
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
A D V I S O R  B R I E F I N G  

QUARTERLY ECONOMIC COMMENTARY  Q2  2017 

In January, investors hoped Donald Trump’s election victory would trigger lower taxes, less 
regulation and more infrastructure spending.  So far, though, Mr. Trump hasn’t enacted major 
changes in fiscal policy or taken significant measures to rebuild the country.  Nonetheless, the 
tech-heavy Nasdaq composite surged 14% while the Dow Jones and S&P 500 each rose about 
8%.  Global stocks collectively had their best opening half-year since 2009 as developed 
international and emerging market equities grew more than 15%.  Investors attributed the 
rally’s breadth to strengthening corporate earnings, improving economics, and continued 
support from central banks.  In addition, international stocks outperformed domestic, in part, 
due to a declining dollar - the dollar is down about 7% from its high on December 28, 2016.  

 
As the economic expansion now enters its ninth year, you may be asking how much longer this 
bull market can run.  I think it’s easy to become complacent during the current times of low 
market volatility.  Yet, we believe there are some economic conditions present today that 
signal vulnerabilities in the financial markets.  They include a labor market at near full strength, 
frothy asset prices, tightening central banks and a flattening of the bond yield curve.  Let’s 
briefly look at each of these red flags.  The unemployment rate sits at 4.3%, the lowest in 16 
years, suggesting the economy has reached full capacity.  S&P 500 stocks are trading at a 
historically high 18 times projected earnings, its highest level in 13 years.  Central banks have 
created huge distortions in the markets, driving investors towards equities and away from low-
yielding bonds.  Janet Yellen’s Fed has raised interest rates four times since the end of 2015 
and plans to tighten at least once more this year.  But in spite of the Fed’s efforts to raise the 
Fed Funds target rate to 1.25%, the 10-year Treasury note yielded just 2.28% at the end of 
June.  The yield was just 2.24% in December of 2015, so while the Fed has been increasing the 
short end, the intermediate/long end of the yield curve has been ticking down.  This “flattening 
of the yield curve” portends that investors are not optimistic about the future growth of the 
economy. 

 
These exposures point to the need for a disciplined and diverse investment strategy that 
incorporates a wide range of stocks, bonds and alternative assets. Although bond prices still 
appear high, they play a vital role in preserving capital and stabilizing volatility, especially for 
those investors who are close to retirement.  We continue to favor shorter duration bonds and 
TIPS as a hedge against rising interest rates and inflation.   
 

In he 

 

Past performance is not a guarantee of future results. It is also important 

to note that one cannot invest directly into an index. Diversification 

cannot assure a profit or guarantee against a loss of value. 
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