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he markets had a good second quarter. The
S&P 500 returned 3.09 percent and is posi‐
ve by 9.34 percent year‐to‐date. The Health Care
sector was the leading S&P 500 sector during the
quarter, returning 7.10 percent. Health Care has
the second highest year‐to‐date return of 16.07
percent. Informa on Technology is the leading
sector at the halfway point of the year, the IT sec‐
tor has gained 17.23 percent through June. The
laggards through the ﬁrst half of the year are the
energy sector, which is down by 12.61 percent
and Telecom which has lost 10.74 percent of its
value. Large cap stocks have outperformed small
cap stocks with the S&P SmallCap 600 returning
2.79 percent year‐to‐date compared to 9.34 per‐
cent for the S&P 500. With economic condi ons
improving around the globe, market returns out‐
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side the U.S. have begun to pick up steam. The
MSCI EAFE NR, which is a proxy for interna onal
developed stocks, returned 6.12 percent for the
quarter and is now posi ve by 13.81 percent year‐
to‐date. The MSCI Emerging Markets NR, a proxy
for interna onal emerging stocks, returned 6.27
percent for the quarter and is posi ve by 18.43
percent year‐to‐date.

F

ixed income investments were generally pos‐
i ve through the quarter as interest rates
ﬁnished the year at a lower point than where they
started. The U.S. 10‐year Treasury Yield ﬁnished
the quarter yielding 2.31 percent a er star ng the
quarter at 2.40 percent and the year at 2.45 per‐
cent. Riskier bonds outperformed safer bonds as
investors con nued to favor risk assets. The Bar‐
clays US Aggregate Bond Index returned 1.45 per‐
cent during the quarter and has advanced 2.27
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percent year‐to‐date. The lower credit quality in‐
dex, the Barclays US Corporate High Yield Index,
returned 2.17 percent for the quarter and is up by
4.93 percent year‐to‐date.

T

he general move of commodi es was to the
downside. The most signiﬁcant commodity
mover was oil which fell around nine percent dur‐
ing the quarter and is now down more than 14
percent year‐to‐date. The drop in oil prices led to
the poor performance of the energy sector refer‐
enced earlier. Precious metals had a sporadic
quarter. Gold was slightly down for the quarter
but remains posi ve by 7.87 percent for the year.
Silver lost almost nine percent during the quarter
and Copper was posi ve by 1.69 percent; both
remain posi ve year‐to‐date, Silver by 3.99 per‐
cent and Copper by 7.26 percent. Wheat had a
very strong quarter, moving higher by 23.33 per‐
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cent and ﬁnishing the halfway point posi ve by
28.92 percent.

T

he second quarter was favorable for most
investors. The U.S. markets are being sup‐
ported by an improving business environment and
a solid economic picture. The markets started the
year hopeful that President Trump would bring a
pro‐business culture to Washington, but there has
been limited progress and decreasing op mism
around tax reform or an infrastructure spending
bill. The farthest the administra on has go en
with big legisla on was the House’s passage of an
Obamacare repeal bill. The Senate is having a
tough me garnering support for its own version
of the bill. Regardless of the outcome, the health
care legisla on process has shone a light on the
deep divisions within the Republican‐led Congress
that will make any signiﬁcant legisla on diﬃcult to
pass.

T

he Fed con nued to fulﬁll expecta ons by
raising interest rates by 25 basis points dur‐
ing their June mee ng despite a recent trend in
inﬂa on readings moving away from the Fed’s two
percent target. The Fed is trying to balance its self‐
proclaimed commitment to data dependency with
the expecta ons for rate increases it has devel‐
oped in the market, and while the employment
picture is generally favorable, the current state of
inﬂa on is not suppor ve of a rate increase. The
headline unemployment rate closed the quarter at
4.3 percent, however, the ghtening jobs environ‐
ment has failed to yield a signiﬁcant increase in
wages. Higher wages would help push inﬂa on
closer to the Fed’s target but given the lack of sub‐
stan al wage increases, falling energy prices and

the war that Amazon is waging in the retail sector
to bring goods to consumers cheaper, prices of
goods are falling, not increasing. It is believed the
Fed would like to raise rates one more me this

year, mul ple mes in 2018 and begin to reduce
the balance sheet later this year, but the lack of
inﬂa on could create a diﬃcult environment for
the Fed to stay on its projected path. The wildcard
in the Fed’s decision making process is some sort
of ﬁscal s mulus. If Congress and the President
make progress on tax reform or infrastructure
spending it may provide enough relief to allow the
Fed to con nue to work towards a normalized en‐
vironment.

