10%? 5%? Same story. It’s all
relative. As rates rise, eventually the economy notices as buying
slows ultimately impacting corporate earnings. Falling earnings
mean retrenchment and layoffs.
The past 10 years have seen extraordinary efforts by many
of the world’s governments and central banks, like the US
Federal Reserve, looking to avoid recession by holding interest
rates low. And so far, it’s worked.
Stock investors have noticed and cheered. Low interest
rates have pushed conservative savers to accept risk looking to
generate income and growth not available in the typical lower
risk investments such as CDs. Can it continue?
Three Steps and a Stumble: This saying refers to when
the Federal Reserve (the Fed) raises rates 3 times and the
resulting market trips. Since 1919, according to a Ned Davis
Research study, there have been 16 times this signal has been
triggered. The eventual lows, subsequent to these signals, have
been a median (midpoint of all declines) decline of 17.9% over
414 trading days. Of the 16 signals, 2 were false (87% of the
signals resulted in market declines, 13% did not).
As the Fed prepares to raise interest rates in June for its 7th
consecutive time since 2015, investors will pay more attention.
Each of the items in the list above should not be discounted
as unimportant. Yet, many are directly impacted by Fed
decisions.
Low Unemployment = Wage Inflation: This simple
concept has been studied by economics classes over the years
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and is known as the Phillips Curve (economist William
Phillips, 1914-1975). Low Unemployment, high
inflation. High unemployment, low inflation. Yet, at
least so far since 2008, the Phillips Curve is not
working. Or, maybe it’s just delayed.
With unemployment, now at 3.9%, at its lowest
since 1969, the Fed is concerned inflation will rise as
employers are forced to raise wages to attract and
maintain talent.
Indeed, jobs are so tight, in its May regional
report, the St. Louis Federal Reserve Bank wrote:
“Contacts in Missouri and Arkansas also reported
difficulties filling skilled technical and engineering
positions. Some local employers have begun relaxing
drug-testing standards and reducing restrictions on
hiring convicted felons in order to alleviate labor
shortages.”
The Fed hopes rate increases will slow business
incrementally leading to less employment demand. In
other words, the Fed sees inflation risk in more jobs
demand. This could be an eventual flash point with the
Trump Administration.
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Yield curve inversion: We continue to
watch US Treasury rates as they move closer
together. It is considered normal for the US to
pay higher interest for longer vs. shorter term
bonds. Today, looking at the interest rate
difference between the 10-year US Treasury and
the 2-year Treasury, one can see a steady decline
from near 3% more for the longer bond, in 2011,
to just 0.5% today. It’s known as an inverted
yield curve, when the 2-year Treasury rate rises
above the 10-year rate. While not perfect, traders
watch this relationship for a slowing, often
recessionary, economy.
A continuing narrowing of rates could
eventually give the Fed pause on its expected
rate hikes. 2-3 more are expected in 2018.
Correction: At this point, we look at the
current market activity as a correction. Looking
at the above chart, the lower highs and lower
lows indicate investors are now looking towards
the exits. Putting the factors in the first
paragraph in order of importance, we view
interest rates and the Fed as the keys to watch.
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The $1 Million Student Loans
Mike Maru, a 37-year-old orthodontist, made a big investment in his
education. As of Thursday, he owed $1,060,945.42 in student loans.
Due to escalating tuition and easy credit, the U.S. has 101 people who
owe at least $1 million in federal student loans, according to the
Education Department. Five years ago, 14 people owed that much.
More could join this group. While the typical student borrower owes
$17,000, the number of those who owe at least $100,000 has risen to
around 2.5 million, nearly 6% of the borrowing pool, Education
Department data show.
(The Wall Street Journal, May 26-27, 2018)



Accomplishments of Only One President
Became a six-star general: George Washington
Received a patent: Abraham Lincoln (The patent was related to an
invention to lift boats over obstructions in a river.)
Earned a PhD: Woodrow Wilson (Political Science - Johns Hopkins)
Won a Pulitzer Prize: John Kennedy
Received Offer to Play Professional Football: Gerald Ford



(Readers Digest, June 2018)

The Real Names of One-Named Celebrities
Cher = Cherilyn Sarkisian
Jay-Z = Shawn Corey Carter
Sting = Gordon Matthew Thomas Sumner
Adele = Adele Laurie Blue Adkins
(Readers Digest, June 2018)


a.

b.
c.
d.

