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Economic and Market Commentary 
Economic Overview  
The current U.S. economic expansion is still rolling along and represents 
the second longest span of uninterrupted growth in history.  First 
quarter gross domestic product (GDP) grew at a 2.0 percent annualized 
pace following a 2.9 percent gain during the fourth quarter.  Underlying 
data showed positive contributions largely from business investment 
and consumer spending, aided by exports, government spending and 
inventory investments.  Projections show stronger growth in the near 
term, but intermediate and long term growth prospects remain 
challenged despite the positive effects of the 2017 tax act.  The 
Congressional Budget Office projections show 3.3% annual growth in 
2018, and then back below 2.0% by 2020.   Where will the growth 
come from?  Business investment will be needed as we expect 
residential investment to naturally decline as the pace of the housing 
market naturally fades.  Government spending will also be challenged 
due to fiscal constraints.  

Throughout the current expansion, consumer spending remains the 
primary driver of growth.  Over the past two years, personal 
consumption has contributed 77 percent of all GDP growth.  Strong 
consumer confidence, extended periods of low interest rates along 
with easing credit standards have helped fuel personal consumption.  
As a result, household debt is rising once again, driven primarily by 
growth in student loans, credit card debt and auto loans.  While 
household debt service coverage remains relatively low, the cost of 
servicing this debt may become more expensive if rates continue to 
move higher.  These factors could present a challenge to consumption 
and offset some of the benefits of the tax change.  

 

 

 

Our outlook for inflation shows a slight uptick, but nothing significant at 
this point. The ISM indices for the services and manufacturing sectors 
are showing an increase in activity which could lead to potential prices 
pressures in the near term.  

The Labor market remains strong.  The economy added 213K jobs in 
June, marking the longest stretch of positive payroll growth in history.  
The unemployment rate rose slightly to 4.0 percent; the first increase 
this year following a record low of 3.8 percent.  Average hourly 
earnings rose 2.7 percent year-over-year from 2.6 percent back in 
April, signaling some degree of wage pressure.  The tight labor market 
and strengthening business activity could lead to some upward 
pressure on overall inflation.  

Looking ahead, for the remainder of 2018, we expect the U.S. economy 
to continue to grow at a steady pace supported by tax cuts, a strong 
labor market, increased government spending, and slightly higher than 
trend inflation.  Primary risks to our outlook include geopolitical risks 
and fears of rising protectionism which may result in global trade wars.  



US Economy: Still Rolling    

Source:  Bloomberg 

GDP Growth 
• 1Q 2018:  2.0%; 2Q 2018 Forecast: 3.3% 

• Projections: 

Corporate Profits & Leverage   
• Strong earnings continue 

• Slight increase in leverage 

• Investment grade corporates offer 
relative value vs. alternatives. 

• Continue to invest in high quality 
corporate credit 
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U.S. Corporate Profits and Leverage 

Corporate Profits (LHS) S&P 500 Leverage (RHS)

*Congressional Budget Office 

2018 2019 2020 

 PMA 2.5% N/A N/A 

 Federal 
 Reserve 2.7% 2.4% 2.0% 

 Bloomberg 2.9% 2.4% 1.9% 

 CBO* 3.3% 2.4% 1.8% 
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• Household finances 
remain healthy  

• Total household debt 
growing 

• Debt Service Ratio remains 
low 

• Cost of servicing debt 
rising  

• Strong consumer balance 
sheet should support 
spending 

• Is this trend sustainable? 
 

Source:  Bloomberg 

Consumer is Key     
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• Federal spending on interest payments likely to increase due to balance and rate 
• Federal borrowing reduces total saving  
• Less flexibility in future to use tax and spending policies to respond to unexpected 

challenges 
• Probability of a fiscal crisis in the U.S. has increased 

Federal Debt    



 
• Monthly job gains averaging 

214K in 2018 vs. 182K in 
2017 

• Unemployment rate at  4.0% 
in June; uptick from a record 
low of 3.8 percent 

• Labor Participation rate 
steady at 62.9%  

• Strong labor market has 
implications for inflation 

 

 

Strong Labor Market    
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U.S. Unemployment Rate and Wage Growth  

Unemployment Rate (U-3) US Avg Hourly Wage Growth

50-yr. average: 6.2 % 
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Source:  Bloomberg 



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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