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Welcome to the Q3-2019 issue of 
FranklySpeaking©, now in its 27th year. The 
purpose of this newsletter is to keep you 
informed of current issues and global events 
that could impact your finances. Please feel 
free to share your thoughts with us, as we 
welcome your comments.  
 

Most of all, when you are finished, be 
ecologically correct and recycle. Share it with a 
friend. Thank you for your continued support.  

It is never easy to forecast economic 
trends, but the process is especially diffi-
cult at this point. 
 

The sudden escalation of trade tensions 
that have originated from Washington is 
casting doubt over the outlook and, if the 
escalation continues, the global economy 
will continue to decelerate and recession 
risks will rise. 
 

Our base case anticipates that economic 
and political conflict will reduce the ag-
gression and bring world leaders back into 
productive conference. 
 

Specifically, the U.S.-China trade tensions 
are expected to remain elevated through 
most of 2019 before the two sides find 
common ground. 
 

Although we do not anticipate any further 
escalation of trade restrictions, the month 
of May illustrated the potential for error 
around this assumption.     
 

An alternative scenario would see a sharp 
slowdown in China and impaired activity 
in the United States, which would affect 
activity across the American, Asian and 
European continents and the risk of the 
U.K. leaving the European Union without 
a deal is rising again. 

Most recently, President Trump threatened 
tariffs on all imports from Mexico to curb 
migration from Central America.  With 
several threats on the horizon, the risks 
remain tilted to the downside.  
 

An inverted yield curve, trade-war uncer-
tainty and global data weakness is argu-
ment for caution.  
 

U.S. economic indicators are suggesting 
the economy is slowing. First-quarter gross 
domestic product (GDP) growth of 3.1% 
was elevated by temporary factors. 
 

In April, retail sales declined and business 
inventories were flat, resulting in a slower 
trend. We believe this is a return to typical 
levels of growth and not yet the beginning 
of a downturn. 
 

The labor market remains strong, with low 
weekly jobless claims, providing assurance 
of continued economic momentum. 
 

Although U.S. trade tensions with China 
and Mexico have escalated recently, some 
progress is emerging on other fronts.  
 

The U.S. lifted its steel and aluminum tar-
iffs against Mexico and Canada and de-
ferred threatened tariffs on imported vehi-
cles from Europe and Japan. 
 

On one hand, the trade tensions are creat-
ing uncertainty and the cost of new tariffs 
could add to inflation in the near term. 

On the other hand, U.S. Federal Reserve 
(Fed) easing, China stimulus and a U.S.-
China trade deal could trigger another bull 
run. 
 
But, keep in mind it’s late cycle, the down-
side equity market risks outweigh the up-
side and betting on a market friendly out-
come at mid-year 2019 is risky. 
 
Bond and equity markets are disagreeing 
with each other. Bond markets see trade-
war escalation, weak global data and de-
clining inflation expectations whereas eq-
uity markets see Fed easing, China stimu-
lus and a trade deal with China ahead of 
U.S. President Donald Trump’s 2020 re-
election campaign. 
 
The bond market isn’t always right and the 
equity market story has some appeal, but 
there is one heavyweight indicator on the 
side of the bond market, the inverted yield 
curve. which is a very significant reces-
sionary warning sign.  
 
The inversion needs to be sustained for a 
couple of months to provide a strong sig-
nal, but it makes a persuasive case for cau-
tion. 
 
The Fed is on track for one or two precau-
tionary rate cuts. U.S. inflation is below 
2% and market inflation expectations are 
low, which biases the Fed towards taking 
out some insurance against a downturn. 

Economic and Market 
Commentary 



The U.S. equity market is expensive and 
there is pressure on the cycle, which also 
lends cause for caution. 
 

Europe is struggling to rebound from last 
year’s growth setbacks, although there are 
expectations that there will be some im-
provement soon. 
  

The trade-war is dominating both the Euro-
pean and the Asia-Pacific outlook, exports 
are under pressure and Japan seems likely 
to add to concerns by proceeding with the 
October hike in the consumption tax rate. 
Any optimism would require an easing in 
global trade tensions. 
 

On the positive side, equity valuations in 
Japan and Emerging Asia are somewhat 
cheap, however, a positive view on the cy-
cle would require confidence in a resolution 
in the trade-war. 
 

A shift in Fed action towards easing could 
signal the peak in the U.S. dollar with 
emerging market currencies, now at near-
decade lows, likely to be the main benefi-
ciaries of a softer dollar. 
 

