INVESTMENT INSIGHTS
SFC Tactical Investment Strategies

2018 Third Quarter Review & Outlook

U.S. Stocks Open Fourth Quarter Near Record Highs but Face Hurdles: Analysts caution the Fed’s anticipated interest hike,
U.S. trade disputes and midterm elections could slow the nine-year rally.
—Headline in the Wall Street Journal; October 1, 2018

Market Review

Equities

After a slow a sometime turbulent first half of the year, the S&P 500 Index of large U.S. stocks surged 7.7% in the third quarter;
its biggest three-month gain in nearly five years and ending near an all-time high. Analysts credit the rally to investors’ faith in the
growing U.S. economy, which has shown new potency this year. Meanwhile other major global stock markets’ returns for the
quarter and year-to-date have been much less robust.
With economic indicators in positive mode, many investors are cautiously optimistic that equities will be able to continue the rest
of the year weathering the threats of trade tensions, higher Federal Reserve interest rates, November mid-term election results
and lofty U.S. stock valuations.

Fixed Income

With the Federal Reserve raising borrowing rates the yield on the benchmark 10-year U.S. Treasury note reached 3.1% at quarter
end, finishing slightly higher than the mid-year level. When bond yields rise, prices fall. Another Fed rate increase is expected in
December.
As the economy continues to accelerate along with potential rising inflation, the Fed is attempting to normalize interest rates after
a decade of extremely accommodative monetary policy. This action has led to a “flattening” of the Treasury bond yield curve (the
difference between the two- and ten-year Treasury note rates). The angle of the yield curve is widely viewed as an indicator of
sentiment for economic-growth prospects as an “inverted” yield curve (when short-term rates are higher than long-term rates)
typically predicts a coming recession. While there is flattening of Treasury rates, an inverted yield curve has yet to happen.
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Global Market Performance

The broad-market S&P 500 Index advanced 7.7% for the quarter, gaining 10.6% for the year (dividends reinvested). The Nasdaq
Composite jumped 8.8% despite much sector instability in the last three months. Small company stocks were up just 4.1% as foreign
trade-war fears began abating, which benefits large caps more whose companies have revenues generated overseas whereas small
companies overall do not. Health care, technology and consumer discretionary sectors were the top performers. Energy,
communication services and materials sectors lagged.
Major stock markets around the world have not performed as well as the U.S. market. Developed international stocks were
marginally up by only 0.8% in the past three months and down 1.4% for the year, as measured by the MSCI EAFE Index in U.S.
dollars. Concerns about slowing growth in Europe and declining currencies vs. the dollar have hurt returns in this region. Japan is
the only developed-market exception as the Nikkei stock market has performed well thus far in 2018.
The MSCI Emerging Markets Index fell 1.0% over the past quarter, increasing EM’s decline for the year of 7.7%. A strong dollar,
the China trade war and advancing U.S. interest rates continue to cause many investors to exit from these riskier investments in the
developing world.
Natural resources and other commodities were down 2.5% for the quarter as measured by the Bloomberg Commodity Index. An
appreciating dollar hurt the commodity index price along with increasing trade barbs between the U.S. and China, choking demand
for raw materials. Gold fell further for the year, dropping 3.8% for the quarter. Oil prices broke above $80 for the first time since
2014 amid anticipation of tight global supply. Brent crude, the global benchmark, jumped to $85 at quarter end.
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GLOBAL EQUITY AND COMMODITY MARKETS
Third Quarter 2018
10

7.7

8
6

4.1

4
2
0
-2

-1.4

-4
U.S. Large-Cap S&P 500 Index

U.S. Small-Cap Russell 2000®
Index

International
Equity MSCI EAFE Index

-2.5
Bloomberg Commodity Index

Fixed income investors have had a difficult year, especially those investing in high-quality bonds. With the Fed raising borrowing
rates amid a strengthening economy, Treasury and other investment grade bonds have recorded losses as their values have decreased
as yields have risen. The challenge in this asset class is finding debt securities (or other bond-like alternatives) that don’t require
taking on too much portfolio risk.
For the past three months the Bloomberg Barclays U.S. Aggregate Bond Index of high-quality government, mortgage and corporate
bonds ended exactly flat at 0.0%. For the year the index is down 1.6% as interest rates slowly rise. Non-investment grade or highyield bonds gained 2.4% for the quarter as investors were more positive about buying low credit quality debt securities amid a
strong economy and stock market. High yield “spreads” (the difference between high-yield rates and treasury yields) are at the
tightest level since 2006 with investors buying up these non-investment grade bonds. State government municipal bonds lost 0.2%
in the third quarter and are also slightly down for the year (-0.4%). The Bloomberg Barclays Capital Global Bond Index was down
2.2% for the quarter due mainly to continuing weak foreign currency values versus the U.S. dollar and rising U.S. Treasury rates—
making U.S. high-quality bonds more attractive for foreign investors to buy.

FIXED INCOME MARKETS
Third Quarter 2018
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Portfolio Review

Strategic Financial Concepts Tactical Investment Strategies (TIS) model portfolios overall advanced significantly for the quarter
and have recorded gains for the year. TIS portfolios have outperformed the respective indices and peer benchmarks through nine
months in 2018. While we are satisfied with these gains, we are even more pleased that our investment positioning has succeeded
in minimizing account drawdowns—especially during the prominent stock market correction in the first quarter. That’s because
“Dedicated to Protecting and Growing Clients’ Wealth” is more than our motto … it’s what we strive to achieve for our financial
advisors’ clients on an ongoing basis.
After making minor adjustments to TIS model portfolios during February’s stock market drop, no changes were made in the
second or third quarters. (Note: A two-year emerging markets structured note held in most large accounts matured at the end of
September with a 24% gain for that period.) While we are concerned about a trade war with China and Europe, Fed interest rate
hikes, a flattening yield curve and mid-term elections—being already conservatively positioned with accounts we see no need to
further lower portfolio risk. Plus, there are still several economic factors that point to equity advances for the rest of 2018, albeit
with some turbulence.

