
 

Recap of Q2 2017 Markets and Economy           

The stock market continued its upward trend during the second quarter of 2017, supported by rising corporate 

earnings and low interest rates.  The bond market also had a positive return, despite the Fed increasing short-

term rates by .25% on June 15 to a target range of 1.00% to 1.25%.   

 

International markets continued to improve during the second quarter.  Political risk in Europe receded with the 

election of Emmanuel Macron over Marine Le Pen, removing the near-term threat of France leaving the 

European Union.  Global economic growth accelerated a bit, and the U.S. dollar declined, helping international 

equities to outdistance the U.S. in dollar terms.   

 

The U.S. stock market has been a “winner take all” market recently.  Only 10 stocks made up nearly 50% of the 

gains in the first half of 2017—mostly technology high fliers.  However, history indicates that sooner or later 

competition emerges and moderates the returns of even the best companies.  Adequate diversification is the best 

way to protect against the risk of putting too many eggs in any one basket.  A broader equity market would be a 

healthier equity market.     

 

Diversification applies at the asset class level too.  Bonds have historically provided substantial protection 

against the volatility of the stock market, which is why we believe it is important to balance stock market 

investments with an allocation to bonds even with today’s low interest rates.         

 

Outlook for Q3 2017 and Beyond 

The U.S. economy is continuing to look strong with low unemployment, a growing economy, and a strong 

housing market.  “Household formation growth over the past year had a notable uptick this quarter over last, 

playing a big factor in driving up demand for housing and maintaining a strong market,” said David Berson, 

Nationwide Senior Vice President and Chief Economist. “We are, however, keeping a close eye on affordability 

and especially house price appreciation as it is well above the long-term average.” (www.nationwide.com 

6/20/17)  

 

The expanding economy in turn led to rising corporate earnings, which in the long-run is the surest foundation 

for rising stock prices.  The second quarter was certainly a healthy one for investors. While the outlook for the 

remainder of the year still looks positive for investors, there are several factors to keep a close eye on.  

 

Geopolitical unrest remains, political gridlock in the U.S., oil prices, and further interest rate movement can all 

be impactful on U.S. and world investment markets.  

 

Interest rates, both short-term and long-term, may rise in the months ahead under Fed guidance.  In addition to 

announcing a .25% increase in short-term interest rates, in June Fed chair Janet Yellen also announced that the 

Fed is likely to soon begin reducing the size of their $4.5 trillion balance sheet, as long as economic conditions 

remain positive.  The post-meeting statement noted, "The committee currently expects to begin implementing a 



2 
 

 
31 State Route 12, Flemington, NJ 08822 | 908-782-0001 | FAX 908-782-4168 

Schoolhouse Plaza, 374 Millburn Avenue, Millburn, NJ 07041 | 973-532-6770 | FAX 973-218-1452 

800-743-4768 | pwm@prestigewmg.com | www.prestigewmg.com 
 A registered SEC investment advisory firm. Securities offered through Triad Advisors, Inc. Member FINRA/SIPC  

balance sheet normalization process this year, provided the economy evolves broadly as anticipated.” 

(www.cnbc.com 6/14/17) 

 

Historically, the Fed had focused on conducting monetary policy by influencing short-term rates.  However, in 

the wake of the Great Recession, the Fed added another policy tool:  quantitative easing.  This policy involved 

the Fed buying up massive amounts of Treasury bonds and mortgage-backed securities (MBS).  The idea was to 

boost the economy by driving down long-term rates, and in particular, to support the recovery of the housing 

market by lowering the cost of mortgages.  Three rounds of quantitative easing have taken place, popularly 

known as QE1, QE2, and QE3.  By the end, the Fed’s balance sheet had ballooned by more than 500%. (See the 

graph below.)  

 

 
 

Especially with the Fed shrinking its balance sheet in the months and years ahead, it is likely that long-term 

rates will rise, although the increase may be quite slow.  If interest rates go up, the current value of bonds goes 

down, possibly resulting in negative returns.  However, at Prestige we have positioned our clients’ bond 

portfolios to have less interest rate risk than the average compared to the overall bond market.   

 

The Fed has been a very significant buyer of bonds in recent years.  The withdrawal of such a significant buyer 

may reduce demand for bonds, causing their prices to decline and yields to rise.  (Bond prices and bond yields 

move in opposite directions.)  In the long run, this will be a positive development for bond investors, who will 

see the yields on their bonds increase.  Higher interest rates would provide better income to investors in 

retirement—a very important goal for nearly everyone eventually. 
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The investment policy committee at Prestige consistently monitors and evaluates the current economic 

environment and positions its portfolios with a long-term investment objective in mind. As Fed policies, yield 

levels, and inflation rates change, we will continue to monitor the investment opportunities provided by various 

maturities of bonds and reallocate on your behalf as conditions warrant.  We believe that remaining well 

allocated and diversified allows our clients to capture expected returns with the appropriate amount of risk for 

their individual goals and objectives.  

 

As always we are here to answer any questions or concerns you may have regarding your investments. We look 

forward to continuing to work together as we navigate the marketplace for the balance of 2017 and beyond. 
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Sources for graphs: JP Morgan Market Insights. 

 

 


