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1. Editorial 

The current economic expansion has reached 100 months and if trends continue, by spring of next year, it will become the 

second longest in 160 years. On the one hand, for most Americans, the current cycle has failed to raise living standards as 

is customary during expansions. On the other hand, there are fears that the cycle is nearing its end and the next recession 

is around the corner. 

The current cycle will go as one of the most disappointing in modern history. Despite sustained expansion, between 2010 

and 2017, growth in real GDP per capita averaged 1.4%, almost one percentage point lower than 1950-2007. Had real 

GDP per capita grown at the historical average, each person and household would be 7% and $3,000 more wealthy, 

respectively. In addition, while each expansion has winners and losers, the current cycle appears to have created only a 

few winners. Between 2007 and 2017, average real weekly earnings for people with college degree or higher in the top 9th 

decile increased 6.4%, while for those in the first decile with less than a high school diploma declined 0.3%. Moreover, 

since 2007, the share of income for all but the highest quintile has declined, worsening income distribution and awakening 

feelings of frustration and polarization, which have intensified brinkmanship. Not surprisingly, recent polls highlight that one-

half of individuals between 18 and 24 years-old have a positive view on socialism and a managed economy, reflecting the 

strong dissatisfaction with capitalism and the market economy.  

While some of these outcomes may have been inevitable due to global trends and changes in demographics and 

technology, it is also evident that policymakers failed to use the expansion period as an opportunity to fix some of the most 

daunting structural challenges facing the economy. For example, according to the American Society of Civil Engineers, the 

U.S. is facing a $2 trillion infrastructure gap. Different reports suggest that entrepreneurial activity has declined or remains 

below historical averages, federal obligations for R&D stand near their lowest share of GDP since the late 50s, and 

although the U.S. ranks 6th in spending per pupil among 73 countries, it ranks 19th and 31st in science and mathematics 

performance, respectively. 

On the duration of the current cycle, Chair Yellen once said, “I think it's a myth that expansions die of old age”. This is 

particularly true for postwar expansions, which have lasted longer than prewar cycles. In part, this reflects a structural shift 

away from tangible goods in favor of services, which has reduced the importance of inventory cycles and moderated 

business fluctuations. In fact, although industrial production declined at an average of 1.4% year-over-year for 20 

consecutive months between April 2015 and November 2016, GDP growth still managed to expand 1.5% in 2016, without 

ever recording a single negative quarter. In addition, the economy has also experienced a more comprehensive and active 

role of the federal government in managing economic outcomes and taming business fluctuations.  

However, for the same reasons, the economy has become more exposed to financial and asset price fluctuations, and 

policy mistakes. In fact, some common features of the last few recessions include forceful monetary, fiscal and regulatory 
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policies aimed at extending the expansion cycle, which resulted in unsustainable leverage ratios and significant asset price 

appreciation that in turn led to sharp asset price corrections.  

Not surprisingly, a prolonged period of low real interest rates, excessive liquidity, elevated asset valuations, and the 

potential of detrimental fiscal and regulatory actions are seen by some people as a prelude to the next crisis. However, 

while it is true that a sharp correction in asset prices could be highly damaging for consumer and business expectations, a 

comparison between previous pre-recession periods and a range of key economic fundamentals suggests that the current 

expansion could last for several more quarters. For example, no postwar recession has occurred without the share of fixed 

investment (excluding intellectual property) to GDP exceeding 14%; the current value is 12.4%. In addition, households’ 

balance sheets remain healthy as evidenced by the low leverage and financial obligations ratios. Corporate profits are also 

expanding at a solid pace amid muted cost pressures. Although inflation- and cycle-adjusted valuations of equity and home 

prices stand at high levels and continue to increase, recessions have historically started around 12 months after these 

indexes began to decline.  

Additionally, even if the Federal Reserve continues raising interest rates, there is still some way to go before monetary 

conditions become restrictive. In fact, a source of risk could arise if the Fed delays normalization amid accelerating inflation 

and inadequate fiscal stimulus that force the Fed to raise rates faster at a later stage. Moreover, we cannot ignore the risks 

of counterproductive regulatory policies that would damage the well-functioning of labor markets, foreign trade and capital 

flows.  

With what we know about the current business cycle and the retrospective view of the recovery, it is imperative that in 

2018, the administration and Congress engage in a collaborative dialog and implement sweeping reforms that will improve 

economic fundamentals. Some key challenges include modernizing decades-old entitlement programs and improving 

performance in education and healthcare while reducing wasteful spending. In addition, there is an urgent need to 

modernize the current system that creates vast distortions and unnecessary costs, encourages rent-seeking behavior, and 

picks winners and losers opting instead for comprehensive tax reform that is fair, efficient and simple.  

These changes should also include fundamental reforms to the institutional and regulatory frameworks that boosts 

competition, reduces burdensome costs on businesses and individuals and facilitates access to technology like computers, 

internet and mobile technologies. Policymakers should avoid the temptation to take short-cuts or seek short-term gains at 

the expense of future generations. These steps are needed to boost productivity growth, real income gains, and living 

standards for the next generation.  
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DISCLAIMER 
This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya 

Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject to 

changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securit ies or other instruments, or to 

undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind. 

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be 

appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to 

prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such specialized 

advice as may be necessary. The contents of this document are based upon information available to the public that has been obtained from sources 

considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either express or implicit, is 

given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the use of the 

document or its contents. Investors should note that the past performance of securities or instruments or the historical results of investments do not 

guarantee future performance. 

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should 

be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities can 

involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the 

amount of initial investment and, in such circumstances, investors may be required to pay more money to support those losses. Thus, before 

undertaking any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities and risks 

implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be limited 

or even not exist. 

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred to, 

directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those securities, 

provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders, 

executives or employees, or may have interests or perform transactions in those securities or instruments or related investments before or after the 

publication of this report, to the extent permitted by the applicable law. 

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its 

clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and investing 

businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may be (i) copied, 

photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of this report may 

be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited 

by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction. 

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within 

article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), (ii) are persons 

falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) are persons to 

whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services and markets act 2000) may 

otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This document is directed only at relevant persons 

and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is 

available only to relevant persons and will be engaged in only with relevant persons. The remuneration system concerning the analyst/s author/s of this 

report is based on multiple criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, 

include the results generated by the investment banking business; nevertheless, they do not receive any remuneration based on revenues from any 

specific transaction in investment banking. 

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members. 

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to 

prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security 

Market Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”. 

BBVA, S.A. is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain 

with number 0182. 
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