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Aloha. 

Hello. Goodbye. These are both meanings of “Aloha” but 
there is also much more to it.   The same can be said about 
the current financial environment. Many are asking whether 
we are saying hello to a new era of financial strength or 
saying goodbye to a mature economic cycle.  Our view is 
probably a mix of both, however, there is much more to it 
beyond the statistics being quoted.  

 

US Economics 
As far as the economy is concerned, we believe we are saying “hello” to a new cycle of growth.   By the 
numbers, we are seeing some of the best mix of very high GDP growth and moderate wage growth, yet 
inflation remains subdued.    We have been saying since the beginning of the year that we believe this 
year will be the first year the GDP growth exceeds 3% since 2006.   As we move along the year, the 
evidence is getting more compelling.   First quarter GDP came in at an annualized rate of 1.2% and 
second quarter was 4.2%, which averages 3.2%.  We would be shocked if either the third or fourth 
quarter came in below 3%, and the Atlanta Federal Reserve Bank has an unofficial pre-estimate for the 
third quarter of 4.2%.   This has even caused the Fed to dramatically increase its forecasted GDP range 
to 3.0% – 3.2% from 2.7%-3.0% in June.  Further strength continues in the labor market where the 
September (official) U-3 unemployment inched down further to 3.7%, a level not seen since December 
1969.   The U-6 unemployment rate (broader definition including part-time) measurement also 
improved to 7.5%.  Thankfully, this has all been occurring with PCE inflation still running below the Fed’s 
2% target, most recently 1.96%. However, we have yet to see meaningful improvement in the labor 
participation rate as it remains at 62.7%, well away from our 65% forecasted potential.  At this point, we 
think we will close the book on 2018 being a stand-out year economically.    
 
 
**Summary of Economic Projections to be released with the FOMC minutes September 26th, 2018. 
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US Equity Markets 
We think the equity markets are still trying to find their “Aloha”, but will ultimately be a new beginning.    
Much like many things in life, usually there is some time spent prepping, questioning, and wandering 
before finding a new course.  We think the US equity markets have been in this mode most of the year, 
but believe they will find their path sometime in this quarter.  In general, US equities usually have a 
choppy year until the mid-term elections are over and then have a market rally.  This has been our 
thought all year.   What leads us to believe this is the fact that the US economy is experiencing stellar 
growth, earnings have been very strong, P/E valuations are “middle of the road”, and the general 
business environment is a friendly one.  Not to mention the 4th quarter is normally a strong one for 
markets that includes the possibility of a “Santa Clause Rally”.  In our opinion, interest rates and the Fed 
have been the primary reasons for the lack of price appreciation, along with trade negotiation headlines.  
However, we believe these are only temporary restraints that will be worked through….  
 
 
US Fixed Income 
This “Aloha” we view as a goodbye.  Goodbye to low interest rates.  This has been a long slow goodbye 
though, and will take several years to complete.  This exit of the low interest rate environment causes 
pricing pressure against all fixed income investments.  Meaning as interest rates rise, prices decline. We 
have not expected fixed income asset classes to be contributors to portfolio performance for 2018, as 
we have mentioned in the past, as we are seeing more uniform pressure against fixed income this year 
than in anytime since the great recession.  This doesn’t mean that fixed income will produce huge 
negative returns either. Just that they will detract from overall portfolio performance.  Some may raise 
the question of whether or not to completely get out of bonds?  This would ignore the diversification 
and correlation (counter-balancing) benefits that fixed income has.  Besides, we have seen equities 
become more volatile than bonds when interest rates go up.  Our view is that the damage is mostly 
done for the time being, and possibly a bit oversold.   
 
 
International Markets 
Here, we are waiving “Aloha” at International markets to come back to the party.  International markets 
have been major detractors to portfolio performance this year.  Fundamentals such as earnings growth 
and P/E ratios look attractive across most of the spectrum.  However, trade tensions and currency 
effects have caused prices to pull back from their highs.   We continue to think that this could be a “wild 
card” for portfolios as we could see a swing to a more positive landscape (or at least less negative) if we 
see improvements in economic data, trade tensions and currency movements.  Fundamentals remain a 
good shape. We just need to wait for the clouds to clear… 
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Real Estate 
This “Aloha” is a bit more uncertain.  We have witnessed the price tug-of-war being played by the strong 
underlying fundamental picture of REITs along with the pressure caused by rising rates. However, some 
of the negative outlook and cause for higher interest rates is the fear of inflation.   With REITs, though, 
there is an inflation hedge as part for the valuation built in.    This inflation hedge may be slower to 
adjust, but the ability to raise rents/financing is there nonetheless.   Our view is once rates stabilize, the 
underlying fundamentals of REITs will pull pricing up….   
 