The Japanese yen stands out as the pre-
ferred currency on valuation grounds be-
cause of its safe-haven properties during 
risk-off episodes. 
 

The most concerning indicator is the inver-
sion of the U.S. yield curve which has pre-
dicted every U.S. recession over the past 50 
years, with just one false alarm, the inver-
sion in 1998 amid the Asian economic cri-
sis, the Russian bond default and the col-
lapse of Long-Term Capital Management. 
 

The yield curve inverts when the 10-year 
Treasury yield falls below the short-term 
yield. This is a powerful indicator because 
it implies that bond markets believe the 
economy will weaken enough to require 
lower Fed interest rates. 
 

The remaining question is whether the 
Fed’s policies will be enough to save the 
economy and markets from the trade war 
effects. We are clearly at a very important 
fork in the road for markets. 
 

The President wants and needs a strong 
economy in early 2020 to bolster his reelec-
tion odds and he seeks out a trade deal with 
China to ensure that outcome. 
 
Best case scenario is common sensical 
whereas the Fed likely cuts rates twice to 
“un-invert” the curve and the President then 
removes the trade policy uncertainty. 
 

These actions would certainly provide a lift 

to capital expenditures and, as a result, 
we’d expect a positive mini cycle to take 
hold and drive risk markets higher.  
 

In addition, 10-year Treasury yields, while 
initially dampened on Fed cuts, would 
eventually rise from 2% in late June back 
up to 2.75 or 3%. 
 

Another scenario is one where the President 
continues his risky strategy of tightening 
the screws on China through tariffs and 
other more targeted measures, where the 
Fed struggles to achieve an accommodative 
monetary policy stance against so much 
uncertainty and global capital expenditures 
tumble. 
 

In this scenario, if the policy mistake is big 
enough, we possibly could see an economic 
recession by year-end.  
 

The future path of trade policy is likely to 
be a key catalyst for markets, but it’s nearly 
impossible to predict where it will head 
with any degree of conviction. 
 

This is the dilemma we’re faced with at 
mid-year. A positive central scenario but 
with lopsided risks to the downside. 
 

Sentiment is slightly positive and momen-
tum indicators have turned higher with the 
strong equity market rally thus far in 2019 
and indicators suggest the market is neither 
panicked nor euphoric. 

MCLEAN, VA, June 27, 2019) - Freddie 
Mac (OTCQB: FMCC) today released the 
results of its Primary Mortgage Market 
Survey® (PMMS®), showing that the aver-
age 30-year fixed-rate mortgage fell for the 
seventh time in the last nine weeks to the 
lowest level since November 2016. 
 

The 30-year fixed-rate mortgage (FRM) 
averaged 3.73% with an average 0.5 point 
for the week ending June 27, 2019, down 
from the previous week when it averaged 
3.84%. A year ago, at this time, the 30-year 
FRM averaged 4.55%. 
 

The 15-year FRM averaged 3.16% with an 
average 0.4 point, down from the previous 
week when it averaged 3.25%. A year ago, 
at this time, the 15-year FRM averaged 
4.04%. 
 

The 5-year Treasury-indexed hybrid adjust-
able-rate mortgage (ARM) averaged 3.39% 
with an average 0.4 point, down from the 
previous week when it averaged 3.48%. A 

year ago, the 5-year ARM averaged 3.87%. 
 

As of January 1, 2016, the PMMS no long-
er provides results for the 1-year ARM. 
 

(Average commitment rates should be re-
ported along with average fees and points 
to reflect the total cost of obtaining the 
mortgage. Borrowers may still pay closing 
costs which are not included in the survey.) 
 

Sam Khater, Freddie Mac’s chief econo-
mist, reported that industrial and trade re-
lated economic data continues to dominate 
the news and the drop-in mortgage rates 
over the last two months is already being 
felt in the housing market.  
 

He also noted that through late June, home 
purchase applications improved by five 
percentage points compared to the previous 
month. In the near-term, they expect the 
housing market to continue to improve 
from both a sales and price perspective. 

It’s great to be young, saved a little and 
have no one relying on you financially.  
 

So, why do you need to think about estate 
management? Estate strategies are not just 
for the elderly. You too need a will. 
 

Why is a will important if there’s not much 
to pass on, you ask? A will is not just about 
transferring assets. It can be used to accom-
plish other tasks, such as naming who 
should manage your social media accounts 
once you’re gone or inherit items you’ve 
accumulated, like collectibles or your car. 
 

Don’t burden others with burial expens-
es. Funerals can be expensive and if you 
don’t have the savings to meet those costs, 
that burden gets shifted to others. 
 