Fun Statistics
61% of Americans are concerned that painkillers like opioids
could contaminate drinking water and waterways, yet 25%
admit flushing leftover prescription drugs.
Source: Stericycle survey of 1,200 adults.
56% of U.S. voters support legalizing marijuana for recreational
use. Source: Civis Analystics survey of 42,233 U.S. voters.
64% of Americans say the federal government should be
required to pass a balanced budget each year.
Source: James Madison Institute survey of 1,343 adults.
1 in 5 Americans will develop skin cancer by age 70.
Source: The Skin Cancer Foundation
(Above from USA Today – 2018)



Shrinking Workforce and Child Population in Japan
In countries with more than 40 million people, Japan is ranked the
lowest out of 32 for its ratio of children to the overall population.
Some 60 years ago, the country was home to nearly twice as many
children (age 14 and under) as it is today. Birthrates in Japan have
long been low, and recent plummets mean they are likely to continue
to drop. And as older people reach a point when they’d like to stop
working, there might not be anyone to replace them.
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Up 3.73% vs. Apr, 2017
-$43.73 billion, Mar., 2017

CHART OF THE MONTH

Consumers tend to seek creature comforts that lead to feelings of ease and wellbeing. It should come as no surprise that consumers haven’t felt this good in over
16-years, given historically low unemployment figures, continued rises in personal
income and increases in personal consumption.
Announcements of job cuts by major companies fell 12.6% in May with
the 12-month average near its lowest levels since 1997. The lack of headline
grabbing major corporate layoffs creates a sense of job security that may have
workers more confident in purchasing such big-ticket items as automobiles and
homes.

(Washington Post May 17, 2018)

Bonus Tidbit: U.S. births fell to 30-year low last year.
(Associated Press, May 18, 2018)



Japanese Government Matchmaking?
In an effort to turn the birthrate numbers around, the Japanese
government even took romance into its own hands, and began offering
matchmaking services to try to get young Japanese singles to link up.
Local Authorities are encouraged to organize government-sanctioned
speed-dating events. Volunteers from a marriage promotion
committee are even on hand to help ease any awkwardness.
(Washington Post, May 17, 2018)



Necco Wafers to go Extinct?
News that the New England Confectionery Co. may go under, after
more than a century in business, sent shock waves through the candy
world. Those who adore the company’s chalky, multicolored Necco
Wafers are snapping up cases. The ultimate law of the marketplace is
the law of supply and demand. If Necco Wafers go extinct like the
Confectionery’s Caravelle bars, it will be because people didn’t buy
enough of them.
(Chicago Tribune, May 15, 2018)



Why Do Cops Touch Your Tail Light After Stopping You?
This is for the officer’s well being. This leaves a fingerprint exactly
where the department knows to look and leaves further evidence of
the traffic stop. Cops are clever.
(Mental Floss, July 11, 2017)

The Chart of the Month is the Bloomberg Consumer Comfort Index with
the 52-week average at its highest level since December 2001. The Comfort Index
is based on several factors, including the state of the economy, personal finances
and buying climate. The more “comfortable” consumers feel in these areas, the
higher the index. As the index continues to climb, consumers may be stretching
their finances as they did during previous peaks right before the last financial crisis
and the dot-com bubble.
Real disposable income has been on an upward trend since late 2016
when coupled with a slightly lower upward trend in personal income it has resulted
in a lower personal saving rate. The Personal Savings Rate, as released by the
U.S. Department of Commerce, is near its lowest level since November 2007. A
downward trending personal savings rate, ironically, is good for the economy but
not necessarily for consumers should the economy take an unexpected downward
turn.
There are few indications that the U.S. is at risk of a major recession in
the near term. There are also few signs of any “bubbles” developing under the
surface, whether in real estate or technology, so for the foreseeable future,
consumers will continue to seek their creature comforts.

