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First Quarter 2017 Market Commentary 

  

We start every market commentary by highlighting an observation from our previous commentary.  

Here is what we said last quarter regarding the upcoming November elections: 

 

We are fairly confident that if this Administration fails to capitalize on the populist movement that propelled them to 

office, that the stock market rally, dubbed the “Trump Bump”, will quickly turn to the “Trump Dump”.  It is 

undeniable that many investors have embraced the agenda the Trump/Pence team brought to the American people.  

But as a wise friend once told us: “Ideas are easy, execution is everything”.  Any failure upon taking office, any 

scandal, any backtracking or stalling to get three of the easiest agenda items filled will cause investors to take profits 

and head to the sidelines. 

   

First Quarter 2017 Highlights 

  

How true that observation from last quarter has played out.  Shortly after the inauguration on 

January 20th, the market continued the “Trump Bump” by breaking and holding the 20,000 mark on 

January 25th.  February 9th to the 27th marked the best streak in the Dow since 1987 with 12 straight 

days of advances.  The Dow tied the record of fastest 1,000 points in a month.  The euphoria 

continued all the way to March 1st as the Dow finished at 21,115.50.  The single best day of the new 

year was March 1st, just after the Trump address to the joint houses of Congress.  The Dow finished 

up 303 points, the S&P 500 up 32 points and the Nasdaq finished up 78 points.  The engine was 

stroking on all eight cylinders, until the Trump Administration began looking to deliver on campaign 

promises. 

 

As we stated in our opening paragraph, “ideas are easy, execution is everything”.  Unfortunately for 

the Trump Team it has been a bumpy start with communications and learning  the ways of 

Washington. And while both parties continue with some form of dysfunction, it is clear they will 

need to put down their defenses and learn to work together for the betterment of the country.  

Eventually the payback system has to be suspended in favor of paying it forward. 

 

The economic engine was indeed humming as the new year began.  Auto sales hit a record in 2016 

which helped propel the Dow to break the 20,000 mark on January 25th.  The party continued into 

February when the Dow hit a 12 day positive streak starting February 9th and ending February 27th.  

The Dow then pushed the next frontier, 21,000 on March 1st, settling at 21,115.50 for a new all-time 

record.  It was not until March 21st that the air started out of the balloon as the healthcare bill ran 

into trouble and was promptly pulled for a vote.  Execution is everything! 
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Reviewing the index returns presented below suggests there was a rotation out of the small caps and 

into everything technology.  Last year the small cap index was up over 20%; in the first quarter of 

2017 it could not break above 1%.  In our opinion this is a reaction to the failure to execute as small 

businesses are the growth engine of the economy.  Without substantive tax and health care reform 

there is a concern among investors that the economy will not produce to expectations which 

impacts the smallest companies in the United States. 

 

With that said, not everything is looking so grim.  In fact, the economy and the consumer continue 

to show some bright spots that suggests the economy has healed from the 2008-09 financial crisis. 

 

 

Economic Trends:  The Consumer is in Pretty Good Shape 

 

 
 

Household debt is down, savings is up, and inflation in check.  These are very good trends that 

suggests consumers have possibly learned from past mistakes.  Note the impressive spike of 

personal savings in 2013.  That coincides with an S&P 500 that returned over 30% that year which is 

a good harbinger regarding stock performance.  This suggests that when the stock market is 

performing well, consumers are using their gains to pay down debt and increase savings.  Nothing 

wrong with that trend at all. 

 

 

 

 

 

http://fred.stlouisfed.org/graph/?g=dbgZ
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The Economy is chugging along:  Not at the level it could be so expansion of GDP is needed. 

 

 
 

Economy is pushing to get above 2% GDP.  The fourth quarter 2015 GDP reading was 2.1%, 

versus the expected 2.0%, so the trend is positive. 

 

 
 

Meanwhile, the rate of unemployment claims has declined.  Note that the aggregate weekly hours 

have stayed relatively flat.  This is in-line with the still sluggish GDP number of the previous graph.  

A couple of ways to translate the graph:  More people stopped looking for work and have simply 

“dropped out” of the labor force, people have gotten jobs but perhaps part-time, or employers are 

indeed hiring in anticipation of increased business activity. 

