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We See Momentum Shifting Overseas 
When President Trump made his speech to Congress on February 27th, he appeared to have a 
gift for (almost) everyone in the audience. It was Trump’s last chance to give his campaign speech 
before the reality of governing began. US stocks rallied in the immediate aftermath as the glow of 
expectation lingered, but we believe that price momentum is now stalling.  

The Trump administration has been concentrating on repealing and replacing the Affordable Care 
Act (Obamacare), which in our view is creating more political unrest in Washington, not only 
between Republicans and Democrats, but between different factions within the Republican Party.  
While the Speaker of the House, Paul Ryan, has called for a vote for what is being called the 
Affordable Healthcare Act on March 23rd, even if the bill passes the House in its current form we 
believe it is not likely to pass the Senate.  We believe the longer it takes for healthcare to be 
passed, the further it pushes back the Trump Administration’s pro-growth agenda. Therefore, it is 
our belief that corporate tax reform and infrastructure building will not begin until later in 2017.   

As we wrote in the February 21st Weekly View entitled, “Ride the Bull, But Don’t Chase it”, we 
expect US stocks to be higher by year end. Today, however, we think the risk/reward tradeoff 
looks better overseas, where both developed international and emerging market indices have 
recently broken out above key resistance levels. 

 THE WEEKLY CHART: BREAKOUT 

 

Source: RiverFront Investment Group, Thomson Reuters Datastream. Past performance is no guarantee of future 
results. 

The Weekly Chart shows a price index of non-US stock markets compiled by Thomson Reuters 
Datastream. Investors who are worried about buying US stocks at all-time high levels may feel 
comforted that non-US markets are 10% below their 2014 peak and some 20% below their 2007 
peak (both marked by circles). 
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We think international price momentum is grounded in improving fundamentals. All the major economic blocks – North 
America, South America, Europe, Asia and Australasia – are growing at the same time, which we think is better news for 
countries overseas that have plenty of spare resources (labor and industrial capacity) allowing them to grow without 
causing their central banks to raise interest rates.  

Stronger growth globally is leading to accelerating earnings growth in the Eurozone, emerging markets and Japan. 
Additionally, the Bank of Japan has regained its credibility with its yield curve control by holding the 10-year government 
bond between 0 and 10 basis points and finally creating some inflation in an economy that has been stuck in a deflation 
cycle.     

Using our tactical heat map process,  we believe that current odds of the US market continuing to trend upwards are 
neutral, whereas we believe those odds for international markets are more bullish. We are especially impressed by the 
recent performance of international markets given the political risks in the Eurozone and the uncertainty regarding trade. 
Taking both our fundamental and tactical views into consideration, we are following our value and momentum disciplines 
and increasing allocations to international markets at the expense of the US in all of our asset allocation portfolios.  

TYING THE US ECONOMIC, INTEREST RATE AND POLITICAL CYCLES TOGETHER 

In the US, wages are firming up and the Fed is raising short-term interest rates with more to come, so this growth is more 
of a mixed blessing. The experts parsed the language from last week’s rate hike, and 10-year Treasury yields, which had 
returned to 2.6% in anticipation of the hike, backed off to 2.5%. But, be in no doubt, the primary trend for yields is now up. 
The consensus remains that another two and perhaps three 0.25-point hikes are likely this year, probably dependent on 
how much of his tax cut and spending promises President Trump is able to achieve. 

Not surprisingly, just as Presidents Obama and Bush did before him, Trump is anxious to complete as much of his 
legislative agenda as possible before the mid-term elections. While this is pragmatic, it goes counter to traditional 4-year 
election cycle theory which advocates making the tough spending choices in the first two years, in order to then spend to 
achieve maximum growth heading into the next presidential election. If the US economy is still growing in 2020, it will be 
the longest economic expansion in over 100 years. Equally, if the bull market in stocks continues without a down year, it 
too will break the previous record (1991–2000) by three years. While these scenarios are certainly not impossible, we 
think they make for a potentially challenging presidential election year for the incumbent in 2020. 

Important Disclosure Information: 

Past results are no guarantee of future results and no representation is made that a client will or is likely to achieve positive 
returns, avoid losses, or experience returns similar to those shown or experienced in the past. 

RiverFront’s Price Matters® discipline compares inflation-adjusted current prices relative to their long-term trend to help identify 
extremes in valuation.   

Technical analysis is based on the study of historical price movements and past trend patterns.  There are no assurances that 
movements or trends can or will be duplicated in the future. 

Strategies seeking higher returns generally have a greater allocation to equities.  These strategies also carry higher risks and are 
subject to a greater degree of market volatility. 

Investments in international and emerging markets securities include exposure to risks such as currency fluctuations, foreign taxes and 
regulations, and the potential for illiquid markets and political instability. 

In a rising interest rate environment, the value of fixed-income securities generally declines. 

RiverFront Investment Group, LLC, is an investment adviser registered with the Securities Exchange Commission under the 
Investment Advisers Act of 1940. The company manages a variety of portfolios utilizing stocks, bonds, and exchange-traded funds 
(ETFs). RiverFront also serves as sub-advisor to a series of mutual funds and ETFs. Opinions expressed are current as of the date 
shown and are subject to change.  They are not intended as investment recommendations.   

It is not possible to invest directly in an index. 
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