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First Half 2017 Review 
 

Equities 
 

Domestic v. International:  
Over the first six months of the year, International Equities (MSCI All Country World Index ex-US) significantly 

outpaced Domestic Equities (S&P 500), roughly 14.10% and 9.34%, respectively. Over the past seven calendar 

years, from 2009 to 2016, International Equities only outperformed Domestic Equities in one of those years – 

occurring in 2012 with 83 basis points of outperformance.  

 

Emerging Market Equities (MSCI EM) outpaced both International and Domestic Equities, returning roughly 

18.43% for the first half of 2017. Similar to the recent success of Domestic Equities over International Equities, 

Emerging Market Securities have underperformed Domestic Equities in five of the past six calendar years start-

ing in 2011 with the only year of outperformance occurrence occurring in 2012, outperforming by  roughly 222 

basis points.      
 

Large v. Small: 
Through the first half of 2017, size did matter as Large Cap Equities (Russell 1000) outperformed Mid Cap Eq-

uities (Russell Mid Cap), roughly 9.27% and 7.99%,respectively.  Additionally, Mid Cap Equities outperformed 

Small Cap Equities (Russell 2000), roughly 7.99% and 4.99%, respectively.  When moving down in market capi-

talization, from large to mid to small, the dependency on the domestic economy increases significantly.  When 

President Trump was elected, Small Cap securities rallied to close out 2016 as investors took to heart his 

“America First” promise. However, over the first half of the year, President Trump was unable to implement 

most of the policies that were intended to accelerate domestic growth, and as such, Small Cap securities lagged 

quite considerably.  

       
Value v. Growth: 
Across all domestic market caps, growth securities outperformed value securities by an average of roughly 8.33% 

through the second quarter of 2017.  In each market cap, the reasons for the outperformance are different.  For 

example, Large Cap Growth (Russell 1000 Growth) is highly concentrated in Technology, with roughly 18% of 

the index invested in the “FANG” stocks (Facebook, Apple, Amazon, and Google), which returned roughly 17% 

through the first half of the year while Large Cap Value (Russell 1000 Value) is highly concentrated in Financials, 

with roughly 25% of the index in that single sector, which returned roughly 6.9% over that same time period. 

 

 

Fixed Income 
 

Tax-Exempt: 

Three large, noticeable, events took place over the first half of 2017 within the municipal fixed income market: 

Puerto Rico was placed in Title III court restructuring, marking the largest municipal judicial restructuring ever, 

Connecticut was downgraded to a single-A credit rating due to gridlock over budget negotiations, and Illinois was 

downgraded to one-notch above high-yield status as a result of the state’s $14.5B in unpaid bills.  However, de-

spite all of these events, the broad municipal market (Bloomberg Barclays Intermediate 5-10Y) returned 3.92% 

through June 30, 2017, as demand outstripped supply as municipalities sit on their hands awaiting any form of 

clarity from President Trump’s regarding the potential tax reform and increased infrastructure spending.  



Taxable: 
At the end of the second quarter, the U.S. taxable fixed income market is roughly back to where it started the 

year, as the yield on the 10Y U.S. Treasury note declined 15 basis points from 2.45% as of December 2016 to 

2.30% as of the end of June 2017.  Due to the inverse nature of interest rate movements and bond prices, as in-

terest rates moved lower throughout the first half of the year, bond  values increased, providing a return of rough-

ly 2.27% (Bloomberg Barclays U.S. Aggregate Bond) over the first half of 2017. This return was not without 

some volatility as the 10Y yield rose to 2.63% in mid-March, touched its 2017 low of 2.13% in early June, and 

then continued an upward trajectory into the end of the second quarter as the Federal Reserve appears  commit-

ted to normalizing interest rates as well as reducing its outstanding balance sheet.  

                
      

Oil 
 
After ending 2016 at roughly $53.72/barrel, WTI Crude fell roughly 15.34% over the first half of 2017, closing 

the second quarter at $45.48/barrel, up slightly after dipping below $43/barrel in late June.  While OPEC contin-

ued to try and reduce output by the major world oil producers through extending cuts to remove 1.8 million bar-

rels a day from the market, WTI Crude inventories unexpectedly increased in the U.S. throughout the first half 

of 2017, as reported by the U.S. Energy Information Administration.  The increased stockpiles fueled fears that 

the cuts set forth by OPEC were not significant enough to reduce the global glut or buoy falling energy prices.  

