
 

 

 

Market Update – March 2017  
 

"Stormy Weather in Shortville…" - Elon Musk 
 

While Mr. Musk, the highly innovative founder of Tesla, was poking fun at investors that are short 

his stock (meaning they are betting the stock will move lower) in his very recent tweet, this quote 

aptly defines the current market environment in equities as well. Not a day goes by that we 

don’t hear about how equities are significantly overvalued and headed for a crash. Investors 

that have listened and moved to the sidelines – or worse yet, those that have bet against the 

market – have missed out on sizable gains this year and have faced stormy weather, indeed.   

 

Before we recap first quarter financial market performance, let’s first give some credit to Elon 

Musk and Tesla, the electronic car pioneer. Tesla recently reported worldwide shipments of over 

25,000 cars in the first quarter, sending its stock up over +7% that day to an all-time high just shy 

of $300 per share1. This equates to a market capitalization (the overall equity value of the 

company) of over $48 billion, which, astonishingly, eclipses the $45 billion market capitalization 

of Ford Motor Co. To put this into perspective, Ford sold over 236,000 vehicles in March ALONE!  

Next stop, General Motors, which sports a market capitalization of $51 billion.  Tesla shares are 

now up over +40% in 2017 – hopefully we will all be driving a Tesla in the near future to support 

the current valuation and future expectations!      

 

First Quarter 2017 Recap: 

 Equities around the globe continued to rally 

 “Trump Trade” takes a breather, while other market segments (Tech and Healthcare, in 

particular) snap back sharply 

 Fixed Income posts modest gains in the face of Fed’s rate hike 

 Economic data remains robust across most global economies; interesting divergences 

between “hard” data and “soft” data 

 

Equities: 

While financial markets experienced some volatility in the final few weeks of March, equities 

posted sizable gains in the first quarter of 2017. Global equities, as represented MSCI ACWI Index, 

were up nearly +7% in the first three months of the year1, furthering the post-election rally. There 

was a significant rotation in terms of market leadership, however, as the “Trump rally” took a 

breather and showed some signs of retreat.  Recall that in the fourth quarter, big winners 

included US stocks (versus International and Emerging Markets), Small Caps, value-oriented 

sectors (namely Energy, Financials, and Materials), and the US Dollar.  The first quarter was a 

mirror image, characterized by the following: 

 US equities lagged International Developed and Emerging Markets 

 In the US, Small Caps lagged Large Caps 

 Growth-oriented sectors outperformed dramatically their value-oriented counterparts  

 The US Dollar declined relative to most currencies, providing a boost to non-US stock 

portfolios that do not hedge currencies  

                                                 
1 Returns and market capitalization data referenced are sourced from Yahoo Finance. 



Overall, we remain constructive on equities, but continue to believe we will see some near-term 

volatility, especially if we do not see real progress in Washington DC in the coming months. While 

we are not advocating for massive changes within equity portfolios, we are in favor of trimming 

US exposure (where we have been overweight in most portfolios relative to broader global 

benchmarks) and adding to International allocations for three primary reasons: 1) valuations are 

more attractive, 2) fundamentals are encouraging and there is more room for profit expansion, 

and 3) investor sentiment is improving and fund flows into the region are accelerating. From an 

opportunistic standpoint, we are intrigued by energy-related infrastructure investments (oil and 

gas pipelines, for example) and companies exposed to powerful trends in robotics, automation, 

and artificial intelligence.     

 

Fixed Income: 

Following a wild ride in interest rates in the fourth quarter, bond-land was less exciting in the first 

quarter. The Federal Reserve raised its benchmark Fed Funds rate by 25 basis points in mid-

March, and affirmed its expectations - at least at this point - that there would be an additional 

two hikes in 2017. Despite the Fed’s action, yields on the 10-year Treasury actually moved lower 

in the last few weeks of March, as market participants seemed to ignore stronger inflation 

readings and instead focus on what appeared to be more “dovish” commentary and a 

reiteration that the Fed would take a cautious and gradual approach to raising interest rates. 

We continue to believe that the Fed will be highly data-dependent, and will change course if 

the data calls for it.  Fixed Income, as represented by the Bloomberg Barclays US Aggregate 

Index, posted modest gains of +0.8% in the first quarter, a welcome reprieve after losing nearly       

-3% in the last two months of 20162.         

