
 

Economic Update 
A Review of Third Quarter 2017 

Hurricane season has been particularly destructive so far this year, already marking down 2017 as one of 
the worst years on record. The big three storms as of this writing, Hurricane Harvey, Irma, and Maria, all 
have done significant damage to U.S. states and territories. Moody’s puts their combined U.S. property 
damage to be in the neighborhood of $200 billion. 

While Hurricane Harvey was worse than expected, Irma was not as bad, at least for the U.S. mainland. 
This is because the primary point of impact was in the Florida Keys and not Miami as originally feared. 
Fortunately, the state of Florida has a relatively well-funded Hurricane Catastrophe Fund in place for just 
such an event. The state will also receive financial help from the federal government. 

Florida’s tourism industry will probably not be affected much since Orlando survived relatively unscathed. 
But the agriculture industry took a more significant hit, with both citrus and sugarcane crops expected to 
be down 10 percent or more this year. 

In Texas, the refinery industry was hit particularly hard by Harvey. Twenty percent of the total U.S. 
refining capacity was initially knocked out by the storm, but much of that has already begun to come back 
online.   

In Puerto Rico, Hurricane Maria was particularly catastrophic for an island which was already in long-term 
economic decline after being in recession for the past decade. Power outages on the island are rampant 
and will likely last for months.  

U.S. Economy 

The U.S. economy has followed a similar pattern for most of the last seven years. GDP growth has 
generally been lackluster during the first three months of the year. This has been followed by a relatively 
strong rebound during the second three months. This year has been no exception. After just 1.4 percent 
annualized GDP growth during the first quarter, the final estimate for the second quarter of 2017 was 
recently revised up to 3.1 percent. For the third quarter, the Federal Reserve Bank of Atlanta projects that 
GDP growth will pull back slightly to just under 3.0 percent.  

Business sentiment remains high. The most recent Chicago Purchasing Managers Index came in at 65.2 
for September, which still remains close to the three-year high registered in June. Readings above 50.0 
predict economic expansion. 

Consumer sentiment remains strong as well. The University of Michigan Consumer Sentiment reading 
was 95.1 during September, a figure unchanged from three months ago. While that is below the 100.0 
level normalized in December 1964, it is still much higher than we have been for most of the past decade.  



  

The recent hurricanes have made it difficult to draw conclusions about the national employment situation. 
Job growth was negative in September but the unemployment rate dropped to 4.2 percent. Jobless 
claims are elevated but that may be temporary as the need to rebuild will soon put people back to work. 
There is also further uncertainty due to people having to wait until government offices are reopened in 
order to actually file claims. It will probably be at least a few weeks before we have a true sense of exactly 
where things stand.    

Annualized inflation registered 1.9 percent in August, just under the 2.0 percent that is targeted by the 
Fed. Overall, inflation has been fairly muted for the last 20 years. Of course, this has not affected all 
goods and services equally. While the cost of clothing has been flat and the cost of electronic goods such 
as televisions have actually declined during the last two decades, the cost of certain services, such as 
education and healthcare, are up over 100 percent during that time.     

International Economy 

The growth prospects for the European Union continue to look strong. Markit’s Euro Area manufacturing 
PMI survey reached 58.1 in September. In an ironic twist considering the recent dismal past, firms there 
are now said to be actually struggling to keep up with surprising demand. According to Markit, inflows of 
new orders are growing at the fastest rate over the last six years. Despite this recent growth, inflation 
remains subdued for now. Eurozone inflation recently undershot economists’ expectations, registering 1.5 
percent during September, which matches the reading from August. 

Recent German elections confirmed a fourth term for Angela Merkel as German chancellor, but her 
conservative bloc continues to faces challenges from the right. The four-year-old Alternative for 
Deutschland (AfD) party secured 13 percent of the vote, marking the first time in nearly six decades that 
an openly nationalist party will have parliamentary presence in the country.   

Asia appears to be relatively unaffected thus far by the increasing saber rattling coming out of both North 
Korea and the U.S. during the last few months. Stock market returns and manufacturing PMI surveys 
have both been holding up well during that time. Unfortunately, as China has been pulling back their 
economic support of North Korea due to U.S. demands, Russia appears to be quietly filling the gap. A 
Russian company has just recently begun routing North Korean internet traffic and trade between the two 
countries doubled to $31.4 million during the first quarter of 2017. 

