
 

 

 

 

MARKET COMMENTARY: 2017 Q3

 

The third quarter of this year was, by-and-large, 

a continuum of the market momentum and positive 

economic outlook that has been in place most of this 

year.  Broad-based indices, both domestic and 

international, have been on an upward trend.  In fact, at 

the time of this writing the Dow Jones Industrial Average 

(DJIA) was only 300 points shy of the 23,000 level.  Recall 

it wasn’t long ago when the DJIA hitting the 20,000 level 

was considered “speculative” by some.  As has happened 

in the past, our team has witnessed a positive correlation 

between domestic equity market highs and increased 

investor concerns around “where we go from here”.  The 

reality is that a year ago, domestic equity wasn’t too far 

off an all-time high but the backdrop was a rather low-

growth economic environment.  Back then, investor 

concerns were more focused on our economy’s growth 

(or lack thereof); today, investors seem to feel better 

about the economy but not as convinced about the story 

equity markets tell us about the economy.  In our view, 

despite risks that will always exist in the financial system, 

we believe there is reason to feel positive about both the 

economy and where markets are today.  

 As we wrote in our last commentary (and a trend 

that continued in the third quarter), international equity 

outpaced all asset classes that we recognize as part of a 

diversified asset allocation.  International Developed, as 

measured by the MSCI EAFE, was up 19.96% year-to-date 

(YTD) through 09/30/2017.  International Emerging, as 

measured by the MSCI Emerging Markets, was up 

26.67% YTD through 09/30/2017.  U.S. equity hasn’t 

been a slug either, with small-, mid- and large-cap all 

posting strong returns so far over the same period.  

Despite investor’s fears over increasing rates and bonds, 

even fixed income, as measured by the Barclays 

Aggregate Bond Index, is trending positive through the 

end of the third quarter. 

  

 

While we have cited index returns above, we 

pride ourselves in being a team that is predominantly 

active management (versus passive, or buying the index).  

In nearly every asset class, our weighted average 

allocation to active managers this year has outpaced the 

benchmark above.  This investment approach is 

something we have also actively (no pun intended) 

defended against a mainstream investment fad that has 

favored buying only low-cost indices in droves.  While we 

do own some index funds in the portfolio, we have found 

that a blended approach to active and passive investing 

(as opposed to one or the other) works best over full 

market cycles. To be more specific, index funds aid in 

reducing costs and increasing tax efficiency while active 

funds plays a key role in our portfolio risk management 

process, particularly later in the business cycle when we 

want security selection.   

 While U.S. markets are at essentially all-time 

highs, U.S. equity valuations, as measured by the S&P 

500, have only increased slightly since last quarter.  This 

is important since client’s often look at the absolute level 

of an index (“market highs”) without consideration for 

earnings.  As a point of reference, the forward P/E on the 

S&P 500 through last quarter is 17.7, whereas it was 17.5 

in the second quarter.  Valuations can be misleading and 

growth companies are more fully priced than value 



companies right now, which is perhaps logical based on 

the performance of the tech sector.  Indeed, when we 

remove the “FANG” (Facebook, Amazon, Netflix, Google) 

tech companies, valuations in the S&P 500 are more 

moderate.  U.S. corporations still hold some of the 

highest levels of cash (as a percent of current assets) 

witnessed in nearly 20 years, but that is against a 

backdrop of increasing corporate debt that is now 

approaching pre-recession levels.  Corporate profits 

continue to be on the rise but are also a decreasing share 

of GDP.  U.S. consumers, on the other hand, continue to 

have healthier balance sheets while consumer 

confidence declined slightly in September after 

improving marginally in August.    

