
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

First Quarter 2017  
Market  Review & Outlook  

 
 
 
 
 
 
 
 
 
 
 

 

 



 

 

 
Advisory services offered through WealthPLAN Partners.  Securities offered through Securities America, Inc., Member FINRA/SIPC.  WealthPLAN Partners and Securities America 
are separate and unaffiliated entities. 

Market Summary 
 

 

 

 

The year began much the same as 2016 ended with investors optimistic on reforms of the new administration and Corporate America 
rebounding from a trough in earnings. The post-election rally pushed up valuations in stocks as investors were happy to get ahead of the 
earnings recovery story and incremental opportunities from policy reform on taxes, fiscal stimulus and de-regulation. As the quarter came to 
a close, uncertainty around the rusty wheel of Washington bureaucracy had started to impact sentiment as did conflicting data on the true 
growth trajectory of the U.S. economy.  

We remain largely optimistic for risk assets as the major fundamental trends are essentially intact and renewed signs of progression outside 
the U.S. brings another catalyst to recent upward momentum. Substantive global growth has been elusive since the end of the Great Recession, 
but a recent breakout of fundamentals in Europe and renewed strength in emerging markets helped support the outperformance in international 
vs. domestic stocks in the first quarter. Investors often suffer from a “home” equity bias, and the large gap in relative performance over the 
past five years has led to many reducing international exposures even further. We believe that the first quarter development has legs over the 
coming years and remain steadfast on the opportunities for the performance gap to close for those investors with a more globally tilted 
investment allocation.    

Fixed income investors were not spared a rollercoaster ride as the end-of-year spike in yields carried into the middle part of the first quarter, 
with the 10-year yield topping out above 2.50%. Soft economic reports and subdued inflation readings were enough to push up appetite for 
bonds as the quarter closed with yields ending lower and bond prices higher from the start of the year. Despite this recent move, the outlook 
still looks bleak for those seeking the stability of returns from fixed income or necessary portfolio risk mandates. Investors are increasingly 
being pushed to take on incremental risk in meeting return expectations, and while this may work for the near future in a healthy economic 
and risk-on backdrop, mismanagement will eventually become palpable for those who end up with their hand too far into the cookie jar. The 
need for alternative thinking on the part of investors, advisors and portfolio managers will become more paramount in the years to come when 
risk once again resurfaces.  

 

Divergence in Soft vs. Hard Data 
It is easy to get swept up in the positive prospects of recent policy reform rhetoric. After all, corporate 
tax reform and fiscal stimulus appear to have bipartisan support and clear, pervasive benefits. This 
enthusiasm has no doubt influenced investors and consumers in recent months despite the lack of a 
clear path to implementation. Meanwhile, “hard” data reported in recent economic readings paints a 
divergent picture than the “soft” data of consumer/business sentiment surveys. For instance, small-
business confidence is so high that relying on this alone to predict annualized GDP growth in the 
first quarter leads to a staggering forecast of 7.1%, according to Goldman Sachs1. On the other hand, 
the GDP Now estimate based on key economic indicators tracked by the Federal Reserve Bank of 
Atlanta was 0.5% for the first quarter as of April 18th2.  

Such divergence has rarely been so pronounced and while this certainly merits observation, we 
would expect the gap to close in subsequent quarters. “Soft” data are often better leading indicators 
vs. “hard” data as the healthy outlook for consumers often begets increased consumption and overall 
activity. Still, achieving the elusive 3% real GDP bogey, which now hasn’t happened in over a 
decade, will take a New England Patriots type second half surge based on preliminary first quarter 
reports. Moreover, should substance fail to materialize from these policy initiatives, confidence and 
stocks will likely give back some of their recent gains. Hopefully this optimism and policy reform 
potential sticks to being a breath of fresh rather than hot air.   

 
 

The Search for Productivity  
In understanding the failure to achieve 3% growth, one need look no further than productivity. Jamie Dimon, Chairman and CEO of JP 
Morgan Chase & Co., referenced this factor in his 2016 annual letter to shareholders as a strong signal that something, directly unknown, is 
holding the U.S. back in terms of economic potential since the turn of the century. From 1948 to 2000, real per capita GDP grew 2.3%; from 
2000 to 2016, it grew 1%. Had it grown at 2.3% instead of 1% in those 17 years, our GDP per capita would be 24%, or more than $12,500 
per person higher than it is. U.S. productivity growth tells much the same story, as shown in the chart below. 
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So what caused this? Spending twice as much per person vs. most other developed nations on 
healthcare, inefficient government resource use, and high imprisonment are some reasons Mr. 
Dimon gives for such a low trend in productivity. We would add the past decade of 
deleveraging from consumers post-crisis and the tectonic shift in labor resources from 
technology disruption as other likely culprits for these structural headwinds. Whether those 
are the answers or not are up for debate, but the simple math of sagging economic output is 
not and this trend has clearly held the country back over the past decade. 

