
5-YEAR FORWARD INFLATION EXPECTATION -  

The expected inflation rate implied from Treasury bond 

indicators provide a relatively normal outlook at around 2%. 

MARKET OVERVIEW

Market Description Index 3 Months YTD 1 Year 3 Years* 5 Years*

General Stock Market S&P 500 3.43% 2.65% 14.37% 11.93% 13.42%

Large Company Value Russell 1000 Value 1.18% -1.69% 6.77% 8.26% 10.34%

Large Company Growth Russell 1000 Growth 5.76% 7.25% 22.51% 14.98% 16.36%

Small Companies Russell 2000 7.75% 7.66% 17.57% 10.96% 12.46%

International Stocks Morgan Stanley EAFE (USD net) -1.24% -2.75% 6.84% 4.90% 6.44%

General Bond Market Barclays Aggregate -0.16% -1.62% -0.40% 1.72% 2.27%

ECONOMIC OVERVIEW Statistic

  Most    

Recent*

    3-month      

Prior

  3-month 

Change

 12-month 

Prior

12-month 

Change

Long-term Rates 10-year Treasury Yield 2.85% 2.74% 4.01% 2.31% 23.38%

Short-term Rates Effective Fed Funds Rate 1.91% 1.67% 14.37% 1.06% 80.19%

Consumer Inflation Consumer Price Index 251.588 246.669 1.99% 243.603 3.28%

Wage Growth Average Hourly Earnings 26.98 26.80 0.67% 26.26 2.74%

Job Growth Total Non-farm Payrolls 149,980 147,384 1.76% 147,578 1.63%

Average Workweek Hours Avg. Weekly Work Hours 34.5 34.5 0.00% 34.4 0.29%

Economic Output Gross Domestic Product 19,960 19,754 1.04% 19,058 4.74%
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Economic data is the most recent available as of date of publication. Data is from sources believed to be reliable but is not guaranteed and is subject to 

revision without notice.  Data is provided for your analysis and used at your own risk.  Market returns greater than 1 year are annualized.  Timberline 
provides information herein for informational purposes only and should not be considered an investment recommendation.         
 

 

 

 

 

 

FEDERAL GOVERNMENT TAX RECEIPTS (Seasonally 

adjusted, quarterly, 5 years) – 1q18 shows the impact of tax 

cuts.  Receipts are now close to levels 3 years ago but above 

levels 5 years ago. 

CREDIT SPREADS – With trade issues in the wind, investors 
are asking for additional yield on corporate debt but not near a 

level that implies a major problem lies ahead.  

 

 

Data sources:  Frank Russell, Ishares, St. Louis Federal 

Reserve, MSCI 

 



     

 

2q18 contained some lingering themes.  General bond market returns were slightly negative as interest rates moved a bit 

higher.  Domestic equities saw strength in small-cap and technology companies.  Also rolling into the period were negative 

international returns due greatly to trade war concerns. A robust domestic economy persisted with almost all indicators 

pointing to strength and optimism.  Perhaps this is greatly illustrated in an abundance of job openings, an unemployment rate 

below 4%, projections of GDP growth that may exceed 4%, and a just-completed and very clean report on banking conditions.    
 

Though a bit higher, long-term interest rates have not climbed in a way consistent with current economic strength and Fed 

policy that is not only raising short-term rates, but also selling bonds into the market.  An indicator with historic relevance is 

the “yield curve” where a wide difference in higher long-term rates verses short-term rates usually points toward a strong 

economic outlook.  The Fed has gradually raised short-term rates but long-term rates have acted, very roughly, with a cap at 

around 3% and finished the quarter at 2.85%. This flatter yield-curve has some investors worried that economic strength may 

not be as sustainable as many now think.  On the other hand, low global rates are making U.S. Treasuries an attractive home 

for global capital.  Japan 10-year rates remain close to 0% while Germany remains around .4%.  As the U.S. remains attractive, 

fund flows may keep U.S. long-term rates in check which potentially weakens the strength of yield-curve analysis as a leading 

indicator.  This also illustrates a source of potential volatility if foreign central banks start pushing rates higher.   
 

Another interesting item is wage growth that has remained just above 2.5% despite job growth.  A world of automation, 

globalization, and retiring workers appear to be keeping wage growth tame but it remains an important factor to watch.  

Accelerating wage growth could have inflationary implications and pressure for the Fed to accelerate short-term rate 

increases.  On the other hand, factors previously mentioned lead me to believe this is a moderate issue at this time.  In 

addition to this, Fed increases already have short-term rates close to expected inflation so we are not far from the goal of 

normalization.  A more important threat lies in current trade arrangements and the threat of a trade war.  This is tough to call 

but the following table (source: census.gov) points to some sizable and persistent imbalances that have reason to be 

addressed.  Domestic economic strength offers the ability to engage in the issue from a position of strength but does not 

eliminate adverse consequences.  I believe self-interests will eventually lead to both settlement and improvement in trade 

arrangements.  With that, it is my thought that there could be some difficult moments but that economic and earnings 

outlooks remain favorable for long-term investors. 
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