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In an industry where high 

quality, objective advice is 

hard to come by, we make a 

diff erence by putting the client’s 

interests above our own.

Acropolis was born
from a simple idea:

Calm Bull Market Continues

www.acrinv.comInvesting in your interests

Many critics argue that this is the 
‘second golden era’ of television 
with acclaimed must-watch shows 
like House of Cards, Th is is Us, 
Th e Americans, Mad Men and my 
favorite, Th e Wire.  
All of these shows, and the many 
other ones like them, feature 
interesting characters, believable 
dialogue and, most importantly, 
interesting and textured plot lines 
(and subplot lines).  Th e bad 
news, though, is that sometimes, 
the best shows have boring episodes that do nothing more than develop the 
story.  
Th e last quarter felt like one of these ‘builder’ episodes where nothing much 
happens.  Th e narrative is consistent with the previous episodes, but doesn’t 
do much to tell you where the story is heading.
With respect to continuing the storyline, stocks continued to post solid gains 
in a low volatility environment.  Th e characters from the Federal Reserve 
made another appearance, raising rates for the third time in three years, but 
added a little intrigue by making the move a little ahead of what audiences 
may have expected.
Th e market related stories surrounding President Trump (who is no stranger 
to television) grew somewhat, albeit in a mild and nuanced way.  Some of the 
elements of the so-called ‘Trump Trade’ that followed the election reversed 
a little bit including weaker small caps, stronger emerging markets, and a 
somewhat weaker dollar.
When it comes to TV, it’s fun to have explosive new developments, twists and 
turns, a marriage, a baby, or death.  In markets, though, we tend to prefer the 
quiet, but slow and steady plotline.  As always, it’s impossible to know where 
markets go from here, but we hope to continue to enjoy the show!



If everyone is thinking 
alike, then somebody isn’t 

thinking.
George S. Patton,

General
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By Tim Side

Stock Market Summary
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Stocks continued their momentum from 
2016 by rising across all major indices 
in the fi rst quarter. Th is time however, 
it was the international markets who led 
the charge with emerging markets and 
developed international stocks rising 
11.4 and 7.3 percent respectively. 
It was a relatively quiet quarter as the 
S&P 500 only had two days with a one-
day change greater than one percent. 
Th e biggest surprise of the quarter 
was an “early” rate hike by the Fed on 
March 15th. While the Fed had been 
projecting three rate hikes this year, 
markets had been expecting the earliest 
rate hike to be in May. 
A couple of weeks prior to the March 
meeting, several Fed offi  cials strongly 
hinted at a rate hike in March, causing 
US stocks to stall their upward climb. 
US stocks declined in the following 
weeks as Trump failed to gain enough 
support for his healthcare bill, causing 
investors to fear that future policies

might be at risk. 
Overall, US large cap stocks had a 
great quarter with energy being the 
only sector with negative returns (-6.67 
percent).  Th e losses were primarily 
attributed to the decline in oil prices as 
investors began to doubt the eff ect of 
OPEC’s cuts last quarter. 
As time went on, it became clear that 
Saudi Arabia had cut more than agreed 
upon to compensate for a lack of cuts 
by other members. WTI Oil fell about 
3.5 percent to $50.60 per barrel during 
the quarter.
Information technology was the leading 
sector with returns of 12.6 percent. 
Many investors were watching carefully 
as Snapchat (SNAP) had its Initial 
Public Off ering (IPO). Th is was the 
fi rst big tech IPO since Alibaba’s IPO 
in 2014. SNAP initially rose almost 59 
percent from its opening price, but has 
fallen to end the quarter up 31 percent 
from its IPO price.
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Try not to become a man 
of success, but rather try to 

become a man of value.
- Albert Einstein,

Scientist
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Bond Market Review
By Ryan Craft, CFA 

Data Source: Bloomberg

Th e bond market continues to be 
volatile as the market tries to handicap 
what the future holds in both fi scal 
and monetary policies.  Despite the 
turmoil, the 10yr Treasury yield ended 
the quarter basically where it started.  
Interest rates bounced all over, especially 
once the Federal Reserve decided to 
become more aggressive than most 
anticipated.  In late February, the Fed 
members began talking about hiking 
the overnight Fed Funds rate at their 
next meeting in March.  
At her semi-annual testimony before 
Congress in early March, Chair Janet 
Yellen basically told the market that a 
rate hike would happen at the March 
meeting.  Th is sent markets into a 
massive sell-off , with 10yr Treasury 
yields rising every day for a full two 
weeks.  
In typical “buy the rumor, sell the 
news” fashion, markets completely 
reversed course after the meeting.  Th e 

Fed hiked the Fed Funds rate by 0.25 
percent to one percent, but they left 
their forecast for the rest of the year 
nearly unchanged and continue to 
predict another 2-3 bumps for the rest 
of 2017.  Longer term, their forecast 
was also unchanged in terms of how 
high they see interest rates going over 
the next few years.  
Since the election, infl ation expectations 
have jumped up substantially as many 
expect infl ationary fi scal policies to be 
enacted to boost the economy.  Th e 
market is at an infl ection point and 
cannot fi gure out which way to go.  
On one hand, there is a Fed that is 
raising short term rates along with a lot 
of optimistic sentiment; on the other 
hand, GDP is expected to start the year 
at a lackluster one percent and infl ation 
is relatively low for this point in the 
cycle, and there are some cracks in the 
credit market.  In short, the volatility in 
interest rates is likely to continue for a 
while.



