
 
 
 
 
Fundamental Shift for the Global Markets and Economies                                     First Quarter 2018 
                  
The markets rallied strongly over the last year and continued into January 2018 on President Trump’s 
tax reform. Beginning in February, the markets have been selling off due to proposed tariffs, as well as 
investors around the world adapting to central banks’ proposed policies that would withdraw monetary 
stimulus. This incentive has been in place since mid-2009.  
 
 

 

 
 
At the peak of the market on January 30, the price/earnings ratio (P/E ratio) of the S&P 500* Index was 
at a lofty level of 18.5. With the recent drop in the market, the P/E ended the quarter at 16.4. The  
25-year average is 16.1. The drop in equity prices was a factor, although the strong reported corporate 
earnings helped significantly. For the first three months of the new year, firms in the S&P 500 are 
forecast to report earnings growth of 18%. Even if economic growth moderates over the coming 
quarters, which is unlikely, we might experience what has historically been a favorable time to invest 
based on the premises that the economy is neither too strong to flame hyperinflation nor too weak for 
an imminent recession. The slide below shows the P/E ratio of the S&P 500 since 1990. 
 
 
 
 
 
 



 
 
 
 
 

 
 

Inflation:  One of the main drivers of inflation is demand versus supply. When demand for a good or 
service increases more than the supply, sellers increase prices. Inflation has stayed relatively low for 
quite some time, driven by low interest rates. As interest rates rise, the expectation is for prices to rise 
as well. The Federal Reserve sets an inflation target, currently at 2.0%, which is measured by the core 
inflation rate. The core rate removes the effect of seasonal food and energy cost increases. Inflation 
remains in check at this point. However, it is likely we will see upward pressure for several reasons: 
 

 The Federal Reserve is on schedule to raise rates two or three more times in 2018. 

 We have seen a strong rise in the price of oil, which is up 22% for the year. You may have 
noticed prices climbing at the pump, which is likely to continue into the summer months.  

 The dollar has been declining, which makes foreign goods more expensive. This could translate 
into increased prices of goods. 

 Wage increases in recent years have been moderate. Wages and consumer prices, which rose in 
their initial January reports, were revised lower in March. We typically do not see wages drive 
inflation without active labor unions. 

 Expectation of inflation causes workers to demand higher wages, and companies in turn raise 
their prices.  
 

 



 
 
 
 
Inflation, as measured by the Consumer Price Index (CPI), has been well below the historical average as 
depicted in the chart below. 
 
 
 

  
 

The Federal Reserve and Interest Rates: As anticipated, newly elected Federal Reserve Chairman Jerome 

Powell raised the prime rate 0.25% on March 22, 2018.  Thus, the prime lending rate now stands at 

4.75%.  The 10-year Treasury bond closed at the end of 2017 yielding at 2.40%.  As of March 30, 2018, 

the 10-year Treasury was yielding at 2.74%.  This is an increase of 0.34% for the quarter, the largest 

increase in a quarter since December 2016, according to the Wall Street Journal. As yields rise, bond 

prices typically move lower. 

The yield curve in the chart below indicates interest rates of U.S. Treasury bonds with differing maturity 

dates (e.g., one year, five years, 10 years and 30 years). The shape of the curve indicates that longer-

term debt has a higher interest rate than shorter-term debt, which is generally associated with a period 

of economic expansion. However, this curve has been flattening recently, which may indicate 

uncertainty or changes in current economic conditions, contributing to the recent stock market 

volatility. 

 



 

 

 

We do not anticipate that the Federal Reserve will raise interest rates during the second quarter of 2018 

due to the recent increase in rates and the lack of visibility of inflation. 

Global Momentum Shows Continued Strength. Global growth continues to run at a strong pace with 

almost all major economies doing well. In the chart below, the December Global Purchasing Managers’ 

Index ended at 54.5, down 1.1 from December 31, 2017. A level of 50 marks the difference between 

accelerating and decelerating growth. So, numbers above 50 indicate an expanding manufacturing 

sector and vice versa. Across the world, economies are booming. You can clearly see the global financial 

crisis on the left of the chart in 2008 and the Eurozone issues in 2012.  

 

 

 

 

 

 



 

 

 

 

The first quarter of 2018 was merely an interruption in the synchronized global economic expansion, 
which began to take hold in the later part of 2017. We still believe that the economic backdrop remains 
quite positive. In fact, the Conference Board's Leading Economic Indicator, an index intended to 
measure future U.S. business trends, continued to improve in March for the sixth consecutive month. 
While the index's rise for March was slower than the previous six months, the underlying factors 
comprising the index continue to exhibit solid growth for the U.S. economy in the foreseeable future.  

 
Moving Forward: There are still signs that our economy is expanding, rather than contracting. Near-
term recession risk appears to be limited. Even amidst a true global expansion, the United States is still 
one of the highest-quality markets for investment. As we continue to invest for the long-term, here are a 
few of the themes we are watching closely that affect markets: 
 

- Consumer spending: personal consumption is responsible for 70% of U.S. Gross Domestic 
Product and is essential to our financial system. Job growth is an important factor in overall 
consumer spending. Recently we have seen a surge in better-paying jobs in manufacturing and 
construction, as well as overall reductions in unemployment.  Manufacturing and durable goods 
orders (cars, washing machines, consumer electronics) continue to rise, which generates a 
favorable economic climate. 
 
 
 



 
 
 
 

- Inflation: muted inflation can incentivize both personal and business investment, especially as 
the costs of borrowing and debt continue to remain at historic lows. 
 

- Corporate earnings growth: a majority of companies continue to report strong and sustainable 
increases in profits, earnings, and cash flow, indicating economic strength and tailwinds brought 
on by the recent corporate tax cuts.  
 

