Market Review First Quarter 2017
As measured by results of performance indexes, global equity markets rallied amid strong corporate
earnings growth and improving economic data in the United States, Europe, and Japan; bond markets
provided decent returns during the first quarter. Both developed country and emerging markets stocks
generally moved together predicated on overall investor optimism and continued monetary stimulation
overseas. The Fed’s March interest rate hike was widely expected and had little impact on bond markets.
Yield-hungry investors preferred riskier assets; quality domestic and foreign developed bonds
significantly underperformed high yield and emerging market bonds. Our alternative strategies funds
group provided bond-like returns for the period and were a drag on results.
Equity Review (All returns are non-annualized)
U.S. stock markets advanced to fresh all-time highs, supported by positive economic data and President
Trump’s plans to cut taxes, reduce regulations, and increase infrastructure spending. The average
diversified U.S. stock fund returned 5.5% for the period. In a reversal from the previous quarter, investors
preferred large company and growth stocks. The Russell 1000 (large cap) and Russell 2000 (small cap)
indexes returned 6.0% and 2.5%, respectively. The Russell 3000 Growth index rose 8.6% and the Russell
3000 Value index gained “only” 3.0%. Based on mutual fund averages, technology and health were the
best performing categories (double-digit returns). Energy stocks lagged the market, in line with the first
quarter decline in crude oil prices.
Foreign developed country stock returns were generally excellent in both local currency and dollar terms.
In dollar terms, the average diversified developed country stock fund (holding predominantly developed
country stocks) gained 8.2%; the MSCI Europe Index rose 7.4% and the MSCI Japan Index was up 4.5%.
Export-dependent emerging markets benefitted from the upturn in global growth, rising raw materials
prices, and a lack of follow-through on protectionist trade policy from the Trump administration; the
average emerging market stock fund was up 11.6% in dollar terms.
The U.S. dollar generally weakened during the quarter. It fell 1.6% versus 6 developed market currencies
tracked by the U.S. Dollar Index. It also declined 4.8% versus 25 emerging market currencies tracked by
the MSCI EM Currency (USD) Index. A weakening U.S. dollar increases returns of foreign stocks and
bonds for unhedged U.S. dollar investors. It also increases foreign earnings of U.S. multinationals and
decreases U.S. earnings of foreign multinationals.
Fixed Income Review (All returns are non-annualized)
U.S. fixed income markets generally provided positive but lackluster returns for the quarter. The
Bloomberg Barclays (BB) U.S. Aggregate Bond Index of taxable, investment grade bonds returned 0.8%.
Municipal bonds partially recovered fourth quarter losses; the average intermediate-term national
municipal bond fund returned 1.3%. In addition, the BB Index for U.S. Treasury inflation-protected
bonds rose 1.2% on higher inflation expectations. Quality (or the lack thereof) and maturity (from short to
long) drove relative performance. Quality corporates and high yield bonds earned their usual premiums
over governments. According to BB Indexes, intermediate-term Treasuries earned 0.5% versus 1.1% for
intermediate credit, and high yield bonds returned 2.3%. The Federal funds rate increase in March
primarily affected short-term bond prices. The yield on the 10-year Treasury bond, a proxy for inflation
and global growth expectations, was virtually unchanged during the quarter; it fell from 2.45% to 2.40%.
Outside the U.S., developed countries fixed income markets returns were just below breakeven for hedged
U.S. dollar investors (down 0.4%); euro- and yen-denominated bonds predominate. Emerging market
bond funds experienced outstanding returns, rising 4.2% (on a typically hedged basis) in dollar terms for
the quarter according to Morningstar.

First Quarter 2017 and Twelve Months
Table of Stock and Bond Returns
Period Return*
12 Months
First
Ending
Quarter
3/31/17
U.S. Stocks
S&P 500 Index **
Average Diversified U.S. Equity Mutual Fund
Russell 2000 Index #
Sector Mutual Funds
Financial
Communications
Technology
Health
Real Estate
Energy
Commodities-Broad Basket
Foreign Stocks
MSCI Europe, Australasia & Far East (EAFE) Index ##
MSCI EAFE Local Currencies
Average Diversified Developed Country Stock Mutual Fund
Regional/Specialty Mutual Funds
Europe
Japan
Diversified Pacific/Asia except Japan
Diversified Emerging Markets
Alternative Strategies
Long-Short Mutual Funds
Average Option Writing Mutual Fund
Market Neutral Mutual Funds
U.S. Bonds
Bloomberg Barclays Capital Intermediate Gov’t Bond Index ***
Bloomberg Barclays Capital Intermediate Credit Index 
Intermediate Municipal Bond Mutual Funds (National)
Intermediate Municipal Bond Mutual Funds (CA)
Inflation-Protected Bond Mutual Funds
High Yield Bond Mutual Funds
Foreign Bonds
Citigroup Non-U.S. World Gov’t Bond Index (Unhedged) ###
Citigroup Non-U.S. World Gov’t Bond Index (Hedged) ###
J.P. Morgan Global Bond Idx (GBI) Emg Mkt Index (Unhgd) ####
J.P. Morgan Emg Mkt Bond Idx (EMBI) Gbl Diversified (Hgd) ####
Emerging Market Bond Mutual Funds
*
**
***
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####

6.1%
5.5%
2.5%

17.2%
17.3%
26.2%

2.0%
3.0%
12.4%
10.8%
1.0%
-5.9%
-2.0%

28.0%
9.2%
27.2%
14.4%
3.1%
19.0%
9.1%

7.3%
4.7%
8.2%

11.7%
18.0%
10.4%

7.3%
4.9%
13.0%
11.6%

8.7%
13.8%
15.3%
16.4%

2.9%
2.2%
0.6%

6.4%
7.8%
2.2%

0.5%
1.1%
1.3%
1.5%
1.2%
2.3%

-0.7%
2.1%
-0.3%
-0.7%
2.1%
13.5%

2.0%
-0.4%
6.5%
3.9%
4.2%

-4.8%
0.6%
5.5%
8.9%
10.2%

Mutual fund and index return data are from Morningstar.
Capitalization-weighted index of 500 very large U.S. companies. The 500 are chosen to achieve a fair cross-section of U.S. industrial and
service sectors. Recent median capitalization of approximately $85.7 billion.
Bloomberg Barclays Capital index of U.S. Treasury bond total returns (i.e., interest plus or minus change in price). Bonds in index have
intermediate maturity of about 4-7 years. Includes returns of agency bonds but not mortgage-backed securities.
Bloomberg Barclays Capital index of U.S. investment grade corporate bond total returns (i.e., interest plus or minus change in price). Bonds
in index have intermediate maturity of about 4-7 years.
Index of small U.S. companies. Recent median capitalization of approximately $1.8 billion.
International stock index indicating return of large foreign companies of 21 major developed countries (Japan, UK, and Germany have the
highest weightings). Returns are converted to U.S. dollars. No emerging market stocks are included.
Citigroup index of total return of foreign government bonds issued by major developed foreign countries (Japan, Germany, France, and UK
have the highest weightings). Returns are converted to U.S. dollars.
J.P. Morgan index of total return of debt instruments issued by 13 emerging markets countries (Argentina, Brazil, and Chile have the highest
weightings). Returns are converted to U.S. dollars.

