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Everything we hear is an opinion, not a fact. Everything we see is a perspective, not the truth. – Marcus Aurelius
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EARNINGS FUEL THE 
REBOUND

George Hosfi eld, CFA 
Principal, Chief Investment Offi cer

Halfway through a year of better-than-ex-
pected equity returns and a backdrop of 
moderate economic growth, surprisingly 
strong earnings have propelled the major 
indexes to new highs. A slow-and-steady 
expansion coupled with benign infl ation is 
proving to be an ideal combination for inves-
tors, who have looked past the day-to-day 
political drama in Washington, D.C. to focus 
on renewed profi t growth. 

For the fi rst time in years, international stocks 
are leading the performance charge, boosted 
by stronger economic growth and earnings in 
Europe. Equally important in delivering the 

double-digit returns on foreign stocks to U.S. 
investors has been a weaker trade-weighted 
dollar that is also increasing the translated 
value of domestic company profi ts earned 
overseas. In emerging markets, China ap-
pears to be staving off fears of a hard land-
ing, while growth in India remains stalwart 
despite the challenges of demonetization.

Domestically, the Fed is hewing to its plan to 
raise rates, but for the right reasons: name-
ly healthy job growth that has driven un-
employment to cyclical lows. While a fl atter 
yield curve and surprisingly low yields on 
benchmark Treasuries have created some 
concern about the economy eight years into 
expansion, we expect healthy levels of con-
sumer spending to drive further growth in 
the U.S. economy. As we are prone to ob-
serve, expansions die of excess, not of old 
age, and we see little evidence of the former.

Although blue chip U.S. stocks are no lon-
ger “cheap” at 18 times estimated earnings, 
better-than-expected fi rst quarter earnings 
have put the error of estimates to the upside. 
Accordingly, evidence of strong earnings fol-
low-through leaves us comfortable retaining 
our neutral weighting to large-cap equities. 

While low rates on U.S. Treasuries have tak-
en some shine off the bank stocks, we expect 
reversion to a steeper yield curve that would 
advantage the fi nancials, a sector we have 
moved to overweight. For bonds, moderate-
ly higher rates for the full year imply cou-
pon-minus returns in the second half of 2017. 

Source: FactSet

Equities Responding to Earnings,
Not Headlines 
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Founded in 1975, Ferguson 
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THE GREAT MODERATION 
REDUX?

Dean Dordevic, Principal
Alternative Assets and Portfolio Management

“It has been the greatest, most consistent burst of economic ac-
tivity ever seen in the United States. In fact (it’s) the greatest 
economic expansion the world has ever seen … in any country 
at any time.” 
– Martin Anderson, senior fellow, Hoover Institution at 
Stanford University, January 17, 1990.1

In many ways, it was a historical counterpoint to the 
Great Depression. It was the expansion that ran for sev-
en years, from 1982 to 1989. Observers dubbed it, “The 
Reagan Expansion” or “The Morning in America Expansion.” 
The amount of wealth produced during this seven-year 
period was simply stupendous: some $30 trillion worth 
of goods and services and almost 20 million new jobs. At 
the time, a record. It was also the second longest expansion 
of its day, surpassed only by the economic boom of the 
1960s (1961 to 1969).1

Never before had so much wealth been produced during 
a comparable period. Asset values including stocks, 
bonds and real estate, rose by more than $5 trillion be-
tween 1982 and 1989, an increase of roughly 50 percent. 
To be sure, much of this explosion in values was purely 
a function of the profound misery endured during the pre-
ceding period. Remarkably, from 1970 to 1982, the S&P 
500 moved up only 35 percent in 12 long years.1 Who at the 
time would have predicted that this monumental expan-
sion would be eclipsed, at least in terms of duration, not 
once, but twice in only the 20-plus years that followed?

