
 

 Q1 2017 Market Synopsis  

Q1 2017 Economic & Market Update/Comments: 

The first quarter of 2017 was a good one for most asset classes across the globe. The US 

stock market (measured by the S&P 500) was up 5.9 percent for the quarter, which 

seemed to be a continuation of the ‘Trump trade’ that started last November. The S&P 

500 is now up a little over 10% since the election. During the first quarter of 2017, the 

stock market exhibited very low volatility and traded within a tight range. The VIX 

(widely used benchmark for volatility in the stock market), traded between 10 and 13 for 

the entire quarter. The threshold for ‘high’ volatility would be a VIX reading of 20. The 

S&P 500 ranged from a low of 2245 on January 3
rd

 to an all-time high of 2400 in early 

March. In addition, the DOW reached a milestone of sorts when it breached the 20,000 

mark in late January.  

Select 2017 ‘Year To Date’ Asset Class Returns 

MSCI Emerging Market (Emerging Stock Market) + 11.8% 

MSCI EAFE (Foreign Developed Stock Market) + 7.4% 

S&P 500 (US Stock Market) + 5.9% 

Variance Risk Premium Strategy (AVRPX) + 4.8% 

DJ US Real Estate (US Real Estate) + 3.0% 

US Investment Grade Bond Index (7-10 Yr.) + 1.2% 

US Treasury Bond Index (7-10 Yr.) + 1.0% 

S&P GSCI (Broad Commodity Prices) - 5.2% 

 

Most other global ‘risk’ asset classes outperformed the US stock market with the 

help of a weaker US Dollar and slightly lower interest rates. Foreign stocks, after 

lagging late last year, started out 2017 with a bang. Emerging market stocks are up 

almost 12% in Q1, while foreign developed stocks are up over 7%. One big contributor to 

these returns was a surprisingly weak dollar, which was down about 3% vs. a basket of 

other currencies. Some emerging market currencies were up much more; with the 

Mexican Peso up over 10% in the last three months. 

Most bonds had a solid quarter with somewhat lower interest rates prevailing. The 

10 year US Treasury Note yield decreased slightly from 2.45% on Jan 3rd to 2.35% at the 

end of March. Much like stocks, rates were very tame in period, and traded within a tight 

range of between 2.35% and 2.60%. 



 

 

The 3 major factors which affected markets in Q1 2017 are highlighted below: 

 Trump Inauguration/ Economic Policy Uncertainty: The overarching theme for 

the last 5 months has been the election, inauguration, and development of Trump 

/Republican policy initiatives. To date, no significant legislation has been passed, 

and in fact, the first leg of the agenda, healthcare repeal/replace failed to get to a 

vote in late March. We continue to closely monitor developments here; as 

corporate/individual tax reform, deregulation, and possible repatriation of overseas 

cash will have a material effect on the stock market whether these happen or do 

not happen. It is our opinion that the stock market has baked in significant policy 

changes already.  

Along these lines, although the stock market overall has done well in 2017, we 

have seen somewhat of a reversal of the ‘Trump Trade’ from late 2016. This could 

be a signal of some investors losing faith that meaningful policy change will 

occur, just be a shorter term ‘reversal to the mean’, or some combination of both. 

 

The above chart depicts Green (Emerging stocks), Blue (Technology), and Red 

(Healthcare) outperforming Pink (Industrials), Purple (Financials), and Black 

(Small Cap stocks) in Q1 2017 
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 March FED Rate hike and future outlook: The Fed hiked for a second time in 3 

months in mid-March to bring short term rates to between 0.75% and 1.0%. This 

represents the highest rates for cash since October 2008. Despite the 2 back to 

back hikes, the markets took this in stride; and somewhat counterintuitively, 

longer term interest rates went down over the past couple weeks. The FED also 

hinted that two additional hikes could be in the offing for 2017; but they remain 

firm that rates will be relatively low for a long time.  

