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Economy & Market Review

S&P 500 Index

Qtr -0.76%

Large US Stocks

Qtr -0.69%

Small US Stocks

Qtr -0.08%

Non-US Stocks

Qtr -1.41%

Emerging Mkt Stocks

Qtr 1.47%

US Bonds

Qtr -1.46%

High Yield Bonds

Qtr -0.91%

Emerging Mkt Bonds

Qtr -1.74%

Commodities

Qtr -0.40%

Global Market Performance

Famed investor Peter Lynch once commented on market declines and
said, “They're gonna happen. When they're gonna start, no one knows...I
mean the stomach is the key organ here. It's not the brain. Do you have
the stomach for these kind of declines?” Well, the inner fortitude of
many investors was tested during the first quarter as stock market
volatility produced 1% to 2% swings in the Dow Jones Industrial Average
with more regularity. Bonds weren't spared from the turbulence either as
prices fell and yields rose in response to the Federal Reserve's rate
increases, hints of inflation, and geopolitical concerns.

During an average year, the S&P 500 will experience one 10% decline plus
five additional 5% declines. So while the recent volatility may seem
strange, it is actually quite normal - it just seems atypical compared to the
low-volatility environment of 2017. Of course none of the swings in stock
prices should come as a surprise to investors as there has been an endless
supply of jitter-inducing headlines. Trade tariffs, a tightening Federal
Reserve, the Facebook data scandal, Trump vs. Amazon, Trump vs.
Mueller, and Trump vs. Stormy Daniels all contributed to the volatility. As
a result, the S&P 500 finished the quarter with a loss of 0.8%, which was
only the second negative quarter for the S&P in the last five years.

Overall the US economy remains robust and growth is expected to
continue for several quarters. Fourth quarter GDP came in at 2.9%, down
from the third quarter's 3.2% annualized rate. The employment market
also remains strong and added more jobs than expected in February. The
unemployment rate remained unchanged at 4.1%. Looking forward, the
tax cuts from December are expected to result in GDP growth of more
than 3% and an unemployment rate declining to near 3%. Maintaining
this level of growth at a time when the economy is already at full 
employment will be difficult, suggesting the expansion may be in its latter 
stages. Economists are also concerned that the Trump administration's 
protectionist trade policies may run counter to the recent tax reform
package and slow growth.
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Growth Outperforms

Value Outperforms

U.S. Equity Markets

Russell 1000 Value

Qtr -2.83%

U.S. Equity Style Performance

Russell 1000

Qtr -0.69%

Russell 1000 Growth

Qtr 1.42%

Russell 2000 Value

Qtr -2.64%

Russell 2000

Qtr -0.08%

Russell 2000 Growth

Qtr 2.30%

U.S. Equity Sector Performance (S&P 500)
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Energy -5.88%
Materials -5.52%

Industrials -1.56%
Cons Discretionary 3.09%

Cons Staples -7.12%
Health Care -1.22%

Financials -0.95%
Information Technology 3.53%

Telecommunication Services -7.48%
Utilities -3.30%

Real Estate -5.02%

Even with the negative equity market headlines, the US economy shows no signs
of imminent recession. Leading economic indicators and manufacturing indices are
still trending upward. Strong business and consumer sentiment along with
historically low unemployment constructively position the US economy. Reduced 
regulations and lower corporate taxes also provided a tailwind for markets, but
US/China tariff and trade war comments led to profit-taking.

In a reversal from last year, small cap stocks outperformed large caps; however,
growth continued its dominance over value at all market caps. The Russell 2000
Index of small cap stocks returned -0.08% for the quarter compared to the Russell
1000 Index of large cap stocks, which returned -0.69%. Large growth stocks
outperformed their value counterparts by 4.3% during the quarter and small
growth stocks outperformed small value by 4.9%.

Sector performance was varied over the quarter with nine of the eleven sectors
producing negative returns. The lack of breadth in the market was obvious as
information technology and consumer discretionary were the only two sectors
with positive returns. The FAANG stocks (Facebook, Apple, Amazon, Netflix,
Google) directly play into this lack of breadth as the FAANG's are all either
technology or consumer discretionary companies. Consumer staples, telecom and
energy were the poorest relative performers for the quarter.
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International Markets Outperform

U.S. Markets Outperform

International Equity Markets

Non-U.S. Equity Performance Emerging markets were a lone bright spot for global equity investors. Helped by a
positive global economic backdrop and continuing US dollar weakness, the MSCI
Emerging Market Index gained 1.47% during the quarter. Growth expectations in
emerging markets are generally more robust than in developed economies, have
lower valuations, and have underperformed for the last decade. Although these
aspects generally point to positive future results, it is important to recognize that
emerging markets are historically much more volatile than developed markets.

Developed international stocks slightly lagged the US during the first quarter. From
a valuation perspective, the MSCI All Country World Index excluding US has a 
forward P/E ratio of 13.3x and has increased 192% on a total return basis since the
market trough in 2009. By comparison, the S&P 500 has a forward P/E of 16.8x
and has increased 368% over the same time period on a total return basis. This
difference suggests geographic diversification will be important this year as Europe
is earlier in the market cycle than the US and other foreign markets present higher
expected growth rates.

Style and Regional Non-U.S. Equity PerformanceNon-U.S. Equity Returns Relative to U.S. (S&P 500)
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Fixed-Income Markets
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BC Aggregate Bond -1.46%

High Yield -0.91%

Emerging Mkt Bond -1.74%

Global Bond ex US 3.62%

Corporate -1.50%

Mortgage -1.19%

Fixed Income Performance Bonds generally produced negative returns for the quarter. The Bloomberg 
Barclays US Aggregate Bond Index was down 1.46% for the quarter. One of the 
few positive fixed income performers was the Global Bond excluding US Index,
which increased 3.62%. High-yield bonds held up better than most as their higher
yields and very low default profile partly offset rate increases, resulting in a
decline of 0.91%. Lower duration bonds and bond indices generally performed
better than longer dated bonds during the quarter.

The yield curve continued to flatten during the quarter as the yields on most
maturities moved higher compared to year-end. The difference between the
2-year Treasury yield and the 10-year Treasury yield highlights the flattening
curve. For instance, at the beginning of the year the difference in yield, or the
spread, between the two issues was 0.54% and at quarter-end it was only 0.47%.
The yield curve is closely watched as an indicator of economic health. Any 
inversion in the curve has historically predicted low future output growth and
higher probability for recession.

Yield Curve

-2

0

2

4

6

Ex
ce

ss
 R

et
ur

n,
 %

Qtr

0.29%

-0.54%

4.83%

-0.29%

0.01%

High Yield Emerging Mkt Bond Global Bond ex US Corporate Mortgage

Excess Performance to Treasuries

0

1

2

3

4

Yi
el

d,
 %

3/31/2017 12/31/2017 3/31/2018

Axia AdvisoryMarket Commentary

As of March 31, 2018 5 of  


