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Second Quarter 2017 Key Takeaways  
 

 Stocks have been drifting near record highs and background conditions remain relatively 

positive in the near term. But seasonal tendencies remain a risk and volatility has picked up a 

little, so investors should be on alert for a summer pullback. 

 The U.S. economy continues to move forward as inflation remains subdued. Bond yields have 

moved slightly higher on the Federal Reserve’s two discount rate hikes in 2017. 

 Economic growth around the world has improved and stock markets in developed and emerging 

markets continue to outpace U.S. stocks. 

 

Market Overview 
 

Stocks: As the second quarter closed, the market still favors stocks over bonds. Eight out of the nine 

Morningstar Style Box Categories for stocks posted solid gains. The only outlier category was small 

company value’s slightly negative quarter.  U.S. growth stocks have continued to dominate value 

offerings in 2017, reversing the pattern seen in 2016. The S&P 500 Index gained +3.05% in the second 

quarter and has posted a solid +9.26% on the year. Vanguard’s International Index lead the way overall 

with a gain of +5.82% in the quarter and +14.72% on the year. This reverses a multi-year trend where 

International stocks lagged U.S. markets. Vanguard’s Total Bond Market Index gained +1.47% and 

+2.36% for the quarter and year-to-date. 

 

Summer is often a time when some investors take a breather and put their portfolios on hold so to 

speak. They make head out to the beach or decide to take the ever popular cruise. Have you heard the 

old saying, “sell in May and go away”? The cliché, which suggests that smart investors should sell off 

their portfolios in May and only re-enter the market in the fall, has long been part of Wall Street culture. 

Is it a good idea? Probably not, though it can be tempting at times. Current conditions for stocks appear 

to indicate a relatively smooth voyage may lie ahead. Market volatility remains low though there has 

been a recent uptick. All major stock indexes are at or near record highs. Stocks should continue to 

move generally higher as corporate earnings remain solid, inflation stays low, and the economy 

continues to grow at a moderate pace. So enjoy your cruise or relaxing vacation. However, always be 

diligent that below the surface there are always developments to heed, including uncertainties in world 

events and domestic policies. Unforeseen events can always occur with limited to no warning. How do 

you protect yourself against the unknown? The best defense is and always has been to maintain a 

broadly diversified portfolio and periodically rebalance your assets as conditions warrant. 
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Bonds in the Second Quarter 

 

Nearly every taxable bond Morningstar Category posted a positive return for the three months ended 

June 30 as credit spreads tightened and the yield curve flattened. U.S. government-bond yields startled 

many investors in the year’s first half by falling, dashing expectations that a recovery in inflation would 

drain cash from the credit markets. 

 

Long-term bonds did well last quarter as the yield curve flattened. Short term rates shifted upward as 

the Federal Reserve raised interest rates in June for the second time this year. The yield on the 

benchmark 10-year Treasury note settled at 2.31%, down from 2.446% at the end of last year. When 

yields fall, bond prices rise.  Bloomberg Barclays U.S. Aggregate Bond Index gained 1.5% for the quarter, 

in line with the second-quarter return for the average intermediate-bond fund. The worst-performing  

bond category was inflation-protected securities suffering an average loss of 0.5% for the quarter. 

 

Weaker measures on inflation are a big reason for the yield’s decline. Inflation is perhaps the biggest 

threat to long-term government bonds because it erodes the purchasing power of their fixed returns. 

When inflation softens it bolsters demand for Treasuries thus driving down yields. 

 

The Federal Reserve has been trying to get inflation above 2.0% for a long time now. Many observers 

now question whether they can actually achieve that goal with the end game to try and stimulate 

growth in the economy. As they begin to tighten monetary policy, “the markets seem to be saying that 

you’re never going to get to 2.0%. Another unknown is whether the new administration can actually 

usher in a new era of growth driven by fiscal rather than monetary policy. We seemingly have a long 

way to go on achieving fiscal stimulus, healthcare reform and tax cuts.  

 

The Economy 
 

Even though the U.S. economic expansion enters its ninth year this month, a recession over the near 

term seems unlikely; however, recessions are notoriously difficult to forecast as are attempts to time 

the markets. The environment for U.S. and global stocks continues to be in decent shape, but some risks 

are elevated and the possibility of a pullback always exists. Even if we steer clear of a recession in the 

near-term, it is likely that the current expansion will see a reversal in the next few years. 

 

Given that recessions are usually accompanied by bear markets in risk assets and bull markets in bonds, 

it is worth exploring what could kill this U.S. expansion and how deep and long the next recession might 

be.  A recession could be caused by an external shock like the implosion of the euro, a major geopolitical 

crisis or a supply induced surge in oil prices. It would likely be shallow but prolonged, especially if the 

Fed hasn’t made much progress for normalizing rates. On the other hand a recession caused by 

overheating economy and/or hyper asset market prices with major Fed tightening could trigger a deep 

but short recession. At this point it’s a toss-up as to which scenario may play out. 
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The ABC’s of the New Fiduciary Rule 

 

How many of you have heard about the “new Fiduciary Rule? The U.S. Department of Labor’s 

new “fiduciary” rule is now in effect. The rule is meant to protect retirement savers from 

conflicted investment advice, by requiring that a financial adviser put the client’s interest first. 

You might have thought that has always been the way you were receiving investment advice. 

Hold on, not so fast. 

 

Fiduciary: Let’s start with the key word in all of this. The fiduciary standard requires that a 

financial adviser put the client’s best interest first. The new rule, which began to take effect June 

9, 2017, requires that financial advisers who make recommendations on tax-advantaged 

retirement savings-such as 401(k) plans, individual retirement accounts and health savings 

accounts-act in their client’s best interests. It aims to reduce conflicts of interest that could 

impact an estimated $3 trillion in retirement assets. 

 

Before the rule was implemented, many brokers advised retirement savers under a “suitability” 

standard, which required that they recommend products that, were suitable for a particular 

client, but not necessarily in the client’s best interest. 

 

Under the fiduciary rule, a much broader group of advisers, including many brokers who 

previously advised retirement investors under a suitability standard, are obligated to act as 

fiduciaries. Any adviser who makes an investment recommendation on assets in a tax-

advantaged retirement plan specifically directed to the individual retirement account owner, 

plan participant or plan fiduciary is considered a fiduciary. That adviser must put the investor’s 

interest above his own and engage in a prudent process to analyze the investor’s needs and make 

a recommendation at the level of a knowledgeable person. 

 

It is likely to result in advisers paying more attention to the cost of investment products and the 

quality of investment managers. 

 

Level-fee Fiduciary: Financial advisers who receive level fees charge a set percentage of a 

client’s assets under management a year or a set fee that doesn’t vary based on the adviser’s 

recommendations. That is in contrast to those who charge commissions that vary based on their 

recommendations, such as for stock trades or mutual fund sales. 

 

To qualify as a pure “level-fee fiduciary” under the rule, an adviser and any affiliates may receive 

only level fees for offering advice on investment management to a retirement plan or IRA.  

Investors working with advisers who accept varying compensation will receive more disclosures 

because such compensation creates conflicts of interests so there is more to disclose.  

 

Walker & Associates is a Registered Investment Adviser and has always operated under a pure, 

Fiduciary Standard. Please feel free to call us if you have any questions on how the new 

Fiduciary Rule may affect you. 
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