T

he ﬁrst quarter corporate earnings season
was one of the strongest in recent years. Ac‐
cording to FactSet, the S&P 500 reported the high‐
est earnings growth, 13.9 percent, since the third
quarter of 2011. The earnings growth rate was
quite impressive, but the biggest contributor was
the energy sector which had a low bar to surpass
a er the past year of low oil prices. Excluding en‐
ergy, the earnings growth rate was 9.7 percent.

Seventy‐ﬁve percent of S&P 500 companies ex‐
ceeded Earnings per Share es mates compared to
the ﬁve‐year average of 68 percent. Another im‐
portant sta s c is the earnings and revenue
growth rates of companies with more than 50 per‐
cent of their sales from outside the U.S. The earn‐
ings growth for companies with more than half of
their sales outside the U.S. was 20.9 percent, com‐
pared to 13.6 percent for the en re S&P 500 and
9.9 percent for companies with more than 50 per‐
cent of their sales inside the U.S. There were simi‐
lar results with regard to reported revenue; com‐
panies with more than 50 percent of their sales
outside the U.S. reported a revenue growth rate of
9.4 percent compared to 7.1 percent for compa‐
nies with more than 50 percent of their sales in‐
side the U.S. and 7.8 percent for the en re S&P
500.

T

here is growing op mism for regions outside
of the U.S. Europe in par cular has seen in‐
creased sen ment indicators, improving GDP and
strong market gains. The stock market in Europe
remains well oﬀ the highs seen in 2007 but is ap‐
proaching three‐year highs. It has been a year
since the ci zens of the United Kingdom voted to
leave the European Union but there is s ll a lack of
clarity around what the future will look like. Weeks
a er Ar cle 50 was triggered, which was the ﬁrst
necessary step to begin the process of leaving, U.K.
Prime Minister Theresa May called for a snap elec‐
on which she expected would increase her poli ‐
cal control. The results did not go as she had
planned, instead the elec on resulted in a hung
Parliament. The poli cal future of Britain is uncer‐
tain despite the Prime Minister’s vow to create a
new government.

I

n addi on to the rising sen ment in Europe,
there is also a bullish tone coming out of many
emerging market countries, especially those in
Asia. A big driver of performance is strengthening
currencies against the dollar which is a result of
the improving economic news but also from the
unwinding of the “Trump” trade. The dollar has
weakened signiﬁcantly as it has become increas‐
ingly clear that Trump’s pro‐growth agenda was
originally overhyped. Brazil is one emerging mar‐
ket that has not performed well in the short‐term.
The government cannot seem to avoid corrup on
from one leader to another. The Brazilian stock
market, as represented by the iShares Brazil ETF,
lost 6.81 percent during quarter, compared to a six
percent gain for the emerging markets index, the
stock market is up about two percent year‐to‐date
compared to 18.43 percent for the broad index.
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he third quarter is smack in the middle of
summer which means less trading volume
which some mes leads to more vola lity. An up‐
ck in vola lity would be welcomed given how
complacent the market has been. The VIX, which is
a measure used to track vola lity and is some mes
referred to as the “fear index,” has closed below
10 six mes in the last two month, which is mean‐
ingful considering it has only done so 11 prior
mes since 1990. While it is unse ling to see such
low vola lity given all the risks that are present in
the market, it is somewhat reassuring to see that
the normal signs of market euphoria have not tak‐
en hold.

N

2nd Quarter
Performance
(%)

YTD
Performance
(%)

DJ Industrial Average TR USD

3.95

9.35

S&P 500 TR USD

3.09

9.34

S&P MidCap 400 TR

1.97

5.99

S&P SmallCap 600 TR USD

1.71

2.79

NASDAQ Composite TR USD

4.16

14.71

MSCI EAFE NR USD

6.12

13.81

BBgBarc US Agg Bond TR USD

1.45

2.27

Wilshire US REIT TR USD

1.78

1.82

IA SBBI US 30 Day TBill TR USD

0.18

0.29

Name
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are expected to get an extra boost from the weak‐
ening U.S. dollar and global economic strength. In
fact, according to FactSet, analysts have lowered
their second quarter earnings es mates by only
two percent, which is signiﬁcant considering that it
is common for analysts to lower es mates by a
greater amount over the course of a given quarter.
With such a bullish sen ment around the second
quarter earnings, industry analysts in aggregate
are predic ng a 9.3 percent increase in the S&P
500 price over the next 12 months.

