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First Quarter (Q1) 2018 Review April 2, 2018 
  
➢ Stocks:  surrendered big January gains to end Q1 slightly in red;  S&P 500:  -0.8% in Q1,  follows +21.7% in 2017. 
➢ Treasuries:  lost ground as interest rates advanced;  10-Year Yield:  2.74% from 2.41% @ Dec-31. 
➢ Corporate Bonds:  pressured with Treasuries. 
➢ High-Yield Bonds:  worst red quarter since Sep ’15;  follows strong full year ’17. 
➢ U.S. Real GDP:  +2.9%  (December quarter);  from +3.2%, +3.1%, +1.4% and +2.1% in the prior four Q’s.     
 

 
 
Snapshot 
 
✓ Stocks surged in January, then pulled-back sharply as global investor sentiment turned cautious in Q1. 

Current market negatives:  Stocks ran too far/too fast in January; Fed rate hikes/expectations.  
Sentiment negatives: Trump trade tariff talk; Facebook privacy policies investigation. 

✓ OECD says global economic expansion is set to continue and strengthen.  U.S. is expected to lead advancing economies. 
✓ Overall consumer inflation looks poised to rise slowly.  Near-term producer input costs will likely rise faster. 
✓ In March, the U.S. Fed hiked (still low) short term rates 0.25% to  target range of 1.50% - 1.75% on Fed-funds. 

We expect 3-5 additional increases through 2019 to reach 2.25% to 3.00% driven by a supportive economy. 
✓ U.S. manufacturing growth continues at healthy pace per latest ISM U.S. monthly manufacturing report.  
✓ U.S. corporate revenue and earnings (EPS) expectations for Q1 seem reasonable at +7.3% and +15.9% respectively for 

the S&P 500 index.  EPS growth is expected to accelerate to +18% in 2018 and +9.5% in 2019.   
Earnings estimates are trending upward to reflect lower tax rates via Trump’s tax reform package. 

 
 

U.S. Real GDP Q1 2018 Earnings Estimate Evolution – post Trump Tax Plan 

 
The increase in real GDP reflected increases in consumer spending, 
business investment, exports, government spending, and housing 
investment.   These contributions were partly offset by a decline in private 
inventory investment. Imports, which are a subtraction in the calculation of 
GDP, increased. 

 
In its March 23 Earnings Trend Report, Zacks Institutional Research said, “The 
most profound change on the earnings scene lately is the unusually positive 
revisions trend for Q1 and following quarters.”…most positive trend in the last 
6 years. 
 

 
  

% Below Income 

Reference Index Fund 1 yr High Q-1 '18 2017 3 Yrs 5 Yrs 10 Yrs 15 Yrs Yield %

Short-Term Treasury Bond 1.8 -0.2 0.4         0.4 0.4 1.3 2.1 1.8
Intermediate-Term Treasury Bond 4.1 -1.3 1.6         0.5 0.8 2.9 3.7 2.5
Intermediate-Term Investment Grade Bond 4.2 -1.8 4.3         2.0 2.4 4.8 4.8 3.4
High-Yield Bond 3.8 -1.4 7.2         4.4 4.5 7.0 6.8 5.5
S&P 500 Stock 8.1 -0.8 21.7       10.8 13.1 9.4 9.8 1.8
Small-Cap Stock 5.2 -0.2 16.1       8.3 11.5 10.7 12.2 1.3

Total International Stock 7.7 -0.5 27.4       6.6 6.3 2.8 9.0 2.7

Data is for Vanguard funds and returns include reinvested income.   Income/dividend yield shown is SEC format.

Average Annual % Returns% Return for the Period

http://www.grifport.com/
https://yhoo.it/2fC0Ely
https://yhoo.it/2xVDL6y
https://yhoo.it/2xVOspQ
https://yhoo.it/2xYEQuV
https://www.bea.gov/newsreleases/national/gdp/gdphighlights.pdf
http://www.oecd.org/eco/outlook/catalyse-the-private-sector-for-stronger-inclusive-growth-EO-11-2017-presentation.pdf
https://www.instituteforsupplymanagement.org/ISMReport/MfgROB.cfm?navItemNumber=12942


 

 

 

 

2 
 

Stocks ended Q1 slightly in the red.  After surging nearly 7% in January, the broad market quickly surrendered it all in early 
February and has been trying to find a footing since.  Global investor sentiment turned cautious in a whipsaw setup.  Stocks 
ran too far/too fast in the first three weeks of January against sharply rising bond yields and Fed rate hike expectations.  If 
not enough, Trump pressed trade tariff buttons which weighed on broad sentiment and Facebook disclosed sketchy privacy 
policies, attracting government scrutiny and pressuring other leading tech stocks.  All-in, a little too much for investors to 
quickly digest/compartmentalize.   
 
