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he equity markets saw a strong start to the
year during the ﬁrst quarter, despite run‐
ning out of gas in March. The S&P 500 TR returned
6.07 percent for the quarter making it the sixth
straight quarter of posi ve returns for the index
as well as the best opening quarter since 2013.
Large cap stocks outperformed small and mid‐cap
stocks during the quarter. The Russell 2000, a
proxy for U.S. small cap companies, returned 2.47
percent for the quarter. There was also a change
in market leadership during the quarter. In gen‐
eral, growth stocks outperformed value stocks
across the market capitaliza on spectrum. The
informa on technology sector was the top per‐
former in the S&P 500 index, returning 12.57 per‐
cent, followed by consumer discre onary at 8.45
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percent and health care, up 8.37 percent. The big‐
gest laggards for the ﬁrst quarter were energy and
telecom, which lost 6.68 percent and 3.97 per‐
cent, respec vely.

M

ost bond indexes ﬁnished posi ve during
the ﬁrst quarter. Changing interest rates
are a big inﬂuence on the returns of bond
investments. The yield (or interest rate)
curve, pictured below, can be informa ve
when se ng expecta ons for ﬁxed income.
The short end of the yield curve moved high‐
er during the quarter but the long end of the
curve saw rates fall slightly. The short end of
the curve is more inﬂuenced by Fed ac ons
while the longer end is inﬂuenced by inﬂa‐
on and economic expecta ons. The Fed
raised the federal funds rate in March, which
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inﬂuenced short‐term rates, but longer‐term rates
fell during the second half of March as ques ons
surfaced concerning President Trump’s ability to
enact legisla on. The most common bond proxy,
the Barclays U.S. Aggregate Index, returned 0.82
percent during the quarter while lower quality
bonds like the Barclays U.S Corporate High Yield
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Index, returned 2.70 percent. Given the strong
equity markets, the fact that high yield bonds out‐
performed higher quality bonds is not a surprise.

C

ommodity returns were mixed during the
quarter. As men oned above, energy stocks
performed poorly during the quarter due to the
price of oil falling about ﬁve percent. The cause for
the decline was driven by concerns about OPEC’s
commitment to the produc on cuts its members
agreed to last year. OPEC oﬃcials met in March
and concluded to extend the produc on cuts for
another six months. This helped to support oil
prices, but markets are s ll wary of the willingness
of member countries to comply. Other commodi‐
es, like precious metals, saw strong returns dur‐
ing the quarter, which can be a ributable to the
link between their prices and inﬂa on expecta‐
ons. Silver, gold and copper were up 14.18 per‐
cent, 8.64 percent and 5.47 percent, respec vely.

A

s we saw closing out 2016, the markets’ pri‐
mary focus during the ﬁrst quarter was on
any news coming from either the White House or
Capitol Hill. The equity markets’ strong start to the
quarter was a con nua on of the rally investors
have seen since Trump’s elec on in early Novem‐
ber. A er his inaugura on, Trump coupled his ﬂair
for ostenta ous rhetoric with the rollout of sever‐
al execu ve orders. Despite the controversial na‐
ture of some of his orders, namely his travel ban,
markets generally viewed the sum of his ac ons
through the end of February as a signal that he
intended to uphold his campaign promises of ﬁscal
s mulus and deregula on. Poli cal reali es, how‐
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ever, began to set in during March as it became
increasingly clear that Trump’s ﬁrst legisla ve
eﬀort, the repeal and replacement of Obamacare,
did not have enough Republican support in Con‐
gress to pass. The proposed bill saw li le common
ground in the House between more moderate re‐
publicans and the more right‐leaning Freedom
Caucus, and it was ul mately pulled before a vote
on March 24. It would be an overstatement to say
equi es sold oﬀ during March in response to this,
but the new cau on in the markets was clear.

F

or the be er part of this decade, the mar‐
kets’ main focal point has been the Fed and
its intended ac ons. Since the elec on of Presi‐
dent Trump, the Fed has become secondary news.
Chair Janet Yellen likely appreciates that, at least
for now, the Fed can focus more on its mandate of
employment and inﬂa on without fre ng over
severe market reac ons regarding rumors or
news. The Fed made a move during March and
raised the federal funds rate by 25 basis points to
a target rate between 0.75 and 1 percent. The
move was driven by a strong employment picture
and stable economic growth in the U.S. Depending
on the measurement, inﬂa on readings remain
slightly above or below the Fed’s target of two
percent. The Fed’s decision to raise rates will have
li le impact on many Americans, although credit
card interest rates may be impacted more quickly
than house or auto loans. Savings rates or CD rates
may ck up slightly with the rate increase.

