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The “Fed Effect”

Despite all of the noise in the fiscal and geo-

political arena, investors are justified in keeping 

one eye trained on the Federal Reserve given the 

outsized effect monetary policy has had on 

market returns over the past 20 years. The Fed 

has met 157 times since 1997 and, if we remove 

market returns from the day before and the day 

of those Fed meetings, the S&P 500 would be 

approximately 50% lower than it is today on an 

absolute price basis. Using the same method to 

compare absolute returns, elimination of all dates 

surrounding Fed meetings leaves the S&P 500 

with a 20.84% return since 1997, against an 

actual return of 163.12% over the same time 

period. With the dramatic influence that 

monetary policy events have had on charting the 

course of financial markets in the past, it is 

reasonable to believe that future Fed actions will, 

likewise, drive market performance.

Market Dynamics Hint The Top May Be Near

While the stock market continues to reach new 

highs and first-quarter earnings are on track for 

their best numbers since late 2011, a few market 

signals indicate cause for concern. In January, 

“growth” overtook “value” as the best performing 

style factor and large cap companies began to 

outperform small caps again, each representing a 

shift toward the more defensive sectors of the 

market. In February, sector leadership rotated 

further with Healthcare (very defensive) taking the 

lead, and Energy (very cyclical) falling into last 

place for the year. Lastly, the 10-Year Treasury 

yield, a proxy for medium- to long-term growth 

expectations, having risen significantly following 

the election, has fallen from a high of 2.638% on 

3/23 to 2.295% today.  While these data points 

don’t necessarily guarantee that the market is 

nearing a peak, they do argue for caution. Peaks 

are historically very difficult to identify: oil, stock 

and bond markets are generally more 

synchronized at a trough in the cycle than they 

are in a peak.  However, there is no denying the 

arrival of these early indicators of change in the 

business cycle and the markets. 

S&P 500 Average Daily % change:

Day Prior: 0.19

FOMC Date: 0.33

All Other Periods: 0.01
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U.S. Still Not on the Ride Sharing Bandwagon

Monitoring Extended Risk-Off Outperformance

Uber may be the most valuable private 

company in the world, but the rapid growth of 

Uber and its rival Lyft has not necessarily 

translated into mass adoption of ride sharing in 

the United States just yet.  Surprisingly, only 

40% of Americans residing in major urban 

markets say they have ever used a mobile app 

to hail or share a ride.  When you expand the 

research to include the country as a whole, that 

number falls to just 30%.  At the same time, 

other countries have significantly higher rates 

of utilization, with China, Mexico and Russia 

leading the United States by a wide margin.  

So, while the auto industry is busily preparing 

for a future of driverless taxis, car ownership 

clearly remains an important tenet of American 

society today.

Risk-off outperformance refers to scenarios in 

which defensive investments outperform more 

cyclical investments. Examples of those defensive 

sectors include Consumer Staples, Healthcare, 

Utilities, Telecom and Real Estate. Some of the 

more cyclical sectors in the market include 

Energy, Financials, Materials, and Industrials. 

When the former perform better than the latter, 

investors are generally more worried about the 

risks present in the market and relatively less 

bullish on the trajectory of global growth. Thus, 

extended periods of risk-off outperformance can 

be a red flag for markets. Currently, we are in the 

fifth consecutive month of risk-off outperformance 

following a strong risk-on surge immediately after 

the election (this is measured by the relative 

performance between a risk-on portfolio basket 

against a risk-off portfolio basket). Historically, 

the frequency of a significant correction rises to 

100% after seven months of consecutive risk-off 

performance.

Consecutive Months 

of  Risk-Off

Historic Frequency 

of 15% Correction

2 16%

3 21%

4 33%

5 33%

6 67%

7 100%

We are in the 5th month of risk-off 

outperformance 
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Contact:  If you have any questions or comments, please do not hesitate to contact us at 703.992.6164.  For more information about Harbour

Capital Advisors, please visit our website at www.harbourcapitaladvisors.com.

Disclosure:  Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its 

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which 

HCA maintains clients.  HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered 

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.  For information pertaining to the 

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of 

HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request. 

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information 

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only 

and all users thereof should be guided accordingly.  Past performance may not be indicative of future results. Therefore, there can be no assurance 

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the 

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or 

profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different 

types of investments involve varying degrees of risk.  Historical performance results for investment indices and/or categories generally do not reflect 

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  The material contained herein is provided for informational purposes only 

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial 

instruments.  Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market 

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client 

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment 

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal, 

accounting, or tax advice.  The tax information contained herein is general in nature and is provided for informational purposes only.  HCA does not 

provide legal, tax, or accounting advice.  HCA cannot guarantee that such information is accurate, complete, or timely.  Laws of a particular state or 

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.  

Federal and state laws and regulations are complex and are subject to change.  Changes in such laws and regulations may have a material impact 

on pre– and/or after–tax investment results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be 

construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if HCA is engaged, or continues to be 

engaged, to provide investment advisory services, nor should it be construed as a current or past endorsement of HCA by any of its clients. Rankings 

published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser.

http://www.harbourcapitaladvisors.com/

