
 

 Q2 2017 Market Synopsis  

Q2 2017 Economic & Market Update/Comments: 

The second quarter of 2017, much like the first, was a very low volatility and generally 
good period for the global stock markets. At the same time bonds, commodities, real 
estate, and most alternatives had a more muted performance. The US stock market 
(measured by the S&P 500) was up 3.1 percent (including dividends) in the second 
quarter, which came on top of the 6% logged in the first. While the end of 2016 and the 
first quarter of 2017 returns were fueled largely by US election results; more recent 
performance seemed to be driven by earnings growth and global fundamentals. The VIX 
(benchmark for volatility in the stock market) traded between 9.5 and 12 for the vast 
majority of the period. This continued the trend seen in the first quarter of decade low 
instability. The S&P 500 ranged from a low of 2,239 in early April to an all-time high of 
2,453 on June 19th.  

Select 2017 Asset Class Total Returns YTD  2017 Q2 2017 
MSCI Emerging Market (Emerging Stock Market) + 14.7% + 3.5% 
MSCI EAFE (Foreign Developed Stock Market) + 14.6% + 6.5% 
S&P 500 (US Stock Market) + 9.0% + 3.1% 
US Investment Grade Bond Index (7-10 Yr.) + 4.2% + 3.0% 
Alternative Lending (LENDX/RMPLX) + 3.4% + 1.8% 
DJ US Real Estate (US Real Estate) + 2.6% + 1.6% 
US Treasury Bond Index (7-10 Yr.) + 2.4% + 1.4% 
Variance Risk Premium Strategy (AVRPX) + 1.8% - 3.0% 
S&P GSCI (Broad Commodity Market) - 10.5% - 5.7% 

 
The 10 year US Treasury Note yield decreased slightly from 2.40% on March 31 to 
2.30% at the end of June. Unlike stocks, there was some volatility in rates within the 
period after a significant drift lower. The 10 year Treasury touched a 2017 low of 2.12% 
on June 26, before rising 0.25% within 2 weeks in early July.  

The 3 major factors which affected markets in Q2 2017 are highlighted below: 

• Growing ‘Hawkishness’ of Worldwide Central Bankers: After nearly a decade 
of historic easy monetary policy, quantitative easing, and near zero interest rates 
across the world, the tide is turning. Over the past 9 months the FED has hiked 
short term rates 3 times to bring the current Fed funds rate to just over 1%, with 



further hikes likely in the short/intermediate term. In addition (and just as 
importantly), for the first time since 2008, the FED will look to reduce their 
balance sheet assets. In our opinion this is likely to increase longer term rates and 
is another form of ‘tightening’. Although Japan and Europe are still extremely 
accommodative there are indications of a subtle shift there as well. We view FED 
policy and interest rates as one of the most important factors that impact the 
financial markets and thusly we are paying close attention.  
 

• Significant weakness and volatility for Oil: The price of oil fell from around 
$50/barrel to $42/barrel, briefly entering a ‘technical bear market’. This severe fall 
occurred as confidence in OPECs power to control prices waned and US oil 
production approached all-time highs. It is likely that oil will be stuck in the $45 - 
$55 range for a while; where as if oil prices get into the upper $50s, US producers 
will ramp up production quickly to profit. Fortunately the majority of our exposure 
in the space is within pipelines; which are fairly agnostic in terms of price and 
dependent on volumes. Although ‘TPYP’ is break-even year to date, we expect 
solid performance and good cash flow over the longer term. 
 

 
        Chart shows US oil production (blue/left) and US Rig count (green/right)  
 

• US Stock Sector Rotation: Since the election, the overall stock market has 
moved up nicely, but ‘underneath the hood’ there are significant sector trends and 
differences. In November and December of last year energy, materials, industrials, 
and especially financials soared due to a hope for the Trump agenda. Then in 



February of 2017 there was a reversal of leadership away from ‘cyclical’ sectors 
into secular growth sectors including technology and healthcare. This sector 
dispersion creates opportunity; case in point, our recent biotech/healthcare sector 
overweight has returned around 25% since November.  

 

Above Chart: Since election; performance of financials (pink), technology (orange), 
energy (purple), utilities (blue), telecom (green). Arrows highlight difference in 
performance between technology and energy over past ~ 6 months.  

Traphagen Portfolio Update/ Comments:  

We continue to keep all portfolios fully invested since holding cash generates very low 
absolute returns and near negative 1% real returns. When we look at valuations and 
risk across global assets; we continue to see some alternatives, emerging market stocks, 
oil/gas pipelines, and some healthcare stocks as areas with higher return potential.  We 
have already added to or initiated positions in all of the above areas; but depending on 
future market moves we may add or trim exposure. After significant moves in 
biotech/healthcare this year, we might look to trim and lock in gains with any further 
significant move upward.  

 

 

 

Below you will find an update on recent mid 2017 portfolio changes/investments: 

• Reduction of Managed Futures Exposure: Due to the combination of risk 
reduction elsewhere in portfolios and disappointing performance we are 

0% 



eliminating managed futures exposure in our more aggressive portfolios and 
reducing it in our more conservative. In addition, we are allocating the vast 
majority of the strategy within the ‘LFMAX’ fund vs. ‘AQMNX’. LFMAX is 
more diversified and has been the better performer over the past 18 months. We do 
believe an allocation to managed futures continues to make sense in conservative 
portfolios with the combination of risk reduction, positive reaction to rising 
interest rates, and history of solid returns.   
 

• Increase in Emerging Market Stock Exposure: Roughly a month ago we added 
allocation within the emerging markets via a very low cost stock index fund 
(IEMG). This gives us more exposure to the stock markets of China, Brazil, 
Taiwan, South Africa, Russia, etc. These stocks are the best performing asset class 
to date (up around 15%). We continue to see good valuations and dividend yields 
here compared to US markets. Future FED balance sheet reductions/rate hikes is a 
risk here and thusly we will be monitoring closely.  
 