In the Middle East, Saudi Arabia continues to struggle with low crude oil prices and the resulting painful 
economic reforms. Recent figures show GDP there shrank by 2.3 percent in the second quarter following 
a contraction of 3.7 percent during the first three months of 2017. The country has now posted budget 
shortfalls of more than $200 billion over the last three years, and the Saudi government has been trying to 
take steps in order to stem the tide. Meanwhile the IMF is urging them to slow this destabilizing austerity, 
arguing that the country could safely delay balancing their budget until at least 2022 if they desired.   

Markets 

Equity markets continued their strong performance this past quarter. In fact, the S&P 500, Russell 2000, 
and NASDAQ all closed at record highs on Sept. 30. Altogether, large companies in the U.S., as 
represented by the S&P 500 Index, gained 4.48 for the last three months and are now up 14.24 percent 
year-to-date. Developed international equity markets performed even better, as they were up 5.40 
percent for the quarter and 19.96 for the year, as represented by the MSCI EAFE Index.  



  

Emerging markets also continued their run for the year thus far. During the third quarter of 2017, the 
MSCI Emerging Markets Index was up 7.89 percent and is now up a total of 27.78 percent during the last 
nine months. Alternatives such as commodities and real estate did not fare as well, however. The DJ 
UBS Commodity Index gained 2.52 percent while the Wilshire REIT Index was up 0.61. For the year, the 
two asset classes are down 2.87 percent and up 2.44 percent respectively. 

Bonds trended down in September after starting the quarter strong. The downtrend is likely due to the 
Fed’s recent announcement to begin winding down their Quantitative Easing-related asset purchases 
later this month. Still, bonds finished the quarter with slight gains overall. The Barclays U.S. Aggregate 
Bond Index gained 0.85 percent during the previous three months and is now up 3.14 percent year-to-
date. The Barclays U.S. Inflation-Linked Bond Index gained 0.86 percent for the last three months and is 
now up 1.72 percent for the year. Global bonds, as measured by the Barclays Global Aggregate Bond 
Index, also continued to eke out small gains, earning 0.78 percent for the quarter. The index is now up 
2.22 percent for the year thus far. 

Source: Morningstar. Past performance does not guarantee future results. An investment cannot be made directly in an index.  

(Refer to the end for index definitions.) 
 

  

Quarter-to-
Date Year-to-Date 1-Year 3-Year 5-Year

T-Bills 0.22 0.37 0.55 0.25 0.17
Barclays US Agg Bond Index 0.85 3.14 0.07 2.71 2.06
Barclays Global Agg Bond Index 0.78 2.22 -0.17 3.13 3.07
Barclays US Infl Linked Bond

Index 0.86 1.72 -0.73 1.62 0.02

S&P 500 Index 4.48 14.24 18.61 10.81 14.22
MSCI EAFE Index 5.40 19.96 19.10 5.04 8.38
MSCI Emerging Markets Index 7.89 27.78 22.46 4.90 3.99
DJ UBS Commodity Index 2.52 -2.87 -0.29 -10.41 -10.47
Wilshire REIT Index 0.61 2.44 0.10 9.65 9.51
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Outlook   

Geopolitical posturing and natural disasters aside, the world economy appears to be in pretty good 
shape. Market gains so far this year might have made some valuations a little stretched, but it is not too 
difficult to see a path to continued gains. In the U.S., for instance, tax reform could have a substantial 
effect on corporate profitability if it is enacted. And if the current growth trends continue overseas, that 
would likely result in further international stock market gains as well. 
 
Interest rates bear close watching now that the Fed has begun the process of unwinding its balance 
sheet. Just as Quantitative Easing was unprecedented, so too is the act of winding down the resulting 
asset purchases since it is still unclear exactly what unintended effect the entire game has had on our 
economy. Still, the plan to wind down over ten years is so gradual that Fed Chairwoman Janet Yellen 
might be correct that watching the unwinding will so boring that it will be like “watching paint dry.” Let’s 
hope that is true.       
 