Legislative 
There will be many “Aloha’s” being said here shortly after the mid-term elections.  Some hello.  Some 
goodbye.  Although the outcome certainly has significance for the country, the mere fact that the 
election will be behind us will be a positive for the markets – regardless of which way the balance of 
power swings.  Markets like certainty so that they can forecast future business environments.  In fact, 
markets do quite well when Washington is divided – generally because government doing nothing is 
more positive than negative.  Furthermore, we already have major tax reform implemented and it is 
unlikely to be repealed early.  That said, if there were to be action taken to make the tax reforms more 
permanent, that would certainly be a market positive. The other, less measurable but very important, 
reform has been the increased efficiency on the regulatory front.  This is mainly an executive branch 
action that is unlikely to be reversed as well.  Lastly, even though the party out of power usually gains 
seats in a md-term election, the specific elections make it an extreme uphill battle for the Democrats to 
take control of either chamber.  For instance, 26 of the 35 seats up for election in the Senate are held by 
Democrats so in order to change control, they would need to win all of the currently held seats plus take 
2 seats from the Republicans.  In the House, Democrats need to gain 24 seats to change control.  Not 
impossible, but it will be difficult… 
 
Interest Rates & the Fed 
Alooooo-ha!   The Federal Reserve is maybe a bit too excited to keep raising interest rates and maybe 
too excited about the strength of the markets as well.  To be fair, their duties do not include promoting 
the US stock market, only the US economy.  However, the market and the economy are inextricably 
linked and should be part of the overall consideration.  Last quarter we talked about our ideal scenario 
where the Fed hikes in September but holds off again until 2019.  The hike in September was well 
received, but the comments alluding to more rate hikes spooked the markets to a large degree.  
Unfortunately, President Trump entered into the conversation calling for a pause in rate hikes.  Even 
though we agree with the President, it puts the Fed in an awkward position to maintain independence.   
Thinking about it rationally though, inflation is still not running above the Fed’s minimum target of 2% 
core PCE, coming in most recently at 1.96%.  So, it would be more than justified to take a pause and to 
steal a phrase from Janet Yellen, become “data-dependent”.  We will see whether Jerome Powell can 
shift the Fed’s thinking to be more “real world” than “academic”.   
 
 

http://www.andersonfinancialstrategies.com/


Quarterly Playbook 
4th 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 4 of 4 

 
Revisiting market volatility.  (Stealing some of your Aloha?)  
 
Interest rates. Trade Talks. Inflation Fears. Political Events. International Developments. During the past 
year, every one of these topics have influenced stock prices. So, when you hear that the financial 
markets are reacting to the news once again, it should come as no surprise.  But at a time where equity 
markets have experienced relatively low volatility with the longest bull market in history, we feel like it is 
a good time to remind ourselves that there can be bumps in the road.  
 
We know volatile markets can be unnerving, and it is important be aware of fluctuations. More 
importantly, though, is to see if any new long-term trends emerge that would affect how your portfolio 
is allocated. 
 
Historically, we have seen a 5% sell-off in stocks about three times per year, and a 10% sell-off about 
once per year. Yet, even a simplistic 50/50 portfolio of stocks (S&P 500 Shiller Composite index) and 
bonds (Strategas/Ibbotson index) has never lost money over any rolling 5-year period since 1950 
according the J.P. Morgan Guide-to-the-Markets report.  Imagine how much better an even more 
diversified portfolio would perform?  
 
Market movements are impossible to predict, though continued volatility is likely. Your financial plan 
should be the primary factor in determining your investment portfolio which reflects your goals, time 
horizon and risk tolerance. Now is a great time to remember why you’re invested, stay the course, and 
avoid overreactions. 
 
In the meantime, if you have any concerns, don’t hesitate to call. We’re here to answer your questions. 
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