T

he U.S. employment picture con nues to
impress; the unemployment number is be‐
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low ﬁve percent and wages are improving. Per‐
haps the most remarkable economic indicator is
consumer and business conﬁdence. If consumers
and businesses are feeling conﬁdent they are
more likely to spend and invest, which is great for
the economy. Another bright spot in the economy
is the manufacturing sector. The Markit U.S. Man‐
ufacturing PMI peaked in January before falling oﬀ
slightly in February and March but remains at
much higher levels than its lows in 2016.

C

orporate earnings for the fourth quarter,
announced during the ﬁrst quarter, were
strong. The posi ve earnings growth for both the
third and fourth quarters of 2016 marked the ﬁrst
consecu ve quarterly year‐on‐year earnings
growth since late in 2014. About two‐thirds of the
companies in the S&P 500 beat consensus analyst
es mates.

B

ritain took the ﬁrst formal step to withdraw
from the European Union in March. Prime
Minister Theresa May delivered a le er that in‐
voked Ar cle 50 of the Treaty of Lisbon. This be‐
gins the legal process that must end in two years
with Britain leaving the EU. This will be a complex
issue that will require plenty of work from both
sides to ensure a somewhat amicable divorce. The
impact is not completely known at this point, but
it is expected to impact Britain the most and have
very li le impact on the U.S.’ economy.

E

uropean economic news outside of Britain
has con nued to improve. As has been seen
in the U.S., consumer conﬁdence has been on the
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rise and many European companies are beginning
to show earnings growth. Addi onally, the two
European elec ons so far this year in Austria and
the Netherlands have seen the defeat of the an ‐
euro candidate. This provided some assurance
that the European Union may not be dismantled
in the coming months. Japan’s economy remains
stable but has been hurt by the strengthening
Yen.

F

pains of a new governing coali on, the markets
will be watching closely.

I B

D

espite the great start to the year in equity
markets, the Trump‐related causes for con‐
cern in March seem legi mate and will likely con‐
nue in some degree. Since the elec on in early
November, the markets have been pricing a busi‐
ness environment with lower taxes, less regula‐
on and a government infrastructure spending
plan. With Trump’s failure to gain congressional
any emerging market countries are also support for the proposed health care bill, the mar‐
seeing improving growth prospects. The kets are now reevalua ng those assump ons. It
MSCI Emerging Market Index saw the strongest was expected that Trump would address Obamac‐
return among major global equity indexes with a are ﬁrst, given his campaign promise and the
gain of 11.45 percent. Emerging markets, in gen‐ GOP’s seven year pledge to scu le the divisive
eral, have been somewhat due for a rally a er law. The rest of Trump’s legisla ve agenda will be
nearly a decade of lackluster returns. Fears about both more impac ul on the greater economy as
a slowing China have subsided for now, the dol‐ well as more diﬃcult to achieve. It appears that
lar’s strength has somewhat stabilized and the the next item on the agenda will be tax reform;
actual impact of Trump’s views on countries like however, there are several voices calling instead
Mexico and China appears to be so er than his for Trump to focus ﬁrst on an infrastructure pack‐
rhetoric suggested.
age. Infrastructure spending is one of the few ma‐
jor ini a ves that both Trump and Clinton cam‐
paigned on, and for the most part their views
AL
N
diﬀered only in that Trump guaranteed a
1st Quarter
YTD
bigger spend than Clinton did. Because this
Performance
Performance
Name
topic has legi mate support from demo‐
(%)
(%)
DJ Industrial Average TR USD
5.19
5.19
crats across the aisle, Trump may have an
S&P 500 TR USD
6.07
6.07
easier me passing legisla on. Focusing on
S&P MidCap 400 TR
3.94
3.94
infrastructure ﬁrst may be what Trump
S&P SmallCap 600 TR USD
1.06
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needs to regain momentum. Ul mately,
NASDAQ Composite TR USD
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MSCI EAFE NR USD
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with all new presidents, simply the growing
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T

