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Economic and Market Commentary 
Economic Overview  
U.S economic activity continues to firm up.  Fourth quarter gross domestic 
product (GDP) grew at a 2.9 percent annualized pace following a 3.2 percent 
gain during the third quarter.  During the fourth quarter, growth was broad 
based with positive contributions from consumer spending, business and 
housing investment, as well as State, Local and Federal government 
spending.  Net exports and inventories detracted from growth.  As we 
approach the end of first quarter 2018, we expect the positive growth 
momentum to continue to be supported by robust business sentiment, tax 
reform, and overall improvements in global growth.  The recently passed tax 
reform is expected to stimulate business and consumer spending in the next 
few years.  According to the International Monetary Fund World Economic 
Outlook, in the short-term the additional stimulus should add about 1.2 
percent to overall U.S economic growth through 2020.  The tax reform 
legislation does come at a cost and is expected to increase the federal deficit 
and debt burden.  

U.S. leading economic indicators continue to improve across major sectors of 
the economy. Business and consumer sentiment remains strong. 
Manufacturing surveys, unemployment claims and the jobs report point to 
above trend growth, while housing starts and consumer credit remain below 
trend but show positive momentum.  Over the past two years, consumer 
spending has contributed 87 percent of all GDP growth.  Several indicators 
show that household finances remain healthy supported by rising home 
prices, a strong stock market and moderate growth in household debt.  In 
2017, home prices rose by 7 percent nationally and the S&P 500 equity index 
rose by nearly 21 percent.  Household debt service burden as a percentage 
of disposable income remains low at 10.3 percent compared to a high of 13.2 
in December 2007.  If economic activity continues to grow at above 2 
percent in 2018, the labor market should tighten further providing greater 
opportunities for workers to obtain employment and improve their financial 
circumstances.  

 

 

 

 

 

 

 

The Labor market continues to strengthen.  The February jobs report showed 
the economy added 313K jobs, compared to an expected 205K.  Further, job 
gains for months of January and December were revised upwards by 54K.  
The unemployment rate stayed flat at 4.1 percent and the labor participation 
rate increased to 63 percent from 62.7 percent in January.  As the job market 
tightens, wage pressures may increase which could push up price inflation; 
especially for services. 

While speculation continues about rising inflation, recent readings remain 
benign.  Headline Consumer Price Index (CPI) rose 2.2 percent year-over-
year in February and the Core Personal Consumption Expenditure (PCE) price 
increased slightly to 1.6 percent year-over-year.  Both indices remain in line 
with the fed target, but with an economy operating at or near full 
employment, we expect to see inflationary pressures firming as the 
economic recovery ages.  The Federal Open Market Committee (FOMC) 
projections continue to show progress toward normalizing the general level 
of interest rates, and are expected to raise fed funds two more times in 
2018.  

In the near-term, U.S. growth prospects appear favorable for another year of 
above 2 percent growth.  Downside risks to our outlook include geopolitical 
tensions, policy uncertainty including trade frictions and political uncertainty 
in some countries (Brazil, Colombia, Italy and Mexico) that are expected to 
hold elections in 2018. 



Economic Outlook    
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Annual GDP Growth 
• Full year 2017 : 2.3% 

• 2018 expected to remain below 3% 

• Business and consumer spending were 
the primary source of growth in 2017 .   -4
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Annual U.S. Real GDP Growth 

U.S. GDP Reported U.S. GDP Forecast

Quarterly GDP Growth   
• Q4 2017  2.9 % 

• Q1 2018 Forecast:  2.5% 

• Improved business investment, 
consumer spending and government 
spending 

• Weaker net exports and inventories 

• Tax and Trade Policy a Wildcard 
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Consumer is Key     
 

• Household finances remain healthy  

• Household debt service burden 
remains low 

• Personal income and spending 
increased 

• Strong consumer balance sheet 
should support spending 
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Household Balance Sheet 
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Disclaimer 
 This document was prepared for clients of Prudent Man Advisors, Inc. It is being provided for informational and/or educational purposes only without regard to any particular 

user’s investment objectives, financial situation or means. The content of this document is not to be construed as a recommendation, solicitation or offer to buy or sell any 
security, financial product or instrument; or to participate in any particular trading strategy in any jurisdiction in which such an offer or solicitation, or trading strategy would be 
illegal. Nor does it constitute any legal, tax, accounting or investment advice of services regarding the suitability or profitability of any security or investment. Although the 
information contained in this Investment Advisory Report has been obtained from third-party sources believed to be reliable, PMA cannot guarantee the accuracy or 
completeness of such information. It is understood that PMA is not responsible for any errors or omissions in the content in this document and the information is being provided 
to you on an “as is” basis without warranties or representations of any kind.  

 
 Securities, public finance services and institutional brokerage services are offered through PMA Securities, Inc. PMA Securities, Inc. is a broker-dealer and municipal advisor 

registered with the SEC and MSRB, and is a member of FINRA and SIPC. Prudent Man Advisors, Inc., an SEC registered investment adviser, provides investment advisory 
services to local government investment pools. All other products and services are provided by PMA Financial Network, Inc. PMA Financial Network, Inc., PMA Securities, Inc. 
and Prudent Man Advisors (collectively “PMA”) are under common ownership. 

 
 Securities and public finance services offered through PMA Securities, Inc. are available in CA, CO, FL, GA, IL, IN, IA, KS, MI , MN , MO , NE, OH, OK, PA, SD, TX and WI. This 

document is not an offer of services available in any state other than those listed above, has been prepared for informational and educational purposes and does not constitute a 
solicitation to purchase or sell securities, which may be done only after client suitability is reviewed and determined. All investments mentioned herein may have varying levels of 
risk, and may not be suitable for every investor. PMA and its employees do not offer tax or legal advice. Individuals and organizations should consult with their own tax and/or 
legal advisors before making any tax or legal related investment decisions. Additional information is available upon request. 
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