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This weekly update
provides a snapshot
of changes in the
economy and markets
and their implications
for investors.

Growth
The second estimate of 3Q U.S. GDP growth remained at 3.5% q/q saar, decelerating from the 4.2% pace in 2Q.
The initial estimate showed a surge in inventory growth, which contributed even more to overall GDP growth
per the second estimate, but was offset by a deeper detraction from net exports. Early indicators suggest GDP
growth could slow further in 4Q. Following weak housing starts and existing home sales data, both new and
pending home sales disappointed.

Jobs
Job openings fell to 7 million, but last month had a healthy upward revision. Nonfarm payrolls increased by
250,000 jobs in October, rebounding from September and well above consensus. Wages for production and
non-supervisory workers climbed 0.3% after an upward revision last month, bringing y/y wage growth to 3.2%,
the strongest since April 2009. The labor force participation rate ticked up to 62.9% from 62.7%, an impressive
gain at this stage in the expansion.

Profits
With 465 companies having reported (95.3% of market cap), our current estimate for 3Q18 earnings is $41.64
($33.26 ex-financials), and 78% of companies have beaten on earnings while 49% have beaten on revenue.
Despite initial concerns of peak earnings in 2Q18, 3Q18 earnings surged to a 32.9% y/y growth rate thanks in
part to tax reform, but also to healthy economic conditions (strong consumer spending, higher oil prices, and
robust pricing power), which more than offset the headwinds (stronger dollar and rising wages, raw materials
and interest costs).

Inflation
Headline PCE, the Fed's preferred inflation measure, held at 2.0% y/y in October. Core PCE fell slightly to 1.8%
y/y from 2.0%. Headline CPI increased in October by 0.3% m/m and 2.5% y/y, pushed up by high oil prices,
which have since receded significantly. Core CPI came in relatively steady from last month at 0.2% m/m and
2.1% y/y. Overall, inflation continues to be very stable.

Rates
Fed Chair Jay Powell commented that interest rates are “just below” neutral, walking back his recent prior
comments that “we’re a long way from neutral at this point.” This allayed fears that the Federal Reserve will
tighten monetary policy into restrictive territory. As expected, the Fed did not hike rates in November,
maintaining its target range for the federal funds rate at 2.00%-2.25%. This suggests one additional rate hike
at the mid-December meeting, and two more in 2019.

Risks
• Trade tensions may result in a slowdown in global growth.
• The Federal Reserve may tighten monetary policy too aggressively.
• Weak labor force growth could hinder economic growth in the future.

Investment Themes
• Risk assets have reasonable valuations and momentum heading toward the end of this cycle.
• Credit and short duration tend to perform well late cycle, while core fixed income protects heading into a
downturn.
• Long-term growth prospects and cheap absolute and relative valuations support international equities.
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Past performance does not guarantee future results.
Diversification does not guarantee investment returns and does not eliminate the risk of loss.
The S&P 500 Index is widely regarded as the best single gauge of the U.S. equities market. This world-renowned index includes a representative sample of 500 leading companies in leading industries of the U.S. economy. Although the S&P 500 Index focuses on the large-cap segment of the market, with approximately 75% coverage of U.S. equities, it is also an ideal proxy
for the total market. An investor cannot invest directly in an index. Indexes are unmanaged.
Opinions and estimates offered constitute our judgment and are subject to change without notice, as are statements of financial market trends, which are based on current market conditions. We believe the information provided here is reliable, but do not warrant its accuracy or completeness. This material is not intended as an offer or solicitation for the purchase or sale
of any financial instrument. The views and strategies described may not be suitable for all investors. This material has been prepared for informational purposes only, and is not intended
to provide, and should not be relied on for, accounting, legal or tax advice. References to future returns are not promises or even estimates of actual returns a client portfolio may achieve.
Any forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice or interpreted as a recommendation.
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