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High Debt Levels 

Global debt levels remain elevated. In the US, household balance sheets have improved in recent years, but both 
corporate and government debt have increased. The unfunded liabilities of Medicare, Social Security and public 
pension plans make it very unlikely that all of these obligations will be met. High debt levels put a limit on the rate at 
which the economy can grow (since debt cannot increase much more and spending is limited by incomes) and present 
additional risks to tightening monetary policy. Outside of the US, China’s total debt has increased by more than 100% 
of GDP since 2008, presenting one of the largest risks to the global economy.1 

Populism 

The global rise of populism has reached a level not seen since World War II. This political movement is fundamentally 
linked to a growing global wealth disparity causing anger towards the establishment. Nationalism, protectionism, 
decreased cooperation, and increased spending on military and infrastructure are all common features of populism. 
Brexit and elections in both the US and Europe have been strongly influenced by populist principles/candidates. This 
trend further widens the range of potential economic and market outcomes. 

Europe 

The political situation in Europe is very fragile. On March 29, 2017, the UK officially invoked Article 50 and served 
formal notice of their intention to leave the European Union. Given that Britain has an independent currency, the global 
impact of Britain leaving the EU is limited. However, the move has emboldened a number of nationalist parties across 
the continent. A departure from the monetary union would be much more destabilizing than Brexit due to the negative 
impact on the financial system and complexity of intra-Europe liabilities. Upcoming elections in France, Germany, and 
Italy bear watching. 

Tightening Monetary Policy 

In response to continuing strength in US labor markets, the Federal Reserve decided at their March meeting to raise the 
Fed Funds rate another 0.25% to a range of 0.75% –1.0%. This is the second rate hike in the past 4 months. Current 
pricing in the bond market reflects 1-2 more rate hikes this year, which is a bit less than the current Fed expectation of 2. 
We believe the Fed will continue to move cautiously as they have limited ability to reverse a downturn given low rates 
and high asset prices. European and Japanese central banks have maintained their quantitative easing programs, but 
may also begin reducing accommodation if inflation pressures continue to accelerate. 

Inflation 

U.S. inflation pressures are trending upward, with labor markets continuing to tighten during the first quarter. Headline 
unemployment remains near all-time lows while wages are now rising nearly 3% per year. The potential for fiscal stimulus 
from the Trump administration could put additional pressure on both labor markets and commodities. Meanwhile, the 
market’s discounting of inflation remains subdued, which presents an attractive opportunity to add to inflation hedges. 

 
1 Source: Bloomberg. 
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Bonds 

There is widespread concern about bonds in response to an expectation of rising interest rates. Bond pricing already 
reflects a rise in interest rates, so bonds are only hurt if rates rise faster than expected. As an example, the Barclays U.S. 
Aggregate Bond Index delivered a return of 0.8%, which is greater than its quarterly yield, during the first quarter despite 
the recent increase in the Fed Funds rate.2 There is also little recognition that rates rising more than expected would be 
damaging to most asset classes, not only bonds. Many investments that are favored in the current environment (public 
equity, private equity, real estate) are long duration portfolios of cash flows that would be negatively impacted with 
higher discount rates. 

Commodities 

After a strong 2016, commodities prices have generally been softer to start 2017. One notable exception is gold, which 
is among the best performing asset classes this year (with a return of over 8%).2 Gold has a unique portfolio role as a 
hedge against paper currency devaluation and political risk. Longer term, we continue to expect upward pressure on 
prices across most commodities as underinvestment resulting from the 2014-2016 price collapse leads to supply 
constraints. 

Emerging Markets 

Emerging market equities were one of the best performing asset classes during the first quarter (with returns above 11%), 
continuing a trend of outperformance versus developed market equities that began last year.2 Emerging market equities 
currently benefit from a number of dynamics – relatively attractive valuations, cheap currencies, and less reliance on 
foreign capital as many have gone through painful adjustments in recent years. 

Market Complacency 

Despite growing political risks, emerging inflation pressures, continued high debt levels, and the potential for tighter 
monetary policy, markets have remained surprisingly calm. During the quarter the S&P 500 experienced only two 
trading days with a daily move greater than 1%.2 Abundant global liquidity has emboldened investors to reach for yield 
without properly accounting for the incremental risk they are taking. We expect risk levels to increase over the course of 
the year to better reflect the high level of uncertainty in the current environment.

 
2 Source: Bloomberg. 
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IMPORTANT INFORMATION 

Past performance is not an indication of future results. 

Advanced Research Investment Solutions, LLC (“ARIS”) and Evoke Wealth, LLC (“Evoke Wealth”) (collectively referred 
to hereinafter as “Evoke Advisors”) are SEC-registered investment advisers that provide investment advisory services and 
investment consulting services to a select set of clients and pooled investment vehicles. None of Evoke Advisors’ services 
are intended to represent a complete investment program.  

This publication is for educational, illustrative and informational purposes only and does not represent investment advice 
or a recommendation of or as an offer or solicitation with respect to the purchase or sale of any particular security, 
strategy or investment product, or any Evoke Advisors investment product mentioned herein. Past performance is not 
indicative of future results.  

Different types of investments involve varying degrees of risk, including possible loss of the principal amount invested. 
Therefore, it should not be assumed that future performance of any specific investment or investment strategy (including 
the investments and/or investment strategies recommended and/or undertaken by Evoke Advisors), or any non-
investment related content, will be profitable, equal any corresponding indicated historical performance level(s), be 
suitable for a client’s portfolio or individual situation, or prove successful. Nothing contained herein is intended to predict 
the performance of any investment. There can be no assurance that actual outcomes will match the assumptions or that 
actual returns will match any expected returns.  

This publication does not constitute, and should not be construed to constitute, an offer to sell, or a solicitation of any 
offer to buy, interests in any Evoke Advisors-sponsored fund, which can only be made by means of an offering 
memorandum and other governing documents for the respective fund. 

This publication does not take into account your particular investment objectives, financial situation or needs, should not 
be construed as legal, tax, financial or other advice, and is not to be relied upon in making an investment or other 
decision. 

Certain information contained herein constitutes forward-looking statements (including projections, targets, 
hypotheticals, ratios, estimates, returns, performance, opinions, activity and other events contained or referenced 
herein), which can be identified by the use of terms such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” 
“estimate,” “intend,” “continue” or “believe” or other variations (or the negatives thereof) thereof. Due to various risks, 
assumptions, uncertainties and actual events, including those discussed herein and in the respective analyses, actual 
results, returns or performance may differ materially from those reflected or contemplated in such forward-looking 
statements. As a result, you should not rely on such forward-looking statements in making any investment decisions. 

Certain information contained herein has been obtained or derived from unaffiliated third-party sources and, while 
Evoke Advisors believes this information to be reliable, neither Evoke Advisors nor any of its affiliates make any 
representation or warranty, express or implied, as to the accuracy, timeliness, sequence, adequacy or completeness of 
the information.  

The information contained herein and the opinions expressed herein are those of Evoke Advisors as of the date of writing, 
are subject to change due to market conditions and without notice, and have not been approved or verified by the United 
States Securities and Exchange Commission (the “SEC”), the Financial Industry Regulatory Authority (“FINRA”), or by 
any state securities authority.  

This publication is not intended for redistribution or public use without Evoke Advisors’ express written consent. 

 