hough the Fed is no longer the primary driv‐
er of markets, the ac ons it takes will s ll
impact returns in the short term and aﬀect the
overall economic environment going forward. If
the current economic outlook persists— one of
improving op mism, employment data and
steady inﬂa on within the Fed’s target—it is likely
that the Fed will hike interest rates another 25
basis points during the mee ng in June. More in‐
teres ng than the ming of the next rate hike is
the ques on of how and when the Fed will begin
to reduce the $4.5 billion balance sheet it accrued
during the two rounds of quan ta ve easing a er
the ﬁnancial crisis. A number of former and cur‐
rent Fed oﬃcials believe that the balance sheet is
irrelevant and not a point of concern; however, it
appears to have garnered enough a en on
among oﬃcials to compel the Fed to discuss its
op ons this year. Of the op ons men oned, the
simplest and least impac ul to the markets would
likely be to cease reinves ng the bond invest‐
ments at maturity and instead let them roll oﬀ the
balance sheet. Investors would likely view this
announcement as either neutral or posi ve; oth‐
er, more restric ve alterna ves may inject uncer‐
tainty into the markets.

E

xpecta ons for corporate earnings—
ul mately what drives stock returns—are
posi ve as companies prepare to deliver their ﬁrst
quarter numbers. According to FactSet, the es ‐
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mated earnings growth rate for companies in the
S&P 500 is 9.1% for the quarter (year‐over‐year).
If this turns out to be the case, it will be the high‐
est earnings growth rate for the index since the
fourth quarter of 2011. The S&P 500’s forward
price‐to‐earnings metric, a measure of the mar‐
ket’s valua on, ﬁnished the ﬁrst quarter at 17.5.

E

conomic sen ment indicators—from both
consumers and businesses—have been re‐
markably strong since the elec on. Given the
fresh uncertainty around President Trump’s ability
to pass legisla on, it will be interes ng to see
whether these indicators hold up or recede some‐
what in the coming months. Considering the mar‐
ket rally seemed to price in every pro‐business
Trump agenda item out there, it’s inevitable that
there has to be some sort of pullback. The ques‐
on is, by how much? Trump s ll has the authori‐
ty to enact substan al deregula on across a num‐
ber of industries, and in any case the U.S. econo‐
my was in a posi ve trend prior to the elec on
when the consensus was a Clinton victory. Inves‐
tors may not get the massive ﬁscal s muli they
have been be ng on since November, but the
U.S. s ll looks like a compara vely a rac ve place
to invest.

I

t is too early to see any meaningful signs com‐
ing out of Britain regarding their departure
from the EU, but any unexpected news could cre‐
ate sudden movement in interna onal markets in
either a posi ve or nega ve way. The French elec‐
on in May will be closely watched due to the
popularity of an ‐EU candidate Marine Le Pen.
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Though she is ed for ﬁrst in most polls, the gen‐
eral consensus is that her main opponent is be er
posi oned to win once some of the less popular
candidates drop out and stop dilu ng his base.
S ll, the developed world has been surprised
twice already in the past twelve months with
“underdog” victories from the an ‐establishment,
so nothing should be taken for granted. Away
from the headline poli cal risk, valua ons in Eu‐
rope are a rac ve and many of the core econo‐
mies seem to be moving in a posi ve direc on.
With inﬂa on stabilizing, the European Central
Bank may consider backing oﬀ its s mulus pro‐
gram.

G

eopoli cal tensions are rising, and with
them the possibility of a market‐moving
crisis. At the center of the uncertainty is President
Trump and his view on the U.S.’ role in the world.
His rhetoric has been cri cal of U.S. interven on‐
ism while at the same me striking a heavily mili‐
taris c tone. Shortly a er quarter end, Trump
made remarkably aggressive comments with re‐
spect to North Korea and he took concrete mili‐
tary ac on against the Russian‐allied regime in
Syria. While both developments were spurred on
by catalysts—his upcoming mee ng with China’s
president and the Syrian regime’s chemical weap‐
ons a ack—there is a risk that Trump may
a empt to strengthen his image by con nued mil‐
itary confronta on. It is common for leaders to
take military ac on when dealing with unpopulari‐
ty at home, as Trump has been. Addi onally,
Trump may begin to gravitate more toward the
foreign policy realm, where he can act much more
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unilaterally than he can when focusing on passing
domes c policy legisla on. In such an environ‐
ment, the risk of an interna onal crisis that im‐
pacts the markets will increase.

W

e con nue to stress how important it is
for clients to understand the risk proﬁle
of their asset alloca on and make sure that it is
appropriate for their situa on. If anything in your
ﬁnancial situa on has changed, please let us know
so that we can determine whether a change in
your por olio is necessary.
— Robert Moyer, CFA, CFP®, CAIA
Director of Research

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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