
 
 

 

 

Market Update – January 2017  
 

Following a dramatic post-election rally in the fourth quarter, market participants kept the party 

going in January. Global equities, as defined by the MSCI ACWI Index, were up nearly +3% on 

the month1.  The Dow Jones Industrials Average Index even breached the 20,000 mark towards 

the end of the month. Barrons, the respectable and usually level-headed financials rag, even 

participated in the merrymaking with a cover story labeled “Next Stop, Dow 30,000”2.  

 

Before we get too carried away, it’s important to note that Barrons sees the 30-stock index 

reaching this level in 2025 and sees more muted gains in the next five years, so don’t dump all 

your bonds just yet!  International Developed and Emerging Markets, which have lagged stocks 

in the US by a wide margin over the past few years, outperformed domestic equities in January 

helped by the US Dollar’s decline and economic data that was generally better than expected.  

Areas of the market that had rallied considerably following the election (Financials, Energy, US 

Small Caps, in particular) posted only modest gains or losses on the month, as markets seemed 

to be digesting recent gains and looking for further clarity and actual progress on policies and 

reforms. Market segments that had been left behind in the fourth quarter rally, namely growth-

oriented sectors such as Technology and Healthcare, snapped back sharply.  

 

Bonds eked out modest gains on the month in a relatively calm environment relative to fourth 

quarter. Recall that bonds experienced significant volatility in the fourth quarter following the 

election and the Federal Reserve’s suggestion that it could raise rates three times in 2017 

(market expectations were closer to two at the time). Rising rates spells trouble for bonds, whose 

prices decline as yields move higher. The bellwether bond benchmark, the Bloomberg Barclays 

US Aggregate Index, has lost nearly -3% since the election.  Despite the recent move in interest 

rates, it’s important to note that most bond yields (especially as it relates to government bonds) 

across the globe remain at record lows, and some yields remain in negative territory!   

 

As we noted in last month’s market update, this is a difficult environment for investors that are 

less willing or unable to embrace equity risks, and as such, requires a different playbook and a 

more active, nimble approach. The yield on the 10-year US Treasury remained range bound in 

January, ultimately ending the month where it started, at 2.45%. The Federal Reserve just ended 

its two-day meeting on February 1st, and chose to hold its key interest rate steady, which was in 

line with market expectations.  According to CME Group, embedded market expectations call 

for a less than 10% chance of a rate hike at The Fed’s next meeting in mid-March.       

 

We have fielded a number of questions from clients centering on the new, incoming 

administration, market valuations, and whether the market rally may be running out of steam.    

While we are keenly aware that everyone’s situation is different and requires unique advice, we 

wanted to share some general thoughts on this topic.  
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 Returns data referenced throughout are sourced from Yahoo Finance 

2
 www.barrons.com 



 
 

 

We’ll start with equity valuations.  Equities are certainly not cheap, but we don’t 

believe they are outrageously expensive either.  As is depicted in the graph below, equity 

valuations are modestly more expensive on a price/earnings (“P/E”) basis relative to the past 25 

years. We are aware that if you exclude the dot.com boom in the late 1990s, equities look more 

expensive versus other periods on a P/E basis. Other measures, however, seem reasonable as 

shown in the table on the top right. Of particular interest is the “EY Spread”.  This is the difference 

between the earnings yield of companies in the S&P 500 Index relative to the average yield on 

Baa-rated bonds (this is the lowest rating in the “investment grade” category, or companies in 

pretty good health financially).  Today’s EY Spread measure tells us that stocks are cheap 

relative to bonds.    

 

 

What does history tell us about subsequent returns for different valuation regimes? Not much is 

the easy answer!  As the charts indicate, there is no correlation between today’s valuation levels 

and negative equity returns in subsequent periods. In fact, the average return from these levels is 

actually quite compelling. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

 

 

 

We realize it’s increasingly difficult to focus on company-specific fundamentals and broader 

economic data when the media’s attention is clearly elsewhere, but economic growth has 

been accelerating, and this is not confined to the US – it’s across the globe. Even the Europeans 

are feeling better about life lately! We find it logical for equities to move higher in response to 

the promised pro-growth policies and reforms coming from the Trump administration, but we 

think at least some of the recent rally is attributable to better than expected economic data.  

Looking forward, pro-growth policies could put extra fuel on the economic fire – if this happens, 

equity valuations could look pretty reasonable.   

 

Bottom line: 

Overall, we remain constructive on both the global economy and equities, and would not make 

any significant asset allocation changes in the current environment, assuming that nothing has 

changed in your personal circumstances. We do think there will come a time when making 

changes – whether more tactical or strategic/long-term in nature – will make sense; we just 

don’t see compelling reasons to do so at this time. To be clear, we do expect considerable 

bouts of volatility throughout the year. Assuming our strategic outlook has not changed, we 

would advocate an active rebalancing approach: increasing equity exposure in the face of 

market selloffs, and trimming exposure following rallies.  We will be working closely with clients to 

make sure their current asset allocation truly meets their “sleep at night comfort level” in what 

could be a volatile period.  While we haven’t seen much volatility in recent months, we remind 

investors that the S&P 500 Index has experienced an average intra-year decline of -14% 

since1980!3  Investors that moved to the sidelines in the midst of those declines have oftentimes 

decreased the odds of meeting longer term goals and objectives.  As such, we continue to 

recommend maintaining a broadly diversified portfolio, tolerating volatility to the extent you are 

able, and keeping your long-term objectives at the forefront of your investment decisions.        

 

Ryan Financial Group is Growing! 

We are very pleased to announce that Tony Wilson has joined our Hibbing office as a Financial 

Planner.  Tony has 9 years of industry experience and most recently worked as a Financial 

Advisor with Ameriprise Financial.  Welcome, Tony! 

 

Last, but certainly not least, we congratulate John and Katie on the birth of their son, John 

Richard Ryan IV (he will go by “Jack”), on December 14th!  Big sister Addie seems thrilled most 

days, and mom and dad are doing great. 

 

It is not possible to invest directly in any index. The performance of an unmanaged index is not indicative of the 

performance of any particular investment. The performance of an index assumes no transaction costs, taxes, 

management fees, or other expenses. Past performance does not guarantee future results.  

This information is an assessment of the market environment at a particular point in time and is not intended to be a 

forecast of future events or a guarantee of future results. This information should not be construed as research or 

investment advice or as a solicitation to buy or sell any securities. Statements regarding future prospects may not be 

realized and may differ materially from actual events or results. Past performance does not guarantee future results.  

Lincoln Financial Advisors Corp. and its representatives do not provide legal or tax advice. You may want to consult a 

legal or tax advisor regarding any legal or tax information as it relates to your personal circumstances.   

Registered associates of Ryan Financial Group are registered representatives of Lincoln Financial Advisors Corp. 

Securities and investment advisory services offered through Lincoln Financial Advisors Corp., a broker/dealer (member 

SIPC) and registered investment advisor. Insurance offered through Lincoln affiliates and other fine companies. Ryan 

17Financial Group is not an affiliate of Lincoln Financial Advisors Corp. CRN-1702382-020317  
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 Source: J.P. Morgan Asset Management, FactSet, Standard & Poor’s 


