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Uneasy Economic Balance 

In the first quarter of 2017 companies posted stronger earnings growth and analysts have been revising 

estimates upwards.  We are not surprised by the upturn as world nominal dollar GDP has improved.  

Measures of sentiment and purchasing managers’ surveys have been elevated since the election.  But the 

dollar has weakened about 5% since year-end, coinciding with the revised IMF forecasts for world nominal 

$ GDP growth of 5% for 2017.  Dollar depreciation has accounted for much of the growth.  If relationships 

in the model hold, profits before taxes will grow in the 10% range, rationalizing extreme valuations.  

World Nominal $ GDP Growth (right) vs. Corporate Profits Before Taxes Growth (left) 
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Nonfinancial corporate gross value added (revenue growth) has stabilized over the last year through Q4 

2016 at 2.6% and looking forward the April senior loan officer survey shows credit conditions have shifted 

to loosening -2.8% from tightening at 1.4%.   Loan officer survey tends to lead revenue growth by a year.  

Senior Loan Officer Survey Net Tightening and Gross Value Added chart 
 

 
 

Source: Federal Reserve, BEA 



 
 

Convector Capital Management LP  |  645 Madison Avenue New York, NY  10022  |  convectorcapital.com 2 

 
Commercial and industrial loans had been shrinking for three months through the end of April.   In the 
most recent report for the week ending May 3, 2017 C&I loans turned positive.  We expect this positive 
trend to continue in the coming months. 
 
Commercial Bank C&I Loans 13 week annualized rate of change 
 

 
 

Source: Federal Reserve 

 
Profits have started to grow again in the fourth quarter of 2016, after shrinking for seven quarters starting 
in Q1 2015.  Compensation costs for Q1 2017 have started to rise again on a year-over-year basis, which 
might become a threat to profitability if they grow faster than revenues. 
 
Gross Value Added, Compensation and Profits, $ billions SAAR 
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Core capital goods orders grew 0.5% in March from February and 3.3% year over year.  Corporations are 
increasing investments, though at a slow pace. 
 
Non-Defense Capital Goods Orders ex-Aircraft 
 

 
 

Source: Census Bureau 
 
The Fed’s meeting in June will likely continue a trend towards normalization for central bank activities.  
While the Fed’s lifting of short term rates haven’t hurt economic activity yet, we are in uncharted territory 
reversing unprecedented central bank action. 
 
Effective Fed Funds Rate, % 
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Market participants have begun to ask when the reduction of the central bank balance sheet will occur 
and by how much.  Market levels have been giving policy makers a pass on this point due to the stability of 
the balance sheet.  Can the central bank normalize without disturbing economic activity?  That remains 
unlikely in our opinion. 
 
Federal Reserve Total Assets, $ millions 
 

 
 

Source: Federal Reserve 
 
The momentum of corporate activity has shifted to growth.  Profits turned positive on a year-over-year 

basis in Q4.  Credit conditions seem to have turned the corner with weekly C&I loans showing growth 

starting in May.  We’ve seen confirmation in labor markets and business investment.  However, this 

momentum stands on tenuous grounds, mostly election related psychology that has started to reverse.   

While some conditions for continued profit growth are in place, external factors threaten to disturb the 

current environment.  The Fed looks to continue its normalization path for interest rates and shrinking its 

balance sheet.  It remains a highly uncertain proposition whether it can do so without upsetting the 

economy, which is fragile.  The Trump administration came in with high hopes for regulatory and 

structural reform, giving a strong boost to already stretched market valuations.  These reforms now seem 

to have stalled in their progress.  International relations are in flux as nations are shifting and adjusting to 

the new national policies, with low risk premiums not reflecting the potential for exogenous shock. 

The current state of the economy has some basis for growth, but we look with unease at the probability of 
realizing this potential.  As investors we remain cautious and vigilant, knowing that the current 
environment should create great opportunities. 
 
Sincerely, 
 
Convector Capital Management 
 
 
Notes: Convector Capital Management does not accept liability for the content, or for the consequences of any actions taken on the basis of the 
information provided.  The information is not necessarily complete, and we make no warranty as to its accuracy. 
 


