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THE ECONOMY 
Getting Better 

  

Since the Great Recession ended in 2009, 

the economy has grown on a rather con-

sistent basis. On several occasions, weôve 

noted the growth rate has not risen to his-

torical norms. It is most unusual for a re-

covery to fall short of the 3% annual rate 

level as this one has in every quarter for 

almost eight years. There has been no 

shortage of wailing and gnashing of teeth 

as to why the economy canôt seem to get 

out its own way: 

 

¶ Increased regulation in virtually every 

economic sector, forcing companies 

direct resources to compliance rather 

than internal growth.   

¶ An environment of sustained low-

interest rates has pushed savings rates 

to practically zero, adversely impact-

ing the income of millions of retirees. 

 

There is a ñnew sheriffò in town as a re-

sult of the November election. There is no 

doubt the new administration has a differ-

ent view of the economyôs needs and how 

to approach them. Weôve seen this regard-

ing the business orientation of many of 

the cabinet nominees, as well as frequent 

executive orders that attack the Beltway 

Bureaucracies. It will be fascinating to 

watch the conflict, tug of war, and pro-

gress over the next four years. 

 

The consumer seems ready to do his/her 

share. The recently released consumer 

confidence numbers reflect the strongest  

and most consistent report since 2004.    

 

Unemployment levels look good; in fact, 

something of a reverse indicator is that more 

people have quit their jobs since February 

2001. Quitting indicates job seekers can eas-

ily find better employment opportunities in 

their chosen fields. (The help wanted signs 

at Arbyôs, KFC, or your local coney island 

are not the target jobs.) Housing is a likely 

beneficiary; autos may be as well. One sec-

tor that needs to adjust to the shifting econo-

my are retailers that rely on brick-and-

mortar storefronts. These traditional busi-

nesses are losing sales to online retailers, 

forcing them to reduce costs by closing 

stores.  On a national level, Sears-Kmart, 

the poster child for this tough environment, 

has announced many closings. Macyôs and 

JC Pennyôs have joined them. Regional and 

local chains have been affected as well. 

Interest rates are a key ingredient for further 

economic expansion.  Higher rates are im-

portant for both savings and investments. 

The Federal Reserve has methodically in-

creased its target for short-term interest rates 

twice in four months and has suggested 

more are on the horizon. They have done an 

excellent job of telegraphing their moves in 

advance of actual announcements, enabling 

the markets to adjust in a rational manner.  

A favorite game of many economic prog-

nosticators is ñpredictingò the timing and 

pace of these increases. Just over half in a 

recent survey called for three or four more 

increases this year. What a remarkable 

change! 

Look for overall growth this year to be less 

lethargic than in recent years. At Liberty 

Capital Management, we guess GDP growth 

will approximately be 2.5% for the next two  
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ñThe most re-

cently released 

consumer confi-

dence numbers 

reflect the 

strongest and 

most consistent 

report since 

2004.ò 

years with inflation hovering around 

2.0%. While many factors canôt be pre-

dicted, the new administrationôs policy 

ideas are geared toward removing hur-

dles from U.S. businesses. 

 

FIXED INCOME  
Really !? 

At their mid-March meeting, the Feder-

al Open Market Committee raised inter-

est rates for the third time since the fi-

nancial crisisðthe second rate hike in 

only three months. Yet, yields still 

seem low for all bond types. 

  

The market experienced a sense of re-

lief when the Fed signaled three instead 

of four rate hikes in 2017. These three 

rate hikes so far this year suggest there 

will not be any quick (and unexpected) 

increases in interest rates. At a press 

conference, Fed Chair Yellen also em-

phasized the gradual approach the Fed 

was taking to tighten monetary policy, 

considered a relief to the market. 

  

So how might this affect your bond 

portfolio? Here are a couple things we 

want to share. 

  

Short-term bonds 

 

The central interest rate in the US influ-

ences other interest rates, such as the 

prime rate that banks charge customers 

with higher credit ratings. Additionally, 

the Federal funds rate indirectly influ-

ences longer-term interest rates, such as 

mortgages, loans, and savings, all of 

which are very important to consumer 

wealth and confidence. In other words, 

when the Fed wants to slow economic 

growth, it can raise the Fed funds rate, 

making it more expensive for banks to 

borrow money from each other. Banks 

tend to scale back lending, which in 

turn slows the economy.  In the oppos-

ing scenario, the Fed may set a lower 

Federal funds rate target to spur greater   

economic activity. The Fed must deter-

mine the best course of monetary poli-

cy that will maximize economic 

growth while adhering to the dual 

mandate Congress sets forth. In mak-

ing its monetary policy decisions, the 

FOMC considers a wealth of economic 

data, such as trends in prices and wag-

es, employment, consumer spending 

and income, business investments, and 

foreign exchange markets. 