Market Outlook

October: This is one of the peculiarly dangerous months to speculate in stocks. The others are July, January, September, April,
November, May, March, June, December, August, and February.
—Mark Twain
At the start of the fourth quarter a jump in Treasury yields to its highest level in seven years has prompted declines across stocks
worldwide. Investors have sold government bonds recently amid signs of a strong U.S. economy, which has paved the way for
the Federal Reserve to keep raising rates. As a result, the 10-year Treasury note yield broke the 3.0% threshold, climbing as high
as 3.2% recently. A concern among many equity investors is that if the Fed raises rates too rapidly that it could derail the growing
economy, leading to a drop in company profits and their stock prices. And stock prices are already stretched in valuation (high
price/earnings multiples) as this bull market cycle reaches ten years.
Overall, looking at the big picture, it’s a “good news/bad news” scenario for investors. The good news being that most economic
indicators are very positive. Data have shown consumer confidence at 18-year highs, projected elevated third quarter corporate
earnings, and an estimated 3%+ growth for the U.S. economy in the past three months. The private sector added 230,000 jobs in
September, surpassing economists’ expectations. Jobless claims and the unemployment rate fell in early October to the lowest
percentage number in decades. Orders for U.S. manufactured goods are on the rise and non-manufacturing or service sector
output is strong. A new trilateral trade agreement with the U.S., Canada and Mexico (replacing NAFTA) has eased some trade
war fears, at least for the North American continent.
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The “bad news” is that with a robust economy comes possible heated inflation. This gives the Fed reason to keep increasing
interest rates. Rising interest rates are pushing up borrowing costs for everything from homes to cars. And recent data on housing
and auto sales show a declining number, which is a negative for the economy. Apprehensions of climbing inflation have also
renewed concerns about a flattening yield curve, which measures the dispersion between shorter-term and longer-term rates. If
the yield curve becomes “inverted” (longer-term rates lower than short-term rates), then that could foreshadow bad news for the
economy and stock prices. An inverted yield curve typically signals a looming recession. Given current economic conditions and
the history of the yield curve and recessions (see the chart below), we believe a recession is not imminent in the near term but
may be a few years away.
Finally, politics have become very heated.
The Brett Kavanaugh Supreme Court
confirmation drama has further polarized
an already divided nation. Mid-term
elections are set for early November, which
could change the balance of power in
Washington D.C. to a Democrat majority
in Congress (probably the House and
perhaps the Senate). This possibility is
viewed by investment analysts and political
pundits alike as a future shift toward antibusiness/more government control thus
lower economic growth for the country. In
the meantime, expect stock volatility
leading up to the elections.
So, given all the positive and negative factors mentioned above, what is our outlook for the rest of 2018? As we have predicted
since January, although we expect the stock market to be on a roller coaster ride, gains are predicted at year end as the strong
economic data (especially corporate earnings) tends to outweigh the negative elements. So how have we positioned portfolios in
light of our outlook? The ride for investors has been turbulent but made smoother for TIS clients by our underweight of
unsteady stocks and underperforming bonds – substituting instead our low-correlated alternative investments (such as “hedged”
investments and natural resources) that tend to “zig” when other traditional investments “zag.” This strategy has proven effective
so far this year and in other periods of volatile market environments.
We appreciate your continued confidence in our services. Your inquiries are welcomed.

Dean L. Boebinger, CFP®
Strategic Financial Concepts, LLC
Director of Tactical Investment Strategies
20333 State Hwy. 249, Ste. 200
Houston, TX 77070
281.378.8008
dboebinger@sfcria.com

Dedicated to Protecting and Growing Clients’ Wealth
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Sources: 361 Capital, Weekly Research Briefing, October 1, 2018; JP Morgan Asset Management, Guide to the Markets, Q4 2018; LPL Research,
Daily Market Update, October 4, 2018; State Street Global Advisors, SPDR ETFs Chart Pack, October 2018 Edition; USA Today, As US Stocks
Soar, Emerging Markets Plunge: A Foolish Take, September 22, 2018; The Wall Street Journal (multiple publications).
Strategic Financial Concepts, LLC (SFC), is an independent investment adviser registered with the Securities and Exchange Commission. SFC
offers investment management and financial planning services for individuals, advisors, corporations, and non-profit organizations. We
welcome your inquiries.
This publication represents an assessment of the market environment at a specific point in time and is not intended to be a
forecast of future events or a guarantee of future results. This information should not be relied upon by the reader as research or
investment advice regarding mutual funds or any stock or bond in particular, nor should it be construed as a recommendation to purchase or
sell a security. This publication is for your use only and is based upon information that we consider reliable, but we do not represent that it is
accurate or complete, and it should not be relied upon as such. The opinions expressed are our opinions only.
Investing involves risk, including the possible loss of principal. In addition to the normal risks associated with equity investing,
international investments may involve risk of capital loss from unfavorable fluctuation in currency values, from differences in generally
accepted accounting principles, or from economic or political instability in other nations. Narrowly focused investments typically exhibit
higher volatility. Products of companies in which technology funds invest may be subject to severe competition and rapid obsolescence.
Index information is for illustrative purposes only and does not represent any particular SFC investment. Indices are unmanaged, thus do not
incur management fees or trading expenses.
Past performance is no guarantee of future results. Current performance may be lower or higher than the performance data quoted.
Read the prospectus of any mutual fund or other investment products carefully before investing. Consider the investment
objectives, risks, and charges and expenses carefully before investing
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