Consider a medical directive, which is an 
important document which states your 
wishes for end-of-life care. In the case of 
an unfortunate accident, a medical directive 
provides instructions about the level of care 
you want. 
 

Create a durable power of attorney for 
health care. In the event that you are unable 
to make medical decisions for yourself, this 
gives the individual of your choice the legal 
power to act as a healthcare proxy for you. 
 

The medical directive and durable power of 
attorney for health care ensure you are pro-
vided the level of care consistent with your 
wishes and can prevent family discord in 
the event of differing opinions. 

Mortgage Rates 
Continue To Drop 

Millennials Need an 
Estate Strategy Too 



 

Though the multiple financial goals of 
many young adults often require more re-
sources than present earnings can meet, 
these important planning steps can be ac-
complished at a small cost. 

A living trust is a popular consideration in 
many estate strategy conversations, but its 
appropriateness will depend upon your 
individual needs and objectives. 
 

A living trust is created while you are alive 
and funded with the assets you choose to 
transfer into it. The trustee, typically you, 
has full power to manage these assets. 
 

A living trust will also designate a benefi-
ciary, or beneficiaries, much like a will, to 
whom the assets are structured to automat-
ically pass upon your death. 
 

If you create a revocable living trust, you 
may change the terms of the trust, the trus-
tee and the beneficiaries at any time. You 
can also terminate the trust altogether. 
 

Creating a living trust offers a number of 
potential benefits. 
 

Assets are designed to transfer outside the 
probate process, providing a seamless and 
private transfer of assets. 
 

A living trust can be a mechanism for car-
ing for you and your property in the event 
of your physical or mental disability, pro-
vided you have adequately funded it and 
named a trustworthy trustee or alternative 
trustee. 
 

It is a simple matter for a qualified lawyer 
to create a living trust tailored to your spe-
cific objectives. Should circumstances 
change, it is also a straightforward task to 
change the trust’s provisions. 
 

Assets passing via a living trust may be 
less susceptible to the sort of challenge you 
might see with a will transfer. 
 

Living trusts are not an estate panacea, 
there are drawbacks and they won’t ac-
complish some potentially important ob-
jectives. 
 

A living trust is not designed to protect 
assets from creditors. It is also considered 
a countable resource when determining 
your Medicaid eligibility. 
 

There is a cost associated with setting up a 
revocable living trust and not all assets are 

easily transferred to a living trust. For ex-
ample, if you transfer ownership of a car, 
you may have difficulty obtaining insur-
ance, since you are no longer the owner. 
 

A living trust is not a mechanism to save 
on taxes, now or at your death. 
 

Using a trust involves a complex set of tax 
rules and regulations, so before moving 
forward with a trust, consider working 
with a professional who is familiar with 
the rules and regulations. 

Let’s take a quick look at leasing vs buy-
ing your car and what is better for you.  
 

Most leases require a down payment or 
lease pre-payment, but you may be able to 
talk the lender into lowering the payment 
or omitting it entirely. 
 

Some people would rather purchase their 
car with the idea of keeping it until it be-
comes no longer usable. Others prefer trad-
ing it in every few years for the latest body 
style, the hottest technology, or the highest 
horsepower.  
 

Whichever describes you best, we all face 
a similar decision when it comes to acquir-
ing a car: finance, lease or pay cash. 
 

About one-third of all people lease their 
cars, but most choose to finance and some 
still pay cash. Your choice depends on 
your lifestyle, cash flow and personal pref-
erences. 
 

Paying cash for a car is the simplest way to 
get one. When you drive off the lot, you 
own the vehicle outright and are free to do 
whatever you want with it. You face no 
penalties or mileage restrictions and you 
have no monthly payments; however, you 
have paid cash for a vehicle that is ex-
pected to depreciate over time. 
 

Traditionally financing a car requires a 
smaller initial outlay of money, usually 
10% to 15% of the vehicle’s cost,  in the 
form of a down payment. 
 

When you drive off the lot, the bank owns 
the car until you pay off the loan. You will 
make monthly payments of principal and 
interest with the promise of eventual own-
ership. 
 

The amount of your payment depends on a 
variety of factors, including the value of 
the car, the length of the loan and the inter-

est rate offered by the lender. 
 

Auto dealers sometimes will offer no mon-
ey down or low annual percentage rate 
loans, which can make financing more 
manageable. 
 

You will need to track your mileage in a 
lease. Mileage overages can be very costly 
per mile, but you may be able to purchase 
extra miles up front at a discounted rate. 
 

