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Signs of strength in the U.S. economy gave the Federal Reserve 
enough reason to raise rates in March, the third hike since the end 
of the recession. The Trump-inspired stock rally began to look 
winded as high valuations and legislative setbacks troubled investors.

The Economy: Inflation has been percolating in recent months, but the Consumer Price Index 
report for February showed the strongest jump in prices in some time. The 
annualized inflation rate climbed 2.7% in February, the biggest rise in consumer 
prices in nearly five years. The return of inflation, along with continued gains in 
job growth for February, virtually sealed the deal for the Federal Reserve to rate its 
target rate in March. Much of the rise in consumer prices can be pinned on oil, 
which had been trading at over $50 per barrel for much of the year to date. The oil 
rally hit a rough patch this month, with prices falling below $50 per barrel for the 
first time since last November. The production cap agreement among OPEC and 
other oil-producing nations was supposed to bolster energy prices. A surprise report 
on higher U.S. inventories, along with continued strong U.S. domestic production, 
contributed to the mid-month slide in oil prices.
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Chart 1: Crude oil, per barrel (West Texas Intermediate), 2017 Year-to-date
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Source for chart data: Federal Reserve Bank of  St. Louis, FRED Economic Data



Equities: Is this the end of the Trump trade? U.S. stocks struggled to keep up their 
momentum from earlier this year and ended the month mostly flat. On March 21, 
the S&P 500 Index suffered its first daily decline of 1% or more since last October, 
leading some market analysts to question whether the “animal spirits” behind the 
current rally are starting to fade. The failure of the Congressional “Obamacare” 
repeal effort fed doubts about future tax and regulatory reform and weakened some 
of the market’s optimism around Trump. However, a pause in the current rally is not 
surprising, especially considering that market valuations have reached levels last seen 
before the financial crisis correction in 2008 and the dot-com stock crash in 2000. 
Despite the shaky political environment, the solid performance of the U.S. economy 
and brighter outlook among consumers and businesses should give some support to 
equity prices going forward.
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Sector Performance:
Ranked by previous month 
total return best to worst

Technology 2.5%
Remains the strongest equity sector year-to-date 
by far

Consumer Discretionary 1.9%
Another good month for internet retailers; home 
improvement stores gained as well

Materials 0.2%
Merger activity among chemical firms aided 
returns

Utilities –0.5%
Prospects for higher interest rates dented high-
yield stocks in this sector

Health Care –0.6%
Biotech and pharma stocks suffered but 
equipment makers shined

Consumer Staples –0.7%
Weak performance in packaged foods and house-
hold products

Industrials –0.8%
Defense stocks took a hit on changing prospects 
for Trump’s legislative agenda 

Energy –1.1%
Lower oil prices depressed shares, especially for 
drillers and equipment makers

Telecom –1.2%
High-yield payers continued to struggle with 
higher interest rates on the horizon

Real Estate –1.5%
Retail REITs slid on downbeat outlook for brick-
and-mortar stores

Financials –2.9%
Bank stocks dropped on the shift in interest rate 
expectations 

Source for equity sector total return data: S&P Dow Jones Indices, Index Dashboard: U.S., March 31, 2017
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Past performance does not guarantee future results. There is no guarantee that any investment strategy or account will be 
profitable or will not incur loss. Investors should consider the investment objectives, risks, charges and expenses that make up 
this investment strategy carefully before investing. Investing involves risk, including the possible loss of  principal. Share price, 
principal value, and return on investments will vary, and you may have a gain or a loss when you sell your investment.

This presentation and the data herein is neither an offer to sell nor a solicitation of  any offer to buy any securities, investment 
product or investment advisory services offered by Post Oak Private Wealth Advisors. (“Post Oak”) This presentation is subject to a 
more complete description and does not contain all of  the information necessary to make an investment decision, including, but 
not limited to, the risks, fees and investment strategies of  any Post Oak products or services. Any offering is made only pursuant 
to the relevant information memorandum and accompanying, subscription materials, including Post Oak’s Form ADV Part 2, all 
of  which must be read in their entirety. This information is not an advertisement and is not intended for public use or distribution 
and is intended exclusively for the use of  the person to whom it has been delivered. The contents of  this report have been 
compiled from original and published sources believed to be reliable, but are not guaranteed as to accuracy or completeness.  
Market opinions contained herein are intended as general observations and are not intended as specific investment advice. Market 
index performance is provided by a third-party source deemed to be reliable. Indexes are unmanaged and have been provided for 
comparison purposes only. No fees or expenses have been reflected. Individuals cannot invest directly in an index.

Bonds: By the time the Federal Reserve convened for their March 15 FOMC meeting, 
market expectations for a quarter-point rate hike were practically a lock. Bond 
market analysts had actually raised the possibility of three additional rate hikes in 
2017. This led to a jump in the benchmark 10-year U.S. Treasury rate to 2.62% 
on March 13, the highest level in almost three years. The Fed dashed hopes for 
faster rate tightening in their post-meeting statement, affirming they would 
continue a more measured approach to tighter monetary policy for the year ahead. 
Longer-term rates slipped later in the month even as shorter-term rates rose. 
Demand for U.S. corporate bonds remained strong and U.S. businesses continued 
to borrow at record levels for the 1st Quarter. Corporate bond yields were higher 
on average over the month, but investors in high yield, lower quality bonds were 
seeking higher rates, perceiving an increase in risk.

The Month Ahead: U.S. stocks enjoyed their best quarterly performance since 2015 with a 5.5% gain 
for the S&P 500 Index in Q1. But the question on many investors’ minds is, will 
this rally continue to roll? Expectations about the legislative triumphs Trump can 
deliver may now be muted, but any tax reform or spending proposals that become 
reality are likely to provide a lift to equity markets. Moreover, there are solid 
economic fundamentals behind the recent rise in stock prices, from employment 
and GDP growth, to housing, consumer spending and corporate earnings. That 
should give equity investors some confidence, even as political uncertainty continues 
to churn. Current market probabilities favor the next Fed rate hike to come at the 
June 14 FOMC meeting, although that may change based on upcoming economic 
reports. The longer-term outlook continues to call for higher interest rates, which is 
a different environment than bond investors have seen in some time.


