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Strong corporate earnings create a more positive environment for business expectations, which in
turn leads to more investment and hiring of additional employees.

These strengths have

accelerated our GDP growth to over 4% last quarter and is likely to be above 3% next quarter as
well.

CHART II

Source: Strategas

As a result, leading economic indicators (Chart II) have moved strongly upward in recent months.
Some of the positives near to intermediate-term include:


Corporate profits are accelerating and are likely to generate another year of (more
subdued) growth in 2019. Current expectations suggest 4-8% growth in corporate profits
next year.



Average equity valuations for 2019, at 17-18 times earnings, are not extreme. While
some sectors are stretched (particularly in technology), many are still reasonable.
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Source: Bloomberg;; data plotted on a monthly basis
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Finally, corporate profit growth should slow to 5–10% as the favorable impact from a tax cut
diminishes. Rising commodity costs are also a headwind.

All these factors suggest our economy is moving along the historical, normal trends of decades
past as the era of quantitative easing (QE) has reversed. This is significant since QE inflated asset
prices. Put another way, the stock market will have to focus more on earnings growth than any
other factor near term. Rising interest rates also tend to inhibit price earnings ratio expansion
since alternative investments, such as bonds, may become more attractive. These are long term
trends that should play out in the next 5-10 years. We also believe that the Federal Reserve may
be reluctant to aggressively utilize QE in our next recession since the Fed’s balance sheet
dramatically expanded in the last QE cycle.

Overall, we have expected the equity market to return 0-10% in 2018. At this juncture, it may be
at the higher end of that range by year end. As we enter 2019, we expect 3-7% growth in equities
as valuations stabilize and corporate earnings grow at about 5-10%. If interest rates on the 10year Treasury bond gradually rise to 3.5-4.0%, and GDP can grow at 2.5%, the equity markets
should move modestly higher in 2019.

Some factors could also boost this return. First, rest of world growth may finally pick up from
the modest expansion currently. In the U.S., the government may move to cut taxes again giving
a short-term boost to growth as well. We also believe that the government may want to stimulate
the economy by committing to broad-based infrastructure projects. All these factors could extend
the economic and corporate profits expansion into 2020.

Nevertheless, the seeds of an economic slowdown are surfacing. At this juncture, it suggests a
slowing pace of growth next year.
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VOLATILITY SHOULD RETURN

Chart V

Source: Bloomberg / Strategas

With quantitative easing acting as a powerful tailwind to equities in the last few years, the
volatility in stock prices became more subdued than in the past. Indeed, a stock market move
over or under 1% daily became a very unusual event (Chart V).

We have cautioned in the past that this has lulled investors into believing that severe volatility in
stock prices is unusual. Now that we are reverting to a normal economic cycle, the period of
reduced equity price volatility is coming to an end. As interest rates climb back up to more
normal levels, money that flowed into stocks for income, as well as growth, may well move back
to other non-equity asset classes. Additionally, the expansion of ETFs (Exchange Traded Funds)
in the last ten years has also acted as a cushion to the market. With a return to normal volatility,
these ETFs may add to the down volatility during periods of stock market corrections. We
suspect that a return to normal volatility will be viewed very negatively by investors now that
they have become
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accustomed to reduced market gyrations. Nevertheless, as the growth in the economy continues
to expand at a +3% pace, concurrent with a global rise in interest rates, we expect a lot more
market volatility in the future.

INVESTMENT THEMES FOR 2019 AND BEYOND

As we have written in our prior quarterly, the U.S. and the world have moved to the digital era at
a breakneck pace. While still in its infancy, we expect this investment theme to extend for a
decade or more. Moreover, the deployment of 5G bandwidth will dramatically increase Internet
speeds for the next five years. This will lead to even more innovation in many industries as new
software will be written to take advantage of this robust technology. We have positioned our core
and dividend growth portfolios to take advantage of this major trend. We hold names in leading
software infrastructure (Amazon and Microsoft), transmission (Cisco, American Tower and
Crown Castle) and commercial software and consulting (Accenture and DXC) sectors.

However, we have also sought out consumer companies that have embraced the new digital world
in various forms. McDonalds now utilizes its digital order system to deliver meals by connecting
with Uber. Nike sells 8% of its footwear online. Avery Dennison is a huge player in tracking
devices for apparel manufacturers. It is also expanding its technology into baggage tags among
other areas of expansion.

More recently, we added Activision to our core portfolio.

Activision generates about 75% of

revenue online through its games. The company has more recently created a gaming league and
has sold team franchises for $20 million each. Since its initial success, it has expanded the
number of teams, and the price is now $30 million per franchise. We continue to seek out leaders
in this rapidly expanding digital world.
KPCM IN THE NEWS

We have enclosed a Vision Magazine interview with Jack Salzman, our Senior Managing Partner.
In the interview, he goes over the focus Kings Point tries to bring to all our client portfolios. We
hope you enjoy the article.
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As always, please contact our offices if you have any questions.

Jack L. Salzman
Senior Managing Partner

Jeffrey P. Bates
Managing Partner

Nathan T. Fend
Investment Advisor

John A. Marshall, IV CFA, CFP®
Managing Director

Jason D. Beaird, CFA
Investment Advisor
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QUARTERLY LETTER DISCLOSURE
The information in this letter has been developed internally and/or obtained from sources which
Kings Point Capital Management LLC (“Kings Point”) believes to be reliable; however, Kings
Point does not guarantee the accuracy, adequacy or completeness of such information nor does it
guarantee the appropriateness of any investment approach or security referred to for any
particular investor. Kings Point, its affiliates and/or its clients may have an investment position
in a security or strategy (or related or opposing security or strategy) discussed in this letter and
may change that position without notice at any time. This material is provided for informational
purposes only and is not advice or a recommendation for the purchase or sale of any security.
This letter includes commentary by Kings Point. This information reflects subjective judgments
and assumptions, and unexpected events may occur. Therefore, there can be no assurance that
developments will transpire as forecasted. This material reflects the opinion of Kings Point on
the date made and is subject to change at any time without notice. Kings Point has no obligation
to update this material. Kings Point does not suggest that the strategy described herein is
applicable to every client of or portfolio managed by Kings Point. In preparing this material,
Kings Point has not taken into account the investment objectives, financial situation or particular
needs of any particular person. Before making an investment decision, you should consider
consulting a professional advisor and whether the information provided in this material is
appropriate in light of your particular investment needs, objectives and financial circumstances.
Transactions in securities give rise to substantial risk and are not suitable for all investors.
The strategies described represent Kings Point’s current intentions. These are only general
guidelines that Kings Point expects will be approximate over time, but portfolios that it manages
may not meet any of these characteristics. Kings Point may pursue any objectives, employ any
techniques or purchase any type of financial investment that it considers appropriate and in a
client’s best interests.
No part of this material may be copied in any form, by any means, or redistributed, published,
circulated or commercially exploited in any manner without Kings Point’s prior written consent.
It should not be assumed that investments made in the future will be profitable or will equal the
performance of investments discussed in this letter. On request, Kings Point will provide to you a
list of all of the investments made by it in the last year.
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