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Markets Update: A Quarter in Review FIRST QUARTER 2017

Political headlines continued to dominate the capital 
markets during the first quarter. The incoming 
administration promised new policies such as tax 
reform, infrastructure spending, and deregulation that 
could stimulate economic growth. Stock and bond 
markets had very different reactions to the news. Stocks 
responded with optimism and priced in the benefits of 
the new policies, resulting in another strong quarter. 
The bond market took a wait and see approach to 
the new administration, wanting to see some progress 
before responding. The interest rate environment 
remained stable during the quarter and performance 
was relatively flat for fixed income. Capital markets will 
continue to closely monitor activity in Washington D.C. 
When the American Health Care Act failed to pass in 
March, investors started to question the administration’s 
ability to deliver on the other initiatives. Will stock or 
bond investors be proven right in the end? Only time will 
tell and our globally diversified portfolios of both stocks 
and bonds are built for such uncertain times. Investors 
will be anxiously waiting to see if President Trump can 
deliver on his promise to boost the economy.

BONDS 

After the Great Financial Crisis in 2008, the U.S. Federal 
Reserve took extreme action to support an ailing economy 
by taking interest rates to zero. After nearly nine years of 
unprecedented stimulus, policymakers decided to begin 
normalizing monetary policy. On March 15th, 2017, the 
Federal Reserve increased interest rates for the second 

time in three months – taking federal funds rate from 
0.75% to 1.00%. Two to three additional rate hikes of 
0.25% are expected this year. The rate hike decision was 
in-line with market expectations and supported by strong 
economic data. Investors expect the Federal Reserve to 
gradually withdraw liquidity from the system and anticipate 
normalization of policy to take years. Any unexpected, 
sharp tightening in rates could be a difficult environment 
for fixed income investors. Despite the increase in rates, 
U.S. fixed income was able to generated positive 
returns. The broad U.S. bond market returned 0.82%, 
global bonds ex U.S. returned -0.35%, and high quality 
short term bonds earned 0.44%. We have made small 
adjustments to our fixed income allocations to reflect the 
normalization of monetary policy by shortening duration 
and reducing our exposure to corporate debt and adding 
diversification to our fixed income holdings. 

STOCKS 

The first quarter was very positive for stocks across the 
globe and equity indexes ended the quarter with strong 
results. U.S. stocks continued its post-election momentum, 
reaching new highs in the S&P 500 and Dow Jones 
index during the quarter. The pro-business policies, 
encouraging economic data, and solid earnings caused 
a spike in optimism and buoyed the U.S. markets – S&P 
500 finished the quarter up 6.07%. Markets outside of 
the U.S. performed even better. International developed 
markets returned 7.8%, while emerging markets continued 
its strong performance from last year and earned 

11.49%. For now, investors are looking past the political 
risks in Europe and emerging markets and focusing on 
the improving fundamentals and positive economic 
momentum overseas. 

ECONOMY 

The U.S. is in the midst of the third longest economic 
expansion since 1900, approaching its ninth year. All 
indications and data suggest a healthy economy on firm 
footing. Labor markets are healthy with the unemployment 
rate under 5% and signs of higher wages. Inflation 
measures have improved – helped by a rebound in oil 
prices, and a strong labor market. More importantly, 
the personal consumption deflator, an inflation measure 
used by the Federal Reserve, is quickly approaching 
the 2% inflation target set by the Federal Reserve Bank. 
The U.S. economy appears to be on pace for another 
slow, but steady 2% growth and the global economy 
has real momentum behind it. It started to pick up 
steam at the end of 2016 and has not cooled down. 
The Eurozone is accelerating thanks to a weak currency 
and rising confidence. China has stabilized thanks to 
stimulus measures, and Latin America has benefited from 
a rebound in commodity demand. We are witnessing a 
rare, synchronized global economic expansion. Given 
this economic backdrop, the Federal Reserve is now more 
comfortable normalizing policy and raising interest rates.
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Timeline of Events: A Quarter in Review
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MSCI All Country World Index with Selected Headlines from Q1 2017
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“US Jobless 
Claims Lowest 
Since March 
1973” 

