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2017 Review 
 
Since the low reached in March 2009, the S&P 500 has returned positive calendar year total returns every single 
year, with 2017’s return of 21.8% marking the 9th consecutive calendar year and the second longest bull market 
in U.S. history without a 20% decline.  Though not as impeccable as the S&P 500, Developed International equi-
ties, as measured by the MSCI ACWI ex U.S. Index, have posted positive calendar years in six out of the past 
nine years while Emerging Market equities, as measured by the MSCI Emerging Markets Index, have posted 
positive calendar years in five out of the past nine years, with 2017’s return of 27.8% and 37.8%, respectively, be-
ing the strongest since the U.S. bull market began in 2009.   
 
However, even though the S&P 500 has seemingly risen without any hiccups over the past nine years, the S&P 
500 has seen five declines greater than 12% and thirteen declines greater than 5%.  The events triggering these 
declines range from the S&P downgrading U.S. Treasury debt from AAA in 2011 to the collapse of oil from 
over $100/barrel to less than $40/barrel through 2014/2015.  This past calendar year was not without its own set 
of headlines spanning news coverage on North Korea firing test missiles over Japan to the Federal Reserve un-
winding its balance sheet built up through numerous rounds of quantitative easing to the multiple allegations of 
Russia’s involvement in the 2016 U.S. Presidential election.  Through all of this turmoil, equity markets, both 
domestic and foreign, exceeded expectations posting their largest gains in over four years for three main reasons: 
lack of inflation, accelerating global growth, and the reduction in corporate tax rates.     
 

Where has inflation been? 
Over the course of this bull market, inflation has not been a factor to consider for investors running at a below-
average pace of 1-2% and the past calendar year was no different, see Figure 1 below.  Throughout 2017, expec-
tations of inflation growth remained subdued therefore supporting higher equity and fixed income prices.  Inves-
tors showed they are willing to accept low yields and high prices as long as there is no anticipation that inflation 
will eat away at their returns.   
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Accelerating global growth 
Finishing 2017 with three consecutive quarters of GDP growth greater than 3%, the U.S. economy appears to be 
hitting its stride while significantly outpacing the last several years of underwhelming growth.  Outside the U.S., 
the world’s advanced economies are experiencing a revival of industrial manufacturing.  As shown in Figure 2 
below, the Global Manufacturing Purchasing Managers’ Index (PMI) rose to 54.5 in December from 54 the pre-
vious month, its highest reading since early 2011, with readings over 50 signaling expansion.   
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How low can they go? 
On December 22, 2017, President Trump signed the “Tax Cuts and Jobs Act” into law after it made its way 
through the House and the Senate by the narrowest of margins only a couple days earlier.  Though breaks to in-
dividuals vary widely and are only temporary under this law, corporations benefited significantly with the perma-
nent implementation of a single corporate tax rate of 21%, down from a maximum statutory rate of 35%, and the 
repeal of the corporate alternative minimum tax.  While this was signed into law in the last few weeks of 2017, 
the policy goals were known well in advance.  As it seemed apparent Trump’s tax plan would gain approval, this 
fueled equity markets with the expectations of increased corporate earnings, investment, and economic growth.  
 

2018 Outlook 
 
As we head into 2018, absolute bargains are tough to find.  When in an extended bull market and market cycle 
as we have been in over the past nine years, only relative value amongst asset classes persists.  Domestic equity 
valuations have reached near historical peaks while domestic fixed income markets are rich, with the U.S. 10-year 
Treasury yield still only 34 bps above its 2017 low of 2.06%.  Due to the inverse nature of interest rate move-
ments and bond prices, as interest rates move higher (lower) bond values decrease (increase).  However, with 
future expectations of inflation remaining benign, the reduction of domestic corporate tax rates spurring further 
economic activity, and the continued expansion of global growth, we feel that even though valuations appear to 
be stretched, there is still relative value in certain asset classes as well as additional alpha to be generated from 
alternative return streams. 
 
 



Uncharted Waters 
To cap off 2017, the Federal Reserve raised the Federal Funds Rate by 25 bps on December 13, increasing the 
overall rate to 1.50% while easing off future projections with a less aggressive dot-plot for 2018 and 2019 as indi-
cated in Figure 3 below.  Short-term interest rates are largely impacted by the decisions of the Federal Reserve 
while longer-dated treasuries tend to fluctuate more with market sentiment and future perceptions.   
 
Figure 3 

 
In September 2017, outlined in Figure 4 below, the U.S. Federal Reserve announced it would begin to roll off its 
roughly $4.5 trillion balance sheet, the largest monetary experiment the developed economy has ever seen.  As a 
result we feel the outlook for fixed income investors will be very challenging.  With the 2-year U.S. Treasury rate 
only 52 basis points less than the 10-year U.S. Treasury note, 1.88% and 2.40%, respectively, there is little value 
in extending the maturity of client portfolios because one is not being rewarded for taking on the increased inter-
est rate risk.  With yields near all-time lows, the reward for holding fixed income securities is very limited to the 
upside and poses more challenges than the yield they generate.  Therefore, we maintain our underweight to tra-
ditional fixed income securities in favor of alternative asset classes that can provide differentiated return profiles.  
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Who’s hotter?  Not the U.S. 
Prior to 2017, International and Emerging Market equities only outperformed the S&P 500 in one of the previ-
ous seven years (2012).  Heading into 2017, we maintained an overweight position to International and Emerging 
Market equities relative to domestic securities as we felt that the economic expansion occurring outside of the 
U.S. would continue to outpace the same expansion within.  During 2017, International equities as well as 
Emerging Market equities significantly outpaced the domestic equity markets.  As exhibited in Figure 5 below 
and given our assessment there will be further rotation out of richly-valued domestic securities and into more 
fairly-valued foreign markets, we maintain our overweight allocation to foreign equities while keeping our overall 
allocation to the asset class neutral as we look to take some gains off the table and focus on protecting portfolios 
to the downside. 
 
Figure 5 

 
 

Alternative Return Streams 
As noted earlier, while we still think there is potential for further upside in 2018, valuations are stretched, and we 
unfortunately don’t know when the rubber band will snap.  Therefore, as we position client portfolios for 2018, 
we maintain our overweight allocation to alternative investments that exhibit little to zero correlation to the 
broader equity and fixed income markets.  This alternative asset class not only provides significant income in a 
yield-starved environment but its performance is not determined by geopolitical risks, tightening global monetary 
policy, or an economic slowdown.  

 
Source: All facts, figures, returns, and prices were obtained via Morningstar, FactSet, JPMorgan, Goldman Sachs, and Bloomberg 
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