T

he most signiﬁcant economic news in the
third quarter will be centered on inﬂa on
data. Many economists and Fed oﬃcials believe
the recent slowdown is transitory, however, the
markets will want to see proof in the numbers in
the coming months. The employment market is
expected to con nue to ghten and many econo‐
mists that are calling for future inﬂa on believe
employers will soon need to raise wages to a ract
quality candidates. This is sound academic theory,
but in prac ce many economists have been pre‐
dic ng wage increases for years with no results.

A
T

he start of the third quarter also means an‐
other earnings season is right around the
corner. There are high expecta ons for a strong
corporate earnings season in the U.S. Contrary to
recent trends, companies with foreign revenues
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rate hike is on the table for September, but
given the recent inﬂa on numbers Decem‐
ber is more likely. In addi on to future rate hikes,
the Fed is also expected to provide some guidance
on their intent of when and how to reduce their
balance sheet. The Fed provided liquidity and
helped drive longer‐term rates down through their
asset purchasing program which caused their bal‐
ance sheet to grow to over $4 trillion. The Fed
would like to begin decreasing their balance sheet
so that they’re able to loosen policy in the future
when the next recession looms. When they decide
to begin this process is s ll up in the air, but they
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will probably provide guidance about their intent
and begin the process later this year or in 2018.
The Fed will need to be careful to not trigger a re‐
cession by increasing rates too quickly or by reduc‐
ing the balance sheet faster than the economy can
handle.

I

t’s unlikely that we’ll see a boost to the markets
from any development in Washington. Given
the poli cal diﬃcul es facing the current govern‐
ment, investors should not expect any signiﬁcant
legisla on passed in the coming months. Abroad,
just about all of the geopoli cal risks are to the
downside. The North Korean problem is likely to
become increasingly tense as the belligerent re‐
gime ramps up missile tests and threatens the
United States. Diplomacy is always the preferred
resolu on, but it is par cularly important in this
case given the consequences of military ac on in
North Korea. China is the key to any diplomacy
with North Korea and the Trump Administra on
hoped they would exert more pressure on its
neighbor, but unfortunately China’s na onal inter‐
ests don’t align with the U.S. on this issue. Military
ac on does not appear imminent at this me, but
then again history has shown that these ma ers
have a tendency to escalate quickly.

will follow. As President Trump con nues to pro‐
mote his “America First” campaign rhetoric other
leaders are looking to put aside their diﬀerences in
an eﬀort to work together and ﬁll the vacuum of
American leadership. The EU and China have had
decades of trade disputes and do not see eye‐to‐
eye on human rights, but for now they seem will‐
ing to put those issues aside and work together as
opposed to working with President Trump.

W

e remain op mis c. The U.S. economy is
strong and global economies that have
lagged for years are improving. Many people asso‐
ciate rising rates with nega ve stock market per‐
formance, but in the early stages of a rate hiking
cycle equi es tend to do well, and rela ve to other
investments, equi es appear fairly valued. With
that being said, we would not be surprised to see a
market correc on during the second half of the
year. We believe clients should invest based on
their goals and objec ves. If anything has changed
in your life that may require a change to your in‐
vestment por olio, please let us know.
— Robert Moyer, CFA, CFP®, CAIA
Director of Research

The views and opinions expressed are for informa onal purposes only and should not be construed as investment advice. The data provided is as of the wri ng and is subject to
change without no ce. All material presented is compiled
from sources believed to be reliable and current, but the accuracy of third party sources cannot be guaranteed. The material is not intended to be relied upon as investment advice or
recommenda ons, does not cons tute a solicita on to buy or
sell securi es, and is not speciﬁc legal, investment or tax advice. The informa on provided does not take into account the
speciﬁc objec ves, ﬁnancial situa on, or par cular needs of
any speciﬁc person or en ty and should not be relied upon as
the sole factor in an investment making decision. Past performance is no guarantee of future results. Inves ng involves risk
and could result in loss of principal.
ACG Advisory Services is a registered investment adviser.

E

conomic progress in Europe will be closely
followed, especially regarding the impact
that Europe’s economy has on U.S. interest rates.
To a certain extent, U.S. rates were capped be‐
cause of how low global interest rates traded. As
economic condi ons improved in the Eurozone,
markets moved higher and interest rates move
higher. Should the bullish sen ment con nue in
Europe, rates will con nue higher and U.S. rates
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