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OVERVIEW
The year began similarly to most of 2017 - stocks continued their strong rally and all major equity indexes were 
positive in the fi rst month. This continuation was brief, however, as volatility increased at the end of January and 
global indexes were negative in both February and March. With the exception of Emerging Markets and US Small 
Caps, most US and International Developed Indexes posted a loss for the fi rst quarter of 2018. 

During Jerome Powell’s fi rst meeting as Chairman of the Federal Reserve, the committee decided to hike interest 
rates another 0.25%. The US Treasury 10-year yield closed at 2.74%, an increase from the 2.40% yield at the end 
of 2017. Economic data was mostly positive with Q4 US real GDP revised up to 2.9% (annualized), but a few 
data releases were weaker than expected.

The expressed views and opinions presented within are for informational purposes only, are based on current market conditions,and are subject to change 

without notice. The information and statistics contained herein have been obtained from sources believed to be reliable and are accurate to the best of our 

knowledge, but MCF does not guarantee the accuracy or completeness of such information. Material presented should not be considered as investment 

advice or a recommendation of any particular security, strategy, or investment product. Past performance is not indicative of future results.
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US EQUITIES
Both US Large Cap stocks (S&P 500 Index) and US 
Mid-Cap stocks (S&P 400 Index) closed lower for the 
quarter, declining -0.8%, but US Small-Cap stocks (S&P 
600) managed to post a gain of 0.6%. With companies
reporting Q1 earnings in April and FactSet estimates
an earnings growth rate of 17.3% year-over-year for
the S&P 500. According to FactSet, this would be the
highest year-over-year earnings growth rate since Q1
2011.

As mentioned last quarter, 2017 saw historically low 
volatility in the markets. There were only eight days when 
the S&P 500 moved by 1.0% or more in either direction. 
In comparison, the fi rst quarter of 2018 alone had 23 
days with such moves. Valuation levels at the end of the 
fi rst quarter are better than those at the end of 2017 – 

partly due to strong earnings growth expectation and 
lower equity prices. 

We remain cautious with our allocations to US equities. 
Though valuation levels have come down, there are still 
signs that economic growth and consumer spending 
(which corporations need to increase sales) are not as 
robust. This is another indicator that we are likely in the 
later portion of the economic cycle. As the chart below 
shows, not all bear markets were preceded by extreme 
valuation levels. While we do not expect a recession this 
year, we prefer to decrease risks early rather than take a 
chance on waiting too long and losing more in the next  
market correction.

INTERNATIONAL EQUITIES
International Developed stocks (MSCI World ex-USA 
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Index) declined -2.0% for the quarter. Emerging Markets 
stocks (MSCI Emerging Markets Index) posted a return 
of 1.4% for the quarter. The outlook for growth in foreign 

economies remains more favorable 
than in the US.

International Developed stocks trailed 
US equities as economic growth 
slowed more in foreign economies. 
Valuations remain relatively more 
attractive, however, and foreign 
corporations have more room for 
fundamentals to improve. Emerging 
Markets are an even more optimistic 
story. Economic growth is forecasted 
to be higher and improving in the 
coming years, which should benefi t 
Emerging Markets, who are generally 
net exporters. Emerging Asia looks 
the most attractive right now, but 
areas where geopolitical concerns 
have driven prices lower - such as 

Latin America and Emerging Europe - could provide the 
most upside since they are relatively more defl ated.
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International equities as a whole still provide the 
most attractive area for portfolio growth over the 
intermediate and long-term. We trimmed some of our 
overweight to International equities last year as they 
outperformed, and believe our current allocations 
provide an opportunity to perform well while still limiting 
some downside risk relative to the international equity 
indexes. We are monitoring foreign economic indicators, 
corporate outlooks, and US dollar exchange rate trends, 
and will adjust our allocations as these signals provide 
more insight for the short- and long-term outlook for 
international markets.