 

http://fred.stlouisfed.org/graph/?g=dbha
http://fred.stlouisfed.org/graph/?g=dbhk
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The Fly in the Soup:  Public Debt as Percent of GDP 

 

 
 

This is why GDP growth, along with spending reductions, is important.  A stronger GDP will create 

room to handle the debt while creating more taxes to help pay down the debt.  That’s the theory 

anyway, but we know politicians like to spend money. 

 

With our quick overview of the economic stats out of the way, let us look at the major equity indices 

for the first quarter: 

 

DOMESTIC EQUITY STATISTICS 

 

Index 1st Quarter 2017 

S&P Small Cap  0.74% 

S&P Technology Sector 12.16% 

Dow Jones Average 4.56% 

S&P 500 Index 5.53% 

(Period Ending 3/31/2017.  Source:  S&P Dow Jones Indices) 

 

As we mentioned previously, the small cap guys barely registered a heart beat! 

  

http://fred.stlouisfed.org/graph/?g=dbhr
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Company                  Percentage Weight                  1st Quarter 2017  

 

S&P 500                                                                             5.53%    

Energy                                 6.6%                                              -7.30%       

Materials                              2.8%                                  5.31%   

Industrials                         10.1%                                    4.01%       

Consumer Discretionary       12.3%                                          8.09% 

Consumer Staples                9.3%                                  5.64% 

Health Care                       13.9%                                        7.89%       

Financials                          14.4%                                      2.08%                   

Technology                        22.1%                                         12.16%       

Telecommunications              2.4%                                         -5.06% 

Utilities                                   3.2%                                         5.43%      

Real Estate     2.9%                  2.73% 

Source:  Standard and Poor’s (www.spindices.com), price returns. 

 

 

 

 

Style Return Box for the First Quarter 2017 

 VALUE CORE GROWTH 

LARGE 3.26% 6.06% 8.48% 

MID 2.61% 3.92% 5.03% 

SMALL -0.42% 1.08% 2.39% 

Source:  Standard and Poor’s (www.spindices.om), total returns. 

 

 

DOMESTIC EQUITIES 

 

Concern is growing that U.S. equities are over-valued relative to other parts of the world.  With a 

forward 2017 P/E of around 18 times earnings, that is slightly elevated on a historical basis.  The 

dividend yield is hovering around 2% and the concern is, therefore, that U.S. stocks begin to get 

competition from other parts of the world where P/E’s are considerably lower.  Growth prospects 

in these areas, such as Europe and Asia, have been muted over the years as investors preferred the 

U.S. markets for their growth potential and formidable capital markets structure.   

http://www.spindices.com/
http://www.spindices.om/
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Over the years, we have underweighted the international and emerging markets in favor of the 

domestic U.S. marketplace.  Within our philosophy, we have added fixed income as ballast to 

portfolios to hedge against down markets (see comments below on that score).  We continue to 

favor the domestic U.S. markets especially as the new administration continues to roll-back some of 

the more onerous regulations.  While it will take time to implement, we feel confident the new 

administration is committed to regulatory roll-back. 

 

With that said there is still a place for international and emerging equities within a portfolio.  Just 

how much is the question and in what parts of the world?  Our thoughts on this subject are 

balanced by the weight of downside issues present in the international and emerging markets, and 

the elements that impact their stocks which are out of their control (such as Central Bankers printing 

money).  More developed international (Europe) and those parts of the world close to major 

manufacturing countries (Asia) are preferred over places such as South America (see below). 

 

INTERNATIONAL 

 

Theresa May, Prime Minister of the United Kingdom, signed Article 50 which formally began the 

process of the U.K. exiting the European Union.  But they were not the only group interested in a 

break-up.  Seems Scotland would like a little more independence as well and are moving to push a 

vote to “Scot-xit” from the U.K.  By a vote of 69 to 59, members of the Scottish Parliament in 

Edinburgh approved plans to request a referendum on independence that could take place just 

before Britain completes its withdrawal from the E.U.   

 

France votes in their major elections in April and the concern is that the country will lean a bit more 

toward the female version of Donald Trump, Marine Le Pen and the National Front.  The election 

will be tight and given the previous U.S. elections, picking a horse for the race would be no easy 

task.  While France considers its options, it is worth noting that Europe is holding up well despite 

the headwinds.  Perhaps all will not be lost as countries try to regain their sovereignty while being 

able to allow for the movement of people, funds and equipment.   

