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Economic Update 

How wrong can economists be in their 
forecasting? Very wrong. Economists 
predicted the economy to grow at 1.5% 
during the first quarter; however, the 
economy grew at a robust 3.1% rate. As for 
the second quarter, the economy will 
probably grow at around 2%. The expected 
slowdown in growth can be attributed to the 
rate increases the Fed implemented in late 
2018, which commonly take 3 to 6 months 
to take effect. With lower short-term interest 
rates expected, growth should pick up again 
in the fall. We still believe that growth for 
the entire year will average 2.5% or higher.  

 

The past quarter has shown a continued 
slowdown in global growth. Global growth 
is estimated to come in below 3% in the 
second quarter, slowing from the 3.1% rate 
seen in the first quarter. The softening has 
affected all advanced economies as well as 
the developing world. Slowing worldwide 
output indicates that the second quarter was 
weak. This weakness can be directly 
attributed to the continued trade impasse 
between the US and China, which has 
affected trade across the globe, especially in 
Asia. Foreign central banks have been 
reacting to the slowing economy by 
lowering short-term rates and reinstituting 
quantitative easing. The US and China, 
though slowing, continue to be the best 
performing global economies.  

 

Even though the economy slowed in Q2, 
consumption increased from 0.9% in the 
first quarter to 3.8%. This can be attributed 
to several factors: income growth continues 
to run above 3%, consumers are 
strengthening their balance sheets by saving 
more of their higher incomes, and consumer 
confidence remains strong, indicating strong 
growth for consumption, which could 
continue into the foreseeable future.  

 

 

 

 

Another reason to believe that growth will 
increase later in the year is productivity 
growth. Productivity is currently growing at 
more than 2% on a year over year basis. The 
rise in productivity can be directly attributed 
to advances in technology. These advances 
come in waves, like the ones we saw in the 
1990’s and early 2000’s. Back then we were 
riding the wave of desktop computers and 
cell phones. Today and into the future we 
are experiencing another technological wave 
involving advances in wireless technology 
and the rise of artificial intelligence (AI). 
These advances obviously make workers 
more productive, giving us a boost to 
productivity and faster growth in the overall 
economy.  

 

As for employment, the 224,000 jobs gain in 
June was much higher than expected. Of 
course, one month of robust gains does not 
mean a trend of higher employment growth 
is in the offing. Including the June numbers, 
the economy has been averaging 170,000 
new jobs over the first half of the year. The 
unemployment rate currently stands at 3.7%, 
up from 3.6% in May. Wages grew at 0.2% 
in June, a somewhat slower pace than earlier 
in the year. We believe the June numbers to 
be an aberration in wage growth. Wage 
growth should accelerate back above 0.3% 
month over month over the last half of the 
year.  

 

Inflation remains at a modest pace on both 
the producer and consumer fronts. The 
Producer Price Index (PPI) has been 
somewhat lower than the Consumer Price 
Index (CPI), showing that so far, the 
increased tariffs on Chinese imports have 
not affected producer prices. The PPI has 
increased at about 1.5% this year, while CPI 
has increased at a somewhat hotter 2.1%. 
The numbers are still within the Fed’s long-
term goal of 2% plus or minus.  

 

 



 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

 
  
 “People are just as 
happy as they make 
up their minds to 
be.” 
   

Abraham Lincoln 
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The second quarter (Q2) of this year has 
seen a continuation of the rise in stock 
prices but at a slower rate than we saw in 
Q1. Through June 30th, the S&P 500 is up 
17.35% year-to-date (up 4.28% for Q2) 
while the DOW is up 14.03% YTD through 
June 30th (up 2.88% for Q2). The best 
performing sectors year-to-date are 
Information Technology (+26.12%), 
Consumer Discretionary (+21.00%) and 
Industrials (+20.20%). The year-to-date 
laggards are Health Care (+7.12%), Energy 
(+11.13%) and Utilities (+12.82%); the 
defensive sectors. The other defensive 
sector, the Consumer Staples (i.e., P&G, 
Clorox, Kimberly Clark, Colgate, etc.) was 
the fourth worst performing sector year-to-
date.  
 
Normally, rising stock prices indicate a 
growing or steady economy while lower 
interest rates indicate a slowing economy. 
We presently have a crosscurrent where 
stocks are seeing a steady/growing economy 
and bonds are seeing a slowdown. So, it 
looks like we could possibly see a slowing 
economy into 2020 with no recession for 
now. Presently, investors seem  
to not be investing into the defensive equity 
sectors but instead raising cash or investing 
in bonds. 
 
 
 

The markets are continuing higher but at a 
slower pace than in the first quarter as 
investors start to become more worried 
about the trade disputes that are dragging 
out much longer than first thought. We 
believe we are starting to see a shift away 
from the momentum-type stocks that have 
led the market higher over the last couple of 
years to the more defensive sectors that tend 
to hold up better in down markets. With the 
Fed considering lowering interest rates, they 
too are concerned about the trade tariffs and 
the slowing world economies. 
 
There are stocks that we find attractive even 
at these market levels, but we don’t believe 
buying the market in general through the 
broad indexes makes sense at this point. The 
stock market is made up of individual 
companies. Finding the undervalued 
companies as opposed to buying the broad 
market indexes is key to profitable investing 
over the next couple of years.  

Market  Update  

Moderate levels of inflation and the recent 
slow patch in GDP growth has caused the Fed 
to reverse course. The Fed is now indicating 
that they will lower the Fed Funds rate 
by .25% in July and another .25% before year
-end. The Fed Funds rate is currently around 
2.38% and should decline to below 2% by 
yearend. The lag in the effect of monetary 
policy is about 3 to 6 months, indicating that 
lower short-term rates will begin to impact 
growth by the fourth quarter of this year.  

The treasury yield curve became slightly 
inverted again as long-term bond yields 

declined during the recent soft patch. The 
curve should begin to normalize as short-term 
rates fall and long-term rates rise. Long rates 
should rise in anticipation of higher GDP 
growth in the second half. With additional 
accommodation from the Fed, a recession 
should be averted over the next several 
quarters.  
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Facts & Figures 

 
• Longest in History – The US economic expansion began its 11th year (121st 

month) on 7/01/19, making it the longest-running expansion in our nation’s 
history based upon government data that has been maintained since 1854 for 
165 years. 

 

• From Lowest to Now – The yield on the 10-year Treasury Note closed at 
1.36% on 7/08/16, its lowest closing yield ever. 10-year Notes have been traded 
in the USA since 1790, i.e., 229 years of trading. The yield on the 10-year Note 
closed at 2.04% on 7/05/19. 

 

• Negative – The yield on the 10-year German government bond fell to a record 
low - 0.32% on 6/18/19, i.e., a new buyer of that bond is guaranteed to take a 
loss if the bond is held to maturity. 

 

• Jobless Rate – The last recession in the US began at the end of December 2007 
and lasted for 18 months through June 2009. The nation’s unemployment rate 
as of 12/31/07 was 5.0%, climbing to 9.5% as of 6/30/09. 

 

• Not a Second Time – There have just been 2 US presidents in the last 75 years 
who were elected to a first term in office who failed to win their re-election bid 
for a 2nd term – Jimmy Carter in November 1980 and George H.W. Bush in 
November 1992. 
 

 
Sources: National Bureau of Economic Research, U.S. Treasury Department, Financial 

Times, National Bureau of Economic research, Department of Labor, BTN Research 
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