Pessimists will say that we are relegated to this “new normal” of slow growth, but we believe 
that is less likely. Just as prior generations could not fathom the technology we have at our disposal today, and the economic gains that resulted 
from these developments, we cannot possibly know what will kick us into the next wave of growth. 

 

Global Growth Wakes Up 
While the storyline has been even more dire across the pond, recent fundamentals seemed to have turned a page for the better. Europe is on 
pace for its best economic expansion in nearly six years with both manufacturing and overall GDP displaying renewed strength over the past 
six months. Investors that got spooked after the UK referendum in the middle part of 2016 have watched European stocks rally over 20% since 
the Brexit bottom 10 months hence, an outcome that the media and market pundits thought improbable.   

China continues to navigate its mothership from investment to consumption with mixed results. Most recently, gross domestic product came 
out with a reading of 6.9% for Q1, the highest expansion in nearly two years. With stable currencies and key emerging countries Brazil and 
Russia recovering from severe contractions, the green light has flipped back from yellow on the emerging market growth story. There are 
many ways investors gain access to the emerging market theme, whether indirectly through multinational footprints or directly through 
individual companies domiciled in the region. While intermittent, multinationals have largely praised the growth opportunities for emerging 
market nations vs. the static growth of developed nations. For direct investments, what worked so well the early part of the prior decade has 
mostly been a regretted portfolio allocation since, in large part due to EM currency fluctuations vs. the dollar. As a result, many investors 
capitulated and threw in the towel evidenced by investor outflows from emerging market stocks that peaked in late 2015 just prior to this most 
recent move upward. Now with a recovering earnings story, cheap valuations and the same demographic/structural theme that wooed investors 
before, patient investors may finally be rewarded.  

 
 

The Trend is Your Friend 
It’s hard not to wonder when the second longest and third most substantial bull market in U.S. history4 will come to an end. Equally important 
but not as often considered is the ratio of returns lost not during bear markets, but from over-cautiousness on behalf of investors leading up to 
them. Since 1930, the average 12-month return preceding the peak of a bull market is 21%5. So if you were a year ahead of an impending 25% 
correction in stocks were you better off by timing your exit? We would argue that is very unlikely in most cases given tax ramifications and 
the likelihood of timing all sides of the trade just right. Investors are better off sticking to a risk budget that can satisfy both their retirement 
plan and blood pressure.  

It is also clear to us that advisors and investors are staring at the same math necessary to fund retirement in a world devoid of yield, and reliance 
on equity returns has rarely if ever been higher. This is one reason why corrections in stocks have been and likely will continue to be shallow 
and fast recovering until we see a more seismic shock to the economy. Add some low-risk yield to the investor menu and its possible the six 
consecutive quarters of earnings declines from 2015-2016 could very well have triggered a bear market (20% decline) in stocks. Instead, the 
S&P 500 peak-to-trough declined an only slightly unpleasant 13%, despite the average stock falling over 20%. 

Although on an absolute basis stocks look expensive, valuation is often a better gauge of cyclical return expectations and a poor predictor of 
short-term returns. For context, “risk-free” treasuries trade at over 40 times their non-growing coupon while stocks trade at 18x forward and 
24x trailing earnings that have the potential to grow 4 to 5% on average. It will be a while before that comparison becomes contestable for 
bonds over stocks. Regardless, with stock valuations in the upper echelon of historical averages, and bonds even higher, those investors chasing 
the herd of the index revolution should be cognizant of risk and return expectations from solely passive asset class exposure. Active 
management and alternative thinking could prove more beneficial in the next decade from today’s high starting points. 

For now, trends in earnings and global growth, with the bonus of potential policy reform catalysts, tells us that the momentum is upward. And 
so often in both good times and bad, prices can and do shoot past fundamentals to the short-term benefit or detriment of investors. Events over 
the past year have also shown us that overreacting to potential speed bumps most often causes regret, not validation.  
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The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual. To determine 
which Investment(s) may be appropriate for you, consult your financial advisor prior to investing. Information is based on sources believed to be reliable, however, their 
accuracy or completeness cannot be guaranteed. 

Statements of forecast and trends are for informational purposes, and are not guaranteed to occur in the future. All performance referenced is historical and is no guarantee 
of future results. Stock investing involves risk including loss of principal. An investor cannot invest directly in an index. There is no guarantee that a diversified portfolio will 
enhance overall returns or outperform a non-diversified portfolio. Diversification does not protect against market risk. Asset allocation does not ensure a profit or protect 
against a loss. 

Alternative investments may not be suitable for all investors and should be considered as an investment for the risk capital portion of the investor’s portfolio. 


