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Economic Update 

The Economy 

The economy hit another soft spot in the 

first quarter. Growth came in at 1.4%. 

Growth is expected to pick up in the sec-

ond quarter. Economists are predicting 

Gross Domestic Product to increase in a 

range of 2.5% to 3.0%. The trend of 

higher growth in the second and third 

quarters of the year has been happening 

since the expansion began in 2009. The 

question is whether a trend of higher 

growth can develop in the future.  

As we pointed out in our last newsletter, 

for the economy to reach a higher sus-

tained rate of growth, consumption or 

investment must increase at a higher rate, 

preferably both. Consumption is such a 

big part of the US economy that even a 

small to moderate increase would have a 

big effect on economic growth. For 

spending to pick up, incomes need to 

grow at a higher rate. Incomes have been 

rising at 2% over the recent past. An in-

crease to 3% would boost consumption 

and therefore increase growth in the 

overall economy.  

The inflation rate (CPI) has been averag-

ing right around 2%. If wages do pick up 

then the rate of inflation will also in-

crease. What we don’t want to happen is 

spiraling wages, which would cause a 

significant increase in inflation. Increases 

in inflation would cause higher interest 

rates and eventually a recession.  

Interest Rates   

On a historical basis, interest rates are 

still quite low. Short term rates are cur-

rently at 1%. Longer term rates are in the 

2.25% to 2.75% range. Short term rates 

are expected to rise gradually over the 

next year or so. Long term rates could 

also see a gradual increase. The Federal 

Reserve is expected to start reducing 

their bond holdings in the near term. This 

could put some upward pressure on long 

term rates as the Fed sells off some of its 

holdings. The treasury yield curve is pos-

itively sloping and should remain so for 

some time to come. A positive slope in 

the yield curve indicates the current ex-

pansion should continue. 

The Fed’s balance sheet is currently over 

4 trillion dollars. They need to reduce 

their balance sheet on a gradual basis as 

well as increase the Fed funds rate over 

time. This will provide the Fed with 

some ammunition to fend off the effects 

of the next recession.  

The outlook for the financial markets re-

mains positive over the near term. There 

is nothing on the horizon from an eco-

nomic standpoint that will derail the cur-

rent uptrend.  

      Market  Update  

The equity markets turned in a positive 

return for the first half of 2016, especial-

ly if you owned the big technology 

stocks. Apple, Amazon, Facebook, 

Google (now Alphabet), Microsoft and 

Netflix made up approximately one-half 

of the return of the S&P 500. The Dow 

and the S&P 500 have now turned in a 

seventh straight quarter of positive re-

turns.  

Healthcare was the best performing sec-

tor for the second quarter (Q2). It gained 

7.17% for Q2 to bring its year-to-date 
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(ytd) return to +15.06%. It is the second 

best performing sector overall only be-

hind Technology which is up 16.38% 

ytd. Telecommunications and Energy led 

the downside with Telecom losing 7.73% 

for Q2 and Energy dropping 6.51%.  

The Energy sector so far this year is 

down 13.81%. These are the Energy 

stocks. The actual price of crude oil is 

down 14% ytd; the worst first half of a 

year since 1998 when crude oil lost 19%. 

With the Energy sector being the worst 

performing sector in 2016, can you guess 

which of the 10 sectors had the highest 

return in 2016? Correct, if you said Ener-

gy. Healthcare was the worst performing 

sector in 2016 and it is now the second 

best performer so far this year. With 

Technology being this year’s best per-

forming sector ytd., if it holds up, do we 

think it will be at the top or near the top 

for 2018? The moral of this story is be 

careful chasing yesterday’s winners.  

We do like Energy at this price level but 

maybe you buy some of the airlines in 

case oil stays down in price for an ex-

tended period of time. The Financials are 

presently a little extended but we like 

them on any pullback. We would say the 

same for Healthcare; buy on any pull-

back.  

Facts & Figures 

Can You Guess the Year? 

• Cigarette advertising ends on television in the U.S. 

• Texas Instruments releases the first pocket calculator 

• The voting age in the U.S. is lowered to 18 when the 26th Amendment is 

ratified 

• National Public Radio (NPR) broadcasts for the first time in the U.S. 

• The Walt Disney World Resort opens in Florida 

• The average annual income in the U.S. is $10,600 

• The first soft contact lenses become available in the U.S. 

• Simon and Garfunkel’s “Bridge Over Troubled Water” is given song of 

the year honors 

Quote 

“The best and most beautiful things in the world cannot be seen or even 

touched – they must be felt with the heart.”  

 

Helen Keller  

The year was 1971 


