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2018 — The Year in Review

It seems like only yesterday the world was ringing in the new year, and now the bow is nearly tied around 2018. If the
old saying is true that “past is prologue,” perhaps it is fitting to take a broader retrospective of the U.S. economy than
is typical — or even possible — in our other publications. Taking stock of recent events within the context of the busi-
ness cycle provides more clarity about the economy’s direction moving forward.

Gross domestic product: Dynamics consistent with the latter end of a business cycle were apparent during the final
quarters of the Obama administration; left unchanged, those circumstances might have deteriorated into a more-
pronounced economic slowdown during 2017 and into 2018. Donald Trump’s election and the accompanying lurch
from a business-wary to business-friendly administration averted that outcome, however, and this psychological
“jolt” was augmented by the administration’s regulatory and fiscal changes throughout 2017 — especially the Decem-
ber 2017 tax cut. As a result, GDP in 2Q2018 nearly doubled to a quarter-over-quarter growth rate of 4.2%.

With additional positive jolts (e.g., health care reform or “tax cuts 2.0”) appar-

ently not forthcoming and political gridlock becoming increasingly acrimonious, ‘ — Real GDP ——H. Starts Ind. prod_‘
the “Trump Bump” is again yielding to late-cycle fundamentals. Thus, we agree 100
with JPMorgan Funds’ David Kelly that “this is a geriatric expansion.” 2
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Residential construction: This year has been a tale of two halves — 1H held E %
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Our extended housing outlook, by contrast, is fairly positive because, as present- 0.25
ed earlier this year, housing starts have not kept up with population growth.

Short-term trends will be influenced by macroeconomic factors, of course, but 0.00 :
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Manufacturing: Industrial production, and especially the oil-extraction com- | & 07° - —
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States reclaimed the title of world’s largest crude oil producer in September. On | £
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Looking forward, the resilience in manufacturing will largely depend upon the | ~2vites:

outcome of the tiff with China over tariffs, congressional approval of the US- Pprevious six months’ behavior of
MCA trade pact, global fiscal and monetary policy discipline, and the speed with macroeconomic variables indexed

which attempts to “de-dollarize” the world’s economy prove successful. m relative to their historical 10-year
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This report is typically a compilation of articles posted on our website; those articles upper ends of the orange bars, and
relate in greater detail recent economic developments to the U.S. forest products sector. ~ black dots, respectively)
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