
Q1 2017 Market Commentary: 

The first quarter of 2017 was a remarkably strong period for the global equity markets.  Domestical-
ly, the S&P 500 returned 6.1%, the Dow Jones Industrial Average, was up 5.2%, and the Nasdaq 
Composite returned 10.1% reflecting the strength of the technology sector.  Internationally, Emerging 
Markets posted the strongest returns with the MSCI Emerging Markets Index surging 11.5%, while the 
MSCI EAFE index of developed international markets rose 7.3%.  Gains were seen almost across the 
board as the only categories with negative returns were real estate and commodities.[i] 

One important development was that the Federal Reserve raised the Fed Funds Rate by 25 basis 
points, or 0.25%.  This was only the third rate increase since the financial crisis.  It is important to re-
member the adage, “The Fed only controls the short end of the yield curve”, because it is even more 
pronounced in the current environment.  As part of the Fed’s strategy of quantitative easing and main-
taining low interest rates following the financial crisis, the Federal Open Markets Committee increased 
its balance sheet from roughly $1 trillion to $3 trillion, which included purchasing long-term Treasury 
bonds.  The result is that the Fed now owns 33% of all Treasury bonds with maturities of 10 years or 
longer.  As those bonds mature the Fed “rolls over” its investment by purchasing more bonds.  This 
creates demand for long-term Treasuries that would not exist if the Fed was not buying them, and 
puts artificial downward pressure on the long end of the yield curve. 

The chart below demonstrates that as the Fed has raised short term rates, there hasn’t been a cor-
responding rise in long term rates.  The result has been a “flattening” of the yield curve.  Although 
the Fed has said that it will raise rates two more times during 2017, we can expect a pause after the 
second rate hike as the Fed will attempt to begin “normalizing” its balance sheet by not reinvesting 
the cash from maturing long-term bonds.  The very possible result will be a rise in longer term rates.

There have been two distinct shifts in general economic themes over the last three months:  a change 
from “the Trump Trade” to stocks that benefit from broader economic growth, and a pivot from un-
certainty to confidence.  After the presidential election, much of the stock market gains were based 
on sectors that would benefit from President Trump’s proposed economic policies of lower corporate 
taxes, deregulation, and the repeal and replacement of the Affordable Care Act.  As the proposed 
changes have proven to be more difficult to implement than expected, investors have focused their 
investments more on market fundamentals.  This shift has benefited the technology sector, with the 
Nasdaq Composite hitting a new high of 5,914, and Apple’s stock returning its strongest quarter in five 
years with a 24.5% gain. 

Likewise, after the election, investors’ outlooks were clouded with uncertainty about President 
Trump’s policy proposals, as he had spoken in general terms while providing very few details.  Sur-
prisingly, this uncertainty did not translate into market volatility, as the first quarter of 2017 proved to 
be the least volatile quarter since the 1960’s, with the average daily absolute percentage change for 
both the Dow Jones Industrial Average and the S&P 500 just 0.32%, the lowest for a quarter since 
1965 and 1967 respectively.[ii]  Both business and consumer confidence levels are strong, with the 
Consumer Confidence Index, a leading indicator of spending and growth, at its highest level since 
2000.

 

Overall, the outlook going forward is positive, with strong corporate earnings growth of 10.1%, low 
unemployment, encouraging wage growth, and the Conference Board’s U.S. Leading Economic Indi-
cator (LEI) index hitting a new high in the first quarter.[iii]  Most analysts agree that the international 
equities markets are poised for better returns than the domestic markets, as valuations overseas are 
seen to be much more reasonable than those in the U.S.  This has been reflected by large fund flows 
from domestic mutual funds to international and emerging markets funds.

Over the first quarter of 2017, the markets have provided us with yet another reminder why it is wise 
to maintain a diversified portfolio of holdings across asset classes and investment styles.  While the 
Small Cap and Value spaces closed out 2016 on a strong run, the beginning of 2017 has seen the 
opposite.  Small Cap stock have trailed Large Caps, and Growth Stocks have outperformed Value 
stocks.  

