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QUARTER IN REVIEW

T

he markets literally went through ups and
downs throughout the ﬁrst quarter. The
market started out on a high‐note, but the high
water mark for the quarter was reached on Janu‐
ary 26th when the intra‐day high pushed the S&P
500 up 7.44 percent. From there, markets fell into
correc on territory, only to rebound by about 10
percent before losing steam again in March. The
markets fell in both February and March, a er the
strongest monthly gain in over a year in January.
The S&P 500 lost 0.76 percent through the ﬁrst
quarter, snapping a nine quarter streak of posi ve
returns. However, small cap stocks, represented
by the S&P SmallCap 600, posted a posi ve quar‐
terly return of 0.57 percent. For the quarter,
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growth stocks outperformed value stocks across
all market capitaliza ons. Informa on Technology
(+3.53) was the top performing sector for the
quarter followed by Consumer Discre onary
(+3.09); these two sectors were the only two S&P
500 sectors to have posi ve returns during the
ﬁrst quarter. The worst performing sectors were
Telecom Services (‐7.48) and Consumer Staples (‐
7.12).

I

nterna onal large cap developed equity mar‐
kets ﬁnished the quarter down 1.53 percent
while developed small cap equi es were posi ve
by 0.24 percent. Developed markets were led by
Finland and Italy while Australia, Switzerland and
Israel were the leading detractors. Emerging mar‐
kets (+1.42) ﬁnished the quarter in posi ve terri‐
tory. Top performing countries include Brazil, Rus‐
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sia and Malaysia, and detractors were the Philip‐
pines, Poland and India.

I

nterest rates moved swi ly higher during the
quarter. Rates on the two‐year Treasury in‐
creased 38 basis points since the beginning of the
year and 99 basis points over the trailing year. The
ten‐year Treasury increased 34 basis points since
the end of 2017 and the 30‐year Treasury in‐
creased 24 basis points since the beginning of the
year. Bond prices fell as a result of rising interest
rates, leading to losses for many ﬁxed income in‐
vestors. The most popular bond index, the Bloom‐
berg Barclays US Aggregate Bond Index, lost 1.46
percent year‐to‐date; the more conserva ve
Bloomberg Barclays US Government Index lost
0.73 percent and the more aggressive, US Corpo‐
rate High Yield Index, lost 0.86 percent. In addi‐
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on to the movement in rates, another important
indicator to watch is the spread between the two‐
year and ten‐year Treasury yields. When the
spread inverts, meaning the 2‐year is higher than
the 10‐year, this could be an indicator that a reces‐
sion is forthcoming. The spread has ghtened,
ending the quarter at 47 basis points.

and businesses. In addi on to the passing of tax
reform, the fourth quarter corporate earnings
were strong. According to FactSet, companies in
the S&P 500 reported revenue growth of 8.2 per‐
cent, the highest growth since the fourth quarter
of 2011. 77 percent of S&P 500 companies report‐
ed sales above analyst es mates. This is the high‐
est percentage since FactSet began tracking the
data in 2008. The energy sector had the highest
earnings growth rate at 105 percent. The energy
sector beneﬁted from an increase in oil prices and
a low bar to surpass from last year.

A
O

il prices crept higher during the quarter.
West Texas Crude Oil increased about 7.5
percent while the more broad energy sector in‐
creased 4.82 percent. Natural Gas prices fell by
over 7 percent. Gold moved higher, while both
Silver and Copper declined. Other big movers in
the commodity space included a 35 percent in‐
crease in Cocoa, Corn increased by over 10 and
Soybeans by 8.63 percent. The largest decliners
were the already men oned Natural Gas, Livestock
by 7.44 percent and Coﬀee by 6.38 percent.

T

he strong start to the year was a result of the
posi ve sen ment around the tax reform bill
that lowered taxes on the majority of Americans
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er seeing the market post signiﬁcant in‐
creases in January, higher interest rates
spooked the market, causing an ini al sell‐oﬀ
which was later exacerbated by technical indica‐
tors which pushed markets even lower. The mar‐
ket decline caused a spike in the VIX, also referred
to as the “fear indicator.” The VIX spiked to over
50, a substan al increase from the low double‐
digits that many grew accustomed to in 2017. The
spike in the VIX also helped trigger some of the
later declines, as some large investors had short
trades against the VIX. When a short VIX invest‐
ment lost 80 percent of its value in an a er‐hours
trading session, market traders became concerned
of increased vola lity and put pressure on broader
markets. The February decline was short‐lived but
substan al, with some major indices falling more
than 10 percent—considered to be in correc on
territory. Markets found their foo ng and man‐
aged to rally over 10 percent, but these gains were
wiped out in March a er President Trump an‐
nounced tariﬀs on steel and aluminum imports.
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T