• Allocation to Private Equity for accredited investors: As virtually all eligible 
clients are now aware (investors with more than $1M in investable assets); we are 
in the process of adding between a 4%-5% allocation to private equity. This is 
another addition to our alternative suite, which after this placement will represent 
around 30% of most portfolios. Traphagen spent months performing due diligence 
on several private equity opportunities and decided on GPB Capital for several 
reasons. We expect this position to have low volatility and low correlation to the 
public stock and bond markets while providing some liquidity through time. In 
addition, we believe this has the opportunity to be one of the higher returning 
assets in the portfolio with the combination of ~ 8% - 9% free cash flow/dividend 
yield paid monthly and the potential for capital gains over the longer term.  

Domestically in stocks, we remain broadly diversified with meaningful over weights to 
higher quality/dividend paying stocks and the biotech/healthcare sectors. In addition, 
through TPYP, we do have a significant position in US based energy pipelines and 
infrastructure companies.   

As mentioned in our last update, we did trim some exposure to lower returning and rate 
sensitive bonds. Depending on the portfolio, this can include treasury, TIP, municipal, or 
investment grade issues. With the significant exposure to alternatives we were able to 
reallocate to higher returning assets without increasing portfolio risk above targets.  

Outlook Update: 

Traphagen continues to see a ‘slow growth’ trajectory for the US economy. It is likely 
2017 GDP growth will be in the 2% - 2.5% range, and if little or no Trump agenda items 
are passed within the next 6 months it is likely 2018 growth will end up between 1.5% 



and 2.5%. This is combined with, in our opinion, stretched valuations on the SP500. 
Currently the trailing P/E ratio on the stock market is around 24, with the Schiller P/E (a 
longer term alternative measure of valuation) near 30. Both of these values are in the top 
decile of valuation and indicate possible lower future returns than we have seen in the 
past 8 years. 

On the economic front we see a good (albeit not great) environment. Employment 
continues to be a really bright spot with the unemployment rate registering a 4.4% 
reading last month. Real estate, with the exception of some retail/mall property continues 
to act positively.  Lastly, the combination of tax relief/reform hope, residential real estate 
price appreciation, and stable-but low oil prices, have caused consumer and small 
business confidence to reach levels not seen since 2005. Although this is a good sign for 
the here and now, Traphagen is certainly aware that very high consumer sentiment 
numbers often precede economic slowdowns.  

 

Above Chart: University of Michigan (Consumer Sentiment) 1997 - 2007 

One of the most important data points Traphagen looks at when accessing stock 
market/economic risk is our own recession indicator that we developed a little over a year 
ago (TRI). For those interested, this metric is updated on a monthly basis and available 
off of Traphagen’s website (www.tfgllc.com). Currently the TRI is in the low 20’s, 
which can be interpreted to mean within the next 12 months there is a very low chance of 
entering a recession. Until we see the TRI indicator (which encompasses many different 
predictive date points) move into the 40’s or higher we are not overly concerned with a 
significant US slowdown.  

We hope all investors are enjoying the (mostly) pleasant summer weather, family 
vacations, and the unusual calm in the financial markets so far this year. Remember these 
times of low volatility and stock market gains are always nice, but when the financial 
seas inevitably get rough, know Traphagen will be here and your portfolios are positioned 
to weather any storm. 



Lastly if you have not tuned in yet, please check out our Podcast series on alternative 
investments, special topics, and quarterly updates. You can find the podcasts on our 
website link below: 

http://www.tfgllc.com/traphagen-wealth-radio 

Best regards, 

Your Traphagen Investment Team 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.tfgllc.com/traphagen-wealth-radio


Addendum (Q2 2017 Asset Class Summaries)  

Equity Market Update (Q2 2017) 

The equity market (as measured by the S&P 500) had a total return of 3.1% in the quarter 
with continued very low volatility.  The stock market traded in a very tight range 
throughout the period, but under the surface, individual sectors performed very 
differently. Healthcare performed the best, up 7.5%, while the energy sector lost 6.5%. 
Foreign stocks continue to best US markets in 2017, with both emerging and foreign 
developed stocks markets up around 8%.  

Fixed Income Market Update (Q2 2017) 

The bond market had a decent quarter as interest rates declined slightly. The 10 year 
Treasury rate dropped from 2.4% on March 31st to 2.3% at the end of June. Currently (in 
mid-July) the 10 year yield remains near 2.3%.  

Returns in the bond market ranged from -1% to 3% depending on the specific sector. 
Investment grade bonds were the top performer and TIPS (Treasury inflation protected 
bonds) the worst, which lost 0.6% as inflation expectations came down.  

Real Estate/Commodity Markets Update (Q2 2017) 

The real estate market had a tepid quarter with total returns of about 1% for the period. 
This gain was derived mostly from income with very little value change.  

Commodities and oil had a bad quarter, with the general commodity price level and 
energy stocks both down around 7.5%. Through the second week of July, at least for the 
time being, oil has stabilized at about $46/barrel.    

Alternative Markets Update (Q2 2017) 

Insurance linked securities are in the final weeks of their ‘quiet season’ and as such with 
no volatility returned around 1%. Starting now, we are entering hurricane season , and 
thusly the period of higher risk/returns for insurance securities. 

AVRPX (option selling strategy) struggled after a good start to 2017, and dropped 2.5% 
during the period.  

LFMAX/AQMNX (managed futures) continued their underperformance, and mainly due 
to a sharp trend reversal in oil, fell a little over 4%.  

LENDX/RMPLX (private lending) performed well, with essentially no volatility and 
returns of just under 2% for the period.  