Widely and routinely disparaged for its relatively weak 
growth and gains in real income, the current expansion 
is about to complete its eighth year. This is now the 
third-longest expansion in American history. According to 
a recent Bloomberg survey of economists, respondents 
placed a greater-than-60 percent probability that this 
growth streak would run through July of 2019. Other 
analyses have produced similar odds. This would then 
place the current expansion at 121 months, eclipsing the 

10-year run of positive GDP growth last achieved during 
the 1990s.2 

Perhaps some of this expansion’s “legs” come from the 
simple fact that this most recent recovery was, and is, one 
of the weakest on record. This recovery has been punctuat-
ed by sluggish growth, slumping productivity, and until 
very recently, high measures of unemployment. But one 
aspect of this recovery that may be redemptive is its du-
ration. An obvious question therefore is this: Does slow 
growth just last longer, or has something fundamentally 
changed in the stew that makes the U.S. economy?3

Historical records from the National Bureau of Economic 
Research (NBER) go back to before the Civil War. They 
are the de facto arbiters when it comes to benchmark-
ing the lifecycles of recessions. By their analysis, the U.S. 
has had only two longer stretches of growth: during the 
1960s and again in the 1990s.

Remarkably, for most of the economic history of the 
United States, the gap between the end of one recession 
and the beginning of the next averaged less than fi ve years. 
Some economists believe that the depth of recessions are 
determinative, as far as the length and duration of re-
covery is concerned. Alternatively, economies that boom 
create excesses that simply require the suffi cient passage 

The Longest Economic 
Expansion in U.S. History

Sources: FactSet, Wall Street Journal

Duration of Expansion (Months)
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of time to be worked off. It’s just hard for a tepid econo-
my to reach the point where there’s that much excess to 
be quickly rationalized.3

As the economy recovered after the financial crisis, the 
lack of any significant developing excesses resulted in 
an expansion that has been slow and quite steady. This 
would act to prolong its duration. “The U.S. economy 
looks pretty healthy right now when you think (of it) in 
terms of sectors that could blow up,” said Stephen Stan-
ley, chief economist of New York-based Amherst Pier-
pont LLC. Having avoided any “violent bounceback” 
during the recovery, “most sectors seem to have room to 
run,” signaling continued moderate growth, Stanley stat-
ed.2 

Perhaps most interestingly, both financial analysts and 
economists alike have virtually nothing factored into their 
forecasts for a potential “Trump Bump.” It’s hardly a 
stretch to assume that, even if only a handful of the initia-
tives being proposed by the new administration were to 
come to fruition, (e.g., tax and healthcare reform, repa-
triation of foreign profits, new infrastructure spending, 
regulatory reform, etc.) it would certainly act to give the 
expansion a not-insignificant late-cycle boost.

That being said, from a historical perspective, expansions 
do seem to be getting longer. Prior to 1960, the longest 
stretches of growth followed periods of war. There were 
also so-called “hard” business cycles that were character-
ized by both industrial and agricultural boom-and-bust.3 
Our economy has become less a function of more cycli-
cal cycles of production and consumption. Alternatively, 
it has evolved to an increased reliance upon developing 
new technologies, healthcare and services, resulting in 
cycles that have become less volatile and more durable.  

Before the Great Recession and financial crisis of 2008, it 
became quite fashionable amongst economists to refer to 
the phenomenon of longer expansions that are followed 
by mild recessions as “The Great Moderation.” Correctly, 
this theory was widely mocked and even disparaged in 
the aftermath of the financial crisis.3 But it does appear 
that some of this “economic DNA” might have indeed 
survived the carnage and aftermath. 

It would seem that there are two primary reasons why 
this might be so. First, companies engaged in more “con-
temporary” sectors of the economy are, by their very na-
ture, increasingly nimble. They can adapt to hardships, 
both cyclical and structural in nature, and respond to these 
changes more easily. Second, we’ve seen historically un-
precedented coordination by global central banks during 
this last period of financial crisis, dislocation and reces-
sion (or worse). To be sure, much was learned by glob-
al central bankers during this painful period. Although 
surely in the mid-to-late innings by now, this process is 
still ongoing in many countries around the globe, and 
these formidable lessons will undoubtedly prove valu-
able to policy makers in the future.  