  

Because itôs a short-term rate, any 

changes tend to have the biggest im-

pact on short-term, fixed-income in-

struments, such as money market 

funds, Treasury bills, short-term 

bonds, and short-term bond funds. 

When the Federal funds rate rises, 

bank savings accounts and money mar-

ket funds generally pay a higher yield 

over time. And, as new Treasury bills 

and short-term bonds are issued at fu-

ture auctions, banks should pay higher 

yields. 

  

Intermediate-term & Long-term 

bonds 

 

Remember the Fed does not control 

intermediate and long-term interest 

rates. When the Fed raises short-term 

interest rates, it does not necessarily 

mean all interest rates will go up. Mar-

ket forces like supply and demand, in-

flation expectations, and economic 

growth determine the yields for inter-

mediate and long-term bonds. As such, 

interest rates do not rise in direct corre-

lation with each other across the yield 

curve. 

 

Two nearby charts help demonstrate 

the lack of correlation. The first chart 

shows how a controllable rate (T-Bills) 

has moved upward in relation to Fed-

eral Reserve policies since 2013. The 

second chart displays how longer  
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capital preservation, diversification, and 

predictable cash flow. Our approaches to 

maintaining a fixed-income portfolio 

with reduced sensitivity to changes in 

interest rates are positive contributors to 

our fixed-income philosophy. We con-

tinually monitor the bond markets to 

seek anomalies that will provide oppor-

tunities to our clients fixed income port-

folios.  

 

Equity Markets 
Economic Strength Confirms the Mar-

ket Advance 

 

The Trump rally that began in November 

2016 has continued. Returns in the first 

quarter of 2017 for the DJIA,  S&P 500 

and NASDAQ indices were up  4.6%, 

5.5% and 9.8%. 

  

The question on our clientsô minds at 

this juncture: Is this rise sustainable, or 

are we headed into a severe retraction of 

the market averages? Letôs look at a few 

indicators to make our conclusion. 

 

While market averages continue to break 

through to new highs, weôve had an ex-

tended time since the last correction of 

over 10%. Every time we fall back 3-

4%, money that missed the beginning of 

this rally pours in, and levels again move 

up. At some point, probably when the 

last of this rallyôs skeptics capitulate and 

invest their funds, we will likely see a 

true market correction. We emphasize 

the word ñcorrection.ò This isnôt close to 

the beginnings of a bear market. On the 

contrary, a market correction of 10% to 

as much as 20% is a healthy action that 

clears out overheated expectations and 

allows a more measured return to an ad-

vancing market. 

ñThe Fed does 

not control in-

termediate & 

long-term inter-

est rateséò 

maturity corporate bonds have remained 

at essentially the same levels over the 

same period. The Fed directly influences 

short rates, not long rates. 

 

Bottom Line 

At Liberty Capital Management, we still 

prefer intermediate-term investment-

grade bonds. So what does a fixed-

income investor do? Donôt forget why 

you have fixed income! Fixed income 

has a permanent place in a balanced 

portfolio; it serves some investorsô most 

fundamental needs, specifically:   

Chart A: 3 Month Treasury Bill Yield 

Chart B: Aaa Corporate Bond Yield 
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Charles W. Brown ~ Kenneth J. Carbaugh ~ 

Charles L. Dettloff  ~ Robert  D. Foster 

Corporate profit rates of growth continue 

to show improvement from the lackluster 

growth rates over the last several quar-

ters. Operating profits have accelerated 

by over 9% on a year-over-year basis and 

decisively change the prior trend of de-

clining profitability measures. While 

some market sectors are growing faster 

than others (sorry, energy, your growth 

rates are still in low single digits), overall 

it is a healthy improvement. This also 

portends a rise in capital spending, spur-

ring further profits. 

  

As noted, unemployment in the U.S. is at 

an extreme low. This fuels consumption; 

the rise in labor costs is still low with few 

signs of heating up. As might be ex-

pected, consumer sentiment shows more 

elevated levels. In turn manufacturing 

sentiment looks better than it has for sev-

eral years. This surge suggests further 

growth in durable goods.  

