
 

 
 

              

Quarterly Review & Outlook 
  March 2017: “Where The Rubber Meets The Road” 

 

        A Look Back – 1st Quarter 2017 

I remember distinctly the first time I ever heard someone use that phrase.  I was 12 years old and getting ready for 

our first sixth grade football game.  We had been practicing for over a month in the hot summer days of August, and 

were in the locker room before our first real game against another opponent.  Prior to that moment, we had only 

practiced against each other, all childhood friends in a small neighborhood, and this was really the first chance to see 

how good (or not) we were.  Befitting a Knute Rockne scene, the coach gathered us all together and said, “boys, I 

know you’ve been working hard over the last month, but this is where the rubber meets the road.”  I don’t believe 

many of us knew what that meant at the time, but based on the other hit ‘em high, hit ‘em low lines that followed, it 

was clear that this was going to be different, a chance to finally prove ourselves.  Well, long story short, we did find 

out, and it was not pretty.  The margin of defeat was only lessened by the amount of time on the clock.  I think we all 

had a full understanding of that phrase forever more.  In our current domestic markets, and other global markets as 

well, we find ourselves in the same kind of spot. It’s time to “put up or shut up.”  As seen below, the S&P 500 

continued the post-election rally in the first quarter, returning over 6%.  That puts it up almost 250% since the March 

2009 low brought about by the Great Recession. 
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This is not to suggest it has been a smooth ride.  It hasn’t.  Just as we all find out after the winter snow melts; the 

streets are lined with potholes.  We certainly started off 2017 with a bang in the first two months as optimism 

reigned.  There was the Obamacare replace and repeal, tax reform, infrastructure spending, and of course, the border 

wall to point to.  However, the health care initiative was ill-planned and ill-timed, and ultimately failed.  There has 

been increased geo-political focus as the United States lobbed the mega bomb to take out ISIS leaders in Afghanistan, 

and more recently entered into a dangerous game of nuclear chicken with North Korea.  Through it all, equity 

markets have quivered, rested, and come back for more. 

                                           

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The dashboard shown above displays key domestic economic metrics as of March 31st.  Additionally, we have seen 

some excitement since quarter end worth mentioning.  Volatility slowly crept up to the mid 16’s by mid-April, but 

came crashing back to earth after French elections temporarily allayed market concerns about another populist world 

leader, and potential French exodus from the European Union.  Whether that was fully the reason, or market short-

sellers getting squeezed, on April 24th and 25th, the S&P 500 did something it rarely does.  It was up two days in a 

row without ever going below the prior day’s close.  That’s only happened a couple times over the last 50 years, and 

is generally a short-term positive.  Consumer sentiment remains near historical highs, as unemployment remains 

near historical lows.  We do have the first estimate of 1st quarter GDP coming out at the end of the month, and that 

number alone could provide some clarity going forward.  However, the GDP Now estimate stands at a .5% increase 

for the quarter, below consensus forecasts.  A negative surprise on that front could lead to another round of 

increased volatility. 

 

Most surprising of all perhaps in the first quarter has been the relationship between shorter and longer term interest 

rates.  In March the FOMC met and decided to increase the Fed Funds rate by another .25%.  It marked the third such 

increase since the committee embarked on their current path of rate increases in December 2015.  It has been a slow, 

sluggish path for sure, as Janet Yellen and her colleagues treaded gingerly and talked about data dependency being 

key in how and when they raise rates.  With that backdrop, 10 year U.S. Treasuries topped out at 2.62% in March, 



and now stand at 2.29%, even with the Fed on a rising rate path on the short end of the curve.  As we have discussed 

in the past, the Fed can certainly affect short term rates, as financial institutions across the country peg their rates to 

the Fed Funds rate.  However, the longer end of the curve is much more about supply and demand and investor 

sentiment.  We have seen times in the past where investors flock to the security of treasuries in times of uncertainty 

or unrest, even against short term rates rising.  This is typically how we end up with a flatter, or even an inverted 

yield curve.  We are not suggesting that, but the dynamic merits watching. 

 

We always enjoy taking a look at the asset class return chart shown below for the first quarter of 2017, and calendar 

years dating back to 2002.  It never disappoints in the colorful nature of its ever-changing pattern, and the 

consistency of where the asset allocation box appears somewhere in the middle of the returns.  For the quarter, 

Emerging Markets was the clear winner with a return of 11.5%.  Developed International and domestic large cap 

equities were next with returns of +7.4% and +6.1%, respectively.  High yield continued to prove a useful diversifier 

to in the fixed income space, netting +3.2% in the quarter. In the major asset classes, commodities were really the only 

clunker in the first three months, with a -2.3% return, after a nearly 12% score in 2016.  We continue to preach the 

importance of asset class diversity for investors, and few charts show it better that this one.  Yesterdays’ losers can 

quickly become the stars of today.  Asset classes weave in and out of favor depending on the economic climate and 

investor sentiment, while a diversified asset allocation strategy serves us pretty well. 

 

 

 

 

 

 

  



 

 

A Look Ahead  

We are at the stage in our markets where that sixth grade coach’s words come back into focus.  The optimism that 

has fueled the post-election rally needs somewhere to hang its hat.  As mentioned, healthcare reform was a miss.  

Just this week, President Trump and his team unveiled some details on a new tax plan that would drastically cut 

corporate rates and lower and simplify most individual rates.  It is one of the campaign promises that eventually led 

to his victory.  The markets need and expect some type of victory here.  Perhaps, if overall market valuations were 

lower, or economic expansion was much more robust, that would not be the case. However, market valuations 

domestically are stretched by almost any measure, and many economic indicators are tepid or mixed at best.  Below 

is one valuation illustration of U.S. equity markets using the long regarded cyclically adjusted PE ratio, or “CAPE”.  

These types of valuations are not meant for the short term, but rather suggest longer term, big picture historical 

trends.  As, the right column in the chart shows, when the CAPE is over 22, the average drawdown, or peak to 

trough return, has been -22.75% over the next three years.  We have seen many times when undervalued or 

overvalued markets can continue to be both for extended periods of time.  Alan Greenspan may still be muttering 

“irrational exuberance” from nearly 20 years ago as he commented on the dot.com bust that was to come years later.  

However, what these types of illustrations help to point out is that if we are going to continue on a positive arc, 

many things need to go right and big potholes need to be avoided.  We continue to have a slight overweight to 

equity in our asset allocation strategy, but we are also mindful that this 250%, eight year rally from the 2009 lows is 

growing long in the tooth….and the rubber and the road are old friends. 

 

 

 

. 

                     

 

 

 

 

 

 

 

 

 


