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It was a terrific first quarter for stock market investors. The S&P 5001 
rose 5.5%, the Dow2 was up 4.6%, and the NASDAQ3 was up a stellar 
9.8%. The rally was not limited to the U.S. The MSCI EAFE4, an index 
of developed international markets, was up 6.5% and emerging markets5 

really took off with a return of 11.1%. Even bonds (as measured by the 
Barclays Aggregate Bond Index6), which were expected to wilt in the face 
of rising interest rates, were positive for the quarter. Stocks are generally 
near all-time highs, volatility is close to all-time lows7, and the stock 
market is as steady as can be. What is going on?

Well, as we emphasize over and over again – it is all about earnings – 
not past earnings, so forget about trailing P/E’s - but expected earnings. 
Investors are increasingly expecting future earnings to grow at a faster 
rate than was expected before the November elections. Why?

First of all, tax reform. Investors are expecting meaningful corporate 
and personal tax reform. Personal tax reform should stimulate consumer 
spending, which is good for business. Corporate tax reform should result in 
higher earnings due to lower tax burdens and more money for corporations 
to invest in their business or pay out in dividends. One expectation is that 
tax relief will be granted to corporations that want to bring back overseas 
earnings to the U.S. This repatriation of U.S. dollars is likely to be taxed at 
a much lower rate than is currently. This repatriation of billions of dollars 
of earnings will be used to increase dividends to shareholders or to invest 
in the company’s business. Either way, repatriation is good for investors 
and should benefit corporate earnings. 
Second, the wet blanket of regulation is being lifted. Companies large and 
small have been weighed down by ever increasing regulation for years.  

The Federal Register (of regulations) has expanded by about 50% over 
the past two decades8. The increase in regulations has been oppressive, 
expensive, and ridiculous in some cases. We see it each and every day in 
our business. A restauranteur from New York City recently said that he 
spends more time on regulatory issues now than he does with his food and 
customers. He has had it, and has since closed one of his three restaurants. 
However, the regulatory climate has changed and business people are 
starting to feel like they have a chance again. They are hoping that the 
government will get out of their way and let free markets work like they 
are supposed to work. We’ll see, but business optimism is surging and that 
should result in meaningful increases in investment and hiring.

Finally, economic growth is taking hold and seems to be gaining 
momentum, not just in the U.S., but worldwide. It is about time! However, 
a shortage of qualified workers may create a speedbump. In a recent speech 
given by Fed Chairperson Janet Yellen, she remarked on the importance 
of education in fostering strong economic growth and positive labor 
market outcomes. Indeed, the labor market data substantiate the Chair’s 
suggestions. Among those Americans who did not complete high school, 
the unemployment rate is not only 3.3 times higher than the unemployment 
rate for those with college degrees, joblessness for the less educated has 
also lately been rising. By contrast, for those with a bachelor’s degree or 
higher, the unemployment rate has fallen steadily since mid-2009 and, at 
2.4%, is well below the overall unemployment rate (4.7%)9. It is clear that 
those with formal schooling find work in greater proportion than those 
without. Businesses can’t find qualified people to hire. Wages will start to 
rise, consumers will have more to spend, and a virtuous cycle will begin. 
Let’s hope the Fed is on the ball and can contain the inevitable inflation.

Many market observers predicted at the 
beginning of the year that the U.S. stock market 
would put up strong gains during the first half of 
the year and then fade or even give back some 
return in the second half of the year. We think 
those analysts are likely to be proven wrong.  
The worldwide, synchronized economic surge 
we are currently experiencing has legs. Interest 
rates, though rising, are coming off record lows.  
Inflation (though beginning to rise,) is still half 
of the 50 year average of 4.1%9. Consumer 

confidence is at very high levels, and as long as 
this populist optimism continues, and political 
leaders the world over deliver on promises, 
then we should see a rising market. However, if 
promises aren’t fulfilled, especially in the U.S., 
then investors will begin to doubt future earnings 
and stock markets may pull back.

We do not think U.S. stock markets are too 
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The Score Board
03/31/17 YTD (Change)

Dow Jones Industrial Average*     
S&P 500*
NASDAQ Composite*
MSCI EAFE (USD)*
Bloomberg Commodity Index
Barclays Aggregate Bond Index
10 Yr U.S. Treasury Bond Yield
30 Yr Fixed Mortgage Rate
Prime Rate
Crude Oil ($/barrel)
Gold ($/oz.)
U.S.$/Euro
Core Inflation (ex food/energy)
Inflation (with food/energy)

20663.22
2362.72
5911.74
1792.98

85.35
1892.51

2.40%
4.13%
4.00%
$50.60

$1247.30
$1.07

4.6%            
5.5%            
9.8%      
6.5%      

-2.5%
0.8%                  

-5 bps 
-8 bps  

+25 bps    
-5.8%
8.5%       
1.3%
2.2%
2.7%

* Without dividends     
** Unadjusted 12-mos. ended February 2017    
bps (1 Basis Point = 1/100%)    

UNCH (Unchanged)
Sources for Score Board and quoted statistics: 
WSJ, US Dept. of Labor, Federal Reserve

**
**

overvalued right now. Given current interest 
and inflation rates and the expected increase 
in corporate earnings, especially in the energy 
sector, we think market optimism is justified.  
We believe that if there is risk to the outlook, 
it is on the upside this year rather than on the 
downside. However, as always, we will keep a 
very close eye on our portfolios and work with 
what the markets give us!

