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I. Second-Quarter Equity Market Recap 

Stocks continued their march higher in the second quarter with the Dow, S&P 500 and 

NASDAQ indexes notching gains of 3.95%, 3.09% and 4.21%, respectively. Year-to-date stock 

market performance has been bolstered by steady economic growth and the best quarterly 

earnings results in nearly six years. S&P 500 companies are expected to post earnings 

growth of 9.8% this year, after a string of quarters of negative growth back in 2016 and 

2015. Tame inflation and low interest rates, despite two intervening Fed rate hikes, also 

have served to keep markets ascending. 

For the first half of the year, the information technology, 

healthcare and consumer discretionary sectors provided 

strength to the market, while the energy and telecom 

sectors served as drags on the overall market’s 

performance. 

With the Fed only 

gradually diminishing 

its accommodative 

monetary stance, and 

with continued 

expected profit 

surprises to the 

upside, analysts see 

continued gains in the 

stock market in the 

second half of 2017. One potential cloud on the horizon, 

aside from the normal geopolitical and economic risks and 

current elevated equity market valuations, is that tumbling 

oil prices may serve to undermine gains going forward, as energy companies are currently 

anticipated to provide the biggest boost to earnings growth in the second half. 
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OUR	MISSION
Smith Shellnut Wilson  is  a  registered  investment adviser*  specializing  in managing 
investment  portfolios  for  banks,  individuals,  corporations,  foundations  and  public 
entities. Smith Shellnut Wilson offers its clients skilled investment management and 
unremitting  client  service.  Smith  Shellnut Wilson  is  dedicated  to  the  premise  that 
client relationships and performance, not transactions, are the ultimate goals. 
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II. Second-Quarter Bond 
Market Recap 
 

Lower U.S. government bond yields surprised many 

investors in both the first and second quarters. 

Investors expected that a recovery in inflation, induced 

by a flood of tax cuts and fiscal spending, would 

dampen demand for bonds, pushing up yields. The 

yield on the benchmark 10-year Treasury note settled 

at 2.30% at the end of the second quarter, down from 

2.45% at the end of last year and well below its recent 

peak of 2.61% set in March. 

Weaker readings on core inflation are the primary 

culprit. After reaching 1.8% in January of 2017, the 

Fed’s preferred gauge of overall inflation, the core 

year-over-year personal consumption expenditures 

deflator, rose just 1.4% in the latest reading, well 

below the Fed’s targeted level of 2.0%. Many observers 

now question whether the Fed’s target is even within 

reach this year. As a result, market participants are 

anticipating only one more Fed tightening round 

through year-end. 

 

 

A number of investors believe that yields may not fall 

much further from here, as rumblings by the European 

Central Bank that they are moving closer to unwinding 

their monetary stimulus, continued low risk of a near-

term U.S. recession, and prospects for further Fed 

tightening serve to put a floor under Treasury yield 

levels. 

 

III. The Current U.S. Economic 
Recovery May End Up As 
The Longest Ever 

 

By Jeffry Bartash, published on, ”MarketWatch.com” 
 

The seven-year-old economic recovery in the U.S. is 

already the fourth longest since 1850, and the odds of 

the current expansion breaking the record is not so 

farfetched. 

The Recovery/Expansions Already Fairly Long

Recessions 
Duration 
(Months) Expansions 

Duration 
(Months) 

1945 8 1945-48 37 
1948-49 11 1949-53 45 
1953-54 10 1954-57 39 
1957-58 8 1958-60 24 
1960-61 10 1961-69 106 
1970 11 1970-73 36 
1973-75 16 1975-80 58 
1980 6 1980-81 12 
1981-82 16 1982-90 92 
1990-91 8 1991-2001 120 
2001 8 2001-07 73 
2008-09 18 2009-? 96 So Far 
Averages:   Averages:   
1854-1919 21.6 1854-1919 26.6 
1919-45 18.2 1919-45 35.0 
1945-2009 11.1 1945-2009 58.4 

2016 High Frequency Economics, Ltd. 
  

 

The long road back from the Great Recession began in 

mid-2009 and July marks the 96th month of recovery. 

The current recovery is now the third longest on 

record. The expansion can break the all-time record of 

120 months if the economy continues to chug along 

until June 2019 — just two years from now. 
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Most modern recessions have been preceded by a 

cycle of Fed Interest rate hikes that make loans — car 

loans, mortgages, corporate credit — more costly to 

obtain. During the current recovery, the central bank 

has kept its benchmark short-term interest rate near 

zero almost the entire time. 

