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Economic Conditions 

Index Returns 
  Mar ‘17   YTD 

S&P 500 (0.04%) 5.53% 
DJIA (0.72%) 4.56% 

NASDAQ 1.48% 9.82% 
MSCI EAFE 2.28% 6.47% 

Barclays Aggregate (0.05%) 0.69% 

 Gross domestic product (GDP) grew at an annual rate of 
2.1% in the fourth quarter of 2016, according to the third estimate 
from the US Department of Commerce. This is an increase from the 
second estimate which was 1.9%, released last month. The personal 
consumption expenditures (PCE) price index was revised upwards  
from 1.9% to 2%, which is in line with the Fed’s inflation targets and further justifies the 0.25% 
increase in short-term rates in mid-March. Additionally, the labor market continues to tighten as 
the unemployment rate dropped to 4.5%, despite the disappointing jobs report from March.  
 This quarter’s newsletter discusses the market’s resiliency to the lack of activity coming 
out of Washington as the Trump administration and Congress continue to disagree on legislation. 
Will President Trump and Paul Ryan be able to work with Congress in enacting meaningful 
change in order to stimulate the economy? 
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The Trump Fade 
  

 The start of 2017 was less of a fresh start and more of a continuation from the post-election high that 

the markets had been experiencing since Donald Trump’s unforeseen victory in November 2016. The “Trump 

Trade” was still in full swing to start the year as the new administration proclaimed to have plenty of reform in 

store for the country. A flow of negative headlines including Russian hackers, the potential for trade wars, and 

claims of “fake news” had very little effect on slowing the market’s momentum. All three major market indexes 

hit fresh highs last month. The S&P 500 and Dow Jones Industrial Average returned 5.53% and 4.56% for the 

quarter, respectively. Tech and health care led the charge and lifted the NASDAQ by 9.82% in the first quarter of 

2017. International markets rebounded in the first quarter after posting negative returns in 2016. The MSCI 

EAFE returned 6.47% in Q1.  

 

 Volatility, believe it or not, was more prevalent in the fixed income markets than in the equity 

markets. The 10-year Treasury rate began the year at 2.45% before rallying to as low as almost 2.3% by mid-

January. Once it became clear through comments from Fed Chair Janet Yellen and other Fed leaders that a rate 

(Continued on Next Page) 
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(Continued on Next Page) 

hike was imminent in the mid-March Federal Open Market Committee (FOMC) meeting, the 10-year spiked up 

to 2.6%. It ultimately ended the quarter almost unchanged at 2.4%. The Barclays US Bond Aggregate saw a 

miniscule 0.69% return in the first quarter.  

 

 The narrative from the Trump administration this year has been a pro-growth and fiscally 

stimulating one – lower taxes, increased spending, health care reform and deregulation. These are all very pro-

growth action items and judging from the positive performance in stocks, the markets have clearly bought into 

President Trump’s promises. Trump has indicated his pro-growth policies can lead to over 3% gross domestic 

product (GDP) growth over the next several years and improve upon the 2.1% GDP growth we have averaged 

since the Great Recession. However the markets (and possibly Trump) are realizing that in Washington things 

are much easier said than done.  

 

 Tax reform and infrastructure spending would be a big step in the right direction. It would be 

especially helpful to the Trump administration if they could tie in an infrastructure spending plan with their tax 

reform legislation in order to garner support from Democrats. The current corporate tax rate is 35%, one of the 

highest in the world. Lower taxes on corporations mean more capital to invest in their businesses including 
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hiring additional workers. As employees are added to payrolls, unemployment would continue to decline and 

remove any slack in the labor markets. This should ultimately lead to increased wages and greater consumption, 

which accounts for nearly 69% of GDP. The 10-year $1 trillion infrastructure spending plan that President 

Trump has proposed would also be a boon to the economy as government spending accounts for nearly 18% of 

GDP. The major caveat to these policies is they may not be sustainable. While tax cuts and government spending 

will be a shot of adrenaline that the economy may need, they should not necessarily be expected to be the long-

term fix for GDP growth as they most likely add to the Federal deficit.  

 

 Under the current laws the Congressional Budget Office (CBO) expects GDP to grow at a rate of 

1.9% over the next 10 years. That is without additional spending that would increase the deficit, or tax cuts that 

would decrease revenues to the government. This means there are other underlying issues in the economy that 

cannot be solved solely through fiscal policy. The President will need to consider other factors in the economy, not 

just in the US, but on a global scale. Protectionist ideals such as tariffs that constrict global trade are not 

conducive for GDP growth nor is cracking down on legal immigration. The growth in the working age population 

has been lower in the past ten years than in previous decades and is anticipated to shrink even further over the 

next decade. The two major drivers in GDP growth are the growth in population and productivity growth (output 

(Continued on Next Page) 
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per worker). In theory, restricting workers from entering the country and creating trade barriers that ultimately 

lead to lower margins, lower capital investment, and therefore lower output per worker (productivity) only hurts 

the growth potential of the economy. We are seeing this play out in Europe and Japan as the low birth rates in 

these developed countries actually leads to a declining population which leads to much lower economic growth.  

