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Economic Update 

Growth in the 4th quarter of 2017 should 

come in at 3%. This would be the third 

straight quarter of growth above 3%. All 

sectors of the economy seem to be per-

forming well. Consumer spending is ro-

bust, which is reflected by upward move-

ment in the Consumer Sentiment Index. 

Manufacturing has improved, as has the 

beleaguered energy sector. Inflation re-

mains somewhat subdued while interest 

rates are gradually rising. The global 

economy is still showing growth across 

the board. Growth in the global economy 

should be close to 4% this year.   

 

With strong growth over the past three 

quarters, the question is: Can the econo-

my break out of its 1st quarter doldrums 

and grow more than 1%? Over the past 

several years the economy has grown by 

less than 1% during the 1st quarter of the 

year. So far, it appears that the economy 

will grow above the 1% level. Growth 

currently appears to be running at 2% – 

3%. It’s still a bit premature to tell but a 

higher growth trend could be developing 

where growth averages above 3% over a 

long period of time. 

  

With the economy on good footing let’s 

take a closer look at inflation and its fu-

ture effect on the economy and the Feder-

al Reserve:  

 

In almost every 2018 outlook by Wall 

Street banks, inflation is mentioned as 

one of the biggest risks facing the finan-

cial markets. Many believe that inflation 

will rise because labor markets are tight, 

and wages are increasing, which threaten 

additional Fed rate hikes beyond the 3 

that are already discounted in the market. 

Higher rates would be followed by slower 

growth or recession.    

 

So far, inflation continues to undershoot 

the Fed’s 2% target. At the same time 

growth should pick up for 2018 due to the 

stimulus impact of the tax cuts and ex-

pected increases in infrastructure and mil-

itary spending.  With a stronger economy 

one could rationally expect higher infla-

tion. This is what the Fed expects to see 

because of its steadfast belief in the Phil-

lips Curve. This is why the Fed is raising 

rates; to offset what they believe will be 

higher inflation in the future. The Fed and 

other major central banks will continue to 

shift policy from credit easing to credit 

tightening.  

 

We believe that US labor markets are not 

tight and that wages will rise only mod-

estly in 2018. Just look at the labor force 

participation rate. It peaked at 67.3% in 

2000 and has stagnated below 63% since 

2013 (it was 62.7% in December 2017). 

The numbers point to a continued weak-

ness in labor force participation. The gov-

ernment estimates the unemployment rate 

is currently 4.1%. The actual rate is much 

higher than that.  

 

That said, we believe that inflation should 

continue to be below the Fed’s target rate 

of 2%. The Fed will probably still boost 

short term interest rates 3 to 4 times this 

year. But even if the Fed does continue to 

increase interest rates, we are not con-

cerned about a recession any time soon. 

There is still so much excess liquidity 

around the world due to earlier low cen-

tral bank rates and quantitative easing that 

it may take years before higher Fed funds 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

“When something 

is important 

enough, you do it 

even if the odds are 

not in your favor.”

  

 Elon Musk 
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Last year was one of the least volatile 

years for stock prices in the last 50+ 

years. The S&P 500, roughly the 500 

largest U.S. companies, moved up or 

down 1% or more only eight times. The 

biggest dip was a 3% decline. This makes 

it the least volatile year since 1964.  

 

History tells us that following a low vola-

tility year, it is usually followed by a 

much more volatile year. It does not 

mean that the year will have a negative 

return, it just means we will most likely 

see wider swings in the market. 

 

Of the 11 S&P Sectors, the Energy and 

Telecommunication (AT&T, Verizon, 

etc.) sectors finished number 1 and num-

ber 2 respectively for the best 2016 total 

return;  Energy +27.36% and Telecom-

munications +23.49%. Can you guess 

which two sectors had the worst perfor-

mance for 2017? Telecommunications 

was down 5.97% and Energy was down 

3.8%. The best performing sectors for 

2016 became the worst performing sec-

tors for 2017. So, does this mean that 

2017’s worst performing sectors, Tele-

communications and Energy will become 

2018’s best performers? Not necessarily; 

if it were only that easy.  

Money is always in motion looking for 

the best value. If a stock or sector has just 

had a significant run to the upside, inves-

tors will tend to start moving out of the 

company or sector looking for better val-

ue elsewhere. Over the last 12-18 

months, we have seen investors investing 

in high growth and momentum type 

stocks. We believe we are starting to see 

a shift out of these companies and more 

toward the ‘value’ type companies that 

have underperformed for the last 12-18 

months. If we do see more volatility 

ahead, the companies that investors will 

flock to are the defensive names which 

are usually the higher dividend paying 

companies; i.e., utilities, telecoms & con-

sumer staples. The higher dividend pay-

ing companies have underperformed the 

momentum type market we have been in 

recently. 

 

With that being said, we like the ‘value’ 

type companies and companies that pay 

above average dividends. It doesn’t mean 

that we should exclude all other compa-

nies such as higher growth companies, it 

just means we believe that ‘value’ is 

where the money will be rotating to over 

the next couple of years. A lot of our cli-

ents’ portfolios are already in the ‘value’ 

type companies. 

Market  Update  

rates and reductions in the Fed’s balance 

sheet start to affect the economy.  

 

Finally, the yield curve may react differ-

ently this time. Instead of long term rates 

rising as the Fed hikes short term rates,  

10-year and 30-year Treasury yields have 

been rising slightly since year end. A fur-

ther narrowing of the yield spreads or 

even an inversion of the yield curve may 

not signal an imminent recession but in-

stead reflect the robust deflationary forces 

we see worldwide and their depressing 

effects on long term bond yields.  
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Facts & Figures 

• According to Einstein’s Special Theory of Relativity, it is possible to go 

slower than light and faster than light, but it is impossible to go at the 

speed of light. 

 

• … you can actually have a great idea in the shower. Scientists who ex-

plored what sort of tasks can cause eureka moments found that gaining a 

flash of insight is often triggered by activities that require little thought – 

like walking, showering or gardening – because they give your mind 

time to wander to another place. 

 

• The sound of a snore (up to 69 decibels) can be almost as loud as the 

noise of a pneumatic drill (70-90 decibels). 

 

• The overall age-adjusted cancer death rate rose during most of the 20th 

century mainly because of the tobacco epidemic, peaking in 1991 at 215 

cancer deaths per 100,000 people. As of 2015, the rate had dropped to 

159 per 100,000 (a decline of 26%) because of reductions in smoking, as 

well as improvements in early detection and treatment. This decline 

translates into more than 2.3 million fewer cancer deaths from 1991 to 

2015, progress that has been driven by rapid declines in death rates for 

the four most common cancer types – lung, colorectal, breast and pros-

tate. 
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