Our focus is always to attempt to squeeze out 
every bit of performance that we can from our 
portfolios while keeping safety of principal first 
and foremost in mind. In almost all cases, we 
are entrusted with the accumulation of a client’s 
lifetime earnings. We take that responsibility 
very seriously. So we diversify your portfolios in 
an effort to reduce volatility and risk; we don’t 
swing for the fences; and we do everything we 
can to keep costs as low as possible. Costs can 
have a significant effect on portfolio returns and 
they come in many forms. Some we can control; 
and some we cannot. 
For example, each mutual fund we use charges 
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On January 1, 2017, BFS Wealth Management welcomed Pacwest Financial Management of Phoenix, AZ into our Benefit Financial Services 
family. Grace Lau is the founder and president of Pacwest and has built up a great business with an outstanding reputation in the Arizona market.  
After a transition period, Pacwest will operate under the BFS Wealth Management name. The acquisition is complete and we are excited about 
working with Grace and her team to share the best practices of both firms for the benefit of our clients. With Grace’s team, we now have added 
two more Chartered Financial Analysts® (CFA®) and a Certified Financial Planner™ (CFP®) to our team. If you want to know more about this 
business combination, Talk With Us!

an “expense ratio” in order to cover their cost 
of doing business and to earn a reasonable 
profit. The weighted average expense ratios 
in the average investor’s portfolio, according 
to Morningstar is about 1.20% per year. The 
weighted average in our portfolios is about .60% 
per year10. By just paying attention to this, we are 
saving clients an amount equal to about half of 
our annual management fee.
Another way we can save our clients’ money is to 
partner with a custodian that cares about fees as 
much as we do. Charles Schwab is the custodian 

1. The S&P 500 is designed to be a leading indicator of US equities and is commonly used as a proxy for the U.S. stock market. Price return quoted.
2. The Dow Jones Industrial Average is a price-weighted average of 30 significant stocks in the U.S. stock market and is often quoted in the news.  

Price return quoted.
3. The NASDAQ Composite is a stock market index that is heavily weighted towards information technology companies. Price return quoted.
4. The MSCI EAFE index is a measure of the equity performance of developed markets, excluding the U.S. and Canada. Price return quoted.
5. The MSCI Emerging Markets index consists of 23 emerging markets country indexes. Price return quoted.
6. The Barclays Aggregate Bond index is a broad-based index used as a proxy for the U.S. bond market.  
7. Measured using the Chicago Board Options Exchange (CBOE) Volatility index. 
8. Source: https://www.archives.gov/federal-register/cfr/about.html.
9. Source: Bureau of Labor Statistics, February 2017.   
10. Source: Morningstar Direct, January 2017. The portfolio expense is calculated by multiplying the prospectus expense ratio of each fund by the 

corresponding portfolio weights. Portfolio weights represented by a Moderately Aggressive investment objective (70% equities/30% bonds).
11. The $4.95 standard trade commission is available for online equities and exchange-traded funds. The rate for households with under $1 million with 

Charles Schwab and not using e-delivery will be $12.95.

BFS Wealth Management is a Registered Investment Advisor.

Please remember that past performance may not be indicative of future results. Indices are not available for direct investment. Any investor who attempts to mimic 
the performance of an index would incur fees and expenses which would reduce returns. Investments involve varying degrees of risk, and there can be no assurance 
that the future performance of any specific investment, investment strategy, or product (including investments and/or strategies recommended or undertaken by BFS 
Wealth Management), or any non-investment related content, referenced directly or indirectly herein will be profitable, equal to any corresponding indicated historical 
performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or 
applicable laws, the content may no longer be reflective of current opinions or positions and is subject to change at any time without notice. Content provided herein is 
for informational purposes only and should not be used or construed as investment advice or a recommendation regarding the purchase or sale of any security outside 
a managed account. Moreover, you should not assume that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, 
personalized investment advice from BFS Wealth Management. To the extent that a reader has any questions regarding the applicability of any specific issue discussed 
above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. Please contact BFS Wealth Management at 714-
282-1566 to find out if the investment advisor is qualified to provide investment advisory services in the state where you reside. BFS Wealth Management is neither a 
law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of the BFS Wealth 
Management current written disclosure statement discussing our advisory services and fees is available for review upon request.

Some of the information given in this publication has been produced by unaffiliated third parties and, while it is deemed reliable, the Advisor does not guarantee its 
timeliness, sequence, accuracy, adequacy, or completeness and makes no warranties with respect to results to be obtained from its use.

we use for our clients. In March, Schwab 
turned the industry on its ear by lowering 
commissions on stock trades to $4.95 per trade! 
That is a reduction of more than 50%. To put 
that in perspective, if we buy $1000, or $5000, 
or $20,000 of a particular stock, the fee Schwab 
charges us is only $4.9511. That is one half of 
1% on a $1,000 trade. Thank you, Schwab!
When we buy or sell mutual funds, we may also 
incur a transaction fee. It ranges from $22 for 
small trades to approximately $48 for large ones. 
Therefore, if we buy $2500 of a mutual fund 
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(about the smallest amount we would buy) we 
will pay $22, or about nine tenths of one percent 
of the value of the trade. In order to control these 
expenses we have preset parameters for when we 
will trade and when we won’t in order to keep 
your trading costs to a minimum. Often we will 
override our trading software when it tells us to 
do a trade because we are outside of our trading 
bands, but we may feel that the trade is not worth 
doing given the cost. Your money is our money 
too, and we do pay attention!