“US Auto Sales 
Set Annual 
Record” 

“Housing Starts 
Jumped in 
December, 
Capping Best 
Year since 2007” 

“Dow Closes above 20,000 
for First Time” 

“World Trade 
Flows Grew 
at Slowest 
Pace since 
Financial 
Crisis” 

“Housing Starts 
Rise to 10-
Year High” 

“China’s Exports 
Rebound 
Sharply as 
Global Demand 
Grows” 

“Britain Sets 
Historic 
Brexit 
Process in 
Motion” 

“Donald Trump Sworn in 
as 45th US President” 

“Latest Data 
Signal Solid 
Momentum 
for US 
Economy” 

“Eurozone 
Business 
Confidence 
Grows Despite 
Impending 
Elections” “Pound Drops 

to 31-Year 
Low against 
Dollar” 

“US Trade 
Deficit Last 
Year Was 
Widest since 
2012” 

“Fed Raises Interest Rates, 
Remains on Track to Keep 
Tightening” 

“Dow Suffers 
Longest Losing 
Streak since 2011” 

“US Consumer 
Confidence 
Reaches 
Highest Level 
since 2000” 

These headlines are not offered to explain market returns. Instead, they serve as a reminder that investors should view daily events from a long-term perspective and avoid making investment decisions based solely 
on the news. Graph Source: MSCI ACWI Index [net div.]. MSCI data © MSCI 2017, all rights reserved.It is not possible to invest directly in an index. Performance does not reflect the expenses associated with 
management of an actual portfolio. Past performance is not a guarantee of future results. 
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Markets Summary: First Quarter 2017 Index Returns

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio. Market 
segment (index representation) as follows: US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World ex USA Index [net div.]), Emerging Markets (MSCI Emerging Markets Index [net div.]), 
Global Real Estate (S&P Global REIT Index [net div.]), US Bond Market (Bloomberg Barclays US Aggregate Bond Index), and Global Bond ex US Market (Citi WGBI ex USA 1−30 Years [Hedged to USD]). The S&P data 
are provided by Standard & Poor’s Index Services Group. Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes. MSCI data © MSCI 2017, all 
rights reserved. Bloomberg Barclays data provided by Bloomberg. Citi fixed income indices copyright 2017 by Citigroup.
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Beyond the Quarter: Survey of Long Term Performance AS OF MARCH 31, 2017

INDEX 5 Years % 10 Years % 20 Years % Since Inception % Inception Date

Global Stocks

MSCI All Country World Index (gross div.) 8.97 4.56 6.45 7.70 JANUARY 1988

US Stocks  

Russell 3000 Index 13.18 7.54 8.11 11.80 JANUARY 1979

International Stocks

MSCI World ex USA Index (gross div.) 5.89 1.63 5.21 9.42 JANUARY 1970

MSCI Emerging Markets Index (gross div.) 1.17 3.05 5.87 10.86 JANUARY 1988

Global Real Estate Investment Trust Stocks  

S&P Global REIT Index (gross div.) 9.01 2.84 9.18 9.01 JULY 1989

Bonds

BofA Merrill Lynch 1-5 Year US Corporate and Government Index 1.38 2.98 4.20 5.37 MAY 1986

Bloomberg Barclays Global Aggregate Bond Index (hedged to USD) 3.43 4.31 5.32 6.10 JANUARY 1990

Inflation

US Consumer Price Index* 1.36 1.82 2.14 2.91 JANUARY 1926

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio.  
*Returns are through February 2017. Market segment (index representation) as follows: Global Stocks (MSCI All Country World Index), US Stock Market (Russell 3000 Index), International Developed Stocks  
(MSCI World ex USA Index [gross div.]), Emerging Markets (MSCI Emerging Markets Index [gross div.]), Global Real Estate (S&P Global REIT Index), Short-term US Bonds (BofA Merrill Lynch 1-5 Year US Corporate 
And Govt Index), and Global Bonds (Barclays Global Aggregate Bond Index [hedged]). Russell data © Russell Investment Group 1995–2015, all rights reserved. MSCI data copyright MSCI 2015, all rights reserved. 
Barclays data provided by Barclays Bank PLC. BofA Merrill Lynch data provided by Bank of America Corp, all rights reserved © 2015.
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Investment Shock Absorbers

Ever ridden in a car with worn-out shock absorbers? Every 
bump is jarring, every corner stomach-churning, and every 
red light an excuse to assume the brace position. Owning 
an undiversified portfolio can trigger similar reactions.