“The important thing about an investment philosophy is that you have one you can stick 
with.” David Booth (Founder and Chairman of Dimensional Fund Advisors, University of Chicago 
Booth School of Business)

[i] “Economic and Market Overview: First Quarter 2017”, Envestnet PMC, Brandon Thomas. http://www.investpmc.com/
insights/commentaries/economic-and-market-overview-first-quarter-2017

[ii] “The Least Volatile Quarter On Record Since the 1960s”, Barron’s Online, March 31, 2017, Crystal Kim.  http://www.
barrons.com/articles/the-least-volatile-quarter-on-record-since-the-1960s-1490994470

 [iii] “Weekly Market Recap”, JP Morgan Asset Management, April 3, 2017.
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Please remember that all investments carry some level of risk, including the potential loss of principal invested. Indexes and/or benchmarks are 
unmanaged and cannot be invested in directly. Returns represent past performance, are not a guarantee of future performance and are not indicative 
of any specific investment. Diversification and strategic asset allocation do not assure profit or protect against loss. Although stocks have historically 
outperformed bonds, they also have historically been more volatile. Investors should carefully consider their ability to invest during volatile periods 
in the market. The securities of small capitalization companies are subject to higher volatility than larger, more established companies and may be 
less liquid. With fixed income securities, such as bonds, interest rates and bond prices tend to move in opposite directions.

The opinions expressed are those of Scott Sparks as of the date stated on this State of the Market update and are subject to change. There is no 
guarantee that any forecasts made will come to pass. This material does not constitute investment advice and is not intended as an endorsement of 
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With fixed income securities and bonds, when interest rates rise, the price of the assets you own declines, which could negatively affect overall 
performance. Bond prices correlate inversely with interest rates and this effect is usually more pronounced for longer term bonds making their prices 
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The S&P 500 Index is a capitalization weighted index of 500 stocks. The S&P 500 Index is designed to measure performance of the broad domestic 
economy through changes in the aggregate market value of 500 stocks representing all major industries.

The Dow Jones Industrial Average is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange and the Nasdaq.

The Nasdaq Composite is an unmanaged, market capitalization weighted index of stocks listed on the Nasdaq Stock Exchange, reported as price 
return without reinvestment of dividends. 

The Conference Board is a global, independent business membership and research association working in the public interest. The Conference Board 
is a non-advocacy, not-for-profit entity holding 501 (c) (3) tax-exempt status in the United States.

The Conference Board Consumer Confidence Index® (CCI) is a barometer of the health of the U.S. economy from the perspective of the consumer. 
The index is based on approximately 3,000 completed questionnaires reflecting consumers’ perceptions of current business and employment condi-
tions, as well as their expectations for six months hence regarding business conditions, employment, and income.

The Conference Board Leading Economic Index is intended to forecast future economic activity and is calculated by The Conference Board, a 
non-governmental organization, which determines the value of the index from the values of 10 key variables. These variables have historically turned 
downward before a recession and upward before an expansion.

The Morgan Stanley Capital International Europe, Australasia, and Far East (MSCI EAFE) Index, which is composed of all the publicly traded stocks 
in developed non‐U.S. markets. The MSCI EAFE Index consists of the following 22 developed market country indices: Australia, Austria, Belgium, 
Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, 
Spain, Sweden, Switzerland and the United Kingdom.

The MSCI Emerging Markets Index is a free float adjusted market capitalization index that is designed to measure equity market performance of 
emerging markets. The MSCI Emerging Markets Index consists of the following 21 emerging market country indices: Brazil, Chile, China, Colom-
bia, Czech Republic, Egypt, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Morocco, Peru, Philippines, Poland, Russia, South Africa, Taiwan, 
Thailand    
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