 

 Very low volatility across most markets: After election-day the US stock 

market, along with most other global markets entered a period of very low 

volatility. This global low volatility environment continues into early April; this is 

directly responsible for the good returns of AVRPX so far this year.  

 

The above chart depicts the SP500 Volatility Index (VIX) over past 1 Year  

Traphagen Portfolio Update/ Comments:  

We continue to keep all portfolios nearly fully invested since holding cash generates low 

absolute returns and near 1.5% negative real returns. We continue to monitor any 

Trump agenda progress or disappointment. As we mentioned prior, as we head through 

the rest of the year, this will likely have a significant affect on many asset classes and 

currencies. When we look at valuations and risk across global assets; we continue to see 

select alternative strategies, emerging market stocks, oil/gas pipelines, and some 

healthcare stocks as areas with higher return potential.  We have already added to or 

initiated new positions in all of the above areas; and depending on future market moves 

we may add or trim exposure. We are currently in the process of adding another 

alternative lending fund into most portfolios (River North Lending Fund; RMPLX). We 

think like LENDX, this can give us a low volatility mid-upper single digit average total 
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return, while providing good cash flow. In addition, both funds provide a great defense 

against rising interest rates. 

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

 Addition of New JP Morgan ‘4-Factor’ Foreign Stock ETFs (JPEM, JPIH): 

Foreign stocks are doing well so far in 2017; reversing trends we saw immediately 

after the election. ‘JPIH’ is a US Dollar hedged foreign developed stock ETF, 

which is up 5.5% through the quarter. ‘JPEM’ is an unhedged emerging market 

stock fund and is up just over 10% this year. Both of these funds also weigh stock 

holdings by four factors that historically have produced superior risk adjusted 

returns (Value, Quality, Momentum, and Low-volatility).  

 

 Increase in Oil/Gas Pipeline & Energy Infrastructure exposure (TPYP): 

Despite a great 2016, we decided to nudge our pipeline and energy infrastructure 

exposure up further early this year.  Given the current deregulation and ‘energy-

friendly’ administration, reasonable valuations, good cash yields, and still low oil 

prices we feel opportunity remains. So far in 2017 the position is up just under 

3%.  

 

 Addition of new Alternative Lending Fund ‘RMPLX’: The new alternative 

lending fund we are allocating funds to is offered through RiverNorth. This will 

complement our current position in the Stone Ridge lending fund, LENDX. We 

are trading into this security as we compose this newsletter. Together, these two 

funds will represent around 10% of most client portfolios. We continue to see the 

low volatility, mid to upper single digit return potential, resistance to rising 

interest rates, and a healthy consumer as reasons to own this asset class.  

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.   

Because of better momentum and superior valuations in most foreign stock markets 

(especially emerging areas), we entered a more aggressive allocation this January. We 

continue to look for ways to add more focused allocation in emerging markets, with 

concentrations on ‘new economy/consumer’ areas such as technology, consumer staples, 

and healthcare.   

Although we will always hold some amount of traditional high quality bonds for most 

clients; with the possibility of higher rates and inflation over the next few years we have 

already taken some steps in protecting against rising rates. In addition, we are looking at 



possible additional changes that will further protect against rising interest rates, provide 

reasonable returns, and not add additional stock market risk to portfolios.  

Market/Economic Outlook Update: 

When we look at the US economy we still see a ‘slow growth’ theme for now. The first 

quarter GDP growth reading is likely only to be in the 1.5% range and 2017 SP500 

earnings estimates (like they have every year in the recent past) are coming down.  In 

addition, we continue to see somewhat stretched valuations on the SP500. Currently the 

trailing P/E (price/earnings) ratio on the stock market is around 25, with the Schiller P/E 

(a longer term alternative measure of valuation) near 30. Both of these values are in the 

top decile of historical valuations and indicate possible lower future returns than we have 

seen in the past 8 years. 

