
T 
he first quarter of 2017 was a pos-

itive one for stock investors, not 

just in the US, but throughout the 

world.  Market volatility sank to very 

low levels.  Despite surreal events in 

Washington D.C., the S&P 500 index 

compiled a long streak of trading days 

without a 1% closing decline.  The 

streak began in October, and by the 

time it came to an end on March 21st, 

it was 109 days long - the longest such 

streak since a 110-day streak in 1995.  

Market gains were spurred by a contin-

uing - albeit modest - acceleration of 

economic activity around the globe,  

as evidenced by the still-nascent recov-

ery in oil and other commodity prices 

since their bottom a year ago.  Persis-

tent monetary easing by the central 

banks of Europe and Japan, and fiscal 

stimulus in China also contributed to 

improving financial conditions around 

the developed world.  Evidence of the 

breadth of the turnaround can be seen 

in the fact that for the first time in 

years, emerging-market equities out-

performed U.S. large-cap stocks on a 

trailing one-year basis.   

Amidst the post-election stock market 

melt-up last November, we postulated 

that the narrative of the moment was 

flawed; that notions of imminent tax 

cuts for all and infrastructure stimulus 

galore were overblown, that resultant 

jumps in inflation and interest rates 

were far from certain, and that politick-

ing would be messy at best.   Who 

could have guessed at the time that 

the Trump Administration’s first couple 

months would feature not only stand-

ard-fare difficulties moving major leg-

islation, but also off-the-menu travails 

over crowd sizes, voter fraud, wire-

tapping, Russian dressing and frozen 

travel bans?  

Regardless of whether investors were 

getting ahead of themselves, stocks 

continued to power ahead during Jan-

uary and February, before stalling in 

March and into April.  And even 

though as of mid-April large cap US 

stock indices were still quite close to 

the highs reached in early March, the 

intervening period saw an unwinding 
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Index Returns (Through  3/31/2017)  1st Quarter         12 Months  

Dow Jones Industrials          +5.19%         +19.91% 

Standard & Poors 500            +6.07%         +17.17% 

M.S. EAFE (Developed Markets Foreign Stocks)       +7.39%         +12.25% 

M.S. EM Free (Emerging Markets Stocks)      +11.49%         +17.65% 

Barclay’s Capital U.S. Aggregate Bond        +0.82%            +0.44% 

Barclay’s Capital US Corporate High Yield Bond       +2.70%         +16.39% 
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WHAT’S NEW? 

Laurel and I got engaged! 

I swept her off her feet on 

the strength of a well or-

chestrated and romantic 

weekend program on 

Catalina Island.   

We’re planning for a 

wedding some time in 

2018.   

We’re both ecstatic about 

our future together. 

Check out Mike’s corner 

at the end of the newslet-

ter for the full scoop.  
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Many, including tech billionaire Bill Gates of all people, are lately sounding the alarm about the rise of job-

killing robots.  Such laments ignore how automation and other productivity enhancements simply pave the way 

for new jobs, and more leisure time.  The two charts below illustrate the point.   

THE PERSPECTIVE PAGE  

THE PRODUCTIVITY MIRACLE 

In the immediate post-WWII period, Americans spent more than a quarter of their budget on food.  Since then that 

share has dropped meaningfully, as has the cost of clothing and energy.  This has made room for more recreation, 

and other, cool spending categories.  Unfortunately, medical care has continued to take a greater share.  
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of the so-called “Trump trade” which took hold in No-

vember.  Sectors like Financials, Energy and Industrials 

have reversed their earlier momentum and underper-

formed both the broad market and more defensive sec-

tors like Consumer Staples, Real Estate and Utilities.  

And small cap stocks have underperformed large caps.  

Along with this under-the-surface stock market rotation 

we’ve seen the interest rate on the ten-year US Treasury 

note retrace about half its post-election jump, and wit-

nessed the dollar similarly give back a chunk of its post-

election gains.    

The backdrop for these subtle risk-off moves features an 

unusually large break between very strong “soft” eco-

nomic data (data based on surveys of businesses and 

consumer confidence) and “hard” data (data based on 

actual industrial production, and business and consumer 

spending).  The graph below shows the relationship be-

tween the two since 2000.  It illustrates that soft data is 

subject to much wider swings than hard data, and that 

hard data hasn’t always followed soft data.   

Today, we’re guessing that the optimism reflected in re-

cent survey data is unlikely to prove a precursor to a 

near term surge in economic growth.  We base our view 

on recent industrial production reports, which have been 

punkish, plus weak readings for consumer spending, 

auto sales and bank lending.   

We also posit that 

recent 2.5%+ year-

over-year CPI infla-

tion readings may 

prove to be the 

highest we see in a 

while, as they were 

driven by a big 

jump in oil prices, 

which have recently 

moderated.  In fact, 

March saw a nega-

tive month over 

month CPI reading, 

the first in over a 

year. 

