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Our 4th quarter SIA Perspectives highlighted 2016’s “Tale of Two Markets” as the performance of stocks and 
bonds flip-flopped from the 1st to the 2nd half of the year.  “It was the best of times, it was the worst of times”, 
yet most stock markets rebounded strongly in the 2nd half to end the year with double-digit gains.  Meanwhile, 
bonds gave up their 1st half leadership as prices dropped during the 2nd half, leading to minimal results for the 
whole year.  
 
In that Perspectives, we stressed avoiding the urge to guess the direction of financial markets in 2017 and 
provided examples of the poor forecasting records of expert strategists.  More recently, according to The Wall 
Street Journal, a collective brain trust of strategists entered 2017 with more skepticism than usual. Citing hefty 
valuations, slow growth and growing uncertainty with the new U.S. administration, these forecasters 
recommended caution.  At the time, they anticipated that the S&P 500 Index would rise 5% for 2017.  Well, 
for the 2nd year in a row, the markets have proven these Wall Street strategists wrong – and it only took two 
months. By the end of the 1st quarter, this Index advanced over 6%. 
 
Much has changed in the past few months with financial markets blowing past strategists’ targets.  Stocks 
moved higher during the 1st quarter as investor confidence improved regarding global growth and hopes that 
the new president can deliver on promises to cut taxes, loosen regulation and boost infrastructure spending.   
 
Adding to these positive expectations during the 1st quarter was the U.S. Federal Reserve’s (the Fed) second 
interest rate hike in three months.  Chair Janet Yellen said at the press conference following their March 
meeting:  “The simple message is – the economy is doing well.” 
 
By adhering to our disciplined, time-tested and diversified approach, we are pleased to provide another quarter 
of gains for your portfolio, as indicated in the enclosed Portfolio Review reporting package. 
 

What Happened to Financial Markets in the 1st Quarter?  
 

 
 
         
 
 
 
 

 

 
*Representative benchmark indexes detailed on the last page. 

“There’s No Place Like Home” ? 
 

While all financial markets delivered good results for the 1st quarter, shockingly 
good returns were earned in markets outside of the U.S.  Improving economic data, 
news from several central banks and surprising weakness in the U.S. dollar versus 
other currencies led to significant absolute returns from non-U.S. benchmarks and 
relative outperformance versus U.S. counterparts, as indicated in the charts below: 
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What Happened to Stock Prices?  

  
Most stock markets marched steadily higher in each month of the 1st quarter, following excellent double-digit 
returns earned in 2016.  Not surprisingly, small caps failed to keep pace with their U.S. large cap and mid cap 
counterparts in the first three months, after producing blow-out returns in the 2nd half and for 2016. 
 
In the table below, note that emerging markets pushed higher each month and outperformed developed markets 
as Brazil, India and China posted top-notch double digit returns of 10%, 17%, and 13% respectively for the 1st 
quarter.  Higher commodity prices and a surprisingly weakening U.S. dollar helped boost returns. 
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The style box grids shown below of U.S. only benchmarks illustrates the powerful switch in performance from 
2016, when small cap reigned, to 2017’s best performing large cap growth segment.  Performances reflected 
expectations for continued slow and steady economic growth, but also waning excitement over the new 
administration’s proposed policy implementations after the failure to pass healthcare reform.  
 
Investors are worried that promises of fiscal stimulus, through infrastructure spending, tax reform and easing of 
financial regulations, might not take place in 2017.  Small caps were expected to be the biggest beneficiaries of 
these policies. 
 
 
 

 
 
 
 
 
 
 
 
 

 

 
 
 

 
 
 
 * % Total return equals price change + income. 

  Representative benchmarks are detailed on the last page. 
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Total Return* 
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What Happened to Bond Prices?  
 
Much of the good and bad economic and political news impacting the prices of stocks also impacted the 
performance of bonds throughout the 1st quarter.  Most importantly though, bond price volatility was due to 
investors’ ever-changing expectations for the Fed’s next move on interest rate hikes.   
 
