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Economic Update 
 

U.S. stock markets swelled to record levels in the 
1st quarter of 2017 on a wave of investor optimism 
from last November’s presidential election. The 
bull market continued through President Trump’s 
inauguration and his first month in office, as 
investors brightened to the prospects for tax cuts, 
infrastructure spending, deregulation and more to 
help spark U.S. economic growth and lift equity 
prices. For the quarter, the benchmark S&P 500 
Index gained 6%, rising on the strength of growth 
stocks and technology shares. Large-caps outpaced 
small-caps in Q1, although small company stocks 
remain the better performer since Election Day. 
International markets performed better than the 
U.S. during the quarter, especially broad European 
stock indexes, Asian markets excluding Japan, and 
emerging markets in general. 
 
 Improving reports on the U.S. economy, including 
employment and wage growth, prompted the 
Federal Reserve to raise its target rate by a 
quarter-point in March. Specifically, a strong jump 
in the annual inflation rate for February—to the 
highest point in nearly five years—made the Fed’s 
decision all but certain by the time it was 
announced. Interest rates on government and 
corporate bonds rose on these expectations. But 
more significantly, the Fed cooled some of the 

market speculation that they would raise rates at a 
faster pace going forward. Their stated goal is two 
additional rate hikes for the remainder of 2017, but 
as of this writing, the market sees just one rate 
increase as likely in the next nine months.  
 
After flat performance for equities in March, talk of 
“animal spirits” lifting the stock higher seems to 
have run its course. That does not mean the 
outlook for stocks is altogether negative. In fact, 
there are strong economic fundamentals to 
support the case for stocks, from upward revisions 
to GDP, to improvement in housing starts, durable 
goods orders and corporate earnings. The failure of 
the Republican-led House of Representatives to 
hold a vote on dramatically changing the 
Affordable Care Act (“Obamacare”) deflated some 
of the lofty expectations around possible tax and 
regulatory reform. Bringing change to Washington 
is not an easy task. In an environment where 
seemingly anything can happen; with U.S. stock 
markets reaching expensive levels, rising interest 
rates and changes around the globe, now may be 
an especially important time to stay diversified. 
 
For more market details, see the “Capital Analysts 
Q1 2017 Market Review” in the commentaries 
page on our website at 
www.langdonshaw.com/commentaries. -LS 
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The views and opinions expressed herein are those of the author(s) noted and may or may not represent the views of Capital Analysts or Lincoln Investment.  The 
material presented is provided for informational purposes only. Nothing contained herein should be construed as a recommendation to buy or sell any securities. As 
with all investments, past performance is no guarantee of future results. No person or system can predict the market. All investments are subject to risk, including the 
risk of principal loss.. S&P 500 Index is an index of 500 of the largest exchange-traded stocks in the US from a broad range of industries whose collective performance 
mirrors the overall stock market. Investors cannot invest directly in an index. There are some risks associated with investing in the stock markets: 1) Systematic risk - 
also known as market risk, this is the potential for the entire market to decline; 2) Unsystematic risk - the risk that any one stock may go down in value, independent 
of the stock market as a whole. This also incorporates business risk and event risk; and 3) Opportunity risk and liquidity risk. Small cap stocks may be subject to a 
higher degree of risk than larger, more established companies’ securities, including higher risk of failure and higher volatility. The illiquidity of the small-cap market 
may adversely affect the value of these investments so those shares, when redeemed, may be worth more or less than their original cost. Large Cap refers to 
companies with a market capitalization value of more than $10 billion. Large cap is an abbreviation of the term "large market capitalization." Market capitalization is 
calculated by multiplying the number of a company's shares outstanding by its stock price per share. International investing involves special risks, including, but not 
limited to, the possibility of substantial volatility due to currency fluctuation and political uncertainties. Inflation is the rise in the prices of goods and services, as 
happens when spending increases relative to the supply of goods on the market. Gross Domestic Product (GDP) is the monetary value of all the finished goods and 
services produced within a country's borders in a specific time period, though GDP is usually calculated on an annual basis. It includes all of private and public 
consumption, government outlays, investments and exports less imports that occur within a defined territory. Inflation is the rise in the prices of goods and services, 
as happens when spending increases relative to the supply of goods on the market.  Moderate inflation is a common result of economic growth.  Hyperinflation, with 
prices rising at 100% a year or more, causes people to lose confidence in the currency and put their assets in hard assets like real estate or gold, which usually retain 
their value in inflationary times. The Federal Reserve System (also known as the Federal Reserve, and informally as the Fed) is the central banking system of the 
United States. The Federal Reserve System is composed of 12 regional Reserve banks which supervise state member banks. The Federal Reserve System controls the 
Federal Funds Rate (aka Fed Rate), an important benchmark in financial markets used to influence the supply of money in the U.S. economy. 
 

 


