October 2019

A letter from

Bahl & Gaynor's Chairman
Losing a Little of the Big “Mo”
As the 2019 summer months closed out with record heat, recently released economic
metrics have suggested moderating US economic momentum. Public company
management commentary indicates the rapid escalation in tariffs on Chinese
imports represents a planning and logistical uncertainty for supply chains and
pricing strategy. As a result, company capital spending is stagnant as clarity on a
resolution to international trade policy remains elusive. Arguably, it is the domestic
manufacturing sector that serves as the US economy’s “canary in the coal mine.”
It is often the first sector impacted by inflections in economic growth. The influential
Institute for Supply Management (ISM) manufacturing data series presented in the
chart below indicates a contraction for the first time in three years in the early
September release. Additionally, future orders for industrial capital goods have
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Source: Institute for Supply Management, Goldman Sachs Global Investment Research, 2019.

moved decidedly lower. As a result, manufacturing weakness could persist into the fall
and winter months. On the positive side of the ledger, the much larger domestic service
sector has registered 116 consecutive months of expansion and has helped offset a
portion of the moderation in global macro trends.
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Investor Sentiment
“The most hated bull market” has consistently been the descriptor of the recovery over the last decade following the
Global Financial Crisis. The current recovery is now the longest on record, but many investors continue to question the
validity, sustainability and very nature of the bull market in equities. Yes, the current recovery is more modest in its
annualized growth than many post-recession recoveries. Yes, the business and personal impact of the Global Financial
Crisis remains fresh among many consumers/investors. Add to this list that the US/China trade tensions and resultant
market volatility are fully visible (and noisy!). A “risk-off” approach remains the preferred choice of many individuals in
the investment community. Accordingly, investor funds flows plotted below indicate a strong preference for the perceived
lower-risk fixed income asset class as opposed to “higher-risk” equities. Global investors also appear drawn to the
relatively attractive yields offered by US debt securities given the low, and some cases negative, interest rates transacted
in Europe and portions of Asia. Thus, as interest rates dwell at or close to generational lows, many investors are watching
the equity markets from the sidelines.
We would invoke the words of John Templeton, one of the world’s most successful mutual fund managers: “Bull markets
are born in pessimism, grown on skepticism, mature on optimism, and die on euphoria.” There appears to be much of
the former agents operative in the market and fewer of the latter, perhaps an overlooked favorable condition of the
market today.

Cumulative Net Flows into Equity vs. Bond Mutual Funds
$BN, 1/1/08 through 7/31/19

Source: Strategas, 2019.
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Reports from the Front Lines
Earnings growth estimates for many S&P 500 constituent companies continue to drift lower for 2019 as presented below.
A slowdown in revenue growth at the company level has been driven by a combination of: a strong US dollar relative to
other foreign currencies, lower order volumes and modest inflation that constrains pricing power. Additionally, the
European consumer and industrial markets remain sluggish with demand soft for products and services of US companies
exported to this important market. Shipments to China are subject to rising tariffs and, as expected, are also witnessing a
slowing trend. Finally, accelerating wage growth is beginning to pressure company profit margins. As wages tend to be
sticky, this is forcing some companies to more carefully consider expense and investment growth. Due to the above-cited
headwinds, and according to FactSet, third quarter S&P 500 earnings (with announcements beginning in mid-October)
are expected to be lower than their prior-year comparables. This would be the third consecutive quarter of negative yearover-year earnings growth and the first observation of this occurrence since the period 4Q2015 through 2Q2016. As a result,
management outlook is likely to underscore caution through early 2020.

2019 Estimates on the Decline…Is a 2020 Downward Adjustment Needed?

Source: Datastream, Bernstein, 2019.
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Shop 'Til You Drop
Persistent strength from the US consumer has been a welcome offset to cooling global growth. This is indicated below
by consistently positive real consumer spending. Consumer wage growth well above low inflationary trends has yielded
growing purchasing power. This combined with the lowest unemployment and interest rates in recent history continue to
drive solid consumption patterns. Jobs gains have expanded for a record 107 consecutive months confirming the durability
of the longest economic expansion on record in the US and consumer confidence surveys remain high. This is vital, as it is
the decisions made around the American dining room table that drive 70% of domestic GDP. Lower tax rates from 2017
legislation remain a positive, and this year’s lower interest rates have benefitted borrowers greatly with home prices, most
families’ single largest asset, approaching near-record values in most geographies. Fingers are crossed for sustainability
in the fundamental drivers backing consumer confidence, willingness and ability to support the upcoming 2019 holiday
shopping season.