In a motor vehicle, the suspension system keeps the tires 
in contact with the road and provides a smooth ride for 
passengers by offsetting the forces of gravity, propulsion, 
and inertia.

You can drive a car with a broken suspension system, but it 
will be an extremely uncomfortable ride and the vehicle will 
be much harder to control, particularly in difficult conditions. 
Throw in the risk of a breakdown or running off the road 
altogether and there’s a real chance you may not reach 
your destination.

In the world of investment, a similarly bumpy and 
unpredictable ride can await those with concentrated  
and undiversified portfolios or those who constantly tinker 
with their allocation based on a short-term rough patch in 
the markets.

Of course, everyone feels in control when the surface is 
straight and smooth, but it’s harder to stay on the road 
during sudden turns and ups and downs in the market. 
And keep in mind the fix for your portfolio breaking down 
is unlikely to be as simple as calling a tow truck. For that 
reason, the smart thing to do is to diversify, spreading your 

portfolio across different securities, sectors, and countries. 
That also means identifying the right mix of investments 
(e.g., stocks, bonds, real estate) that aligns with your  
risk tolerance, which helps keep you on track toward  
your goals.

Using this approach, your returns from year to year may 
not match the top performing portfolio, but neither are they 
likely to match the worst. More importantly, this is a ride 
you are likelier to stick with. Just as drivers of suspensionless 
cars change their route to avoid potholes, people with 
concentrated portfolios may resort to market timing and 
constant trading as they try to anticipate the top-performing 
countries, asset classes, and securities.

Here’s an example to show how tough this is. Among 
developed markets, Denmark was number one in US 
dollar terms in 2015 with a return of more than 23%. But 
a big bet on that country the following year would have 
backfired, as Denmark slid to bottom of the table with a loss 
of nearly 16%.

It’s true that the US stock market (by far the world’s biggest) 
has been a strong performer in recent years, holding the 
number three position among developed markets in 2011 
and 2013, first in 2014, and sixth in 2016. But a decade 
before, in 2004 and 2006, it was the second worst-
performing developed market in the world.

Predicting which part of a market will do best over a 

given period is also tough. For example, while there is 
ample evidence to support why we should expect positive 
premiums from small cap, low relative price, and high 
profitability stocks, these premiums are not laid out evenly 
or predictably across the map. US small cap stocks were 
among the top performers in 2016 with a return of more 
than 21%. A year before, their results looked relatively 
disappointing with a loss of more than 4%. International 
small cap stocks had their turn in the sun in 2015, topping 
the performance tables with a return of just below 6%.  
But the year before that, they were the second worst with  
a loss of 5%.

If you’ve ever taken a long road trip, you’ll know that 
conditions along the way can change quickly and 
unpredictably, which is why you need a vehicle that’s ready 
for the worst roads as well as the best. While diversification 
can never completely eliminate the impact of bumps along 
your particular investment road, it does help reduce the 
potential outsized impact that any individual investment can 
have on your journey.

With sufficient diversification, the jarring effects of 
performance extremes level out. That, in turn, helps you  
stay in your chosen lane and on the road to your  
investment destination.

Happy motoring and happy investing.

Adapted from “Investment Shock Absorbers” by Jim Parker, Outside the Flags column on Dimensional’s website, February, 2017. Dimensional Fund Advisors LP (“Dimensional”) is an investment advisor registered 
with the Securities and Exchange Commission. Diversification does not eliminate the risk of market loss. There is no guarantee investment strategies will be successful. Past performance is no guarantee of future 
results. All expressions of opinion are subject to change without notice in reaction to shifting market conditions. This content is provided for informational purposes, and it is not to be construed as an offer, solicitation, 
recommendation, or endorsement of any particular security, products, or services. 
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