 

We have not mentioned South America in quite some time as interest in the Latin American world 

has taken a back-seat to the United States.  The major “BRIC” country, Brazil, had a stellar year for 

2016, up over 64%.  Sounds great, until you peel back the onion.  To get that return, you would 

have had to suffer losses from 2013 to 2015, 17.5%, 15.5% and 41.7%.  One dollar invested in 2013, 

was worth 40-cents after that three year stretch.  So despite the 64% return last year, that $1 was still 

only worth 66-cents.  It’s a good lesson to remember about Brazil or South America in general. 
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FIXED INCOME   

 

Two interesting phenomena occurred in the fixed income during the quarter.  First, municipal bonds 

reversed their horrible fourth quarter performance by trouncing taxable bonds by a margin of 50%.  

The Aggregate Muni bond index was up 1.6% while the Aggregate bond index was up 0.8%.  What 

happened?   

 

Last quarter muni’s posted a terrible -3.6% return while taxable bonds were down -3.0%.  The 

rationale is two-fold:  Trump’s election and rotation to equities.  The dawn of tax reform was neigh 

and why would you then want municipal bonds when your tax rate was going down?  Secondly, the 

rotation to equities as the anticipation of the aforementioned tax reform, with capital spending 

projects meant good-times ahead. 

 

Roll forward to the first quarter and the imminent tax-reform “bloom is off the rose” for the time-

being.  As a result taxpayers who want to reduce their tax liability do what they always do when 

faced with higher taxes: pile back into municipal bonds in order to generate tax-free income.   

 

The second phenomena in the fixed income world centered on the Federal Reserve. We heard a 

great term during the quarter but we cannot pinpoint the source.  Somewhere in the office as CNBC 

or Bloomberg droned on we picked up on an interesting phrase about fixed income and the Federal 

Reserve:  The era of the “gradualization of normalization”.  It was only after hearing it did we have 

one of those, “wait, what” moments and by the time we could figure out the source it was 

commercial time.   

 

The gradualization of normalization describes the situation the Federal Reserve finds itself in after 

having held rates abnormally low for nearly 10 years.  As the chart below highlights, getting back to 

what is considered “normal” is going to take a considerable amount of time.  What does this mean 

for investors and consumers? 

 

First, the Fed is on watch for signs of inflation and has a lot of room to adjust rates should 

economic activity continue to improve or shock the system with some unanticipated good news.  If 

we assume normal rates would be around 4%, and the Fed is raising rates at 0.25% three times per 

year, that means at least four years to the target level. 

 

Second, for bond investors such as banks, insurance companies, endowments and individual 

investors, holding bonds in a rising interest rate environment is not a dicey prospect.  The news is 

out the information has been communicated.  The Fed will be raising rates but for the right reason 

which is to keep inflation in check.   
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The 10 year annualized average for inflation has been 1.87% though the end of 2016.  Inflation ran 

just around 2.0%, the Fed’s target, for the entire year.  Historically inflation has averaged around 3%.   

 

For those interested in high yield bonds (junk), the chart below suggests when to buy…when the 

spread is big as it was in 2010 and junk bond spread to Treasuries was around 18%.  

 

 
 

  

http://fred.stlouisfed.org/graph/?g=dbg8
http://fred.stlouisfed.org/graph/?g=dbhN
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IN SUMMARY 

 

As we transition through the first 100 days of the Trump Administration getting stuff done is the 

critical element.  As we said in the beginning, execution is key to implementing ideas.  On that score, 

the Administration has some work left to get their agenda into gear.  Fortunately, the markets 

continue to focus on those things that make markets go higher, namely corporate profits, economic 

activity and employment.  On those measures, the United States continues to perform well. 

 

The rise in rates is a signal from the Fed that they are back on their game of meeting their dual 

mandate of full employment and price stability.  Despite the recent rise in rates the fixed income 

market has not sold off, and for good reason.  Inflation is the “kryptonite” of the bond market and 

as-long-as inflation is held in check, bond investors such as insurance companies, endowments and 

foundations have a clear message to own those securities.  Had the Fed held off in beginning the 

rate rising cycle, a fixed income sell-off would have been understandable.   

 

Finally, the rise in the market feels extremely good to the financial bottom-line of millions of 

households.  Over the past 17 years we have had two major “bust” cycles that left investors swearing 

off stocks forever.  This is why we favor balanced, diversified portfolios, we know the markets will 

pullback eventually, when and how hard are the unforeseeable factors.  However, while 

diversification in a bull market may look underwhelming we tend to keep an eye on the past by 

remembering what a bear market can do to portfolios.   
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