FACTORS INFLUENCING MARKETS
FEDERAL RESERVE
***POLICY***

***ECONOMY***

***FISCAL POLICY***
Only one day after President Trump cancelled
the June 12 North Korean summit to discuss the
denuclearization of the peninsula, the meeting
appeared to be back on. Was it capitulation?
According to Science Magazine, the North
Korean nuclear test site at Punggye-ri promised by
leader Kim Jong Un to be destroyed as part of the
summit may have already been damaged beyond use
during in September, 2017. Some see the destruction
of the already inoperable site as an empty promise to
gain an edge in upcoming negotiations.
The White House gift shop immediately
discounted the commemorative coin celebrating the
summit to $19.95 from its original $24.95, after the
summit was cancelled on May 24. By May 25, with
the summit possibly back on, the gift shop website
crashed as demand exploded. Pre-orders are now
available again at $24.95.
November 6 is the date for mid-term elections.
Current odds are 57.5% in favor of a Democrat
takeover of the House of Representatives. However,
with 5 months until the election (Wow! It’s close!),
much can change.
With President Trump in the midst of trade
negotiations (or a trade war depending on how you
lean), the North Korean summit and the Mueller
investigation, much can change.
According to an early May Rasmussen Report, a
poll considered by many to lean conservative, 41% of
Democrats believe Trump will be impeached and
removed from office by 2020.
A recent read of the Philadelphia Federal
Reserve Partisan Conflict Index (yes, there is one!),
polarization of Democrats and Republicans has fallen
substantially since 2017 to levels not seen since 2011
(was 271 and now down to 138). The index measures
the frequency of newspaper articles reporting
disagreement in a given month among political
parties. Kumbaya? If this trend continues, will
elections be impacted? Something to watch!
The 2018 federal deficit is projected at $832
billion according to the White House OMB.

First quarter, 2018, growth was adjusted
down in its second estimate to 2.2% annual vs.
the original 2.3% reported. Weather was a chief
reason given for the lackluster growth.
Not so in the second quarter which is now
being estimated by the Atlanta Federal
Reserve’s GDP Now model at 4.7% annual.
Is this a goldilocks economy, not too hot
and not too cold? Looking at the indicators,
there is much to cheer.
Existing home sales continue to be
pressured by low inventories. April sales
slowed 2.5% (-1.4% compared to one year ago)
as the average home sold in just 26 days
(compared to 29 days one year ago). Low
inventories continue to support home prices
which were up 5.3% in the past year.
Yet higher mortgage rates, which rose to 7year highs in May, may be bringing balance
back to housing markets. Inventories rose from
3.5 months in March to 4.0 months in April.
New home sales, although lower by 1.5%
in April were up 11.6% compared to one year
ago. Inventories are more reasonable, at 5.4
months of supply, and should be expected to
help contain prices in coming months if rates
continue to rise.
Consumer confidence remains near its
highest since 2000. In addition, strong
employment (lowest unemployment since
1969), and rising wages are supporting strong
retail sales, up 4.7% vs. one year ago.
All in all, while the economy is in good
shape, debt is building and quality of loans is
on the decline. With rising interest rates,
eventually the economy will be at risk of
stalling.