  

Also, as noted in this issue, the Federal  

Reserve has patiently worked to maintain 

inflation expectations along with sus-

tained economic growth. As the strength 

in the economy has grown, the Fed has 

been on top of rate increases to forestall 

unaccepted rises in inflation. Remember 

good money can be made in a rising-rate 

environment. 

  

So, on a near-term view, the markets are 

slightly overvalued, and the possibility of 

a market correction is elevated. Longer 

term, however, the continued strength of 

the economy, employment levels, con-

sumption, and sentiment all indicate the 

market will continue its advance for 

some time. Also, factor in any positive   

ñEvery time we 

fall back 3-4%, 

new money that 

missed the be-

ginning of this 

rally pours in.ò 

action from Washington on deregulation, 

potential tax reform, and infrastructure en-

actment, and it adds to the potential ad-

vance we foresee. 

  

Markets never move in a straight line. Itôs 

two steps forward and one step back. Our 

equity style and universe of stocks perform 

well in this environment and will reward 

clients over the remainder of this economic 

cycle. 

 

BY THE WAY…COMPLIANCE 

ISSUES 

 
ADV Brochure Offering 
 
As a registered investment adviser, we are 

required by securities laws to annually fur-

nish you with updated information about 

our firm, which we detail in our firmôs 

Form ADV Part 2 Brochure disclosure 

document. 

 

If you would like a complete copy of our 

current 2017 Brochure, you may contact us 

by email or phone and we will be happy to 

send you a complete copy free of charge. 

You may also obtain a copy of the form 

and other information about our firm from 

our website at www.lcmgt.com or the 

SECôs Investment Adviser Public Disclo-

sure (IAPD) system at 

www.adviserinf.sec.gov. 
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The Home Depot, Inc. (The Home Depot) is a home improvement retailer. The Company sells an assortment 

of building materials, home improvement products, and lawn and garden products, and provides various ser-

vices. The Home Depot stores serve three primary customer groups: do-it-yourself (DIY) customers, do-it-for-

me (DIFM) customers and professional customers. Its DIY customers are home owners who purchase prod-

ucts and complete their own projects and installations. The Company assists these customers with specific 

product and installation questions both in its stores and through online resources and other media designed to 

provide product and project knowledge. Its DIFM customers are home owners who purchase materials them-

selves and hire third parties to complete the project or installation. Professional Customers are primarily pro-

fessional renovators/remodelers, general contractors, repairmen, installers, small business owners and trades-

men. 

The company (HD) has attained a growth rate of 23% over the past 5 years and is expected to continue to 

grow by 13% over the next 3-5 years.  It boasts a solid ROE of 70% despite a low debt to capital ratio. This 

stock provides stability and quality in a market that has grown more volatile in recent years.  

  FOCUS ON . . .    

 HOME DEPOT INC. (HD) 



 6 

 

MARKET BAROMETER 

~ CLOSING FIGURES AS OF MARCH 31, 2017 ~ 

 DJIA          20663  10 yr. Treas. 2.39%  Funds Target 0.75% - 1.00% 

 S&P 500    2362  3 mo. T-Bill 0.75%  Prime Rate 4.00%             

The information and data in this report were obtained from sources consid-

ered reliable.  Their accuracy or completeness is not guaranteed, and the giv-

ing of the same is not to be deemed an offer on our part with respect to the 

purchase or sale of any securities. Our ADV-Part II Brochure is available 

upon request or on our website:  www.lcmgt.com. 

Liberty Capital Management, Inc. 
401 S. Old Woodward Avenue ~ Suite 430 

Birmingham, MI  48009 

Tel: (248) 258-9290 

Fax: (248) 258-9292  

Toll Free: (800) 496-9166 
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§ Look for overall growth this year to be less lethargic than in recent years. Our guess is GDP growth 

will approximate 2.5% for the next two years with inflation hovering around 2.0%. While many factors 

cannot be predicted the policy ideas being generated by the new administration are geared toward re-

moving hurdles from U.S. businesses. 

 

§ Approaches of maintaining a fixed income portfolio with reduced sensitivity to changes in interest rates 

are positive contributors to our fixed income philosophy. We continually monitor the bond markets 

seeking anomalies that will provide opportunities to our clients fixed income portfolios.  

 

§ Markets never move in a straight line. Its two steps forward and one step back. Our equity style and 

universe of stocks perform well in this environment and will reward clients over the remainder of this 

economic cycle. 


