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Economic Update 

The economy should show solid growth 

for all of 2018. Many economists are 

forecasting growth to exceed 3% this 

year. The slowest rate of growth will 

come in the first quarter where 

economists are predicting a growth rate 

of 2.3%.  This is much better than in 

previous first quarters where the 

economy slowed below a 1% growth 

rate.  

Tax cuts will help boost economic 

growth through rising consumer 

spending. Spending is being bolstered 

by rising employment, wage gains and 

higher credit utilization. Increases in 

wealth due to higher asset values in 

equities and real estate are also helping 

the consumer.  

Stronger business investment will also 

help boost economic growth. Tax cut 

rates for businesses as well as new rules 

for capital expenditures will help boost 

the economy early in the year. 

Businesses are also benefiting from a 

reduction in government regulations put 

in place in 2017. Higher profitability 

should also add to business investment.  

In the first quarter of 2018 , business 

spending will likely contribute more to 

growth than consumer spending. This is 

because businesses will react faster to 

tax reform than individuals.  

Various sectors of the economy are 

doing well. Housing construction is 

continuing at a healthy pace. 

Manufacturers are benefiting from a 

strong global economy, however, auto 

production has probably peaked in this 

cycle as production should level off for 

the remainder of the year. The energy 

sector is also benefiting from a stronger 

economy as oil prices have rebounded in 

2018.  

 An increase in reported wage growth in 

January caused a temporary upswing in 

inflation. By early March, the increases 

in wages had abated and the Consumer 

Prices Index was back below the Fed’s 

long term acceptable range. Although 

inflation could increase a skosh this year 

as the economy improves it should not 

start a new upward trend.   

As the economy improves, we look for 

the Federal Reserve to increase short 

term interest rates at least two more 

times this year, bringing the Fed funds 

rate to around 2.25%. Long term rates 

should be around 3.25% by year-end.  

The always reliable Treasury Yield 

Curve is still pointing toward growth in 

the economy over the near term (See 

Yield Curve Graph on page 2). A 

positive sloping yield curve points to 

continued growth in the economy. 

However, the yield curve has begun to 

flatten, where short term interest rates 

increases are out pacing the rise in long 

term rates. If the curve eventually 

inverts, where short term rates are higher 

than long term rates, then the economy 

will most likely be in recession.  

For now, the economy is still strong. 

The biggest risks at this point would be 

a minor trade war with China. We 

believe this fear will abate and the 

remainder of the year should be positive 

for the financial markets.  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

“Kindness is a 

language the blind 

can see and the 

deaf can hear.” 

 

Mark Twain 
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The S&P 500 had approximately a 10% 

swing from the high on January 26th to 

the end of the first quarter (Q1) ending 

March 31st. For the quarter, the S&P 500 

finished down 1.2%. It started out with a 

bang and ended on a down note. Market 

volatility is back in a big way. 

Nine of the 11 S&P sectors finished 

lower for Q1; the two that finished in 

positive territory were Consumer 

Discretionary (+2.7%) and Information 

Technology (+3.6%). The two sectors 

that most underperformed in Q1 were 

Telecom Services (i.e., AT&T, Verizon, 

etc.) which was down 9.2% and 

Consumer Staples (i.e., P&G, Clorox, 

etc.) which turned in a negative return of 

8.1%. Even though the Information Tech 

sector performed the best in Q1, it had 

the largest decline in the month of 

March with a loss of 4%. The 

Technology sector weakness is 

something to keep a close watch on if it 

continues because the Tech sector makes 

up a fairly large percentage of the S&P 

500; approximately 25%. The other 10 

sectors make up the remaining 75%. So, 

the Technology sector has the largest 

impact on the return on the S&P 500. 

Even though the market has had several 

hundred-point swings so far in Q2, the 

market has not had any big swings in 

performance when it is all said and done. 

The S&P 500 is up 1% so far in Q2. As 

more take-overs and stock buybacks 

happen, fewer and fewer shares become 

available to investors. There also is more 

and more money trying to invest in these 

companies which causes volatility to 

pick up in the market. But, we know 

from our economics class that as 

demand increases and supply decreases, 

the price goes up. Even with all of the 

volatility in the markets, we still believe 

that the equity markets (stocks) are the 

place to be for the foreseeable future. 

The good news going forward is that Q1 

earnings season is upon us. Wall Street 

is forecasting a jump in corporate profits 

of 18%. This is up from a 12% on 

January 1. Analysts have been ratcheting 
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Facts & Figures 

4/5 -  Four out of five jobs lost during the recession were those requiring 

high school education or less. Those low-skilled jobs are gone for good, re-

placed by jobs that require specialized training and skills. 

 

2/3 – Employers say they lack qualified job applicants. By 2020, two-thirds 

of all jobs will require postsecondary education. 

 

13th – Young adults are continuing to enter the labor force ill prepared. At a 

mere 42%, the United States currently ranks thirteenth among developed 

countries in college attainment rates for young adults. 

 

Where does the state of Ohio get its revenue? – 28.8% from Property taxes, 

27.6% from General Sales taxes, 26.9% from Individual Income taxes, 0.5% 

from Corporate Incomes taxes and 16.2% from Other taxes (i.e., excise taxes 

[alcohol, tobacco, motor vehicles, utilities, and licenses], stock transfer tax-

es, estate and gift taxes, and other miscellaneous taxes.) 

 

Fruits and Vegetables – 78.1% of “hired crop workers” on farms in the 

United States are foreign-born individuals. 

 

Source: Lumina Foundation, Census Bureau; Tax Foundation calculations, 

Center for Disease Control 
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up their earnings outlook mainly 

due to corporate tax cuts enacted by 

the new tax law and a general 

uptick in the economy. An uptick in 

the economy means higher interest 

rates are on the way. Be careful  

when purchasing bonds for 

investments - stay shorter-term on 

the maturities. 


