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After a strong rally in the 4th quarter of 2016 mostly due to the Trump victory in November, we have seen the markets 

take a pause towards the end of the first quarter of 2017, while remaining in positive territory.  At quarter end, the 

Dow Jones Industrial Average was up 5.19%, the S&P 500 was up 5.53%, and the tech heavy NASDAQ was up 9.82%.  

The U.S. 10 year Treasury yield closed at 2.39%, after closing at 2.45% in 2016, and crude is currently at $50. 

The big news of the first quarter and of President Trump’s first few months in office is the failure to repeal and replace 

the Affordable Care Act (ACA), even with the GOP majority in the House and the Senate.  Some pundits are saying that 

President Trump will not be able to make good on any of his campaign promises, using this defeat as an example of 

the lack of leadership of GOP House Majority Leader Paul Ryan (R-WI), the lack of unity in the Republican Party, and 

the lack of loyalty to a highly controversial President.  Market strategist, Ed Yardeni, and his team of economists have 

theorized that President Trump didn’t care if the repeal and replace of the ACA failed because it will fail on its own, and 

then Congress will be forced to replace it.  As Yardeni further asserts, “Trump must know-because the stock market has 

been telling him so—that his big win would be tax reform.”  When Obamacare fails, he will be able to claim that as a 

victory, as well. 

While Donald Trump’s presidency marks the beginning of an unmistakably pro-business administration with promises of 

lower corporate tax rates and less regulation, company CEOs, small business owners, and consumers are feeling more 

positive, as seen in recent surveys.   Mohamed El-Erian, the chief market strategist at Alliance, stated recently on 

CNBC, “politics may be noisy, but it doesn’t contaminate economics if Trump can deliver on tax reform, infrastructure 

build, and deregulation.”  Economic growth is not exciting, but it is more predictable than the day-to-day politics of our 

current president.  Forward earnings estimates for the markets continue to rise as analysts that have been pessimistic 

about economic improvement over the last few years adjust their estimates by factoring in probable corporate tax cuts. 

The Federal Reserve raised the target range for its benchmark interest rate at its March meeting to 0.75% to 1.0%, 

and signaled further rate increases due to a “labor market that has continued to strengthen” and “economic activity 

that has continued to expand at a moderate pace.”  This move was highly expected, and the markets had little 

reaction. 

As we look towards the future with an unpredictable president, the risk to the market is that we get a major policy 

mistake or political development, such as a trade war.  Any real sell-off of more than a few percentage points would be 

an opportunity to add new stocks.  Most importantly, we look for and invest in the best businesses we believe can 

endure and grow in an uncertain political environment, as well as for many years to come.   
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