Goodness is the only 
investment that never fails.

- Henry David Thoreau, 
Author

By Ryan Craft, CFA
Tax Reform & Municipal Bonds
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Continued on next page.

Tax reform may be next on the 
agenda for the new administration.  
How will changing tax policy aff ect 
municipal bonds?  
Th e short answer is that lower 
income tax rates will hurt tax exempt 
muni bonds.  Muni investors accept 
a lower nominal income relative to 
taxable bonds, but do not pay federal 
income tax on coupon payments.  If 
the value of the tax exemption falls, 
the market value of muni bonds 
should decline as well.
One could argue that this is already 
priced into the current market. After 
the election, muni spreads increased 
sharply relative to Treasuries.  Th is 
was likely a knee jerk reaction to 
expected changes in tax policy.  
Since December, muni spreads have 
returned to the average levels seen 
in 2016.  Th is could be a refl ection 
of investor sentiment with investors 
discounting the potential of lower 

taxes.  It could also just be the noise 
of supply and demand in the muni 
market.  Muni investors are a varied 
group, from institutional investors 
such as banks and insurance to high 
net worth retail investors looking 
to avoid taxes.  Th ese diff erent 
groups also fall under diff erent tax 
policies and could be aff ected in very 
diff erent ways by tax reform.  
For example, an individual investor 
who currently falls in the top tax 
bracket of 43 percent (light blue 
bars) could see a big decline in their 
after tax value of muni bonds if the 
top marginal rate is lowered to 33 
percent (grey bars).  On a fi ve year 
bond, that would be worth a half of 
a percent less per year on a taxable 
equivalent basis.  On a ten-year 
bond, the taxable equivalent yield 
would decline by 0.65 percent.
A change in taxes would immediately 
impact the value derived from 



A man with a watch knows 
the time, but a man with 

two watches is never sure.
-Segal’s Law
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current holdings, but that impact will 
depend on each investor’s circumstances. 
Over time, we would expect the market 
to correct for tax changes, with investors 
demanding higher nominal yields on 
munis to compensate for a lower value 
on the tax exemption.  Th is creates 
the potential for a decline in value of 
current holdings as yields on munis 
increase.  Th ere is no sugar coating it; 
if the proposed tax reform policies were 
enacted, it would hurt muni investors.
However, that is a very big “if.”  As 
the healthcare bill debacle has proven, 
there is no certainty in what policies 
will come out of this current Congress 
and administration.  While drastic tax 
cuts have been proposed, there is a high 
probability of those proposals changing 
before any laws are written.
With all of this risk and uncertainty, 
our recommendation towards muni 
bonds is to tread carefully.  Th ere is risk 
and uncertainty that will only increase 
the volatility of the muni market as 

taxes are debated.  While the risks are 
elevated, there is not enough clarity to 
warrant wholesale changes in portfolios.  
From a valuation standpoint, munis 
remain relatively cheap.  We believe 
that some of the tax code risk is already 
priced into the current market.  As 
part of a diversifi ed portfolio, now may 
prove to be a great buying opportunity.  
Th e key word is DIVERSIFIED.  
Investors who are highly concentrated 
in muni bonds may want to consider 
diversifying into taxable bonds to lower 
their exposure to changing tax policy.  
Like all forms of concentration, this is a 
risk that investors are not compensated 
for taking; therefore it is best to limit 
exposure.  
To summarize, lower tax rates would be 
bad for muni bonds, but no one knows 
what policy will actually become law; it 
is all just speculation at this point.  Th e 
best way to protect the portfolio is to 
diversify income between taxable and 
tax exempt bonds.



I’d rather be vaguely right 
than precisely wrong.

- John Meynard Keynes, 
Economist

By David Ott

Overseas Stocks For the Long Run
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For what feels like the fi rst time in 
forever, foreign stocks are outpacing 
US stocks so far this year.  While the 
S&P 500 enjoyed a solid 5.2 percent 
gain in the fi rst quarter, the MSCI 
EAFE index of developed market 
stocks gained 7.3 percent and the 
MSCI EAFE EM index of emerging 
markets stocks earned a whopping 
11.4 percent.  
Th ese results are in stark contrast 
with the returns over the last fi ve 
years.  Ending in March, the S&P 
500 earned 13.3 percent, while the 
MSCI EAFE index only made 6.28 
percent.  Th e MSCI EAFE EM 
index made 1.14 percent per annum 
over the same time frame.  
Given the relative underperformance 
of both developed and emerging 
market stocks over the past fi ve years, 
a lot of clients have asked us whether 
they still make sense, so we’ve been 
delving into the data.  