 

 Regardless of what policies ultimately become law, the markets have already priced in the changes 

and economic growth President Trump has promised. The S&P 500 is up over 10% since the election in 

anticipation of “proposals” becoming “law”. But if the failure to pass the American Health Care Act was any kind 

of indicator of what to expect when this administration can’t deliver on its promises, then the market could be in 

for a rude awakening if tax and economic proposals meet a similar fate. President Trump will be held to the 

same standard as past presidents when it comes to the stock market: words are one thing, but the market 

expects results.  
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Under style performance boxes, indexes referenced in the equities section for large, mid and 
small reference the Russell 1000, Russell MidCap and Russell 2000 stock indices, respectively. 
The Barclays US Government, Barclays Credit and Barclays High Yield fixed income indices refer 
to Gov’t, Corp, and HY, respectively. Short, Intermediate and Long refer to the time frame of the 
investments and their positions on the yield curve.  
 
The information and opinions stated in this presentation are not intended to be utilized as an 
overall guide to investing; nor should they be taken as recommendations to buy, sell or hold any 
particular investment. This presentation is not an offer to sell or a solicitation of any investment 
products or other financial product or service, an official confirmation of any transaction, or an 
official statement of presenter. The opinions and views conveyed are for informational purposes 
and make no recommendations in regards to how a client’s portfolio should be managed, as that 
involves inquiring, in depth, of a client’s or prospective client’s risk tolerance, investment 
objectives, time frame for investing and any other details pertinent to said client’s or prospective 
client’s financial situation. The presentation may not be suitable to be relied on for accounting, 
legal or tax advice.  
 
Past performance is not indicative of future returns. Prices and values of investment vehicles will 
rise and fall as broad market conditions change. Investors’ portfolios may fluctuate, to varying 
degrees, in tandem with market conditions.  Diversification neither guarantees returns nor does it 
eliminate the risk of a portfolio decreasing in value. Equity securities tend to be more volatile than 
bond/fixed income products and carry greater risk factors than that of fixed income products. 
Smaller capitalization equities (i.e. mid and small caps) typically involve more risk than that of 
larger capitalization stocks. Political, economic, and currency risk are all risks subsumed under 
the additional risk factors of investments in international securities, to include  those in both 
developed and emerging markets. In addition, political conditions in emerging markets can tend to 
be more volatile than in those of developed markets.  
 
Investments in bonds will be subject to credit risk, market risk and interest rate risk. Interest rates 
will have an inverse effect on prices of bonds. Bonds of lower credit ratings, also known as High 
Yield bonds which hold a rating of less than investment grade (BB+ and below), will have greater 
risks attached than will those of investment grade bonds and will experience greater volatility.  
 
All dates are as of March 31, 2017 unless stated otherwise.  
 
 
 
 
 
 

 
Presentation prepared by Financial Advisory Service, Inc., an SEC Registered Investment 
Adviser. Securities offered through FAS Corp., an affiliated insurance agency and broker/dealer.  
 
Any dissemination, distribution, copying, or other use of this presentation or any of its content by 
any person other than the intended recipient is strictly prohibited. FAS only transacts business in 
states where it is properly registered or notice filed, or excluded or exempted from registration 
requirements. Follow-up and individualized responses to this presentation that involve either the 
effecting or attempting to effect transactions in securities, or the rendering of personalized 
investment advice for compensation, as the case may be, will not be made absent compliance 
with state investment adviser and investment adviser representative registration requirements, or 
an applicable exemption or exclusion. 
 
Index Definitions 
 
The S&P 500 Index is based on the market capitalizations of 500 large companies whose stocks 
are listed on the NYSE and NASDAQ. This is widely regarded as the single best gauge of large 
cap US Equities.  
 
The Dow Jones Industrial Average  is a price-weighted average of 30 actively traded blue-chip 
stocks, primarily industrials. It is used as a barometer of how shares if the largest US companies 
are performing. 
 
The NASDAQ is a market capitalization weighted index of the more than 3000 common equities 
listed on the NASDAQ Stock Exchange. These securities include American Depository Receipts, 
common stocks, real estate investment trusts, and tracking stocks.  
 
The MSCI EAFE (Europe, Australasia, Far East) Net Index is recognized as the pre-eminent 
benchmark in the US to measure international equity performance. It comprises the MSCI country 
indices that represent developed markets outside of North America, Europe, Australia, and the 
Far East.  
 
The MSCI Emerging Markets Index captures large and mid cap representation across 23 
Emerging Markets (EM) countries. With 822 countries, the index covers approximately 85% of the 
free float-adjusted market capitalization in each country.  
 
The Barclays US Aggregate Index is a broad-based flagship benchmark that measures the 
investment grade, US dollar-denominated, fixed rate taxable bond market. The index includes 
Treasuries, government-related and corporate securities, MBS, ABS, and CMBS.  
 
All index information has been gathered from public sources who are assumed to be reliable, 
although we cannot guarantee the accuracy or completeness of those public sources.  
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