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Economic Update 

As we enter the 4th quarter 0f 2017, it 

appears that the US economy remains 

strong and resilient considering the nega-

tive news regarding the recent hurricanes 

and the Las Vegas massacre. Most sec-

tors of the US economy have strength-

ened in recent months. Even the belea-

guered energy sector is showing signs of 

recovery. The global economy is also 

showing signs of improvement. Both de-

veloped and developing economies are 

on the rise.  

Final numbers for 2nd quarter GDP came 

in at 3.1%, a significant improvement 

over the 1st quarter. Growth in the 3rd 

quarter is expected to rise by 2.6%. The 

rebound in growth is impressive consid-

ering that at this point last year we were 

worried about an impending recession. 

That said, let’s look at some sectors of 

the economy and how they’re perform-

ing. 

The once beleaguered manufacturing sec-

tor has shown signs of improvement. 

Manufacturing activity in the US is at a 

13 year high. Manufacturing makes up 

about 13% of the economy, but that num-

ber could grow considering the current 

pace of activity. The ISM manufacturing 

index stands at 58.2, well above the neu-

tral rating of 50. Demand for cars and 

light duty trucks have rebounded nicely 

in the last few months. Of course, some 

of the rebound can be attributed to the 

hurricanes, but demand is also strong for 

semi-trucks and railroad cars, signaling a 

strong consumer sector.  

Consumer sentiment is very robust. Alt-

hough it declined somewhat in Septem-

ber - due to the hurricanes – the year to 

date average index of 96.2 was still well 

above last year’s reading of 91.9. The 

current reading is still below the average 

reading of 105 from 1997 to 2000. Of 

course, the economy was growing at a 

4% plus pace during that period. So, if 

consumer sentiment continues to get bet-

ter, then a 4% GDP growth rate could 

follow.  As proof of a strong consumer, 

consider that activity in the service sector 

is currently at a 12 year high.  

Activity in the housing sector is robust. 

With interest rates still relatively low and 

demand for housing increasing among 

younger buyers, housing prices have con-

tinued to rise.  The median home sales 

price is more than 5% higher over last 

year. Demand has been high enough that 

there is a shortage of supply, driving 

prices higher. However, home prices may 

have peaked. Prices are close to reaching 

a point of diminishing returns, where 

buyers simply walk away from the mar-

ket because prices are too high. Histori-

cally, home prices have always lagged 

sales, and sales increases have been flat 

lining for the last few months. Prices are 

not falling but price gains are cooling.    

Although September’s non-farm payroll 

declined by 33,000 jobs, the unemploy-

ment rate remains at a 16 year low of 

4.2%. Due to inclement weather, Septem-

ber was an aberration; employment 

should rebound over the rest of the year. 

Wages have been increasing at a much 

better rate this year. Wages increased at a 

2.9% rate in September, which bodes 

well for future consumption.  

The increase in wages over the past year 

has not impacted overall inflation. The 

CPI (Consumer Price Index) remains be-

low the Federal Reserve’s benchmark of 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

“Kindness is a lan-

guage the blind can 

see and the deaf 

can hear.” 

 

Mark Twain 
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All 10 sectors of the S&P 500 continued 

their upward trend during the third quar-

ter (Q3) except for the Consumer Staple 

sector. It turned in a negative return of 

2.16% for Q3. The larger technology 

companies continued their winning ways 

by advancing 9.64% for the quarter to 

lead all sectors. The Materials, Energy 

and Financials also had a very nice quar-

ter. They advanced 6.00%, 5.19% and 

5.03%, respectively. 

The sector winners year-to-date are In-

formation Technology (+26.02%), Health 

Care (+18.75%) and Materials 

(+14.09%). The three worst performing 

sectors year-to-date are Energy (-8.62%), 

Telecommunications (-8.06%) and Con-

sumer Staples (+4.43%). If you notice, 

the more defensive sectors such as Utili-

ties and Consumer Staples are lagging 

the overall market return while the more 

aggressive sectors such as Information 

Technology are leading the market ad-

vance.  

There are three main ways to invest in 

the markets. One is ‘Value’ where you 

buy companies that are more well-known 

and are presently out of favor for one rea-

son or another. But, you are buying the 

company at a discount to its normal valu-

ation. Another way is buying ‘Growth.’ 

These companies tend to have higher P/

E’s but also higher earnings growth rates. 

The third method is buying ‘Momentum.’ 

This is where you buy it at a high P/E, 

etc. and hope it goes higher. So, you are 

buying high and hoping to sell it an even 

higher valuation. This is the riskiest of 

the three methods. We are presently in 

the Momentum stage for a lot of compa-

nies. Just be aware if you are in the Mo-

mentum type companies where you know 

they are expensive, not on a price basis 

but on a valuation basis, the risk is high. 

When the selling or pullback in the mar-

ket happens, these are the companies 

whose stock price will get hit the hardest. 

It will be the first source of funds for in-

stitutions looking to raise cash in clients’ 

portfolios. 

We believe we are starting to see a turn 

from the Momentum stocks more to the 

Market  Update  

2%. If wages continue to rise and con-

sumer demand remains robust, then the 

inflation rate could increase to levels 

above the Fed’s target range.  

Short term interest rates are expected to 

continue their gradual rise over the next 

year. The Fed will most likely increase 

rates in December. Long term interest 

rates should also see a gradual rise, leav-

ing the yield curve positive, where short 

term rates are below long term rates, sig-

naling a growing economy over the near 

term.   

Global growth is increasing at a faster 

pace than was forecasted at the beginning 

of the year. The global economy is grow-

ing above 3.5%, whereas the forecast was 

for 3.0% growth.  All regions of the world 

are seeing higher growth with low to 

moderate inflation.   

So, the world is not as bleak as recent 

events would have us believe. Financial 

assets are reaping the benefits of a world 

economy operating at near peak perfor-

mance. That said, the outlook for the fi-

nancial markets remains positive.  
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Facts & Figures 

• It’s against the law in Iceland to have a dog as a pet. However, excep-

tions are possible but the regulations and requirements are very strict. 

 

• The slogan on New Hampshire license plates is ‘Live Free or Die’. They 

are manufactured by prisoners in the state prison in Concord. 

 

• If you toss a penny 1000 times, it will not be heads 500 times, but more 

like 495. The head side weighs more, so it is apt to end up on the bottom. 

 

• Maine is the only state whose name is just one syllable. 

 

• In the film Casablanca, Humphrey Bogart never said “Play it again, 

Sam.” Sherlock Holmes never said “Elementary, my dear Watson.” Cap-

tain Kirk never said “Beam me up, Scotty,” but he did say, “Beam me 

up, Mr. Scott.” 
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Value stocks. The Material, Indus-

trial and Financial sectors are start-

ing to gain traction heading into the 

fourth quarter. We are positioned for 

this transition. 