It appears that calls for the death of “The Great Modera-
tion” may have been, at least in some respects … some-
what premature. Echoes of this unusual period of rea-
sonably benign macroeconomic behavior appear to have 
survived intact, this at least to some degree. So it remains 
to be seen whether or not we will indeed set a new expan-
sionary record. 

As Mark Twain once famously said, “History doesn’t re-
peat itself, but it often rhymes.” In trying to handicap the 
length of our current expansion, that would appear to be 
a truly sage perspective. 



Never let the future disturb you. You will meet it, if you have to, with the same weapons of reason which today arm you against the present. 
- Marcus Aurelius  
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Demonetization: The process in which a cur-
rency is stripped of its status as legal tender. 
This typically occurs at a time when there 
has been a change in national currency and 
the current form(s) is pulled from circulation, 
retired and replaced with new kind of cur-
rency.

Trade-weighted dollar: A measurement of 
the value of the U.S. dollar against the cur-
rencies of a broad group of major U.S. trad-
ing partners. Viewing the dollar through the 
lens of its trade weight reveals the purchas-

ing power of the U.S. dollar abroad. When 
the U.S. dollar becomes more valuable, im-
ports to the U.S. become less expensive while 
exports from the U.S. to other countries be-
come more expensive.

“Trump Bump”: A slang term coined by 
American media referencing the period be-
tween Donald Trump’s election win and his 
inauguration which saw the market increase 
by 10 percent. The ‘bump’ was caused by a 
widespread belief that regulation and taxes 
would decrease and infrastructure spending 
would increase under his administration.

In an effort to provide clarity and 

explain industry-specific terms, we 

have included these definitions. For 

additional resources, you may con-

tact us at info@fergwell.com for a 

copy of our Glossary of Investment 

Terms.

Sources:  
Business Dictionary
Ferguson Wellman
Investopedia
Wikipedia

HUT, HUT, HIKE!

Marc Fovinci, CFA, Principal 
Fixed Income Strategy and Portfolio Management

On June 14, the Federal Reserve kept its rhythm with 
another 0.25 percent increase in the federal funds rate. 
This is the fourth hike since the low reached this cycle, 
and brings their target fed funds rate to a range of 1.00 to 
1.25 percent. To get breathing room for the next econom-
ic downturn, the Fed appears determined to get the rate 
as far away from zero as possible. If the U.S. economy 
continues to grow and employment remains firm, we ex-
pect another hike out of the Fed by year-end and a couple 
more in 2018. 

Before the financial crisis, the value of the assets on the 
Fed’s balance sheet stood at $1 trillion. Through their 
purchases of U.S. Treasury bonds and mortgage-backed 
securities, the Fed expanded those balance sheet assets to 
$4 trillion and, therefore, put an additional $3 trillion into 
the financial system. This huge addition of money into 

the system had never before been tried. Likely starting 
this September, the Fed will once again tread in unchart-
ed monetary policy waters and start reducing the size 
of their balance sheet. Fortunately, the plan laid out by 
Yellen on June 14 is a slow and gradual shrinkage of the 
balance sheet, taking nearly three years to reduce it by 
$1 trillion. In her own words, it should be “like watching 
paint dry.” We expect the impact on both stock and bond 
markets to be marginal and gradual. Importantly, the Fed 
will retain its option to halt, reverse or even accelerate the 
contraction, depending on the future course of the econ-
omy. 

Despite the two Fed rate hikes this year, long-term in-
terest rates have actually declined. The Fed only direct-
ly controls the prevailing overnight interest rate. As the 
bond market rally year-to-date demonstrates, long-term 
bond yields reflect inflation expectations and are not con-
trolled by the Fed. Though the prospect of material fiscal 
stimulus out of Congress is diminished, our expectation 
for modestly higher interest rates across all maturities by 
year-end remains intact. 