REAL ASSETS & DIVERSIFYING STRATEGIES
Allocations to Diversifying Strategies boosted 
performance while Real Assets detracted. During Q1, 
Global Macro and Insurance-Linked Bond strategies 
posted gains of 0.3% and 0.7%, respectively, both 

outperforming Bonds. Our positions in Real Assets, 
which consist of Energy Infrastructure investments, 
declined in value as concerns over potential tax changes 
for Master Limited Partnerships (MLPs) outweighed 
favorable valuations and improving fundamentals.

Q1 2018 reiterated the benefi t of diversifi cation for 
portfolios. This benefi t has been muted for the past 
several years as traditional assets (stocks and bonds) 
performed exceptionally well, driven in part by improving 
fundamentals and extremely accommodative monetary 
policy around the world. As this easy money comes to 
an end, and some central banks (including the Fed) 
begin to unwind bloated balance sheets and raise 
rates, Diversifying Strategies should continue to shine. 
Not only should these investments help lower overall 

International Developed stocks trailed during the 
fi rst quarter, but Emerging Markets continued 
to shine. International equities still have room 
to run higher to catch up to US equity levels.

Real Assets are becoming increasingly attractive 
relative to traditional asset classes and should 
boost performance as we enter the late years of 
the economic cycle. Diversifying Strategies also 
are showing their worth as volatility resurfaces 
and likely will continue going forward.
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portfolio risk, but they also provide the potential for 
better performance, especially relative to Bonds.

Improvements in economic growth across the globe 
should benefi t Real Assets, which historically performed 
well in periods of rising infl ation and in the later years 
of the economic cycle. We favor exposure to Real 
Assets and believe they will provide relatively better 
performance than Bonds over the next few years. If 
infl ation surprises to the upside, Real Assets likely will 
outperform equities as well, although rising yields are a 
headwind for more rate-sensitive sectors.

BONDS
US Intermediate Bonds (Bloomberg Barclays US 
Aggregate Bond Index) declined -1.5% for the quarter 
and Municipal Bonds (Bloomberg Barclays Municipal 
Index) declined -1.1% for the fi rst quarter. Short-Term 
Bonds (Bloomberg Barclays US Agg 1-3 Year Bond 
Index) declined -0.2% for the quarter. Interest rates (as 
measured by the US Treasury 10-year yield) increased 
over 30 bps and closed at 2.74%. The new Federal 
Reserve Chairman, Jerome Powell, appears likely to 
follow a similar path as his predecessor, Janet Yellen. 

The committee estimates another 2-3 rate hikes in 
2018 and will remain “data dependent” when voting on 
interest rate hikes.

We continue to underweight bonds where possible 
and keep duration (interest rate risk) shorter than the 
Barclays Agg Bond Index. The risk-return relationship in 
bonds is relatively unattractive and our bond portfolios 
generally outperformed during the quarter as global 
rates rose. With the expectation that interest rates will 
continue to rise, especially the short-term rates based 
on the Fed’s interest rate projections, we are positioning 
portfolios to take advantage of the shorter end of the 
yield curve rising more than the longer end, while also 
limiting our exposure to long-term bonds. 

We are also focusing more on high-quality bonds 
and have limited credit (high yield) exposure in our 
portfolios, as this sector has historically been one of 
the fi rst to drop heading into economic fragility and 
recessions. Overall, we believe our bond allocations are 
set to provide attractive risk-return relationship relative 
to the Barclays Agg Bond Index while still reducing risk 
relative to equities.
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ECONOMY
The US economy continues to chug along. Growth picked 
up at the end of 2017 and expectations are for continued 
improvements in economic growth. This economic 
expansion is also closing in on the longest expansionary 
period in US history. However, the 
growth rate of this expansion is much 
lower than the average growth rate in 
expansionary periods. This low, steady 
growth is one factor that contributes to 
the high likelihood that this will become 
the longest expansion in US history. 
Bloomberg consensus forecasts call 
for real GDP growth of 2.8% in 2018, 
although the range of forecasts varies 
2.0% to 4.5% (2019 consensus estimates 
are 2.5% real GDP growth).