Bonds lost significant ground in Q1 as short-term rates and longer term yields increased quickly.  High-quality corporate 
bonds and U.S. Treasuries performed poorly, turning in the second worst negative quarter in 20.  High-yield bonds lost 
ground under pressure from both stocks and bonds.  GPM’s defensive bond positioning in floating rate and very short 
duration corporates helped buffer interest rate risk and mostly offset a loss in the high-yield bond component of balanced 
portfolios.  Bond yields increased sharply in Q1, but backed down from mid-Q highs as stocks slipped.  The U.S. Fed has raised 
short-term interest rates five times since December 2016.  We continue to expect additional upward adjustments into 2019.   
We believe that if economic growth holds or accelerates and/or inflation picks-up, the Fed will have cover to boost the federal 
funds rate aggressively with greater confidence.  The pickup in global growth seems sustainable and should be relatively more 
supportive to U.S. based companies as lower corporate tax rates become better understood and appreciated.  That can drive 
capital flows into the U.S.   Well-telegraphed and expected Fed rate-hikes combined with still fresh trade policy uncertainty 
creates an unsettling headwind to sentiment for now. 
 
    S&P 500 Stock Index 

 

    High-Yield Bonds  

 

    10 Year Treasury Yield: 2.74% +33 bps 

 
 

 
 
 

 
 
Above allocation is approximate @ 
quarter-end. 

 

GPM stock and balanced portfolios lost a little ground in the first quarter. 
 
Long-term growth (LTG) accounts are normally invested 100% in stocks.   
Balanced accounts are managed more conservatively and hold stocks and bonds. 
LTG and balanced accounts hold the same stocks.   
 
During the quarter we liquidated four stocks and reduced the size of several others.   
We bought three new stocks and selectively added to the size of multiple core holdings.   
 
We now hold 29 stocks with an average dividend yield of 1.8%.   Six companies raised their 
dividend in Q1;  hikes ranged from  7% to 16%.  Over the trailing four quarters, 24 GPM held 
companies raised the amount of annual income paid in cash dividends to shareholders.    
 
Market-cap weighting @ quarter-end: large-cap ~85%;  mid ~11%;  small ~4%.   
We expect healthy sales and earnings growth from our companies in 2018.   
 
Our GPM Grade list is comprised of a continuously refined group of approximately one 
hundred leading companies that we follow closely. 
 



 

 

 

 

 

 

 
This document contains general information intended exclusively for clients of Griffin Portfolio Management Corp. (GPM), an Investment Advisor, 
registered with the Securities & Exchange Commission.  It reflects views and opinions of GPM at the time of writing.  This information should not to be construed 
as an offer by GPM to provide investment advisory services.  Portfolio actions and positions discussed in this document have been executed broadly per 
GPM's published strategies in accounts that meet GPM’s minimum size of $500,000 and NOT in accounts that invest exclusively in ETF’s or mutual funds.  it 
should not be implied or assumed however, that every portfolio action and position discussed was executed or established respectively, in every client account.   
Other factors that affect inclusion are inception date, size, objective and other variables specific to a particular client and/or account. 
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GPM’s Core Strategies 
 
Our GPM Grade Stock strategy is straight-forward.  We invest client portfolios in approximately 30 individual stocks of high 
quality, industry-leading U.S. companies that compete and win around the world.   We focus on high ROE businesses with 
track records of delivering rewarding long-term growth in sales, earnings, cash flow, dividends, and ultimately stock 
prices.  Our companies are built to adapt and thrive while generating growth in value and income for shareholders.  We add 
low-cost stock ETFs to broaden diversification and/or target certain sectors that we believe have substantial upside potential.  
Our approach gives us confidence to ride out market pullbacks and is well understood by our clients, who share our long-
term view. 
 
Our balanced strategy takes a more conservative approach.  We combine a solid foundation of GPM Grade Companies with 
a well-diversified bond component to produce higher portfolio income and reduce stock driven volatility.  Balanced portfolios 
are flexibly managed and can be tailored to individual client risk preferences. 
 
 

GPM’s Balanced Portfolio Modeling Targets   

Strategy Model Target Allocation since September ‘17  

Balanced - Primarily Growth (BPG) 70% stocks and 30% bonds 

Balanced - Growth and Income (BGI) 60% stocks and 40% bonds 

Balanced - Primarily Income (BPI) 
GPM’s lowest overall risk balanced model. 

50% stocks and 50% bonds  
All models subject to change at GPM discretion. 

 
 

 

Please contact us with any questions or to discuss your investment goals, objectives, and portfolio.  An updated copy of our 
Form ADV Part II Brochure, as filed with the Securities and Exchange Commission can be found on our website.  Or call our 
office to have a copy mailed to you. 
 

Sincerely, the GPM Team 