The Fed did raise rates for the first time in nine years 

in December, but only by a quarter of a percentage 

point. The Fed ratcheted short-term rates upward 

again in March and June, but rates still remain below 

what most economists judge as a “restrictive” level. 

That is, the Fed funds rate has remained below even a 

very tame inflation rate. 

The Fed’s reluctance to raise rates, however, could 

actually be a trigger for a recession if it turns out that 

the central bank was too cautious. The bank might 

have to raise rates more quickly than it expected if the 

economy overheats and inflation surges. 

Fed tightening is more likely to trigger a recession if it 

is rapid rather than gradual, and it could end up being 

rapid if officials are forced into a catchup mode after 

procrastinating. 

Some economists already think the Fed has fallen 

behind the curve. In every other recovery, the central 

bank would have raised rates at least to the level of 

overall inflation by now. 

How to explain the Fed’s reluctance? For one thing, 

central bankers are worried about the fragile nature of 

the recovery — it’s one of the slowest on record. 

The U.S. has grown an average of 2.1% a year since 

mid-2009. By contrast, the economy grew an average 

of 3.6% annually during the 1991-2001 expansion — 

the longest expansion for which records exist. The 

weak recovery helps explain why so many Americans 

are still worried about the economy.  

Central bankers, for their part, also appear to think the 

U.S. is more susceptible to recessions caused by 

shocks that the economy was able to handle in the 

past.  

That logic has made Fed officials especially sensitive 

— too sensitive? — to global economic and financial 

developments. 

In other words, the current U.S. expansion may have 

lasted a surprisingly long time, but it’s been a 

disappointingly slow one and more vulnerable to 

shocks than in past business cycles. If the current 

cycle continues on its snail-like pace, that could bode 

well for stocks and bonds, absent an external 

disruption. 

IV. What History Says About 
Today’s Subdued Volatility 

 

For all that's being said and written about the lack of 

volatility in financial markets these days, you might 

think something unusual is going on. In fact, history 

suggests it's the opposite. 

The pattern is pretty clear when one considers realized 

30-day volatility for the S&P 500 Index on an 

annualized basis going back to 1927. Every five years 

or so volatility rises above 20 percent for a year or 

two, sometimes getting much higher but usually not, 

and in between it sweeps out a shallow bowl-like 

trading pattern that bottoms at about 10 percent. That 

seems to be exactly what is happening now. 
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Those with sharp eyes might detect that the current 

volatility lull is a bit deeper than the previous one from 

2002 – 2006, while it’s about the same as the 1990s 

lull as well as those in the 1950s and 1960s. So, yes, 

volatility is lower than average historical levels, but it’s 

at levels typical of the bottom of a quiet period 

between two crises. 

It’s hard to tell from the long-term time series just 

how long before a crisis market volatility starts to 

increase. Taking a look at the same chart since 1990 

and adding in the CBOE Volatility Index, or VIX. From 

the beginning of the period one sees that during the 

internet bubble both realized volatility and the VIX 

peaked at the end of August 1998, at 42 percent and 

44 percent, respectively, a year and a half before the 

Nasdaq plunged. At the end of January 2000, with the 

crash still more than a month away, both realized 

volatility and the VIX were at 25 percent. Before 

equities tumbled in 2008 crash, the VIX popped above 

30 percent, more than two months before the stock 

market peak and more than a year before the financial 

crisis sparked, in part, by the bankruptcy of Lehman 

Brothers. From the end of July 2007 to the end of July 

2008, the VIX averaged 23 percent and realized 

volatility averaged 21 percent. 

 

The moral? History shows that crises occur when the 

VIX and realized volatility are above 20 percent, and 

investors typically get warned months in advance of 

what the headlines refer to as “shocks.” Of course, you 

get plenty of false alarms as well. 

By and large, the market anticipates news events 

about 18 months in the future. It’s not perfect, of 

course, but it’s a lot better than so-called “experts” 

and news commentators. 

Events like surprise Fed decisions, elections and 

release of economic numbers can have sharp effects 

on the market, and earnings releases or other news 

can move individual stocks, but these things do not 

contribute significantly to market-wide volatility, 

they’re part of the normal flow of news. The things 

that move the market five percent or more over a 

short period of time are nearly always slow-developing 

trends that can be distilled from the bottom-up 

aggregation of billions of individual trading decisions 

long before they become obvious to top-down 

observers, however clever and well-informed. 

 

 

 

The source of the information in this commentary is Bloomberg 
News unless otherwise noted. 
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CHART BOOK 
 

 

   Note: Bar chart data in brown are estimates from a Bloomberg® composite of market participants  
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