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If you build it, they will come...  

Just like the Field of Dreams, we spent the first half of this 
year building the “field” (economics) and are now waiting 
for the “players” (markets) to take their positions…. 
However, it seems as if the markets are still getting their 
roster together and haven’t been able to decide the line-up.  
This might have something to do with the “grounds crew” 
(Washington and the Fed) changing some of the 
configurations…  
 

 

US Economics 
Well, it doesn’t get much better than this!   GDP growth is on fire, with the Atlanta Federal Reserve 
office predicting second-quarter GDP growth of 4.6%. We will not get the first official read though until 
later in July. Nonetheless, at this point, our opinion is that we are highly probable to see 3%+ GDP 
growth in 2018 if things keep going as well as they are now. The Federal Reserve has also raised its 
median economic growth forecast of real GDP up a notch to 2.8%, while oddly leaving the range 
unchanged from 2.5% to 3.0%. Employment numbers continue to shine as well with the May (official) U-
U-3 unemployment rate at just 3.8% which was last seen in April 2000. The same good news goes for the 
U-6 (broader definition including part-time) measurement that fell to 7.6%. We are hoping that these 
low rates will pull some back into the workforce, but the labor participation rate gave up a little bit of 
ground tipping back to 62.7%. As a reminder, 65% is our target. The only things that we are keeping our 
eye on are the possibility that the fed inverts the yield curve, followed by the unlikely scenario that we 
have a trade disruption. Otherwise, the US economic trajectory is very appealing. 
 
 
**Summary of Economic Projections to be released with the FOMC minutes June13, 2018 
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US Equity Markets 
The US Equity Markets have been making solid contact, but have not been able to get much on the 
scoreboard so far.    However, there are runners on 1st and 2nd and no outs.    The impressive level of 
earnings reports so far this year has really bolstered the level of attractiveness for US stocks, especially 
as prices have remained stagnant on the whole.  The S&P 500 Forward P/E ratio is right around it s 25-
year average, which was last seen at the beginning of 2016.  The sources of earnings growth are proving 
to be very strong as well with most of it coming from margin expansion and revenue growth vs. buying 
back share count.   Moreover, behind the scenes, the story is very much one of Growth instead of Value, 
as well as Small Cap instead of Large Cap.  Earning Yield (E/P) spreads against fixed remain the most 
attractive valuation metric for stocks though at this point.  So even though we are in one of the longer 
bull markets in history, we think the equity markets have been re-energized through economic growth 
and tax relief to start the 2nd game of the double-header sometime here in the third quarter. 
 
 
US Fixed Income 
The Fixed Income team is struggling to put some points on the board as well.  Every time a player gets 
on base, the pitcher (Fed) picks them off.  Rising rates have been especially tough for fixed income this 
year. Despite lower relative yields on a global basis, US bond yields have been driven higher (meaning 
prices have gone lower) due to the Federal Reserve’s short-term interest rate hikes.  Most fixed income 
asset class categories are negative for the year and appear likely to remain that way.  The incredible 
strength of corporate balance sheets is no match for the power of rising rates this year. It is possible that 
High Yield bonds and Preferred Stocks could produce possible gains since their correlations to equities 
are much more positive, however, we are not getting our hopes up.   Keep in mid though, that even a 
tough year for bonds is likely to produce only modest single digit declines while the diversification, cash 
flow, and safety factors still are key ingredients to a portfolio.  
 
 
International Markets 
Even while international economies are grinding forward, their markets are not returning the favor.  
International investments have sold off and have remained weak since the middle of the 2nd quarter. 
Geopolitical tensions have consumed any progress that could have been.   It will likely take longer for 
international markets to feel at ease than it will in the US, but when they do, there could be 
opportunity.     At this point, international markets are caught between central bank policy, trade 
relations, and currency movements.  This is shaping up to be a wait-and-see scenario for what happens 
next.  

 
 
 

http://www.andersonfinancialstrategies.com/


Quarterly Playbook 
3rd Quarter 2018 

 
 
 

Anderson Financial Strategies, LLC 
2500 Kettering Tower ● 40 N. Main St. ● Dayton, OH 45423 

www.AndersonFinancialStrategies.com 
 

Advisory services offered through ANDERSON FINANCIAL STRATEGIES, LLC.  
Securities offered through: UNITED PLANNERS FINANCIAL SERVICES, Member: FINRA, SIPC 

ANDERSON FINANCIAL STRATEGIES, LLC and United Planners are not affiliated. 