- Housing market: a strong housing market tends to coincide with a boost in consumer 
confidence. We see this effect in consumer spending and growth in building activity. However, 
rising prices are a mixed bag, benefitting existing homeowners while potentially discouraging 
first-time buyers.  
  

College Planning 
 

Many of our clients are drawing close to college season, accompanied by the anxiety that often comes 

with it. The excitement of an acceptance letter to a top-tier school leads to questions about how best to 

pay for it, or even guilt about not planning enough. It is no surprise that the cost of college has outpaced 

inflation and, as a consequence, national student debt is now more than $1.4 trillion. Please consult 

with your advisor to discuss your individual circumstances, but here is a brief overview of some items to 

consider when looking forward to the college years and beyond. 

FAFSA. Always complete the Free Application for Federal Student Aid (FAFSA). This application process 

can begin as early as October 1 for the next school year and will use financial information from the 

tax/calendar year from two years prior. This means 2016 tax information is used for 2018-2019 

calculations.   

Completing the FAFSA helps to determine the expected family contribution or EFC. This is an important 

number used to determine the minimum amount that the student is expected to contribute toward one 

year of college education, which in turn calculates their eligibility for federal student aid. The formula is 

relatively complex but focuses primarily on the assets and income of the student and parents, size of the 

family and number of children in college each year. Student assets are given heavier weighting (between 

20-25%) than parent assets (about 5%). Up to 50% of a student’s income is included, in comparison to 

47% of parents’ incomes. 

Since assets and income in the student’s name generally affect the EFC calculation more than their 

parents’, it is often advantageous to limit student income or utilize a 529 college savings plan, which is 

considered a parent asset for aid purposes. Grandparent-owned 529 plans are not included at all in the 

calculation, but distributions are treated as untaxed income and can still affect student aid. 

One additional item of note regarding 529 plans: historically, this type of account was used for tax-free 

growth and withdrawals when paying for qualified college expenses. The new tax legislation passed in 

late 2017 now allows for tax-free distributions of up to $10,000 per year to pay for K-12 tuition expenses 

at private schools. 

 



 

 

 

Timeline. Drafting an estimated family timeline is critical because it can show how the EFC number may 

change each year. The timeline should include ages of the parents and grades of the kids as they move 

toward college graduation. For families with multiple children in college at the same time, they may 

actually qualify for need-based aid in those years, despite not qualifying at the time when only one child 

was going to college. 

The timeline can also serve to determine additional cash flow needs for each year that the student(s) are 

in college. This can help with decisions like staying at home versus living on campus, as well as 

comparing options for tuition payment schedules. 

If federal aid, current income, savings and scholarships don’t cover college costs, loans may be used to 

make up the difference. For long-term planning purposes, determining a maximum student loan amount 

is critical. Some factors to consider: the starting salary in the chosen career, having the student take 

some of the debt burden to give them responsibility in the process and the type of loans available. 

Loans. Federal loans are issued directly by the federal government through the U.S. Department of 

Education. There are three categories of these loans. The most popular is a Stafford loan, which is either 

subsidized (interest is not charged while the student is in college) or unsubsidized (interest is assessed 

beginning when the funds are disbursed). The PLUS loan can be issued to students for graduate school 

or to parents to benefit their kids’ education. A Perkins loan is issued by the school, but is also a type of 

federal loan. 

Private loans, which are essentially everything else, might be issued directly by the school, an 

institutional lender or a commercial lender (e.g., Sallie Mae or SoFi). There are many options for this 

type of financing. Comparing different lenders, costs and loan products is extremely important.   

Sticker Price. The “top line” price of college is often irrelevant. Similar to shopping for a car, an informed 

consumer never expects to pay full price. According to a recent study by the National Association of 

College and University Business Officers, the average discount rate for first-time, full-time freshmen at 

private, non-profit colleges was 48.6% for the 2015-2016 school year. For example, if a private university 

is priced at $50,000 per year, the discounted out-of-pocket cost would be $25,700 per year after 

financial aid. The key is knowing how the financial aid policies work at each of the universities being 

considered. 

FINAL WORDS 

We have remained diligent to our asset allocation strategies in the midst of recent mind-bending market 
volatility. We believe that the year-end news headlines will affirm our current expectations for above-
average global economic output that naturally results in solid total returns for the fixed-income and 
stock markets. These include the real estate, energy and commodity sectors. 
 

 

 



 

 

 

On behalf of the entire team at Seamount Financial Group, we thank you for your continued trust and 

confidence in us. We will continue to work on your behalf to the best of our abilities and look forward to 

providing service for years to come.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: Financial Research Center Investment Newsletter, the Wall Street Journal, J.P. Morgan Guide to the Markets, March 31, 

2018, Institute for supply management, ThomsonOne & Barron’s. 

*The S&P 500 Index is an unmanaged index of 500 common stocks that is generally considered representative of the U.S. stock 

market. Performance of an index is not illustrative of any particular investment and performance figures quoted are historical. 

It is not possible to invest directly into an index. 

This material may contain an assessment of the market environment at a specific point in time.  It may also contain forward-

looking statements regarding future events or future financial conditions. Actual events or conditions may differ materially from 

those expressed in this material. These statements are based on our current beliefs or expectations and are subject to 

uncertainties and changes in circumstances, many of which are beyond our control. This information should not be relied upon 

by the readers as research or investment advice nor should it be construed as a recommendation to purchase or sell a security.  

Past performance is no guarantee of future results.  Investments will fluctuate and when redeemed may be worth more or less 

than when originally invested.  

 


