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Domestic markets finished March
somewhat mixed, as political uncertainty
in Washington appears to have
tempered investors’ hope that there
would be a swift adoption of pro-
business policies under the new
administration. The long awaited
Republican health-care bill failed before
it ever really got started and highlighted
the stark difference between political
promises and legislative achievements.
Investors now appear to worry that two
other pillars of the new administration’s
agenda — tax reform and infrastructure —
could face similar difficulties.
Nonetheless, the U.S. economy seems
to be showing several positive signs of
late. In March, a key indicator of
manufacturing activity expanded for a
seventh-consecutive month, consumer
sentiment rose, and average hourly
wages increased. The unemployment
rate now stands at 4.7% following three
years of average monthly gains of
225,000 jobs.

After five straight quarters of declining
profits, the S&P 500 companies are
expected to report first quarter earnings
growth of +9.1% YoY, led largely by a
rebound in the Energy sector which is
expected to represent more than one-
third of the total index’s earnings growth.
The technology sector is also expected
to display healthy earnings growth going
forward, which has led to the sector’s
continued outperformance versus the
broader stock market (+2.6% MTD &
+12.6% YTD) and has contributed to the
outperformance seen in the NASDAQ
Composite (+1.5% MTD & +9.8% YTD).
The S&P 500 was flat for the month
(+0.0% MTD), while the Dow Jones
Industrial Average (-0.7% MTD) and
Russell 2000 (-0.1% MTD) finished in
negative territory. Each of the major U.S.
indices were positive through the first
quarter, led by the NASDAQ (+9.8%
YTD), S&P 500 (+5.5% YTD), and DJIA
(+4.6% YTD). For the month, eight of the
eleven sectors were negative, led by the
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Financial sector (-2.8% MTD). For the
quarter, the Energy (-6.7% YTD) and
Telecom (-4.0% YTD) sectors were the
only two sectors with price declines.
International markets were also largely
mixed in March. The MSCI Emerging
Markets (+2.3% MTD) and MSCI EAFE
(+2.3% MTD), which consists of
developed markets outside of the U.S.
and Canada, indices were the best
performers for the month. Japan’s Nikkei
225 (-1.1%) was this month’s laggard.

The yield curve flattened again in March,
as short term rates rose while long term
rates remained unchanged. Bond prices
move inversely to bond yields, therefore
an increase in bond yields results in a
decline in bond prices and vice versa.
The yield on the 3-Month U.S. Treasury
bill increased fourteen basis points to
0.75%, while the yield on the 10-Year
U.S. Treasury bond remained at 2.39%.
In March, the Federal Reserve raised
interest rates for the first time in 2017
due to the improvements it is seeing in
the U.S. economy. The Federal Reserve
has previously stated that it estimates
there will be three rate increases
throughout the year.

The Bloomberg Commaodity Index
declined during the month (-2.7% MTD)
due in large part to a selloff in crude oil
(-6.3% MTD), which finished March at
$50.60 per barrel. Lastly, March saw
weakness in the U.S. dollar (-0.9%
MTD), which declined to reach a four-
month low. A strong U.S. dollar makes
exports more expensive to foreign
purchasers and weakens corporate
profits earned outside of the U.S.
Approximately one-third of the earnings
for the companies that make up the S&P
500 come from outside of the United
States.

By Troy Renauld
Equity Research Analyst, IMG
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Economic Sentiment

Unemployment Rate 4.70% 5.00%
Average Single Family
Home ($) 270,800 265,100

Capacity Utilization 75.87% 75.38%

*Performance for world indices represents price returns (excluding dividends) for
the DJIA, S&P 500, NASDAQ, Russell 2000, MSCI EM, MSCI EAFE, NYSE, SSE,
and Nikkei, due to data availability.
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