
Market Overview  

Global equity markets climbed higher in the first quarter of 2017, in what has been dubbed the 
“Trumpflation” rally. Economic data worldwide continued to surprise to the upside, although 
“soft” survey data has thus far widely outpaced “hard” statistical releases. Bond yields generally 
stabilized after spiking in Q4 2016, with the U.S. 10 year decreasing 5 basis points to finish the 
quarter at 2.4%. 

While markets continued to digest a slew of macro events from last November and December 
(OPEC deal, Trump’s election, Italian referendum and Fed rate hike), the bulk of the first 
quarter’s most closely watched developments were back-loaded towards the end of March. First, 
the perceived failure of Geert Wilders’ far-right Freedom Party in the March 14th Dutch general 
election was well received by Europhiles worried about the rise of populism on the continent. The 
Fed’s second rate hike in three months on March 15th was somewhat anticlimactic, as the market 
had essentially fully priced in the move. However, a less hawkish than expected outlook did weigh 
somewhat on the dollar. Lastly, the failure of the Republican Party to garner support for their 
health care bill cast doubt on Donald Trump’s ability to implement his political agenda. As the 
U.S. equity market had re-rated on expectations of pro-growth policies, the March 24th decision 
to pull the bill left stocks vulnerable to a correction. 

Portfolio Review  

Forstrong mandates benefitted from an overweight equity positioning (underweight fixed income) 
as stocks sharply outperformed bonds.  The orientation towards emerging market equities 
(specifically in Asia) performed particularly well, as Chinese trade and industrial data has proven 
much more resilient than expected. Additionally, India rallied after Prime Minister Modi had an 
impressive showing in state elections following the controversial demonetization implemented in 
late 2016. The partial Canadian dollar hedge on U.S. assets helped shield the client portfolios 
against losses as the U.S. dollar weakened during the quarter. 

Short duration positioning in U.S. fixed income caused a modest drag on performance, as 
interest rates reversed course in March and finished the quarter lower. Exposure to floating rate 
U.S. senior leveraged loans detracted from performance, as significant investor demand has 
precipitated a wave of opportunistic corporate refinancing activity. Overweight exposure to 
Japanese equities underperformed, as a strengthening yen weighed on export competitiveness. 

Global Tactical Views and Positioning 

A major change has taken place in the monetary posture of the U.S. Federal Reserve. In sharp 
contrast to the rest of the world, this institution has begun to raise interest rates; doing so 3 times 
to this point. According to consensus, several more hikes are expected. Policymakers are clearly 
concerned that an accelerating economy will push up inflation past the 2.0% level. Other major 
central banks, such as the Bank of Japan and the European Central Bank, are still holding 
interest rates down at near record lows. Higher interest rates and comparatively higher economic 
expectations have led to the most extreme valuation chasm between the U.S. and the rest-of-
world in at least 10 years. As well, U.S. equities are now the most expensive versus U.S. fixed 
income in nearly a decade.  



The U.S.’s recent stock market euphoria has been driven mainly by policy expectations of tax cuts, 
deregulation and increased infrastructure spending, with mixed support from macroeconomic 
fundamentals. However, a sustainable surge in the U.S. economy is not yet a foregone conclusion 
as several impediments are in view. Firstly, rising interest rates at a time of high interest-rate 
sensitivity will act as a growth retardant. Secondly, it is likely that inflation levels will subside in the 
second half of 2017. Finally, investor sentiment and consumer confidence in the U.S. are now at 
the most complacent and opportunistic in a decade. 

These limitations reinforce our preference for rest-of-world (ex-U.S.) equities, specifically in 
emerging markets where the recent rally has been underpinned by a recovery in nominal growth 
and broadening EPS growth. 

Forstrong portfolios have retained their equity overweight, but the regional profile has been 
adjusted. U.S. equities have been trimmed in favour of European and Asian developed market 
exposures, while emerging markets remain overweight. With growth indicators turning positive 
worldwide, developed markets outside of North America are increasingly attractive with 
competitive currencies, favourable valuations and higher operational leverage to the global 
economic cycle. 

For fixed income holdings, the regional profile has shifted in the opposite direction - back 
towards the U.S. (and away from Europe and Asia). While still modestly short, the duration of 
U.S. holdings has been increased towards neutral levels. U.S. bonds provide an attractive yield 
pickup over other developed markets and an implicit hedge against frothy equity valuations.  