If you like to have a new car every few 
years, leasing is an approach to consider. 
Leasing a car is like renting an apartment. 
You pay a monthly fee to use the car for a 
specific amount of time.  
 

Monthly payments are typically lower than 
when you purchase and finance since you 
are paying for the depreciation on the car 
while you drive it and have no equity at the 
end of the lease. 
 

In certain business situations, lease pay-
ments also may have tax considerations. 
 

Familiarize yourself with your options. 
You may find that changing your strategy 
makes sense in light of your lifestyle or 
financial situation.  

For most Americans, Social Security has 
represented nothing more than some una-
voidable payroll deduction with the posi-
tively cryptic initials of FICA (Federal 
Insurance Contributions Act) and OASDI, 
(Old Age, Survivors and Disability Insur-
ance). It hinted at a future that seemed both 
intangible and faraway. 
 

Yet, a new generation has begun drawing 
on the promise that was made with those 
payments. 
 

As the wave of Baby Boomers en-
ter retirement the list of unanswered ques-
tions and concerns are growing. 
 

Is Social Security financially healthy? 
How much will my income benefit be? 
How do I maximize benefits for me and 
my spouse and when should I begin taking 
Social Security? 
 

Answering these questions may help you 
derive the most from your Social Security 
benefit and potentially enhance your finan-
cial security in retirement. 
 

The Social Security system has undergone 
periodic scares over the years that have 
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inevitably led many people to wonder if 
Social Security will remain financially 
sound enough to pay their benefits. 
 

Social Security was created in 1935 by 
Franklin D. Roosevelt and was designed 
to provide income to older Americans 
who had very little means of support. 
 

Since its creation, there have been three 
basic developments that have led to the 
financial challenges Social Security faces. 
 

The number of workers paying into the 
system supporting current benefit pay-
ments has fallen from over 8 workers for 
every retiree in 1955, to 2.8 workers in 
2016. It is expected to fall to 2.2 by 2035. 
 

A program that began as a dedicated re-
tirement benefit later converted into an 
income support for disabled workers and 
surviving family members. 
 

These added obligations were not always 
matched with the necessary payroll deduc-
tion levels to financially support them. 
 

With today’s medical technology, retirees 
are living longer placing a greater strain 
on resources. 
 

Beginning back in 2010, Social Security 
tax and other non-interest income no long-
er fully covered the program’s cost.  
 

According to the Social Security Trustees 
2017 annual report, absent any changes, 
the trust fund may be exhausted by 2034. 
 

If that should happen, it is estimated that 
current deductions may only be able to 
pay about 75% of promised income bene-
fits. 
 

The Social Security’s financial crisis is 

real, but the prospect of its failure seems 
remote. There are several ways to stabilize 
the Social Security system. Below are 
some proposals up for review. 
 

An increase of payroll taxes, depending on 
the size, would add years of life to the 
trust fund. 
 

Raising the retirement age which has al-
ready been done in past reforms would 
save money by paying benefits to future 
recipients at a later age. 
 
By indexing the taxation of benefits for 
retirees in higher tax brackets, the tax rev-
enue could be used to lengthen the life of 
the trust fund. 
 

Your benefit may be subject to a modified 
inflation adjustment.  
 

Rather than raise benefits in line with the 
Consumer Price Index (CPI), policymak-
ers might elect to tie future benefit in-
creases to the “chained CPI,” which as-
sumes that individuals move to cheaper 
alternatives in the face of rising costs. 
 
Using the “chained CPI” may make cost 
of living adjustments less expensive. 
 

Reform is expected to be difficult since it 
would involve tough choices that would 
affect current beneficiaries that may be 
dependent on their benefits, something 
from which many policymakers often re-
treat.  
 

However, history has shown that political 
leaders tend to act when the consequences 
of inaction exceed those that would come 
from taking action. Source: 2019 FMG 
Suite 

A man goes to see his Priest. “Father, 
something terrible is happening and I have 
to talk to you about it.” 
 

The Priest asked, “What’s wrong, my 
son?" The man replied, “I think my wife is 
poisoning me. ”The Priest, very surprised 
by this, asks, “How can that be?” 
 

The man then pleads, “I’m telling you, 
I’m certain she’s poisoning me. What 
should I do?” The Priest then offers, “Let 
me talk to her. I’ll see what I can find out 
and I’ll let you know.” 
 

A week later the Priest calls the man and 
says. “I spoke to your wife, in fact, I 
spoke to her on the phone for three hours.  
 

“Do you want my advice?” The priest 
asked. 
 

“Take the poison!”  
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