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  December 2017: “Don’t Stop ‘Til You Get Enough” 

 

        A Look Back – 4th Quarter 2017 

The iconic Michael Jackson song was released in 1979, and was the first track on the Off the Wall album.  It was also 

the first solo recording over which Jackson had creative control, and it went all the way to #1 on Billboard’s top 100 

charts.  It came up recently in a conversation with my eighth grade son regarding a 1980’s-themed dance he went to. 

As I prepped to write this piece, it seemed more than appropriate as a current theme in our markets.  As the graph 

below shows, it has been a relentless march upward in the S&P 500 since March of 2009, with nearly a 300% price 

increase and over a 350% total return!  It’s been a long wait for the next inflection point.  Indeed, fueled by strong 

corporate earnings, renewed economic growth, a focused Fed, and the promise of a forthcoming tax overhaul, 2017 

proved to be an amazingly steady and strong one in the equity markets.  With a positive return in December, we 

have now had 14 months in a row of plus performance in the S&P 500. Many joke that younger market participants 

and observers simply ask how much the market was up on any given day, rather than what it actually did.  As a not-

so-young market observer and participant, those kinds of antidotes give me pause, but with a glove on one hand and 

a dance in our steps, we remain cautiously optimistic and maintain a slight overweight to equities in our current 

models.   
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There is little question that the previously mentioned tax legislation was a bigger boon to current markets than 

anticipated.  The prevailing wisdom was that much of the perceived benefit was already priced into the markets in 

2017, and helped to explain continued positive returns in the 4th quarter.  With such a strong start to 2018, and many 

banks and corporations passing on additional bonuses and other incentives to employees, the effect of the new tax 

laws are still being felt.  In looking at the latest economic dashboard below, there are many hooks upon which to 

hang hats.  Volatility remains historically low in the markets.  Home prices continue to increase as inflation remains 

stubbornly muted.  Unemployment continues to hover around the 4% level and consumer sentiment, or how most of 

us feel about the economy and markets, is extremely high.  All of that is very good stuff….and we are of the mindset 

that you don’t stop ‘til you get enough. 
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The flip-side to that sentiment is that there is an underlying sense that the dance has to come to at least a pause at 

some point.  Throughout the entire year of 2017, the biggest pullback from any peak was 3%.  We have not seen 

anything approaching that level of market calmness since 1995.   Over the last 40 years or so, the average for intra-

year declines has been nearly 14%.  We do believe that historical market trends matter, and have written previously 

how outperformance turns into underperformance and vice versa overtime. The issue, as always, is trying to 

extrapolate long term trends into short ones.  It just doesn’t work.  The legendary comedian, Milton Berle once said, 

“The stock market is weird.  Every time one guy sells, another one buys, and they both think they’re smart.”  Indeed.  

We have experienced many instances where market trends extend further than consensus and expectations in either 

direction.  It is why we continue to stress the importance of real asset class diversification in client portfolios, and the 

long-term benefits of managing that diversification through consistent rebalancing. 

 



As frequent readers know, we like the Asset class return chart, or the investor’s version of the periodic table.  

Through the use of color, the chart comes alive like an MJ music video, and gives us a quick read on what has been 

working, and more importantly, shows how the different asset classes contribute and detract from performance at 

different times.  In 2017, it is quick to see how the equity classes dominated the year, both domestically and 

internationally.  Emerging markets led the way, followed by developed international equities.  Large and small cap 

domestic equities followed with 21.8% and 14.6% returns, respectively.  Although all were healthy numbers, and 

better than historical averages in each asset class by wide margins, the difference in just these four were pretty 

significant.  On a million dollar allocation, the difference between Emerging and Small Cap domestic stocks was 

roughly 23%, or nearly $230,000!  High Yield, Real Estate, and even Commodities, all contributed some positive 

numbers to client performance.  Surprising to some, Fixed Income as measured by the Barclays US Aggregate, was 

up 3.5% for the year.  Many were concerned about that asset class in a rising rate environment, but as we wrote at the 

end of 2016, that longer duration index had historically produced positive returns, even as the Fed was raising short 

term rates. 

 

 

 

A Look Ahead  

Ahh…now the fun part of looking ahead.  In our most recent big-picture asset allocation review, we maintained a 

slight overweight to equities versus fixed income.  Digging further, we did reduce domestic equity allocation, while 

increasing international.  Within the Fixed Income asset class, we made several adjustments, including reducing 

High Yield and Corporate exposure, while increasing the levels of Inflation Protected Securities, Floating Rate and 

Emerging Debt.  We do believe that domestic equities could continue to push higher, but also believe that it is likely 

that they face headwinds later in 2018 from stretched valuations and potential earnings compression.  As of January 

26th, the S&P 500 is up over 7% in a little over three weeks.  The index has exceeded earnings expectations for 34 

straight quarters, and is expected to again as 4th quarter earnings are revealed.  Many things need to continue to 

happen for that streak to continue, and we saw a major component materialize with the recent tax reform.  

Additionally, with over 50 companies already reporting 4th quarter earnings, the broad index is on track for a 12% 

year-over-year earnings increase.  The U.S. Citi Economic Surprise Index, a measure of economic data relative to 



expectations, is near record highs, and that usually leads to better-than-expected earnings.  Global Economic 

surprises are also positive, which bodes well for multi-national companies.  The recent ISM, or Institute for Supply 

Management’s Purchasing Managers Index, has been above 58 for five months in a row, which is traditionally 

expansionary. 

However, a recent economic report is worth watching.  The advance estimate for 4th quarter GDP was just released, 

and came in at +2.6%, below estimates of 3.4%, and below the third quarter number of +3.2%.  It should be noted that 

this is the first estimate, and is certainly open to later revisions, but a couple of points are worth discussing.  Below is 

a chart of contributors to Real GDP since 2007.  As illustrated by the blue shading, the personal consumption 

expenditures (PCE) made up the lion’s share of the recent estimate, contributing 2.58% of the 2.6% number.  

Government consumption and gross private domestic investment were .5% and .6% contributors, while net export of 

goods and services was -1.13%. 

 

                     

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

        There should be some level of concern over the portion of GDP derived from the PCE, with the current ratio of 

PCE-to-GDP currently standing at nearly 70%.  From a theoretical perspective, there is a level at which personal 

consumption, as a percentage of GDP, can’t go much higher.  You can consume only so much, right?  Historically, 

anyway, we are at the upper range.  What that means, of course, is that there needs to be increased levels of 

contributions from the other sources, preferably from net exports and private investment. There is hope that with the 

windfall from the new tax law, corporations will re-invest into their people and equipment to further fuel the 

economic expansion.  Again, we remain cautiously optimistic, comforted by our diversified asset allocation 

approach, but with an ever-increasing eye on the other shoe….and not the moon walking kind that Michael Jackson 

made famous.  Otherwise, we plan on at least partaking ‘til we get enough… 

 