he tariﬀs that were announced in early
March are a major concern to the markets.
The intent of the tariﬀs is to help American compa‐
nies be more compe ve when selling their prod‐
ucts here in the states. If tariﬀs make imported
goods more expensive, then countries that provide
these cheaper goods through cheap labor or gov‐
ernment subsidies will have a more diﬃcult me
selling their goods in the U.S. Wages tend to be
higher here in the U.S. than many other countries;
this drives up the cost of producing goods here. On
the surface this may look like a win for America,
but if the price of goods increases there are a
handful of poten ally damaging consequences. For
one, inﬂa on may increase and compel the Fed to
raise rates more aggressively. Another likely out‐
come is that Americans will see their expenses in‐
crease without a comparable increase in their wag‐
es. In aggregate, this slowdown in consump on
could very well translate to a slowdown for the
U.S. economy. It is also possible that some ex‐
por ng countries may subsidize industries aﬀected
by American tariﬀs in order to prop up exports,
which would render as pointless the only objec ve
of Trump’s tariﬀs—the protec on of American in‐
dustries with global compe on. It would be one
thing if the impact was limited to steel and alumi‐
num, but other countries and trading blocs have
already begun to threaten tariﬀs on American ex‐
ports. Not coincidentally, the tariﬀs on American
exports appear to be selected to apply speciﬁc po‐
li cal pressure: bourbon and motorcycles are pro‐
duced primarily in Kentucky and Wisconsin, re‐
spec vely, which are the home states of the lead‐
ing Republican Senate majority leader and speaker
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in the House. Pork exports, another target, are the
provenance of Trump’s heartland.

G

eopoli cal issues, mainly with North Korea,
were a consistent concern throughout 2017.
However, in the ﬁrst quarter of 2018 they were
basically a non‐event from the markets’ perspec‐
ve. Surprisingly, the Trump administra on is re‐
portedly planning to meet with the Kim regime as
early as May. Whether this will yield any real pro‐
gress toward denucleariza on, or if it just serves to
provide propaganda for the North Korean dictator
remains to be seen. The U.S. also stood in solidari‐
ty with other western democracies by expelling
Russian diplomats and spies from U.S. embassies
a er Russia was believed to have poisoned a Rus‐
sian defector in Great Britain. The U.S.’ role was a
departure from Trump’s hitherto indiﬀerent re‐
sponse to Pu n’s aggressions in the West. With
tensions rising on this issue as well as conﬂic ng
objec ves in Syria, the U.S.‐Russian rela onship
may present new cause for spooking the markets
during the rest of 2018.

A LOOK AT THE NUMBERS

FORECAST IN BRIEF

W

hile much of the vola lity from the ﬁrst
quarter can be traced back to computer
models triggering sell‐oﬀs at various points (this is
known as technical trading), we are hopeful that
markets will return a en on to the strong funda‐
mentals that are present in the U.S. and abroad.
Analysts are expec ng a strong earnings season.
According to FactSet, the ﬁrst quarter 2018 earn‐
ings es mated growth rate for the S&P 500 is 17.3
percent. In fact, es mated earnings growth, which
historically sees declines from the beginning to
end of a given quarter, has risen by 5.4 percent in
the ﬁrst quarter. This represents the largest posi‐
ve change in es mated earnings during a quarter
since FactSet began tracking this data point in
2002. Another anomaly that occurred during the
quarter is the increase in earnings es mates but a
decrease in the price of the S&P 500; this has not
occurred since Q2 2010. In addi on to earnings
growth, revenues are expected to increase at a
rate of 7.3 percent for the quarter. It is possible
that as analysts begin to factor in the consequenc‐
es of tariﬀs and a possible trade war,
YTD
earnings expecta ons may be lowered.