Recently, we subscribed to some 
new data sets from Global Financial 
Data (GFD), who specializes in 
historic market data.  Th ey have 
economic data going back to 1168, 
so the equity indexes that date back 
to 1693 seem downright new.  
We were most interested in the 
developed and emerging market 
indexes that start in 1926, when the 
high quality US data begins.  Th e 
international long-term data isn’t as 
good, but it’s reasonable and better 
than nothing.
Let’s start with the growth of a 
dollar invested in the S&P 500, the 
GFD developed and GFD emerging 
market indexes (which both convert 
to MSCI in 1970).  What we see is 
interesting, in my opinion.
Th e US is the clear winner, which 
isn’t a surprise given some of the 
other research out there, particularly 
from Th e London School of



In matters of style, swim 
with with the current.  In 

matters of principle, stand 
like a rock. 

- Thomas Jeff erson, 
Founding Father
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Economics professors Elroy Dimson, 
Paul Marsh and Mike Staunton.
Th e three indexes had fairly similar 
performance prior to World War 
II. As you might expect, losing a 
World War hurts returns, which 
cut the returns for the developed 
international markets by half after 
the war.  Th e multiple lost decades 
in Japan since 1989 haven’t helped 
the developed markets either.
Still, it is interesting to see that all 
three indexes handily outpaced cash, 
bonds and infl ation.  Looking at 
the entire data set, US stocks have 
earned about 10 percent, emerging 
markets stocks about nine percent 
and developed market stocks about 
eight percent.
Interestingly, and to my surprise, 
the developed and emerging stocks 
endured lower volatility than the US 
markets.  I automatically think that 
emerging market stocks are riskier 
(and still do despite this data), but if 
the data is to be believed, emerging 
market stocks have had annualized 
volatility of 19 percent, compared to 
21 percent for the S&P 500 and 17 
percent for the developed markets.  
Th e only explanation for this that 
makes sense to me is that the US is 
one market, whereas the other two 
are each made up of many countries.  
I’ll have to look through the data 
more carefully and read through 
some of the research before I change 
my mind on anything.

Our equity allocation is a mix of 75 
percent US (but well beyond just 
the S&P 500), 20 percent developed 
markets and fi ve percent emerging 
markets.  Th is mix earned as much as 
the S&P 500 over the full period, but 
with lower volatility, which results in 
better risk-adjusted returns.
We haven’t enjoyed the benefi ts of this 
diversifi cation over the past fi ve years, 
unfortunately, but looking at this data, I 
can tell you that this period was outside 
of the norm, but not completely unique 
either.  
My calculations show that the S&P 
500’s outperformance over the past fi ve 
years is greater than 70 percent of all of 
the fi ve-year rolling period returns since 
1926.   
As I look through this data, I’m 
more committed than ever to global 
diversifi cation.  We defi nitely tilt 
towards the US, but I can’t get behind 
abandoning all of the other markets 
around the world - especially since right 
now, they make up about half of the 
world’s value.  Th ere is no doubt in my 
mind that global diversifi cation reduces 
overall portfolio risk even if you have to 
sacrifi ce some returns periodically.
I’ll be sifting through this data more in 
the coming months and hope to have 
more for you.  In the meantime, I’ll 
cross my fi ngers that all equity markets 
do well.



Data Center     2017 Q1

Dow Jones  5.19%

S&P 500  6.07%

S&P Midcap  3.94%

Russell 2000  2.46%

MSCI EAFE (Intl)  7.25%

MSCI Emerging Mkt  11.44%

S&P Sectors     2017 Q1

Basic Materials      5.86%

Consumer Discretion.  8.45%

Consumer Staples  6.36%

Energy  -6.68%

Financials  2.53%

Healthcare  8.37%

Industrials  4.56%

REITs       3.45%

Technology  12.57%

Telecom  -3.97%

Utilities  6.39% 

 

Interest Rates  2017 Q1 

Fed Funds  1.00%

Prime Rate  4.00%

3-mo. Treasuries  0.75%

2-yr. Treasuries  1.25%

5-yr. Treasuries  1.92%

10-yr. Treasuries  2.39%

Currencies  2017 Q1 

Euro  1.0652

Japanese Yen  111.39

British Pound  1.2550

All Data as of 3/31/2017

The Big Picture
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Two Percent - Th e Federal Reserve’s target 
rate of infl ation.  February marked the 
fi rst time in nearly fi ve years that their 
preferred measure of infl ation, the personal 
consumption expenditure index, actually 
exceeded their target. 

41,900,000,000,000,000% Th e highest 
monthly infl ation rate ever known, set in 
Hungary, in July 1946.  Th e price of goods 
doubled every 13.4 hours that month.

Fast Facts: Infl ation Edition
100,000,000,000,000 - Th e largest dollar 
value ever printed on a bank note, in 
Zimbabwe in 2008.  A loaf of bread cost 1.6 
trillion Zimbabwean dollars.  Th e largest 
ever banknote used in circulation was in 
Hungary after World War II, but they 
printed the word instead of the number 
(presumably to save space).

23% - Th e highest annual rate of infl ation 
in the US, set after the Revolutionary War.
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