Here we go again. The Federal Reserve (the
Fed) is expected to raise rates for the 7th consecutive
time since 2015 on June 13. Why raise rates again?
The Fed is increasingly concerned inflation is
building, especially in wages as employment
indicators continue to tighten. Although the
economy is running steady today, the tax plan
passed by the Trump Administration at the end of
2017 stimulates the economy, further raising
prospects for inflation.
Since the 2008-9 Great Recession, the Fed
expanded its holdings of Treasury and mortgage
bonds from less than $900 billion to more than $4.5
trillion in late 2014.
Now, as the Fed looks to reduce its holdings by
not reinvesting its income or renewing bonds, it is
no longer supporting lower interest rates. Already
in just the first 5 months of 2018, the Fed has
divested itself of more than $120 billion of bonds.
So far, markets have taken the selling in stride.
This is significant and may be viewed by the
Fed as an opportunity to increase its bond sales. As
long as buyers are in the market to purchase the
bonds, interest rates will remain stable. Watch for
market disruption under two conditions – investors
shy away from buying the bonds or inflation rises
unexpectedly.
A surprise so far is the 10-year expectations for
inflation. The measure is calculated by subtracting
the 10-year US Treasury Inflation-Protected
Security (TIP) from the 10-year US Treasury. With
the rate now at 2.04%, all seems stable.
Indeed, with consumer debt now at a record
$13.2 trillion and credit quality deteriorating, further
rate hikes could bring a return of deflation.

Date Expected

Comments

Federal Open Market Committee
¼ point rate increase, March 21

Tues.
June 12-13

Look for another rate hike in June, the 7th since December, 2015. Rate
increases are now coming every 3 months. However, it is generally
expected that rate hikes are felt many months or more than a year after
they take place. This could point to a risky fall season in markets.

Employment Situation (Unemployment)
(164,000 new jobs in April. 3.9% unemployed)

Friday,
June 1

Labor markets are tight. At 2.9%, unemployment is at its lowest in nearly
19 years and indicates more rate hikes to come.

Consumer Price Index (CPI)
(Up 0.2% in April, up 2.5% vs. year ago)

Tuesday,
June 12

Energy, higher by 3.0% in April, helped lift the CPI to a 0.2% gain for the
month and 2.5% annual. Core (excludes food and energy) is now at 2.1%.
Bets are for more inflation to come.

Producer Price Index (PPI)
(Up 0.1% in April, up 2.6% vs. year ago)

Wednesday,
June 13

Producer prices are up for 4 consecutive months. The annual rate of PPI
fell from 3.0% in March to 2.6% in April. Inflation is expected to pick up
further in coming months.

Retail Sales
(Up 0.3% in April, up 4.7% vs. year ago)

Thursday,
June 14

Another solid month for retail sales. Low unemployment and high
consumer confidence are supporting this important indicator. .

Existing Home Sales
(Down 2.5% in April, down 1.4% vs. year ago)

Wednesday,
June 20

Sales may have hit a plateau as interest rates rise. However, tight supplies
continue to support prices, which are up 5.3% compared to one year ago.
Supplies are improving as they rose from 3.5 to 4.0 months in April.

New Single Family Home Sales
(Down 1.5% in April, up 11.6% vs. year ago)

Monday,
June 25

New Home Sales continue to move higher on an annual basis. Supply, at
5.4 months, is near balanced. As rates are rising, look for prices and sales
increases to slow.

Consumer Confidence
(Up 2.4 points in May to 128.0)

Tuesday,
June 26

Improved confidence in May is a reflection of healthy employment. Look
for further improvement in coming months. .

JUNE’S MARKET

THE COLLEGIATE CHALLENGE
By now, many soon-to-be high school graduates have committed to a college. For those who have been right alongside these students and have cared and
nurtured them, the next step in their academic career can be wrought with worry and uncertainty.
There is more to the cost of college than tuition, room and board. The federal government calculates the cost of attendance top nclude the following:

Tuition and fees: Same for all students at private colleges but can vary at public colleges, depending on whether the student is in-state or out-of-state

Room and board: Can vary by student, depending on the meal plan your child selects and whether he or she lives on or off campus

Books and supplies: Can vary by student, depending on your child's courses and his or her requirements

Transportation: Can vary greatly by student, depending on where your child lives in relation to the school

Personal expenses: Can vary by student (e.g., health insurance, spending money, clothing)
While some families have prepared for the cost of attendance, many may find themselves struggling to assist in every category. For those families
looking to maximize financial aid, here are some strategies to try to enhance your eligibility for financial aid:
There are several approaches you can implement to try to enhance the amount of federal financial aid your child receives. These strategies take advantage of
the federal rules about which family income and assets are counted in determining your expected family contribution (EFC).
Strategies to reduce income: The government uses income figures from two-years prior to the current enrollment year to determine financial aid eligibility.