Internationally, global growth continues 
to look strong, predominately in 
Emerging Markets. Foreign developed 
economies, which had slightly higher 
growth in 2017, are expected to grow at 

a slightly slower pace than the US (2.5% in 2018, 2.2% in 
2019) while Emerging Economies are projected to grow 
at 5.0% in 2018 and 5.1% in 2019. Emerging Markets (as 
opposed to the US or International Developed) are the 
only regions that economists forecast growth rates to 
improve for each of the next three years.
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Now that global growth has the fi rmest footing since 
the Financial Crisis, central banks around the world are 
taking measures to reduce the easy monetary policies 
of the last 9 years. Many central banks already have 
begun raising rates, with more expected to follow later 
this year and early in 2019. Global central banks are also 
in the process of decreasing their balance sheets, which 
will likely add to the volatility in both equity and bond 
markets. While we view these moves as necessary over 
the next several years, there will be much discomfort 
(and maybe some anguish) as we undergo this process 
– since this is the fi rst time such monetary policies have
been taken, there is no historical example or standard
on which to base expectations. The reversion back to
“normal” will be a long, bumpy ride.

SUMMARY
Overall conditions are stable – economic data is mostly 
positive, corporate fundamentals are strong, and 
investor and consumer sentiment held up well through 
the volatility. We believe the next US recession is at 

least 12 months away, but the risks of an early arrival 
increase if the Fed moves rates higher too quickly or if 
trade negotiations escalate into a full-on trade war (this 
is not our base case scenario).

Though it was diffi cult to endure and disappointing 
to fi nish the quarter in negative territory, the volatility 
experienced in the fi rst quarter was somewhat refreshing. 
Volatility is regular part of investing, so it is worrisome 
when markets are irregularly smooth. We expect the 
volatility to continue through 2018, with below-average 
US equity returns, slightly higher interest rates, and the 
potential to see the current economic expansion stretch 
to become the longest (albeit shallowest) expansion in 
US history.
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MCF Asset Class Views

Asset Class
Long-Term

Outlook
Current

Positioning Focus for Next 12 Months

U.S. Equities Slightly
Unfavorable

Slightly
Underweight

Volatility-driven opportunities, while still focusing on 
long-term outlook

International
Equities

Relatively
Positive Overweight Still favor over US and bonds, but cautious on global 

growth not meeting expectations

Real Assets Positive Overweight Hedge the potential for an increase to infl ation

Diversifying
Strategies Positive Overweight Favor over bonds for diversifi cation from equity risk 

with better return potential

Bonds Slightly
Unfavorable Underweight Maintain minimum allocation to core bonds and lower 

duration, gradually increase allocation as rates rise

Cash Unfavorable Underweight Minimize; used only for liquidity needs
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MCF Advisors, LLC ("MCF") is an SEC registered investment adviser. MCF may only transact business in those states in which it is 

registered, or qualifies for an exemption or exclusion from registration requirements. This brochure is limited to the dissemination 

of general information pertaining to MCF's advisory services. Accordingly, this brochure should not be construed by any consumer 

and/or prospective client as MCF's solicitation to effect, or attempt to effect transactions in securities, or the rendering of personalized 

advice from MCF. Please remember that different types of investments involve varying degrees of risk, and there can be no 

assurance that the future performance of any specific investment or investment strategy (including those undertaken or 

recommended by MCF), will be profitable or equal any historical performance level(s). To the extent that a reader has any 

questions regarding the applicability of any content discussed herein to his/her/its individual situation, he/she/it is encouraged to 

consult with the professional advisor of his/her/its choosing. MCF is neither a law firm nor a certified public accounting firm and 

no portion of the brochure content should be construed as legal or accounting advice. A copy of MC F's current written disclosure 

statement discussing our advisory services and fees is available upon request. 
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