 

 

Third Quarter 2017 Outlook 
 

Equities 
 

Domestic v. International:  

Consistent with our 2017 Annual Outlook, we firmly believe International Equities will continue to outpace Do-

mestic Equities in the second half of the year.  Based on historical information, there appears to be rotational 

shifts between Domestic and International equities, where one outpaces the other for several years and then the 

other takes the baton over the next few years.  Given the past success of Domestic Equities relative to Interna-

tional Equities, we feel we are at the beginning stages of the next rotational shift.  Additionally, continued Europe-

an Central Bank stimulus program coupled with Europe’s year-over-year annual GDP growth as measured in Q1 

2017 outpacing the U.S. by 0.2%, 2.3% v. 2.1%, respectively, we maintain International Equities will provide 

more upside potential going forward.  

 

Over the past 18 calendar years, 1999-2016, whenever International Equities have outperformed Domestic Equi-

ties, Emerging Markets have also outperformed Domestic Equities.  Given our thesis that there is a rotational 

shift into International Equities, we also believe that Emerging Market Equities will continue to perform well on a 

going-forward basis.  
 

Large v. Small: 
We maintain that Large Cap Equities, who are more dependent on the global economy, will continue to outper-

form Small Cap Equities, who are highly dependent on the domestic economy, through the end of 2017.  Presi-

dent Trump has encountered numerous roadblocks attempting to implement policies intended to boost the do-

mestic economy.  Until we see more bi-partisanship, we maintain that the domestic economy will struggle relative 

to our international counterparts, therefore favoring domestic Large Cap Equities over Small Cap Equities.  
 

 

 

 

 



Value v. Growth: 
Even though the Federal Reserve maintains its position to normalize interest rates and systematically unload a 

portion of its balance sheet, the 10Y U.S. Treasury yield ended Q2 2017 at 2.31%, well below the historical aver-

age (1958-Q2 2017) of 6.12%.  Therefore, with interest rates still hovering near all-time lows, investors have been 

incentivized to increase the risk within their portfolios.  Therefore, when risk-on occurs, as evidenced over the 

first half of 2017, investors gravitate towards growth securities and away from value securities.  While we do feel 

that the Federal Reserve will maintain its current rate trajectory, the effect on the market will not be meaningful 

enough to dissuade investors to take risk off the table, therefore allowing growth securities to maintain their siza-

ble outperformance through the end of the year.  

 

 

Fixed Income 
 

Tax-Exempt: 
Based on our outlook that President Trump will continue to struggle to make good on his campaign promises to 

enact tax reform and/or repeal the Affordable Care Act by the end of the year, we maintain that the municipal 

bond market offers meaningful value relative to taxable fixed income due to the large municipal sell-off that oc-

curred at the end of 2016.  Furthermore, even if President Trump is able to push through either of the afore-

mentioned policies, we maintain that the municipal market would still provide value relative to its taxable fixed 

income counterparts.  Similar to our taxable fixed income strategy, we continue to maintain a neutral, but slightly 

more positive, position for municipal fixed income as well as keeping the duration of our portfolios meaningfully 

shorter than our benchmarks to protect our investments in a potentially rising rate environment. 

 

Taxable: 
Since we are not in the business of fighting the Federal Reserve, we maintain our outlook that the yield curve will 

continue to flatten, with the short end of the U.S. Treasury yield curve rising and the long end of the curve re-

maining stagnant.  Since the United States still offers attractive yields relative to other sovereign nations, such as 

Germany or Japan, there continues to be a large influx of foreign capital being invested in our longer-dated treas-

uries, thus holding down the long end of the curve.  As a result, we continue to favor keeping our duration signif-

icantly shorter than our benchmarks in order to further insulate the portfolio from potential interest rate risk.  

Widening credit spreads indicate growing concern about the ability of corporate borrowers, or the market in gen-

eral, to service their debt, while narrowing/tight credit spreads indicate that there is less concern about a firm’s 

ability to repay its debt.  With current credit spreads narrowing at or near their 52-week lows and well below their 

historical averages, we maintain our neutral position on taxable fixed income, both investment-grade and high 

yield, through the end of 2017.  

 

 

Oil 
 

With WTI Crude closing Q2 2017 at $45.48/barrel, we are comfortable maintaining our neutral position at this 

time though we believe there is more potential to the upside than the downside at these levels.  While unlikely, if 

the price of WTI Crude drops below $40/barrel for a meaningful period of time, we will then shift from a neu-

tral position to an outperform position and would likely look to bring our position in the space back up to the 

allocation we held at the beginning of the year.   

 
Source: All facts, figures, returns, and prices were obtained via Morningstar 
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