
 

 

July 2018 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

4 

An earnings season, which saw one of the strongest earnings growth rates on record 
at 25.7%, provided a nice fundamental backdrop for equities. However, the proverbial 
“wall of worry” continued to build within the second quarter with trade tensions and 
tariffs dominating the headlines. Add to those headlines rising oil prices, rising 
interest rates, a strong US dollar, and a slowdown in the global synchronized 
upswing. All of this news created a volatile market environment with very little 
progress made.  

Despite these market related challenges, the US domestic economy is still getting 
stronger while the rest of the world is starting to fade. The US cycle appears to have 
room to run. While the expansion is old by historical standards, the low 
unemployment rate is at levels usually seen only at expansion ends. This cycle seems 
closer to mid cycle than late cycle. 

US businesses are using their bolstered cash flows, tax cut driven, to repay debt and strengthen balance sheets, but also to invest 
in capital equipment. Rising friction between the US and its trading partners have been a periodic source of market volatility 
during the first half of 2018 and those tensions will likely persist. 
 
What about Tariffs? 
The standard tariff for importing cars to the US is 2.5% of their value, while the European Union charges a flat 10% on imported 
autos. For hyper ecological nations like Norway, residents of Oslo have to pay a 25% tax on top of the purchase price plus 
shipping cost due to the US auto‘s low fuel efficiency. A new 2019 Ford Mustang GT 500 is taxed so heavily in Norway that one 
Mustang might cost $250,000 US dollars vs. a list price in the US of $55,000. 
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-The information in this report does not purport to be a complete description of the securities markets, or developments referred to in this material. 

-The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material is accurate or complete. 

-Any opinions are those of Barnes-Pettey and not necessarily those of RJFS or Raymond James. 

-Past performance may not be indicative of future results. 

-There is no assurance any of the trends mentioned will continue in the future. Investing involves risk and investors may incur a profit or a loss, including the   loss of all principal. 

-Standard & Poor’s 500 (S&P 500) measures changes in stock market conditions based on the average performance of 500 widely held common stocks. S&P 500 represents 

approximately 68% of the investable U.S. equity market. MSCI EAFE (Europe, Australasia, Far East): a free cost-adjusted market capitalization index that is designed to measure 

developed market equity performance, excluding the United States & Canada. The EAFE consist of the country indices of 21 developed nations. 

-Investing in the energy sector involves special risks, including the potential adverse effect of state and federal regulation and may not be suitable for all investors. 

-The Barclay Indexes are various qualities and maturities of bonds and a general hedge fund index. 

-Individuals cannot invest directly in any index, and index performance does not include transaction costs of other fees, which will affect actual investment performance. Individual          

investor’s results will vary. Diversification does not ensure a profit or guarantee against a loss. 

-The Russell 2000 index is an unmanaged index of small cap securities which generally involve greater risks. MSCI Emerging Markets is designed to measure equity market performance 

in 25 emerging market indexes. The index’s three largest industries are materials, energy, and banks. International investing involves special risks, including currency fluctuations, differing 

financial accounting standards, and possible political and economic volatility. 
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by setting up a 
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Social Security Taps Trust Fund; Should You Be Worried? 

For the first time since 1982, Social Security is dipping into its trust fund to pay benefits. What does this mean for future 

recipients? - The board of trustees for Social Security recently issued their 2018 annual report. Once again, this year’s report 
provided a dark reminder that the fiscal health of the program has further deteriorated. Like last year’s report, Social Security’s 
trustees said the program’s trust fund would be depleted in 2034. However, unlike last year, for the first time since 1982, Social 
Security has to dip into the fund to meet its obligations. Treasury Secretary Steven Mnuchin said in a statement that “lackluster 
economic growth in previous years” and an aging population have contributed to the shortage. 

What Does This Mean for You? - First of all, it’s important to understand what all this dire talk really means. Over the years, as 
Social Security has collected more in taxes than it has paid out in benefits, the surplus has been put into a separate trust fund. The 
trust fund buys special U.S. Treasury bonds that earn interest for the fund. Up until this year, the payroll taxes plus the interest on 
the trust fund bonds have exceeded the amount needed to be paid out in benefits. This year’s report showed that Social Security has 
now reached the point where benefits paid out to Social Security recipients exceeded total revenues collected from employee Social 
Security taxes plus the interest earned on its bonds. Now that the crossover point has been reached, the trust fund will begin to 
deplete, ultimately projected to run out in 2034. 

While it’s true that the Social Security trust fund could essentially go “bankrupt” in 2034 if no changes are made to the current 
system, the majority of Social Security benefits would still be funded through the ongoing Social Security tax system. 
Approximately three-fourths of the benefits paid out for Social Security are funded from tax revenues collected from current 
workers. The only purpose of the trust fund is to pay the difference when committed benefits exceed collected revenue. 

So, if no changes are made to the system and the trust fund is totally depleted by 2034, what happens? The good news is that the 
system can continue to pay benefits from ongoing tax revenue and that revenue will cover most of the benefits. Social Security 
trustees continue to reiterate that the system should be able to pay approximately 75% of its benefits in 2034 even if the trust fund is 
completely exhausted. Therefore, while the headlines about Social Security continue to be scary, it’s important to realize that the 
system going “bankrupt” does not mean all payments will stop; it actually means that 75% of benefits are still fully funded. 

 


