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Is Surging Growth the New “New Normal” ? 
 
For some time we at Clearwater Capital have argued that the U.S. economy 
could, and would, discredit the “new normal” perspective.  The “new 
normal” perspective declared that our country had entered into a prolonged 
period in which economic growth would not (in fact, could not) break above 
the disappointing levels of 1.5% or 2.0% per year.   
 
It was widely believed that the U.S. was simply stuck in neutral and that 
investors would have to accept significantly lower returns for years to come.  
Prominent economists such as Paul Krugman referred to this dismal state as 
“secular stagflation” and predicted a stock market crash from which we 
would never recover. 
 
It is true that the recovery which began in 2009 had been extraordinarily 
uneven and frustratingly slow – the most lackluster recovery in the modern 
post-war era. Over a nine year period consumers and businesses around the 
world were hesitant as economic activity appeared to follow a “start / stop” 
pattern every few months.  
 
Our economic thesis was quite different from the conventional wisdom that a 
asserted “new normal” had emerged.  We saw an economy stifled by bad 
policies, restrictive regulations, and a complete lack of confidence.  Never 
did we buy into the idea that the era of American innovation and ingenuity 
had passed, or that prosperity was beyond reach.  
 
In January 2017 we wrote: 
 

“The pace of economic growth will likely accelerate from the 
disappointing pace of the past seven years. Our expectation is for 
the U.S. economy to expand at a rate of 3.0% this year; rising to 
4% in 2018. Pro-growth policy initiatives initiated by newly 
elected President Trump and a Republican controlled congress 
should drive a significant paradigm shift for the U.S. economy.”  

 
While we did not quite reach a 3% rate of growth in 2017, economic activity 
has been accelerating and in July the U.S. Bureau of Economic Analysis 
announced that real gross domestic product increased at an annual rate of 
4.1 percent in the second quarter of 2018, representing the best pace of 
quarterly growth in 5 years.   
 
Some of those commentators holding the view that economic growth like this 
would never again be possible immediately advanced a series of silly 
“explanations” trying to knock the number down.  The most common of 
these pointed to a surge in exports designed to beat impending tariffs that 
gave economic growth a temporary boost. 

 

John E. Chapman 
· · · 

John is the Chief Executive 
Officer at Clearwater Capital 
Partners and serves as the firm’s 
Managing Partner.  With thirty 
four years of Wall Street 
experience, John directs all 
wealth management and advisory 
services for the firm.  He also 
serves as the firm’s Chief 
Investment Strategist and chairs 
the firm’s Investment Policy 
Committee. 

Private Client Letter 

Follow Us 

For the most up to date thoughts 
from Clearwater Capital 

Partners, be sure to follow us on 
social media 

Twitter: @ccpwealth 

LinkedIn (Click Here) 



 
Specifically, the focus was on 
soybean exports.  A closer look at 
the details of the GDP report, 
however, quickly shows that the 
naysayers are again wrong about the 
health of the U.S. economy.  The 
magnitude of changes in exports 
simply does not come close to that 
of the reported GDP growth.   
 
In inflation-adjusted dollars, 
annualized GDP grew by $361 billion, 
meaning a roughly $90 billion 
increase in the second quarter.  
Total annual exports of soybeans, on the other hand, run between $15 and $20 billion and the harvest comes 
after the second quarter.  As Forbes magazine observed: “There simply aren’t enough soybeans on hand in the 
U.S. to have been exported anywhere near enough volume to budge GDP noticeably in the second quarter.”    
 
What was real in the second quarter number was robust consumer and business spending.  Of these, the business 
spending (otherwise known as business investment or CAPEX) was particularly encouraging.  A long list of 
deregulatory initiatives, along with The Tax Cuts and Jobs Act (signed into law on December 22, 2017), has 
produced strong incentives for business to invest in productivity enhancing machinery and technology.  These 
investments will almost certainly lift future output levels.   

 
Second quarter corporate earnings reports have also been impressive.  
Through the last full calendar week of July, 69.7% of companies have 
beaten bottom-line consensus estimates, while 67.3% have beaten top-line 
revenue estimates.  The earnings beat rate remains above the readings 
seen in the prior two quarters. (Source: Bespoke) 
 
However, some technology stocks have fallen short of earnings 
expectations recently with Facebook (FB) being the most notable among 
them.  Following a disappointing second quarter report, shares of Facebook 
dropped by 19% in value and the company took its place in the record books 
for loosing more market value in a single day than any other stock in 
history. 
 
Facebook CEO Mark Zuckerberg is estimated to have sold $3.7 billion in 
shares since mid-February (more than double the pace he sold in the prior 
18 months).  None-the-less, Zuckerberg lost about $15 billion in personal 
wealth in the recent sell-off. 
  
On July 31st, the Commerce Department revised important personal 
income data.  As a result, disposable (after-tax) income grew at a faster 
3.2% annual rate during 2013-2017 than the prior estimate of 
2.7%.  Personal income rose once again in June and is up 4.9% in the past 
year.  Consumer spending now appears more sustainable than previously 
estimated and bodes well for continued economic growth in the U.S. 
 
Bottom line: fundamental hard data continues to be very strong and we 
conclude that the economic expansion has much further to run.  Should the 
recent acceleration of economic activity continue, we would be on pace for 
the strongest year of growth in over 13 years. 
 
Thank you for your continued trust and confidence. 
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 U.S. GDP increased at an 
annual rate of 4.1 percent 
in the second quarter of 
2018, representing the 
best pace of quarterly 
growth in 5 years.   

 

 Second quarter corporate 
earnings reports have also 
been impressive with 
69.7% of companies have 
beaten  bottom- l ine 
consensus estimates 

 

 Consumer spending now 
appears more sustainable 
than previously estimated 
and bodes well for 
continued economic 
growth in the U.S. 

 

 Should  the  recent 
acceleration of economic 
activity continue, we 
would be on pace for the 
strongest year of growth 
in over 13 years. 
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