 

Our outlook for bonds continues to be muted. As we mentioned a few months ago, we don’t 

foresee doom and gloom for what is typically viewed as the safe haven asset class, but we 

struggle to see how bonds can repeat the performance of the past few decades and expect 

very modest gains over the next handful of years, especially from traditional fixed income 

exposure (strategies that look similar to the Bloomberg Barclays US Aggregate Index). To put 

some numbers around this, let’s look at three bond ETFs, and use some overly simplistic 

assumptions. For each, we will assume interest rates rise 1% in a parallel shift, simply a fancy way 

of saying every point on the yield rises by the same amount.   

 

 SLQD (iShares 0-5 Year Investment Grade Corporate Bond ETF): 

o Current SEC Yield: 2.1%; Current Average Effective Duration: 2.4 years3  

o Return if rates rise by 1%: -0.3% [2.1% yield – 2.4% decline in price due to rate rise]  

 

 BNDS (SPDR Bloomberg Barclays Aggregate Bond ETF) 

o Current SEC Yield: 2.5%; Current Average Effective Duration: 5.9 years3  

o Return if rates rise by 1%: -3.4% [2.5% yield - 5.9% decline in price due to rate rise]  

 

 TLT (iShares 20+ Year Treasury Bond): 

o Current SEC Yield: 2.9%; Current Average Effective Duration: 17.3 years3  

o Return if rates rise by 1%: -14.4% [2.9% yield–17.3% decline in price due to rate rise]  

  

                                                 
2
 Returns and market capitalization data referenced are sourced from Yahoo Finance. 

3
 Bond ETF statistics sourced from Morningstar.com 



As such, we are proponents of mitigating exposure to rising interest rates and taking a more 

active approach in the current market environment. While we do not think bond yields will 

continue to rise at torrid pace following the US election, it seems likely that the path of least 

resistance is higher over time, which would lead to uninspiring results from traditional fixed 

income. As a result, we are inclined to de-emphasize traditional fixed income exposure while 

increasing exposure to diversifying strategies that have historically displayed limited correlation 

to bonds and equities. We do not expect double digit returns from these types of strategies, but 

we think they can outperform traditional bonds and not subject investors to equity-like volatility.        

 

Economic Data: 

 

Broadly speaking, economic figures and activity surveys remain positive and suggest the global 

economic recovery is firmly on track. There have been some interesting divergences between 

“hard data” and “soft data” in the past few weeks, which we are monitoring closely.  We have 

seen some modest weakness in hard data, such as GDP growth and auto sales, but continue to 

see very strong soft data in surveys regarding consumer sentiment, CEO outlooks, and 

manufacturing firm confidence. The very recent divergence between hard and soft data is the 

widest since 20114. At that time, the economy did not keep pace, and equities sold off.  In 2009, 

however, economic sentiment improved well ahead of any subsequent rebound in hard data 

and equities delivered significant gains.   

         

 

Fun Facts of the Month: 

Maybe the Jetsons were onto something… 

 Robots could put more than a third of US jobs at “high risk”…by the early 2030s according 

to an analysis published by accounting and consulting firm PwC.  The report noted many 

uncertainties and caveats, and points to how robots will also create different types of 

jobs, but raises an eyebrow nonetheless. 

 Amazon now employs more than 45,000 robots in 20 fulfillment centers…according to a 

report by The Seattle Times published in late 2016. That figure marks a roughly 50% 

increase over the year before.       

 128 Robotics-related startups received ~$2 billion in funding in 2016…which represents a 

50% increase from 2015, as documented by Frank Tobe in The Robot Report. 

 Intel announced in March that it plans to acquire Mobileye, a developer of vision 

technology used in autonomous driving applications, for over $15 billion, a ~30% 

premium relative to where the stock had been trading.  Not a bad valuation considering 

the company generated revenue and net profits of just $358 million and $108 million, 

respectively5.  

 

As always, please don’t hesitate to shoot us an email or give us a call if you have any questions 

or comments!  Wishing everyone a Happy Spring! 

 

Sincerely, 

 

Ryan Financial Group 

                                                 
4
 Source: Bloomberg and Morgan Stanley Research  

5
 Returns and company data referenced are sourced from Yahoo Finance 



 

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 Financial Group is not an affiliate of Lincoln Financial Advisors 

Corp.CRN-1668297-122116   
 