 
 

Barclays US Aggregate Bond Index: The Aggregate Bond Index is a broad-based benchmark that measures the investment grade, dollar-
denominated, fixed-rate taxable-bond market, including Treasuries, government-related and corporate securities, MBS (agency fixed-rate 
and hybrid ARM pass-throughs), ABS and CMBS. The Aggregate rolls up into other Barclays Capital flagship indices such as the multi-
currency Global Aggregate Index and the Universal Index, which includes high-yield and emerging markets debt. The Aggregate Index was 
created in 1986, with index history backfilled to Jan. 1, 1976. 

Barclays Global Aggregate Bond Index: The Global Aggregate Index provides a broad-based measure of the global investment grade 
fixed-rate debt markets. The Global Aggregate Index contains three major components: the Aggregate (USD 300mn), the Pan-European 
Aggregate (EUR 300mn) and the Asian-Pacific Aggregate Index (JPY 35bn). In addition to securities from these three benchmarks (94.0 
percent of the overall Global Aggregate market value as of Dec. 31, 2010), the Global Aggregate Index includes Global Treasury, Eurodollar 
(USD 300mn), Euro-Yen (JPY 25bn), Canadian (USD 300mn equivalent) and Investment Grade 144A (USD 300mn) index-eligible securities 
not already in the three regional aggregate indices. The Global Aggregate Index family includes a wide range of standard and customized 
subindices by liquidity constraint, sector, quality and maturity. A component of the Multiverse Index, the Global Aggregate Index was created 
in 1999, with index history backfilled to Jan. 1, 1990. 

Barclays Global Inflation-Linked Index: The Global Inflation-Linked Index (Series-L) includes securities that offer the potential for 
protection against inflation as their cash f lows are linked to an underlying inflation index. All securities included in the index have to be issued 
by an investment-grade-rated sovereign in its local currency. The list of eligible currencies is the same set of currencies eligible for inclusion 
in the Global Aggregate Index. The Global Inflation-Linked Index (Series-L) represents a stand-alone multi-currency index exposed to the 
real yield curve for each relevant currency. As such, the index does not contribute to the Global Aggregate Index. The Global Inflation-Linked 
Index (Series-L) was created on Oct. 31, 1997. 

S&P 500® Index: A market capitalization-weighted index of 500 widely held stocks often used as a proxy for the stock market. It measures 
the movement of the largest issues. Standard & Poor's chooses the member companies for the 500 based on market size, liquidity and 
industry group representation. Included are the stocks of industrial, financial, utility and transportation companies. Since mid-1989, this 
composition has been more flexible and the number of issues in each sector has varied. The returns presented for the S&P 500 are total 
returns, including the reinvestment of dividends each month. 

MSCI EAFE Index: The MSCI EAFE® Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization index that is 
designed to measure developed-market equity performance, excluding the U.S. and Canada. As of April 2002, the MSCI EAFE Index 
consisted of the following 21 developed market country indices: Australia, Austria, Belgium, Denmark, Finland, France, Germany, Greece, 
Hong Kong, Ireland, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland and the United 
Kingdom. 

MSCI Emerging Markets Index: The MSCI EMF (Emerging Markets Free) Index is a free float-adjusted market capitalization index that is 
designed to measure equity market performance in the global emerging markets. As of April 2002, the MSCI EMF Index consisted of the 
following 26 emerging-market country indices: Argentina, Brazil, Chile, China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, 



  

Israel, Jordan, Korea, Malaysia, Mexico, Morocco, Pakistan, Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, Turkey and 
Venezuela. 

DJ UBS Commodity Index: Dow Jones-UBS Commodity Index℠ and Dow Jones-UBS Commodity Index Total Return℠ The DJ-UBSCI℠ 
family includes both the DJ-UBSCI℠, which is calculated on an excess-return basis, and the DJ-UBSCITR℠, a total return index based on the 
DJ-UBSCI℠. The former reflects the return of underlying commodity futures price movements only, while the latter reflects the return on fully 
collateralized positions in the underlying commodity futures. 

Wilshire US REIT Index: Introduced in 1991, the Wilshire REIT index is intended as a broad measure of the performance of publicly traded 
real estate equity securities. The index is market-capitalization weighted of publicly traded real estate securities, such as Real Estate 
Investment Trusts (REIT), Real Estate Operating Companies (REOC) and partnerships. The index is composed of companies whose 
charters are the equity ownership and operation of commercial real estate. 


