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It took seven months but the S&P 500 has made a new all-time high (again). From a technical perspective this is very positive. This bull
market also just surpassed the previous longest bull market on record from the 1990s. Historically the late summer and early fall months
have been rough for equities and September could see some choppy waters, but we think the markets are setting up for a nice rally into the
end of the year and reiterate our 2018 year end
value target of 3050 on the S&P 500. Are there
still concerning issues that we’re watching? Of
course. Valuations are high and unemployment is
at low levels, both are usually present before a
bear market and/or a recession. But these are just
a couple of the negatives and they can stay in a
concerned state from some time before the end of
the bull market. One concern that we just don’t
see is the lack of market breadth (the number of
advancing stocks relative to the number of declining stocks). We are seeing new highs from small
caps, mid-caps and the NYSE Advance/Decline is
also making new highs. Another feather in the cap
for the bulls is the lack of love this bull market is
getting. Where’s the irrational exuberance that is
usually present at the tops of bull markets? We
can’t find it. Things can change quickly, but how
we are bullish on the short-term (next few months
to the end of the year) cautiously bullish in the
intermediate-term (9-15 months) and bullish in
the long-term (multiple years).
The main market/economic news from the month of August came from Federal Open Market Committee (FOMC) minutes released from
their July 21st and August 1st meeting and Economic Policy Symposium in Jackson Hole, Wyoming. Federal Reserve Chairman Jerome
Powell continues to express the strong growth in economy and the FOMC action to continue with gradual increases to the Fed’s fund rate.
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Employment Situation – unemployment rate crept further down
from 4 percent down to 3.9 percent while participation rate stayed
the same (62.9 percent). Average hourly wages increased 2.7 percent year-over-year. Overall the employment report speaks to the
strength of the labor market.
Retail Sales – overall the most recent Retail Sales report was positive, showing a 5 percent growth month-over-month with the only
negative being demand for autos cooling some.

3.9%
4.2% (Q2 second estimate)
+0.2% (12 month change: +2.9%)
+0.2% (12 month change: +2.4%)

Brexit – we have some key dates coming up that will hopefully
provide an outline of future relations between the European Union
(EU) and the United Kingdom (UK). October 18th is the first key
EU summit with December 13th setup for a backup plan. As of
now if deal or not, Brexit is due to happen March 29th 2019.

A target rate increase for the September 26th meeting is all but in the bag with probabilities coming in at 99.2%. Looking past September there will be two more FOMC meetings in 2018. Recently, November has been a non-rate hike month and the market sees the November 8th meeting being no different. That puts all eyes on the last meeting of the year on December 19th. Currently the market is
favoring an additional rate hike on top of the September rate hike (which we agree with). But, President Trump has started going after
the FOMC and their rate policy. Hopefully Chairman Powell and the committee will stay politically neutral and act in accordance with
the dual mandates they have – price stability and maximum employment.
Our long-term view (multiple years) for equity markets is still bullish. We believe we are in the middle part of a secular bull market and
with the previous two secular bull markets lasting 17 years, we could be in for a nice ride if this one plays out similarly. While we
maintain our bullish stance in the intermediate-term (9-15 months), we have moved to a more cautiously bullish stance. The economy is
still very strong and corporate earnings have been solid for the last few quarters. However, as we look farther out towards the second
half of 2019 we suspect the tight labor market and Fed tightening to put pressure on the economic growth, which could lead to a recession and downturn in the stock market. Recessions and market downturns are unavoidable, but the silver lining is that when they happen inside a secular bull market, historically they haven’t been as bad as they have been in secular bear markets. In the short-term
(weeks to months), we see market volatility coming back after reaching historically low levels 2017, but also see a strong finish to
2018. In fixed income, we are maintaining our over-weights in International Emerging Markets, High Yield bonds and Floating Rate
bonds. We are underweight in U.S. Government Bonds and Mortgage-Backed Securities. Our research team is constantly evaluating
our products and tactical position inside both our fixed income portfolio and equity portfolio, looking at both larger trends and shortterm opportunities. With daily monitoring to accounts on an individual basis, we continue to rebalance accounts when they fall too far
from their equity-to-fixed income ratio.
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