On March 15th, the Fed raised its benchmark short-term rate by a quarter percentage point to a range of 0.75% 
to 1% and stuck to its forecast of two more such increases this year and three more in 2018.  The move is 
expected to filter through the economy, pushing up borrowing rates slightly for everything including 
mortgages, car loans and credit card debt.  However, this is good news for savers who will finally see some 
earnings on savings accounts and money market balances.   
 
By historical standards, interest rates remain very low and these projected increases are expected to be gradual.  
Investors who feared that rising short-term interest rates would hurt bond prices missed out on solid returns for 
the 1st quarter from all bond market segments, as indicated in the table below:   
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However, because yields are so low, we remain concerned about the strong flows into longer duration bonds 
from buyers who are trying to generate income.  In addition, high yield bonds have been one of the best 
performing bond market segments as investors, both individuals and institutions, are increasing credit risk as 
they stretch for yield.   
 
Many will be disappointed with the loss to principal that can occur if interest rates move sharply and 
unexpectedly higher.  Remember, only last November, bond markets provided the worst monthly return since 
July, 2003, as U.S. 10-year Treasury yields rose shockingly and sharply to their highest levels in almost two 
years. Most investors had not anticipated this move. 
 
Bonds are a very complicated investment and not all maturities and credits move in tandem.  Placing money 
with the most skilled investment managers is of utmost importance.  Our decision to invest in non-traditional 
bond managers, with the flexibility to take advantage of various interest rate outlooks, continued to provide 
excellent results in 2017, following outstanding 2016 returns.  However, our bond strategy is currently under 
review as these stellar results have been generated with low correlation to traditional bond benchmarks.  
Should interest rates actually move lower – instead of higher – we might lag these benchmarks in our ongoing 
effort to protect principal. 

 
What is Our Role as Investment Consultants? 

 
As investment consultants, we understand that by entrusting their futures to us, clients have made both a 
financial and an emotional commitment.  In return, after the initial stage of “getting to know you” and agreeing 
to and implementing the investment policy, it is our goal to maintain the trust we have established. 
 
 
 

*Representative benchmark index total return detailed on last page 
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Key to retaining this trust is delivering on our promises to add value. In the past, we have not formally outlined 
the steps we take to add value.  Therefore, with this SIA Perspectives, we are beginning a two-year process of 
sharing the details of SIA’s framework each quarter.  Below we list ours seven value-added practices: 
 

1. Asset Allocation – a well-thought-out plan is the most important tool we can use to help clients achieve 
their financial goals, while managing investment risk.  It is widely accepted that a portfolio’s allocation 
to various asset classes such as stocks, bonds and cash investments must be based upon a client’s 
financial situation, risk tolerance and time horizon. These decisions are the most important determinant 
of returns and performance variability.  However, diversification within these broad asset classes both 
strategically and tactically can also have a major impact on results. 

 
2. Asset Location – the allocation of “buckets” between taxable and tax-deferred accounts is another way 

we add value each year. The benefits of these decisions compound over time. Optimal portfolio 
construction minimizes the impact of taxes with incremental differences offering additional, powerful 
compounding through the years. 

 
3. Rebalancing – given the importance of selecting an asset allocation, it is vital to review on an ongoing 

basis a portfolio’s asset allocation.  Because various investments may produce different returns over 
time, and because clients may be adding to or withdrawing monies from their portfolios, it is important 
to conduct regular, rigorous oversight and discipline to maintain the appropriate asset allocation.  
 

4. Behavioral Coaching – because investing evokes emotions, SIA assists clients in maintaining a long-
term perspective and disciplined approach.  Investors are aware of time-tested principles, but the 
hardest part of investing is sticking with the plan during the best and worst times.  Abandoning a 
planned investment strategy can be costly. Research shows that the biggest derailers to long-term 
success are behavioral – the allure of guessing the direction of the markets and the temptation of 
chasing performance. 

 
5. Total Return Versus Income Investing – SIA encourages clients to understand that there are two 

components of total return – income plus capital appreciation.  Focusing on total return is especially 
important in this low interest rate environment.  Reaching for income only increases the volatility and 
potential for unexpected losses. 
 

6. Cost Effective Implementation – this practice is based upon simple math.  Every dollar paid for 
management fees, trading costs and taxes equals less potential return for clients.  Costs play a 
significant role in our investment manager selection process. 
 

