
Website Update: 4/12/2018 

Website Section: Economic Update 

 

ECONOMIC UPDATE 

 

1st Quarter Review – Outlook 

 
The return of volatility across global financial markets, the first negative quarter for the S&P 500 Index since late 2015 and 
what may have been the end of the multi-decade downtrend in the 10-year U.S. Treasury yields were among the notable 
developments unfolding during the first quarter. A strong start to the year for global equity markets gave way to weakness 
mid-quarter amid growing concerns over higher interest rates, a potential trade war, turnover in the Trump Administration 
and the potential for greater regulatory scrutiny facing the technology sector. Equity-market volatility during the first 
quarter was much higher than it was through all of 2017 with major U.S. indices finally seeing a slide of more than 3% 
from a high.* This is something that had not happened since before the 2016 elections. Meanwhile, U.S. interest rates hit 
their highest levels in years as we saw a modest pickup in inflationary pressures, another interest rate increase from the 
Federal Reserve and the continuation of synchronized global economic growth.  
 
While financial markets conveyed growing investor uneasiness, the fundamental backdrop for stocks and other risk assets 
remained quite positive in our view. The U.S. and global economies continued to show signs of solid growth. Global 
manufacturing activity gauges were still quite healthy, though off their highs. And the Federal Reserve remained 
committed to its gradual pace of interest rate increases, though the market was still somewhat unconvinced that we will 
see two or more rate hikes over the remainder of the year.  
 
Meanwhile, the U.S. labor market continued to be a bright spot for the U.S. economy with the unemployment rate nearing 
4.0% and weekly jobless claims hovering near 50-year lows.* These figures indicate a very robust and tight labor market, 
leaving market participants somewhat worried about wage pressures potentially leading to higher inflation and a more 
aggressive path of interest rate hikes from the Fed. Elsewhere, the U.S. housing market provided mixed signals as supply 
constraints and weather influenced some of the weaker-than-expected data seen during the quarter. Despite the mixed 
readings, the housing market remained in a healthy uptrend. Higher mortgage rates and higher housing prices may mean 
slower housing activity over the second half of the year, however. Consumer spending was a little disappointing, but 
consumer and business confidence readings were still close to 15-year highs at quarter end, suggesting to us that spending 
could pick up in the months ahead. 
 
While we are probably in the late stages of the current economic expansion, we still believe there is more room for it to 
run and that it has a fair chance of becoming the longest one in history. We do not believe the return of volatility and the 
weak showing for equity markets during the quarter point to the end of the current bull market. Nor do we view it as a 
sign that the economic expansion, which is entering its 106th month as the second quarter began, is coming to an end. 
Instead, we see the mid-to-late-quarter weakness as a long overdue correction that could serve to extend the current bull 
market, which entered its 10th year in March.  
 
Risks of an economic slowdown may rise over the second half of the year, but our indicators continue to point to a low 
risk of a recession unfolding this year. Tax reform and the potential for fiscal stimulus could mean growth is more likely to 
pickup in 2018. Meanwhile, we do not see inflation rising to concerning levels. We think solid economic growth and 
modest inflation will continue to provide a positive backdrop for risk assets, even though 2019 may see slower economic 
growth. With the 10-year Treasury yield nearly hitting 3% during the quarter, it broke out of a downtrend that had been 
in place since the early 1980s. Some have wondered if it is the end of the bond bull market or just another head fake. We 
think there is a good chance we will see interest rates move higher, but they are likely to remain below long-term averages. 
It still may be too early to declare the bottom in interest rates. 
 
As for equity markets, the recent selloff has left equity valuations at more attractive levels relative to a year ago. In the 
U.S., some key valuation metrics were close to their 25-year averages as the quarter came to an end. This is at a time when 
growth appears poised to pick up. Analysts expect year-over-year earnings growth of 17% in the first quarter. For all of 



2018, the consensus estimates suggest growth could come close to 30% year-over-year. This is a marked improvement 
over 2017 and not something that suggests to us stocks are in the early stages of rolling over.  
 
While we think the environment remains positive for risk assets, we do not necessarily expect U.S. equities to post higher 
returns than they did in 2017. We expect to see higher volatility with the key risks facing the economy and risk assets 
being a faster pace of interest rate increases from the Fed, the potential for earnings disappointment and the possibility 
of a lasting trade war. We do not see the current trade disputes and talk of tariffs resulting in an all-out trade war. Longer 
term, there is the risk of a central bank policy error and the world economy still faces some key challenges that include 
high levels of debt, rising U.S. deficits and aging demographics, namely in the developed world. 
 
In summary, we continue to hold a constructive view on the global economy and equities over the near term but are on 
the lookout for a potential shift in the favorable economic environment.  
 
Brett Lapierre, CFA® 
Senior Investment Strategist 
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This commentary is limited to the dissemination of general information pertaining to Kummer Financial Strategies, LLC’s (KFS)  investment advisory services and general 
economic market conditions. These views represent a synopsis from the analyst’s reviews for the quarter cited herein. The information contained herein is not intended 

to be personal, legal, investment or tax advice or a solicitation to buy or sell any security, engage in a particular investment strategy, or to predict or depict performance 

of any investment. These views are subject to change after the date posted considering subsequent developments. Investing in fixed income securities involves credit and 

interest rate risk. When interest rates rise, bond prices generally fall and a Fund’s share price can fall.  Investing in foreign securities involves additional expenses and 

special risks including potential loss of principal. Past performance is not indicative of future results.  
 

*Performance statistics come from Morningstar Direct, represent total returns in U.S. dollar terms net of foreign taxes where applicable with the following indices. Large-

cap stocks: S&P 500 Index, Small-cap stocks: Russell 2000 Index, Developed International: MSCI EAFE Index, Emerging Markets: MSCI Emerging Market Index, 

Short-term U.S. Treasuries: Bloomberg Barclays Treasury 1-3 Year Index, Long-term U.S. Treasuries: Bloomberg Barclays Treasury Long Index, Investment-grade 

bonds: Bloomberg Barclays U.S. Corporate Investment Grade Index, High Yield: Bloomberg Barclays U.S. Corporate High Yield Index, Real-Estate Investment Trust: 
FTSE NAREIT All REITS Index, and Commodities: S&P GSCI.   
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