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THE WEEK IN REVIEW
The S&P 500 index experienced its worst weekly performance in two
years. This week’s decline follows the S&P 500’s best start to a year in
decades. Before this week the S&P 500 was up 7.5% year-to-date
which would have been the best January since 1987. The index finished
January with a 5.6% gain, its best monthly performance since March
2016. Higher interest rates were the main reason for recent weakness
in the equity market. The U.S. 10-year Treasury yield reached an intraday high of 2.85% on Friday, its highest yield since January 2014.
Higher inflation expectations from the Federal Reserve and a betterthan-expected January employment report contributed to higher
interest rates and boosted chances of the Federal Reserve being more
aggressive with rate hikes this year.
Federal Reserve Chair Janet Yellen presided over her last Fed meeting
this week. President Trump’s nominee Jerome Powell will become the
new Fed chair next Monday. The Fed left interest rates unchanged and
maintained their view on the strength of the economy and job market.
The most notable takeaway from the meeting was the post-meeting
statement which suggested the Fed raised its inflation expectation for
this year. While the Fed currently projects three rates increases this
year, stronger inflation could lead to the Fed raising interest rates
more than three times this year. Market-implied odds indicate a 93%
probability the Fed will hike rates at their March meeting.
The U.S. labor market got off to a good start in 2018, as domestic
employers added 200,000 workers to payrolls in January. This was
about 20,000 more workers than both the Bloomberg median estimate
of economists and the monthly average of 181,000 in 2017. The
unemployment rate held steady at a seventeen year low of 4.1%, while
average hourly earnings advanced 2.9% in January from the same
period one year ago marking the highest level of year-over-year wage
growth since 2009. Several commentators have suggested that a
tightening labor market and a trend of minimum wage hikes in recent
months drove the uptick in wage growth.
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Price returns as of the last available closing data. Source data: Bloomberg
and Morningstar are believed to be correct but not verified.

Nearly one-quarter of S&P 500 constituents reported quarterly
earnings this week headlined by a set of technology giants including
Microsoft Corp., Facebook Inc., Amazon.com Inc., Apple Inc. and
Alphabet Inc. Of these five, e-commerce and cloud computing leader
Amazon.com had the most well-received results boosted by a 38%
year-over-year gain in revenue during the quarter to $60.5 billion.
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