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Economic Overview  
The current U.S. economic expansion represents the third longest expansion 
since 1900.  For the year 2017, economic activity is on pace to surpass the 
current expansion average growth of about 2.2% per year.  Third quarter 
gross domestic product grew at a 3.3% annualized rate following a 3.1% gain 
during the second quarter.  The strong number was a surprise to the markets 
following localized slowdowns caused by major storms in Texas and Florida.  
Underlying data showed positive contributions from consumer spending, 
inventory investment, business investment, state and local government 
spending, and exports.  Business spending has been a key driver of growth in 
the last two quarters; primarily supported by accommodative financial 
conditions and positive business sentiment.  Growth detractors included 
housing investment and imports.  Thus far, a combination of economic and 
market based indicators suggest that economic activity in the U.S will likely 
be sustained around current levels in 2018.  A few potential boosts to 
economic growth in the next few years could come from fiscal policy and a 
strengthening global economy.  While the potential economic impact of tax 
reform is highly uncertain, we anticipate an increase in short-term economic 
growth albeit with higher budget deficits in the long-run.  

Leading U.S. economic indicators continue to support stable domestic 
growth in the year ahead. Overall improvements include increased business 
and consumer confidence, a tightening labor market, and a stronger 
manufacturing sector.  Housing market indicators and consumer credit 
remain below trend but show positive momentum.  The December jobs 
report showed the economy added 148,000 jobs.  Sectors that contributed 
positively to the jobs report include health care and construction.  The 
unemployment rate remained at 4.1%, the lowest in 17 years and well below 
the long term average of 6.2%.  The labor force participation rate of 62.7% 
remains stubbornly steady and is in line with readings over the past  three  

 

 

 

 

 

years.  As long as job creation continues to exceed the flow of new entrants 
to the labor market (80,000 to 100,000 jobs a month), the unemployment 
rate is likely to remain low.  

Inflation remained well contained once again in 2017.  While deflationary 
forces have remained persistent since the financial crisis, we do see inflation 
pressures building somewhat in the year ahead.  In December, the year-
over-year headline Consumer Price Index (CPI) grew by 2.1% spurred by 
higher shelter and food costs. Headline CPI in 2017 matched the increase in 
2016.  Core CPI (excluding food and energy) rose to 1.8% in December on a 
monthly increase of 0.3%. The Core Personal Consumption Expenditure (PCE) 
index, the Fed’s preferred gauge of inflation, came in at 1.5% for November, 
well below the Fed’s 2% target.  In the near term, we expect to see a slight 
pick-up in wage and price inflation, supported by tighter labor markets and 
overall global growth.  

Despite mixed inflation data, the Federal Open Market Committee (FOMC) 
raised the target range for the Feds Funds rate by 0.25% to a range of 1.25% 
to 1.50% on December 13th.  In their meeting statement, they cited solid 
economic growth, driven by job gains and a continued drop in the 
unemployment rate despite hurricane related disruptions.  The Fed currently 
forecasts three hikes in 2018, a more rapid pace than what the bond market 
currently anticipates.  While economic fundamentals will ultimately 
determine the pace of tightening, moving the Fed Funds target range above 
2% could prove problematic for the economy and the markets. 

Overall, we expect the U.S economy to continue experiencing modest 
economic growth with full employment and slightly higher inflation in 2018.  
Primary risks to our outlook include geopolitical concerns, policy uncertainty 
and market cycle considerations. 

 

 



 
• Tighter Monetary Policy 
• US Tax Reform Impact 
• Changing Inflation Expectations 
• Corporate Credit Cycle 
• Geo Political Risks 

Economic Projections 2018 
US Real GDP 2.50% 
US Headline CPI 2.25% 
US Unemployment Rate 4.30% 

RESEARCH FUNDAMENTALS 



Economic Outlook    

Source:  Bloomberg 

Source:  Bloomberg 

Annual GDP Growth 
• Full year 2016: 1.5%  

• 2017 Forecast:  2.3% 

• Long term growth expected to remain 
below 3% long-term average   

• Business and consumer spending 
remain the primary source of growth in 
2017  

Quarterly GDP Growth   
• Q3 2017  3.2% vs. 3.1% prior quarter 

• Q4 2017 Forecast:  2.7% 

• Improved business investment , 
consumer spending, state & local 
government spending, and exports  

• Weaker housing investment and 
imports 

• Focus will be on impact from pro-
growth tax reform 
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• Healthy labor market  

• U.S. economy at full employment 

• Monthly job gains strong in 2017, 
but below 2016 levels 

• Unemployment rate of 4.1% in 
December; 17-year low 

• Core PCE at 1.5% YOY, bringing 
inflation below Fed target 

• Economic fundamentals will 
determine pace of future Fed 
hikes  

Source:  Bloomberg 

Source:  Bloomberg 
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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% 

50-yr average: 4.2% 
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Healthy Economic 
Indicators    



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. 

 
 ©2017 Prudent Man Advisors, Inc. 
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