Markets (Continued from page 1) 
We don’t think this means a recession is looming, 

however.  The labor market continues to look solid, 

with the official unemployment rate now down to 

4.5% and year-over-year wage growth at around 

2.5%.  Outside of asset prices, it’s hard to look at the 

economy today and point to obvious excesses.  De-

spite the fact that the Federal Reserve raised short 

term interest rates again in March (to a target range 

approaching 1%), interest rates remain very low.  And 

one positive which we can glean from the weakness 

of the economic recovery is that our economy is 

hardly overheated.  Industrial utilization remains low, 

inflation is nearly non-existent and mortgages are still 

relatively hard to get.   

Looking ahead, we’ll be watching the push-pull rela-

tionship between full employment, corporate profits 

and inflation.  As the ranks of unemployed continue 

to shrink, there are many anecdotal stories of mis-

matches between job openings and qualified appli-

cants.  Such situations typically force employers to 

compete for workers, resulting in higher wages.  The 

corollary is whether those employers are able to pass 

the increased expense on to their customers.  If not, 

corporate profits shrink and stock prices probably fall.  

If they are able, prices rise, which spurs inflation, and 

hopefully leads to a stronger consumer.   

More immediate-

ly, we’re keeping 

an eye on near-

term risks, which 

include a French 

election featuring 

two candidates 

who would each 

be quite disruptive 

to the status quo, 

a possible US 

government shut-

down, debt ceil-

ing controversies, 

and geopolitical 

hotspots North 

Korea, Russia and 

the Middle East.   



 

She Said Yes! 

  

I am very excited to announce that Laurel and I got engaged on April 8!  

  

While our special day was on the eighth, the 

planning began several weeks before, when 

I began conspiring with, among other peo-

ple, our parents and Laurel’s best friend, 

Kelly. Despite there being nearly a dozen 

people involved in one way or another, we 

actually managed to keep the plans a secret 

from Laurel – not an easy feat, I assure you.  

  

As I have mentioned before, Laurel is one of the few people I’ve met who 

actually grew up on Catalina Island, so I decided that the island was the 

perfect place to ask her to marry me. We started the day with a tour of the 

interior of the island, where we viewed amazing vistas, wild flowers, Cata-

lina Fox, Bison, and an eagle sanctuary.  We also received a personal 

tour of many of the places that Laurel and Kelly spent time as kids, includ-

ing Middle Ranch, where they rode horses in the Catalina Island Pony 

Club, and Ben Weston Beach, a local favorite.  

 

Above Ben Weston we explored the mili-

tary bunker and gun emplacements that 

were built by the Army in World War II to 

watch for enemy aircraft. A short drive 

from there we came to the trailhead to 

Cottonwood Beach, which in rainy years 

sometimes boasts a waterfall. Laurel 

mentioned that she had never actually 

seen water flowing at Cottonwood, so we 

parked the car and hiked down the muddy trail where we were delighted 

to find a roaring waterfall, a scene too perfectly romantic to pass up.  I 

got down on one knee and, with shaky hands, asked her to marry me.  

Lucky for me, SHE SAID YES!  

  

Unbeknownst to Laurel, I had arranged to have 

our parents give Laurel yet another surprise by 

showing up at our picnic in Shark Harbor after I 

proposed. (I guess it’s a good thing Laurel gave 

me the answer I was hoping for!)  The surprise 

worked.  Laurel jumped and started to cry as our 

parents climbed out of their vehicle and set up a 

beautiful picnic spread provided by the wonderful 

people at the M Restaurant in Avalon. 

  

In short, it was an incredible day, for which I owe 

many thanks to all involved. And while I was for-

tunate to see so many beautiful and unique plac-

es in the interior of Catalina, I am most fortunate 

that Laurel said yes.  We can’t wait to begin plan-

ning the next chapter of our lives together.   

These articles are for general infor-
mation only and are not intended to 
provide specific advice or recommenda-
tions for any individual. Consult your 
financial advisor, attorney, accountant, 
or tax advisor with regard to your indi-
vidual situation. Please contact us if 
there are any changes to your financial 
situation or investment objectives.  The 
economic forecasts set forth in the 
presentation may not develop as pre-
dicted and there can be no guarantee 
that strategies promoted will be success-
ful. Past performance does not guaran-
tee future performance and your actual 
results will vary.  The S&P 500, Nasdaq 
Composite and Russell 2000 indexes are 
unmanaged indexes reflecting the over-
all returns attained by leading US stocks.  
The MS EAFE and MSCI Emerging Mar-
kets Indexes are unmanaged indexes 
comprised of leading stocks in estab-
lished foreign and emerging market 
countries, respectively. The Barclays 
Capital bond indexes are representative 
of total returns earned by various seg-
ments of the bond market.  Indexes can-
not be invested into directly. Stock in-
vesting involves risk including loss of 
principal. International and Emerging 
Markets investing carries special risks 
such as currency fluctuation and politi-
cal instability.  Bonds are subject to 
market and interest rate risk if sold pri-
or to maturity.  Bond values will decline 
as interest rates rise and bonds are sub-
ject to availability and change in price.    
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THANK YOU! 

...to the following clients and col-

leagues for showing your confidence 

in me by referring your friends, family 

members, associates and clients to 

me during the last three months…  

 

Erin Brown, Matt Valerio, 
Joyce Ponso, &  Charlie Scott 