Consumer Spending Remains Strong

Source: Haver Analytics, Renaissance Macro Research, 2019.
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Financial Planning Update:

Taking Charge of Your Financial Affairs

$!
financial scams cost
seniors between

$3–$36 billion
per year

Over the next decade, the youngest members of the Baby Boomer generation will
be turning 65 and entering their “golden years.” While this age may be renowned
for its characteristics of fewer career and family-raising responsibilities and
greater opportunity for self-fulfillment, it is also quickly gaining notoriety as a time
of increased financial exploitation risk. While uncomfortable to contemplate, an
unfortunate byproduct of people getting older is the increased potential for a decline
in mental capacity to make sound financial decisions. This can open the door for
someone else to make decisions that may conflict with an individual’s best interests.
Estimates vary widely on the topic, but financial scams cost seniors anywhere
between $3 and $36 billion per year (Source: MetLife, TrueLink, 2019.) and that
number is expected to rise. While modern medicine has yet to reach the point where
it can prevent (or reverse) the rigors of aging, there are several ways to ensure one’s
finances continue to be managed effectively if diminished capacity becomes a reality.

Scope of
Legal Authority

What it Does

Full Control

Broad grant of powers allowing an agent to act on behalf of the principal
in any and all matters, as allowed by the state. The agent under a general
Execution
POA agreement may be authorized to take care of issues such as handling
until death
bank accounts, signing checks, selling property and assets like stocks,
filing taxes, etc.

Durable Special
or Limited Power
of Attorney

Often limited to
single action

Gives an agent the power to act on behalf of a principal in a limited
capacity for specific matters or events, typically for financial transactions.
This is most often used when the principal is unable to complete the
transaction due to prior commitments or illness and wants to appoint an
agent to act on their behalf. The agent has no other authority to act on
behalf of the principal other than what is assigned to them.

Usually ends at
a specified time

Springing
Power of
Attorney

Limited to specific
future event only with
specific powers

A springing power of attorney becomes effective at a future time and only
when a specific event occurs, such as the incapacitation of the principal
or a triggering event that occurs while the principal is unable to act upon
it. This type of power of attorney can encompass any number of affairs the
principal wants to assign to the agent.

Incapacitation
until death

Medical
Power of
Attorney

Limited to medical
decisions only

Grants authority to the agent to take specific control over the healthcare
decisions of the principal should they become incapacitated. This usually
takes effect upon the consent of the presiding physician and it allows the
agent to authorize all medical decisions related to the principal.

Only in event
of incapacity
until death

Trusted Contact

None, informational
use only

Authorizes designated individual to share principal’s account status,
current contact information, mental or physical health, suspicious
account activity, inquiries for legal authority (e.g. legal guardian or
conservator, executor, or trustee).

Execution
until death

Strategy

Durable
General Power
of Attorney

Term

Planning for incapacity is one of the most important aspects of a sound financial plan and one that takes on increased
importance as thousands of Americans a day are reaching retirement age. Whichever approach is used, it is critical to
act before an individual becomes incapacitated and can no longer legally act on behalf of themselves.
For further information on what you can do to reduce the odds of financial exploitation, talk to your Bahl & Gaynor portfolio
manager today.
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I Can See Clearly Now… or...Clear as Mud?
Suffice it to say, the consistent themes for the 3Q period are inconsistency, volatility and management teams’ inability to
plan with confidence. Understandably, during this time of uncertainty, investors have favored a shift from low-quality,
non-dividend paying equities to high-quality, dividend-paying securities.
At Bahl & Gaynor, our investment philosophy remains unchanged – generate a growing stream of dividend income and
provide protection from market-driven downside price volatility for our clients. This powerful combination should provide
competitive risk-adjusted returns over a full market cycle.
Bottom-line: Bahl & Gaynor believes the benefits of investing in high-quality, dividend growth equities are clear even as the
market and economic outlooks remain clear as mud.

We thank you for the opportunity to serve your investment needs and we wish everyone a happy start to fall.
Sincerely,

William F. Bahl, CFA, CIC | Co-Founder & Chairman
255 East Fifth Street, Suite 2700 | Cincinnati, OH 45202
www.bahl-gaynor.com

Disclosure:
This material is distributed by Bahl & Gaynor, Inc., and is for information purposes only. Bahl & Gaynor, Inc., does not represent that
the information is accurate or complete and it should not be relied on as such. It is provided with the understanding that no fiduciary
relationship exists because of this report. Bahl & Gaynor, Inc. assumes no liability for the interpretation or use of this report. Investment
conclusions and strategies suggested in this report may not be suitable for all investors and consultation with a qualified investment
advisor is recommended prior to executing any investment strategy. No part of this document may be reproduced in any manner without
the written permission of Bahl & Gaynor, Inc. Copyright Bahl & Gaynor, Inc., 2019. All rights reserved.

6

www.bahl-gaynor.com