Despite the above concerns there are also many positives in the global financial market 

landscape. Some of the more important points are listed below: 

 Probable significant positive policy changes within 12-18 months 

 Still accommodative and ‘cautious’ FED policy 

 Relatively low chance of a recession within the next 12 months (chart) 

 Healthy and improving unemployment picture (4.5% March rate) 

 Improving global growth and inflation expectations 

 Measures of business and consumer confidence high  

 

The above chart depicts the Traphagen Recession Index (TRI) for the past 12 

months. Currently the TRI is just above 20; slightly higher than last month but 

still much lower than last year at this time 
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Overall, despite stubborn sluggish US GDP growth and pricey stock valuations we do not 

currently see any reason for the stock market to experience significant negative returns in 

the near to intermediate term.  

As an example of an ever-healthier unemployment picture, in the most recent report 

released April 7
th

, the headline unemployment rate dropped to 4.5% (lowest in 10 years). 

Just as importantly, two other ‘under the hood’ data points also continue to improve. The 

‘U-9’, which is a measure of unemployment and ‘underemployment’, decreased to 8.9% 

from a recession high of 17% . These are also levels also not seen since 2007. Lastly the 

labor force participation rate has stabilized and seems to be edging up. We are now at the  

highest participation rate seen since early 2014.  

The largest risks to this fairly rosy global picture is a possible failure to pass meaningful 

policy/tax legislation, a significant change in FED policy, a Le Pen French election win, 

and geo-political risk (most notably North Korea). Fortunately, your portfolios are in a 

position to obtain good returns in an up market/growing economy, and with the help of 

several alternative investments and a targeted bond strategy, should also hold up very 

well in times of market stress. 

Rest assured, for the foreseeable future, Traphagen will be paying special attention to 

developments out of Washington, D.C. and will adjust portfolios and sectors if needed.  

We hope all our clients will be enjoying the upcoming spring and early summer weather, 

along with the fast approaching Easter and Passover holidays. You will find below an 

addendum, highlighting our thoughts on specific market sectors for Q1 2017. 

Lastly, if you have not tuned in yet, please check out our Podcast series (Traphagen 

Wealth Radio) which covers alternative investments, special market 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 (Q1 2017 Asset Class Summaries)  

Equity Market Update (Q1 2017) 

The equity market (as measured by the S&P 500) had a total return of 5.9% in the 

quarter. By all accounts this was a very good quarter for the majority of global risk 

markets. Underneath the US stock market’s surface a few trends have emerged.  The best 

performing sectors to date, have been technology and healthcare, both up between 9% 

and 10% (these areas were largely ignored in the early ‘Trump trade’ of late 2016). The 

worst sectors were energy and financials, which went up significantly in late 2016, but 

are lagging this year.  

Fixed Income Market Update (Q1 2017) 

The bond market had a decent quarter. Interest rates declined slightly, with the 10 year 

yield dropping from 2.45% on January 1
st
 to 2.35% by the end of March. This is a minor 

decline, and overall interest rates after rising rapidly late in 2016, traded in a tight range.  

Returns in the bond market generally ranged from 1% to 2% depending on the specific 

sector. 

Real Estate/Commodity Markets Update (Q1 2017) 

The real estate market had a good quarter, rising around 3.5% in the period. This gain 

was driven by slightly lower interest rates, rebalancing after a tough Q4, and good stock 

market returns.  

Although oil and large energy stocks were poor performers in the period; broad 

commodity producers and pipeline companies still managed to post a solid quarter. 

Natural resource companies and pipeline companies (which we hold a specific 

overweight) were up between 2% and 3% in the period.  

Alternative Markets Update (Q1 2017) 

Insurance linked securities enjoyed their seasonally quiet period and returned an 

essentially volatility-free 1.5 percent. As mentioned previously, because of normal 

seasonality; if there are no large natural disasters the majority of returns in this space are 

seen in the 3
rd

 and 4
th

 quarters of each year.  

AVRPX (option selling strategy) had a very good quarter and finished the period with a 

4.8% gain. This fund has benefited from very low volatility since election day.  

Managed futures finished the quarter right around breakeven, while our alternative 

lending fund (LENDX) was also up a virtually volatility-free 1.5%.  