First Quarter
Performance
(%)

Performance
(%)

DJ Industrial Average TR USD

‐1.96

‐1.96

S&P 500 TR USD

‐0.76

‐0.76

S&P MidCap 400 TR

‐0.77

‐0.77

S&P SmallCap 600 TR USD

0.57

0.57

NASDAQ Composite TR USD

2.59

2.59

MSCI EAFE NR USD

‐1.53

‐1.53

BBgBarc US Agg Bond TR USD

‐1.46

‐1.46

Wilshire US REIT TR USD

‐7.48

‐7.48

IA SBBI US 30 Day TBill TR USD

0.34

0.34

Name
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T

he Fed will conduct two mee ngs
during the second quarter, one in
May and one in June. Current expecta‐
ons are for a 25 basis point rate hike
coming from the June mee ng. As eco‐
nomic data rolls out, analyst views could
change; however, the Fed has been de‐
liberate to set expecta ons so as to not
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surprise the markets, so unless something dra‐
ma cally changes, a 25 basis point rate hike is ex‐
pected during the second quarter.

W

hile the short end of the yield curve is
driven by Fed policy, the long end is inﬂu‐
enced by other factors. Inﬂa on is one factor that
inﬂuences the long end of the curve; another fac‐
tor is supply and demand of Treasury bonds. Inﬂa‐
on readings have been in focus over the last sev‐
eral years and will con nue to be. Since the inﬂa‐
on readings are backward looking, the price im‐
pact of the tariﬀ talks may not be seen in readings
released in the coming months. Addi onally, any
movements may be based on rumors since many
of the discussed tariﬀs have not been codiﬁed into
law yet. The supply and demand dynamics of yield
curve movements may also be aﬀected by the
trade war developments. China is a signiﬁcant pur‐
chaser and holder of U.S. Treasury bonds. If they
decide to use this as leverage, China may be able
to move the long end of the yield curve by slowing
its purchase, or even selling, long‐dated treasury
bonds. When you consider that the Fed is decreas‐
ing demand for long‐dated U.S. Treasuries by un‐
winding its balance sheet, and that the U.S. gov‐
ernment is increasing supply due to the tax bill’s
eﬀect on the deﬁcit, condi ons are becoming ripe
for the long end of the yield curve to rise.

O

ver the rela ve short‐term, emerging mar‐
kets have been an a rac ve investment,
but like the U.S. and other developed markets,
emerging markets may be nega vely impacted if a
trade war ensues. Unless and un l that happens,
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we expect that the trend of synchronized global
growth, which in 2017 drove the revenues of mul‐
na onal corpora ons and much of the global
economy, will con nue. Emerging markets also
enjoy more a rac ve valua ons compared with
developed markets. The weakening dollar and the
expecta on of future weakening has, and should
con nue to, beneﬁt investors in these countries.

I

f anything has changed with your ﬁnancial pic‐
ture that may aﬀect your investment strategy,
please let us know so we can make any necessary
changes.
— Robert Moyer, CFA, CFP®, CAIA
Director of Research

T

he geopoli cal landscape, though it didn’t
produce any market moving developments
in the ﬁrst quarter, is s ll set for poten al ﬂare‐ups
and more serious crises. At the me of this wri ng,
news broke of a new chemical weapons a ack in
Syria. President Trump, dealing with a host of is‐
sues at home, may sharpen the U.S. response to a
point that could further complicate rela ons with
Russia. The Trump‐Kim summit that will allegedly
take place this spring will also draw a lot of a en‐
on from market observers.

T

he current market environment can be
summed up as “fundamentals are strong,
but markets are highly sensi ve.” Higher vola lity
can be expected to con nue. 2018 is shaping up
to be a year that separates those investors who
have a plan and s ck with it from those who suc‐
cumb to short‐term market movements driven by
headlines. If you haven’t reviewed your asset allo‐
ca on recently, we recommend you do so soon to
ensure that your current investment risk is aligned
with what you can tolerate.
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The views and opinions expressed are for informa onal purposes only and should not be construed as investment advice. The data provided is as of the wri ng and is subject to
change without no ce. All material presented is compiled
from sources believed to be reliable and current, but the accuracy of third party sources cannot be guaranteed. The material is not intended to be relied upon as investment advice or
recommenda ons, does not cons tute a solicita on to buy or
sell securi es, and is not speciﬁc legal, investment or tax advice. The informa on provided does not take into account the
speciﬁc objec ves, ﬁnancial situa on, or par cular needs of
any speciﬁc person or en ty and should not be relied upon as
the sole factor in an investment making decision. Past performance is no guarantee of future results. Inves ng involves risk
and could result in loss of principal.
ACG Advisory Services is a registered investment adviser.
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