
 

 

Market Update: May 2017 

Investors enjoyed solid returns in May, as global stocks and bonds advanced 2.2% and 
1.5%, respectively. For the first five months of 2017, global stocks (10.97%) and global 
bonds (4.50%) have delivered better than a full year’s worth of performance. Foreign 
stocks continued to lead the way with returns of over 3% for the month and nearly 
14% year-to-date.  

Interest rates continued their decline. The yield on the 10-year U.S. Treasury note fell 
to 2.198% at month’s end, down from 2.282% at the end of April. (Remember that 
bond prices rise as rates decline.)  Foreign bond returns have also been helped by a 
declining dollar. In other words, U.S. investors are now able to buy more dollars with 
their foreign currency returns.  

As always, there is plenty to talk about. But with so much going on, it can be a bit 
confusing. So, let’s look separately at the three biggest issues: the economic 
backdrop, the current investment environment, and political influences and concerns.  

What’s going on with the economy? 

The U.S. economy, as measured by gross domestic product (GDP), expanded by 1.2% 
in the first quarter of 2017. (This rate was revised higher from the 0.7% initial 
estimate.) While the GDP forecast for the second quarter is in excess of 3%, the 
average for the year will probably look more like the 2.1% average U.S. growth rate 
recorded since the recession ended in mid-2009.  

 

The recovery continues to be perhaps uninspiring, but it’s awfully 
durable. 

Michael Gapen, Barclay’s Chief U.S. Economist – WSJ 5/26/17  

  

The President’s budget was recently released and much of the forecast is predicated 
on 3% long-term GDP growth. In reality, a sustained 3% growth rate is extremely 
ambitious. Slowing population growth, declining labor participation and weak 
productivity growth are considerable headwinds to achieving and sustaining 3% GDP 
growth. 

 



Labor force constraints will lead to supply-side constraints, and 
ultimately result in reduced consumer demand and weaker household 
formation, all of which will make accelerated economic growth a 
challenge. 

J.P. Morgan Market Insights – 5/29/17 

 

U.S. industrial production is strong, corporate investment is on the rise, and first-time 
home buyers are finally coming off the sidelines. The number of new-owner 
households was more than double the new-renter households in the first quarter of 
this year.  

 

They’re crawling out of their parents’ basements, they’re forming 
households, and they’re looking to buy. 

Doug Bauer, CEO Tri Pointe Group – WSJ 5/11/17 

 

Still, the housing market continues to struggle with supply shortfalls. New home 
construction is down, mostly due to labor shortages and increased regulation. 

Foreign economic growth has shown significant improvement. The Eurozone has been 
growing at a 2% GDP pace since the end of 2014. Japan’s growth rate came in at 2.2% 
in the first quarter, marking five straight quarters of economic growth. The United 
Kingdom’s growth rate was 0.8% in the first quarter. Overall, all the above are 
expected to have strong second quarter growth rates.   

China is still a big concern. China’s debt-fueled boom has resulted in a real estate 
bubble and a fragile banking system. Moody’s downgraded China’s credit rating in 
May, highlighting the risks of their considerable debt expansion.   

What about the investment outlook? 

Corporate profits are strong. A significant majority of companies in the S&P 500 have 
beaten consensus earnings estimates, with 60% also beating revenue estimates. 
Aggregate earnings are expected to grow 13.6% during the first quarter, the highest 
growth rate since the third quarter of 2011. Overall, S&P 500 companies now have 
three straight quarters of growth, after five consecutive quarters of decline … and the 
rebound is expected to continue.  

U.S. investors have responded to stronger foreign economic growth by adding $23 
billion to exchange-traded funds (ETFs) that invest in international stocks … at the 
same time pulling $2 billion out of U.S. ETFs. For the year, U.S. investors have added 



$75 billion to international stock ETFs. Emerging market stock funds have also seen 
considerable inflows of investment capital.   

After a decade of unprecedented monetary stimulus, many investors are now treating 
stocks like a stable income producing investment. With stock market volatility at 
historical lows, stocks appear to be acting more like bonds … and stock investors may 
have become a bit too complacent.  

 

A volatility-targeting strategy works fine as long as volatility stays 
low. If volatility spikes … all of a sudden you’re caught offside with a 
lot more risk than you intended. 

Robert Schoen, Putnam’s Chief Investment Officer – WSJ 5/19/17 

 

With all that being said, high valuations are the biggest problem for U.S. stock 
investors. High valuations make for lower future returns … it’s as simple as that. 
Valuations outside the U.S. are much more reasonable. The cyclically adjusted price-
to-earnings ratio (CAPE) is at 22 times in the U.S., but only 16.7 in Europe and 13.7 
for emerging markets. For better longer-term returns, investors will need to be 
globally diversified.  

Should I be concerned about the current political environment? 

The so-called Trump trade was all about business-friendly policies focused on 
regulatory relief, infrastructure spending, and tax cuts. This agenda is in question, 
due to various political struggles and self-inflicted missteps.  

Either way, my focus is always on the numbers. And as I think most of you know, the 
longer-term numbers don’t add up. At some point, we will have to address some of 
the promises that we cannot possibly fund. But on a day-to-day basis, smart investors 
should try not to get too caught up in the ongoing and inevitable political struggles.  

 

We suggest keeping an eye, or maybe a squinted eye, on the political 
issues, because they can impact investment decisions at some point; 
but remain focused on your longer term goals and more market-
influencing fundamentals of economic and earnings growth. 

Liz Ann Sonders, Charles Schwab & Co., Inc. – 5/27/17 

 

 



The Federal Reserve is intent on raising rates and eventually shrinking its $4.5 trillion 
balance sheet. At this time, an additional 0.25% rate hike in June appears imminent. 
Normalizing monetary policy is a good thing, and we know that the Fed is committed 
to a slow and steady process.   

With stocks at record highs and the Fed tightening, investors should anticipate some 
pain along the way. Market corrections are common. Make sure you are prepared. 
Consider the following advice: 

Getting out of the market during a sharp correction often means 
locking in losses and forfeiting returns in a rebound. Corrections are 
often the best time to add to an equity allocation. By bracing for a 
correction – and understanding that they are usually fleeting – 
investors can gain the confidence to stick with an equity allocation, 
and are likely to be rewarded over time for their patience. 

Alliance Bernstein, Advisor Perspectives – 5/29/17 

Smart investors don’t react … they anticipate. With that in mind, this is a great time 
to update your personal financial framework and review the appropriateness of your 
investment policy.  

Daniel G. Corrigan, CPA/PFS, CFP® 

 

 

  

 

        