7. Withdrawal and Savings Rates – clients generally have exposure to multiple types of accounts which 
may include taxable, tax-deferred and tax-free accounts. Our advice for implementing withdrawal 
strategies can minimize the total taxes paid during a client’s lifetime, therefore increasing wealth and 
the longevity of a portfolio.  In addition, encouraging the most cost-effective savings plans will also 
help increase wealth and the longevity of portfolios. 
 

An Educated Client is Our Best Client 
 
In our review of other investment consultants and advisors, we have discovered that most pass along a standard 
set of reports each quarter that provide data but no explanation as to the specific impact of performance on 
client results.  With each quarterly SIA Perspectives, we strive to add value for clients by giving them not only 
data, but the tools with which to review the portfolio reports included in each mailing. 
 
Through our written communications and in-person meetings, SIA strives to empower clients to understand 
financial market performance and the impact on both absolute and relative performance. We are the most 
successful when clients are involved in our investment processes and strategies.   
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     Reviewing Enclosed Reports 
 
The impact of SIA’s investment decisions and financial market performances on your portfolio for each month 
and for the 1st quarter of 2017 is highlighted in the enclosed Portfolio Review packet on the page titled 
Portfolio Overview.  We have included industry standard benchmarks for your review and look forward to 
discussing our relative performance during our next meeting. 
 
This Portfolio Overview includes a pie chart of your asset allocation divided into asset class categories.  This 
section is the best way to quickly gauge your portfolio’s allocation to stocks, bonds, money markets and other 
asset classes.  The next page is the Portfolio Holdings which list each of your investments, the current market 
value and percentage weight in the portfolio.   
 
The last page is the calculation of our fees for the quarter. We remind you that, as a fee only investment 
advisor, we only accept compensation from the clients we serve.  SIA does not receive payment from the 
investment managers we recommend or from the trusted industry professionals to whom we may refer you.   
 
We are proud to serve as your investment consultant. 
 

SIA Corporate Policies of Interest - 2017 
 
SIA is required by the U.S. Securities and Exchange Commission (SEC) to provide you with a copy annually 
of our Corporate Policies. These policies do not change too much over time, however they are important.  
 
Privacy Policy 
 
Our relationship with you is our most important asset.  We understand that you have entrusted us with your 
private financial information and we are committed to maintaining this trust.  We collect only the information 
necessary to deliver responsive, high quality services and advice to our clients and to fulfill legal and 
regulatory requirements.  In order to fulfill these obligations, we may collect nonpublic personal information 
about our clients. 
 
Access to client or former client information is strictly limited.  SIA shares nonpublic information solely to 
service our clients.  We do not disclose any nonpublic, personal information about our clients or former clients 
to anyone, without the client’s approval.  We also restrict employee access to nonpublic personal information 
to only those who need to know this information in order to provide our services.   
 
Code of Ethics Policy 
 
In accordance with rule 204A-1 under the Investment Advisers Act of 1940, Stegner Investment Associates, 
Inc. (SIA) has adopted a Code of Ethics.  SIA requires that all employees conduct business in a manner that 
complies with applicable federal security laws and reflects our fiduciary obligations to our clients.  In addition, 
each member of our firm commits annually to follow the CFA Institute’s Code of Professional Conduct, which 
includes duties to clients of loyalty, prudence and care. 
 
Notice of Availability of Form ADV - Part II 
 
Form ADV – Part II is a legal disclosure document that provides information about business practices, fees, 
and conflicts of interest an advisor may have with its clients. According to SEC Rule 204-3 of the Advisor Act, 
we are obligated to offer this document to all clients at least annually.  If you wish to obtain a copy of SIA’s 
Form ADV – Part II, please contact our Chief Compliance Officer, Tracey Trosper, at 502-895-0122.  
 
____________________________________________________________________________________________________________________________________ 
*Benchmark Indexes used in this SIA Perspective include: Dow Jones Total US Stock Market Index, Barclays US Aggregate Bond, 
Global Ex-US and Municipal Bond Index, US Treasury Bill Index, S&P 500 Index, Russell Mid Cap and Small Cap Index, MSCI 
EAFE and EM Index. 