Page 3 of 4 

 
Real Estate 
After lackluster performance to start the year, the U.S. REIT industry has rebounded somewhat. Even 
though rates have caused REITs to struggle, a booming economy is helping to offset those pressures.  
Similar to the equity market story of increased earnings, the REIT environment is primed for increased 
cash flow from revenue.  The battle is which increase (rates or revenue) will be more powerful.    
 
 
 
Legislative 
While congress may be distracted with their own politics, one branch of government isn’t sitting still.  
President Trump has been very active (and vocal) about leveling the playing field when it comes to 
trade.   The White House has taken the stance that if other countries or trading unions won’t eliminate 
or lower tariffs and trade barriers on US goods, then the US is going to “play hardball” as well by 
matching or raising tariffs and trade barriers against the party in question.   This has been met with 
caution in the marketplace as markets prefer low or no tariffs and barriers.  Admittedly, this is also the 
stance of the White House but the tactics being used cause some to want to have a “meeting at the 
mound” to make sure we are all on the same page.  There appear to be ongoing negotiations along with 
a degree of compromises that we have seen already.  We still hold the view that there will be favorable 
outcomes before the end of the year.  
 
 
Interest Rates & the Fed 
The Federal Reserve is acting as the umpire, trying to call balls and strikes as they see them, despite the 
clamoring from one team or the other.  It’s a tough job.  Furthermore, they don’t want to appear to 
influence the game in a major way, but rather keep the action within the field of play.  This is easier said 
than done.  The Fed has been unwavering in its attempt to push interest rates toward their self-
described “neutral” level.  The current range is 1.75-2.0%, which is still thought to be somewhat low.  
The question is, how many more rate hikes will there be and when will they come.   According to the 
“dot plots” most recent press release, the majority of Fed Governors (7 of 15) believe that the 
appropriate Fed Funds range for 2018 is 2.25-2.50%, the next largest group of Fed vote’s (5 of 15) 
believe that level to be 2-2.25%.  This should be seen that there most likely will be at least one and 
maybe two more rate hikes this year.  In our view, however, the Fed’s “dot plot” projections have 
consistently been too high, so our bet would be only one more rate hike coming in September and 
pushing off the next one until early 2019.  If that is the case, we believe markets will digest that scenario 
quite well.  
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Bitcoin and other Cryptocurrencies – demystified. 
Ever wonder what in the world a Bitcoin or cryptocurrency is?  Here are a few of the basics… 
 
What are they? 
Bitcoin and other cryptocurrencies are untraceable digital currencies that do not currently have a 
governing body. The first cryptocurrency introduced to the world was Bitcoin in 2009. These digital 
currencies are difficult to counterfeit because of their security features which rely heavily on blockchain 
technology. Blockchain encrypts data in a single block of code. When the block passes to another 
person, it receives a new ID and it cannot be traced or tampered with. At the time a “block “receives a 
new ID, the previous transactions/information come with it.  A network of computers around the world 
keep track of these transactions through what is call a “distributed ledger”.  If a block has been 
tampered with - then the computers that are keeping track of all of the records would be able to 
recognize this and not accept that block onto the chain.   Pretty cool! 
 
Can they be used like other currency? 
Cryptocurrencies are still very difficult to use in everyday life because of the volatility in the actual dollar 
value. It’s up to the person or company that is being paid if they will accept a cryptocurrency as 
payment.  We have seen several vendors in the news touting their acceptance of Bitcoin, but the fine 
print states that the Bitcoin will be turned into dollars immediately.  As far as Bitcoin being the currency 
of tomorrow that remains to be seen. The blockchain technology is something that could stick around 
for a while and really improve the safety of record keeping, but there would need to be much more 
widespread adoption for it to be considered an actual currency.   There may be other uses, however, 
that revolve around information security rather than currency.  
 
Valuation 
Bitcoin is priced by the market and what people are willing to pay for it. In March of 2010 you could by 1 
Bitcoin for $0.003 in the middle of December 2017 Bitcoin reached the price of $19,065.71 per coin. The 
valuation of cryptocurrencies is very difficult because there are no assets, balance sheets or company 
data to look at.  There are, however, several online marketplaces that facilitate the buying and selling of 
these cryptocurrencies and as of December 2017, Bitcoin even has a futures contract traded on the 
Chicago Board of Exchange (CBOE).   
 
Investability 
Our view is that Bitcoin and other cryptocurrencies are not yet investable, if ever.  The reason being is 
that they are extremely difficult to value - if at all – due to the lack of cash flow (like a stock or bond) or 
consistent demand (like a commodity). Furthermore, they present a multitude of risks such as extreme 
volatility, regulatory risk, liquidity risk, and the chance that newer, better technology will render them 
obsolete.   

http://www.andersonfinancialstrategies.com/

