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In this issue of the Optimum Quarterly Commentary we want to focus particularly on the US consumer. 
Because spending by the consumer accounts for about 70% of US GDP, changes in the financial strength 
and the confidence of the people have the greatest impact on US economic growth. But first, let us 
summarize our view on current conditions in the economy and capital markets. 
 
Second Quarter 
 
After the US economy contracted slightly in the first quarter because of serious bad weather on the East 
Coast, a prolonged dock strike on the West Coast, declining oil patch spending due to lower oil prices 
and some impact on exports from the strong dollar, the economy in the second quarter showed 
stronger data and is estimated to have returned to the 2-2 1/2% growth rate average of recent years. 
The total return of the S&P500 was barely positive for the quarter and is up a mere 1.23% for the first six 
months of the year. Headline issues around Greece financials, Mid East violence, Russia/Ukraine conflict, 
Chinese economic prospects and pending Fed increase in interest rates all buffeted the market around, 
and with stock index PE valuations in the 17-18 range, the markets simply treaded water. 
 
Looking forward, the rest of the year offers better prospects. US household spending is improving as job 
creation – particularly among small businesses – is expanding and wage rates are rising. Low mortgage 
rates are adding a boost to home buying and low gasoline prices are adding to discretionary incomes. 
Better consumer confidence indictors recently reflect these trends. Corporate earnings growth (ex 
energy) remains in the 8% range for the larger S&P companies, and the medium and smaller companies 
are seeing analysts gradually raising estimates. European and Japanese economies are crawling out of 
their funks and China maintains a heady 6-7% growth rate. Headlines about Greece or China issues may 
continue to drive stock market volatility, but all in all, the macro conditions can be described as “steady 
as she goes”. 
 
The US Consumer 
 
Adam Smith – author of this report’s headline – noted in his Wealth of Nations classic published in 1776 
that economics is the discipline of measuring consumer behavior in terms of production and 
consumption. Economics 101 teaches that a nation’s output is the product of the number of people 
working times each person’s output (productivity). Output, however, is of no ultimate value unless it is 
bought by a consumer; hence Smith’s headline above.  
 
In the US, 70% of GDP is purchases by the consumer, with the balance provided by business investment, 
net global trade and government spending. What the consumer does, therefore, is critical to our 
economic growth, so let’s take a quick look at consumer conditions today. 



Income and Spending 
 
The graph below shows both the growth in total disposable (after tax) income in the US and the growth 
in spending. Both are growing at a 3.5% rate, reflecting the growth in employment and a 2% growth in 
salaries and wage rates of those working The consumer is clearly driving the growth in GDP, which 
otherwise is being held to the 2 ½% rate by slower growth in the 30% of other components. 
 

 
 
Confidence 
 
The next chart shows consumer confidence, which at 101 today is right on its 50 year average. 
Consumers are not as pumped as the heady days of the ‘90s when the economy was very strong and 
stock prices in the stratosphere, but they are feeling much better than 4 or 5 years ago and confidence is 
back to 2007 levels. 
 

 
Housing 
 
A home purchase is the largest investment most people make and aggregate home sales are important 
 



economic drivers. The 2007 housing bubble and subsequent burst damaged many homeowners, but 
sales are now back to 2003/2004 levels. Rising incomes, reasonable home prices, and historically low 
mortgage rates are steadily influencing this recovery. 
 

 
 
Balance Sheet 
 
Surprising to most people is the strength of the total population’s combined balance sheet. The Federal 
Reserve does surveys each quarter and reports the aggregate net worth of the US consumer, with 
detailed breakdowns of the components of consumer assets and debt. The numbers reported in June 
are depicted in the charts below. The surprise is that total net worth stands at a record $85 trillion as 
compared to total debts of $12 trillion. In other words, our debt to net worth ratio is 14%. Headlines 
that say the consumer is broke are simply wrong in total, although there are always those on the margin 
who are indeed underwater. But net net, the US consumer is in great financial shape. 
 

 
 
 
 

http://www.advisorperspectives.com/dshort/charts/index.html?Z1/Nominal-TNWBSHNO.gif


 
Conclusion 
 
Our takeaway from this snapshot of the consumer is that he is on solid footing, The number of people 
working is rising, the incomes of those who do work are improving, confidence about our outlook is at 
historical norms and the population in the aggregate is in good financial shape. Such conditions support 
our view that the economy can chug along at its 2 -2 ½% growth rate with the consumer being the 
engine. These conditions can continue for quite a while, providing cover for the Fed to gradually raise 
interest rates, and can persist until down the road inflation reappears - probably driven by escalating 
wage rates – and the Fed is then required to tighten more aggressively. That possibility seems quite a 
way off. 
 
As always, we at Optimum thank you for the trust you have placed in us and welcome your questions 
and comments. 
 
The Optimum Investment Committee 
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