Time the receipt of discretionary income to avoid the base year.

Pay all federal and state income taxes due during the base year, which will reduce assessable. cash and increase your tax deduction on the Free
Application for Federal Student Aid (FAFSA).

Have your child limit his or her income for the base year to the amount of the student income protection allowance.
Strategies to reduce assets

Use cash (an assessable asset) to pay down consumer debt, which is not counted in the federal methodology.

Use cash to make large planned purchases the year before your child starts college.

Use counted assets to pay down your mortgage, which increases your home equity (an excludable asset).

Use your child's assets to pay for the first year of college, which reduces (for subsequent years) the student asset contribution factored into your EFC.
There are many ways both students and parents can help reduce the cost of higher education. By working together, in a constructive and
collaborative way, a family may be able to avoid burdening the future college graduate with student loan debt.
The above is based on material from Broadridge Investor Communication Solutions, Inc. (All rights reserved) and provided by Ed Gjertsen II, CFP®

QUOTES OF THE MONTH
“No nation on Earth has an interest in seeing this band of criminals arm itself with nuclear weapons and missiles,” Mr. Trump said. “The United States has great strength and
patience, but if it is forced to defend itself or its allies, we will have no choice but to totally destroy North Korea. Rocket Man is on a suicide mission for himself and for his regime.”
US President Donald Trump, United Nations address, 9/19/17
“As a man representing the D.P.R.K. (Democratic People’s Republic of Korea) and on behalf of the dignity and honor of my state and people and on my own, I will make the man
holding the prerogative of the supreme command in the U.S. pay dearly for his speech calling for totally destroying the D.P.R.K. Whatever Trump might have expected, he will face
results beyond his expectation. I will surely and definitely tame the mentally deranged U.S. dotard with fire.” North Korea leader Kim Jong-Un, 9/22/17
“The Chinese Envoy, who just returned from North Korea, seems to have had no impact on Little Rocket Man. Hard to believe his people, and the military, put up with living in such
horrible conditions. Russia and China condemned the launch.” Twitter, Donald Trump, 11/30/17
“He really has been very open and, I think, very honorable from everything we're seeing,” Donald Trump, regarding Kim Jong-Un, 4/23/18
“There was some talk about the Libyan model last week, and you know, as the President made clear, this will only end like the Libyan model ended if Kim Jong Un doesn't make a
deal.” US Vice President Mike Pence, Fox News, 5/21/18
“Whether the US will meet us at a meeting room or encounter us at nuclear-to-nuclear showdown is entirely dependent upon the decision and behavior of the United States." North
Korea Vice Minister of Foreign Affairs, Choe Son-Hui, 5/23/18
“Sadly, based on the tremendous anger and open hostility displayed in your most recent statement, I feel it is inappropriate, at this time, to have this long-planned meeting. Therefore,
please let this letter serve to represent that the Singapore summit, for the good of both parties, but to the detriment of the world, will not take place. You talk about your nuclear
capabilities, but ours are so massive and powerful that I pray to God they will never have to be used.” Donald Trump, letter to Kim Jong-Un, 5/24/18
““Our commitment to doing our best for the sake of peace and stability for the world and the Korean Peninsula remains unchanged, and we are open-minded in giving time and
opportunity to the US.” North Korea Vice Foreign Minister Kim Kye-gwan, 5/25/18
“Ugh! This guy! First, I’m “Little Rocket Man,” then I’m ‘Very Honorable,” and he wants to have a summit! Then, his goons threaten me with the “Libya Model” (which didn’t end
well),,, …and now, I get this “Dear John” letter from Trump saying the summit is off! See? This is why I preferred dealing with Dennis Rodman… you always knew where that guy
stood!” Political Cartoon, Joe Fournier, May 25, 2018.

