
Economic Growth Surprises in First Quarter 
 
Economic activity in the United States continues to exceed expectations by 
posting 3.2% annualized GDP growth for the first quarter and easily beating 
consensus forecasts of 2.3%.  Only a few months ago it was widely believed 
by many that economic growth was rapidly slowing and the risks of a 
recession were escalating.  In fact, after a bruising fourth quarter for 
equities, many predictions for first quarter growth were running at just 
about zero.  
 
 
 
 
 
 
 
 
 
 
 
 
 
The acceleration in real GDP growth in the first quarter reflected an upturn 
in state and local government spending, accelerations in private inventory 
investment and in exports, and a smaller decrease in residential investment.  
 
Over the first seven years of this period of expansion, the economy grew at 
an anemic annual pace of roughly 2.0%.  The positive effects of lower 
corporate taxes and deregulation provided a boost to economic activity in 
the past couple of years, and we believe continued growth at an annual rate 
of about 3.0% is entirely possible for the balance of 2019 and into 2020.  
 
What is particularly interesting about the first quarter GDP number is how 
dramatically it differs from recent years.  From 2010 through 2018, first 
quarter GDP growth averaged only 1.7% annualized versus 2.5% for the other 
three quarters.  The 3.2% annualized GDP gain this year is 1.5% above the 
first quarter average of the past nine years. 
 
Representing two-thirds of U.S. economic activity, American consumers 
continue to be a big reason that economic activity in the U.S. has been 
strong.  On Monday April 28th, the Commerce Department reported that  
consumer spending surged by 0.9% in March, marking the strongest monthly 
increase since August of 2009. 
 
Spending rose 0.1 percent in February and the data for January was revised 
up to show consumer spending rising 0.3 percent instead of the previously 
reported 0.1 percent gain. 
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The University of Michigan's consumer sentiment for the U.S. was revised 
higher to 97.2 in April 2019 from a preliminary 96.9, as the consumer 
expectations sub-index came in stronger than initially thought (Source: 
Advisor Perspectives).  
 

Michigan Consumer Sentiment 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The latest Conference Board Leading Economic Index (LEI) increased in 
March with strong labor markets, a confident consumer outlook, and 
favorable financial conditions making the largest positive contributions 
(Source: Conference Board). 
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While these recent reports reflect a solid foundation to the U.S. economy, they do not point to a “boom” of 
activity.  A portion of the GDP growth surprise was due to a buildup of inventories.  A return to a more average 
pace of inventory accumulation in the year could provide a temporary drag on the economy. 
 
Still, the economy does appear to be gaining momentum, and more importantly, there is no hint of a recession 
developing in the months ahead.  Overall, the environment for investors remains favorable as the economy's 
fundamentals remain healthy.  The Fed has stepped back from raising rates for now, the dollar is relatively 
stable, overseas equity markets are rallying along with U.S. equities, regulatory burdens are declining, corporate 
tax burdens have been cut, business and consumer confidence are elevated,  and it appears that the U.S. is 
making progress with China in on-going trade negotiations.  Accordingly, the data continues to support our 
constructive economic thesis for 2019 and it is logical to remain optimistic.   
 
We will continue to monitor all developments closely.  Thank for your continued confidence. 
             
John E. Chapman, May 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 May 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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