
The U.S. Consumer Leads The Way 
 
For much of the year the consensus perspective from economists and market 
pundits has been somewhat downbeat.  Many have been expecting a 
meaningful deceleration of economic activity and a steep decline in 
corporate earnings. 
 
Admittedly, the data has been mixed.  Yet the U.S. economy is holding up 
rather well in spite of the prevailing gloomy outlook.  
 
Real Gross Domestic Product (GDP) rose at a 2.1% annual rate in the second 
quarter, easily beating expectations for growth of only 1.8%.  The average 
rate of growth for the full first half is now 2.6%, which is slightly better than 
the average 2.3% annual growth since the start of this expansion in 2009.   

The U.S. consumer continues to power economic activity.  Personal 
consumption rose at a 4.3% annual rate in June marking the most robust 
consumer spending numbers in nearly two years.  Retail sales in the U.S. 
increased 3.4% in June of 2019 over the same month in the previous year.  A 
strong labor market and rising wages support our positive outlook for 
continued consumer spending in the second half of the year. 
 
The spending patterns and general confidence of the U.S. consumer warrants 
careful consideration.  Representing nearly two thirds of all economic 
activity in the U.S., the consumer’s sense of optimism and willingness to 
spend money goes a long way in explaining why this period of prosperity is 
now the longest in U.S. history. 
 
According to the three most widely-followed indices that track consumer 
confidence (the Conference Board's Index of Consumer Confidence, the 
University of Michigan’s Consumer Sentiment Survey, and Bloomberg’s 
Consumer Comfort Index) confidence remains near historically high levels.    
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In the case of the Conference Board’s Index of Consumer Confidence, the 
July reading jumped to 135.7 in July from a revised 124.3 in June.  The 
index now sits just below an 18-year high of 137.9 set last October. 

 
The present situation 
index, a measure of how 
consumers view the 
economy right now, rose 
to 170.9 from 164.3. 
Another index that looks 
out over the next six 
months also advanced. 
 
Both indexes are also 
near the highest levels 
of the current economic 
expansion that began in 
mid-2009. 

 
Stronger spending and higher confidence are the direct result of higher 
wages.  According to recent data, personal income has increased by 4.9% in 
the past year, but is up at a faster 5.2% annualized rate over both the past 
three and six-month periods.      
 
It’s still relatively early in the second quarter earnings season, but 
predictions of an earnings collapse now appears to have missed the mark.    

Instead of collapsing, corporate earnings have been reasonably strong.  In 
fact, the final week of July brought us one of the strongest for EPS beat 
rates in the past decade (Bespoke).  
 

On Wednesday, July 31, the Federal Reserve (Fed) announced that they are cutting the Fed Funds rate by 0.25%. 
It has been 3,878 days (10.5+ years) since the FOMC last cut rates which represents the second longest streak on 
record behind the 4,115 days that passed between cuts back in 1954.  Markets, as would be expected, tend to 
rally after rate cuts.   
 
This said, our position has been that a interest rate cut from the Fed was not necessary.  Writing on the topic in 
our Outlook 2019 Mid-Year Update, we made the case that the Fed’s dual mandate (full employment / low 
inflation) did not indicate a rate cut at this time.  Our view has been that the economy is stronger than many 
market participants understand, and this remains our view regardless of the Fed’s decision to lower rates. 
 
We will continue to monitor all developments closely.  Thank for your continued confidence. 
             
John E. Chapman, August 2019 
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IMPORTANT DISCLOSURES 
THIS COMMENTARY HAS BEEN PREPARED BY CLEARWATER CAPITAL PARTNERS. THE OPINIONS VOICED IN THIS MATERIAL ARE FOR GENERAL INFORMATION ONLY AND ARE NOT INTENDED TO PROVIDE OR BE CONSTRUED AS PROVIDING SPECIFIC INVESTMENT ADVICE OR RECOMMENDATIONS FOR ANY 

INDIVIDUAL.  

ALL ECONOMIC DATA IS DERIVED FROM PUBLIC SOURCES BELIEVED TO BE RELIABLE. TO DETERMINE WHICH INVESTMENTS MAY BE APPROPRIATE FOR YOU, PLEASE CONSULT WITH US PRIOR TO INVESTING. INVESTING INVOLVES RISK WHICH MAY INCLUDE LOSS OF PRINCIPAL. 

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of August 2019 and may change as subsequent 

conditions vary. The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by Clearwater Capital Partners to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy.  

Past performance is no guarantee of future results. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the reader. Investment involves risks. International investing involves additional risks, including risks 

related to foreign currency, limited liquidity, less government regulation and the possibility of substantial volatility due to adverse political, economic or other developments.  Index performance is shown for illustrative purposes only. You cannot invest directly in an index. S&P 500 is a 

registered trademark of Standard & Poor’s Financial Services , a division of S&P Global (“S&P”) All Russell US Indexes are subsets of the Russell 3000® Index, which includes the well-known large cap Russell 1000® Index and small cap Russell 2000® Index. DOW JONES, DJ, DJIA and DOW JONES 

INDUSTRIAL AVERAGE are registered trademarks of Dow Jones Trademark Holdings  (“Dow Jones”).  

The two main risks related to fixed-income investing are interest rate risk and credit risk. Typically, when interest rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond will not be able to make principal and 

interest payments. 
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