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As we turn the calendar to October, we not only see the leaves beginning to fall, but more and more political signs dotting the yards of our
neighborhoods. With a little over a month until the mid-term elections, we could be in for a wild ride of speculation and market anticipation.
The 2018 mid-term elections see 35 seats up for grabs in the Senate and the magic number for Democrats in the House is 23 in order to take
that majority. Nearly everyone is beginning to make their predictions
for the election outcome and what that might mean for the markets.
The consensus seems to be that are three likely outcomes. In no particular order: 1. No substantial changes and Republicans keep small
majorities in both chambers. 2. Democrats win enough seats to take a
small majority in both chambers. 3. Democrats win enough seats to
have the edge in the House. The first option likely leads to the fewest
disruptions in the markets as agenda items in congress could continue
as they have the last two years – markets like status quo. Option three
could provide market disruption as bills passed in the Democrat majority House would likely not be confirmed by the Republican majority Senate. The Republican Senate could, however, continue to approve President Trump’s judicial and cabinet appointees. The biggest
disruption could come from option two. Democrat control of both
chambers of congress means that President Trump’s agenda would be
combatted and he would only be able to pass items through Executive
Order, which can easily be rescinded by the next administration.
What does all of this mean for the markets? Currently we see a
healthy economy with good corporate balance sheets and strong earnings, unemployment is at low levels and GDP continues to show
strength. A trade war with China could slow down overall global
growth. With that said, we should expect to see the markets move
more as we approach Election Day as polling and predictions ramp up. If Republicans retain their seats then we would expect the market to
have little reaction and could expect the markets to continue to trend higher and get a short-term boost. If Republicans lose control of either
or both chambers of Congress to the Democrats, then we would likely anticipate more volatility in the short-term. We should see the markets trend higher into the end of the year and the first quarter of 2019 on the back of strong earnings and as tax reform starts to trickle into
the economy more and more.
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NAFTA – Canada joined the US and Mexico in a new NAFTA
deal just before the deadline. This brings an end to months of uncertainty and solidifies a new deal with fair and reciprocal trade for
the future.

FOMC – the Fed raised rates by 25bps in September and is now
targeting 2.00-2.25% for the Fed Funds rate. The strengthening of
the economy continues to allow the Fed to come off emergency
levels, but higher rates will eventually start slowing down the
economy.
China – 10% tariffs were added on $200 Billion of Chinese goods
on 9/24 and could climb to 25% before 1/1/19. China has targeted
$60 Billion of US goods to tariff.

Another item we wanted to highlight is the revamping of Telecommunication Services, which will now be called Communication Services. This change occurred on September 21st and this newly named sector includes a move of 25% of the names from the Consumer
Discretionary sector and 20% of the names from the Technology sector. The previous sector was only 1.8% of the S&P 500 Index and
the new Communications Services will be 10.4%. This will make the new sector more substantial than the old and also allow for more
appropriate positioning of the holdings between the sectors. We have already included this into our monthly research as an option for
our Sector Rotation but will likely need more date before we feel comfortable implementing it into the models.
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
which should provide a nice tailwind into the first quarter of 2019. 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 MortgageBacked 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 short-term 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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This newsletter is created by Portfolio Partners. Portfolio Partners provides investment research, portfolio and model management,
and investment advisor services to investment advisor representatives.
Investors cannot invest directly in indexes. The performance of any index is not indicative of the performance of any investment and
does not take into account the effects of inflation and the fees and expenses associated with investing. The S&P 500 is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy through changes in the aggregate market value of 500 stocks representing all major industries.