The unemployment rate remains low at 4.4% 

and we have yet to see textbook wage inflation given 

historically low levels of unemployment.  It is interesting 

to note that while unemployment is below pre-recession 

levels, the employment-to-population ratio remains well 

below – implying the labor force participation ratio has 

dropped (likely due to aging demographics).  This ties 

into Fed policy, largely based on CORE PCE inflation 

metric, which is still well below their 2% target.  We 

should tend to see wage inflation increase under such 

tight labor conditions.  Speaking directly to inflation 

levels and unemployment in recent commentary, Janet 

Yellen, Chairwoman of the Federal Reserve, cited it 

would be imprudent to keep monetary policy on hold 

until inflation reaches 2.0%.  Why? Because Monetary 

Policy    impacts the economy and inflation with a 

substantial lag.  Hence, if the Federal Reserve is too slow 

to move rates, they risk a spike in inflation that will cause 

them to either hike too quickly, a policy maneuver 

referred to as “overshooting” by the Fed.  Given this 

dynamic, our baseline case is the Federal Reserve 

continues to move slowly and deliberately with raising 

interest rates.  Lastly, the most recent read of Q2 2017 

GDP came in at 3.1%, revised upward from the previous 

read of 3.0%.  

The dollar has continued to weaken this year 

and, from a macro approach, can be a bit complicated to 

understand.  Initially, higher rates in the U.S. can cause 

an increase in foreign demand for dollars (to buy U.S. 

capital assets) and lead to a strengthening dollar.  

However, as rates continue to rise, economic growth 

may then be stifled in the U.S. which can cause a 

decrease in demand for dollars.  More recently, a 

weakening dollar has tended to be the result of a flow of 

capital from U.S. dollar-denominated assets into foreign 

assets, as other areas of the world have been attracting 

capital.  In fact, Global manufacturing data for 

September (via the Purchasing Manager’s Index) was 

above 50.0 for all major developed and emerging 

economies, signaling improving strength in the global 

economy.   

 In our view, fiscal stimulus will be an important 

part of how our economy continues to grow and sustain 

GDP over 3.0%.  Likewise, fiscal policies could have 

large, positive impacts on corporate earnings and 

consumer spending (via tax cuts, or a “permanent” view 

to an increase in income). Healthcare reform has not 

been successful thus far and the Trump administration 

recently unveiled their plan to overhaul the tax code.  

Highlights include lowering the corporate tax rate from 

35% to 20% and having three brackets for individuals 

(12%, 25%, 35%), elimination of the Alternative 

Minimum Tax (AMT) and estate tax while doubling the 

standard deduction.  As we have seen in the past, the 

issue is how to pay for the tax cuts, which will increase 

our deficit unless we see higher growth and higher 

overall tax revenues streaming off a larger economic tax 

base.   

 With general optimism about markets and the 

economy, naturally comes concern over the next 

correction or pullback.  It is important as ever to remain 

focused on goals and objectives (disregard the “noise”) 

and to remember markets are cyclical.  Besides 

monitoring and rebalancing the portfolio, focusing on 

diversification and active management are key pillars to 

the portfolio management process.    We appreciate 

your continued trust and confidence in our team. 

Best regards, 

Jeff   



Disclosure: 

The opinions expressed are those of Jeffrey W. Miller as of the 

date stated on this commentary and are subject to change. There 

is no guarantee that any forecasts made will come to pass. This 

material does not constitute investment advice and is not 

intended as an endorsement of any specific investment or 

security. Please remember that all investments carry some level 

of risk, including the potential loss of principal invested. 

Indexes and/or benchmarks are unmanaged and cannot be 

invested in directly. Returns represent past performance, are not 

a guarantee of future performance and are not indicative of any 

specific investment. Diversification and strategic asset 

allocation do not assure profit or protect against loss. 

Investors should be aware of the risks of investments in foreign 

securities, particularly investments in securities of companies 

in developing nations. These include the risks of currency 

fluctuation, of political and economic instability and of less 

well-developed government supervision and regulation of 

business and industry practices, as well as differences in 

accounting standards.  

Indices are unmanaged and cannot be invested in directly. 

Returns represent past performance, are not a guarantee of 

future performance, and are not indicative of any specific 

investment or the success of any investment strategy. Index 

return information is provided by a third-party vendor and 

although deemed reliable, is not guaranteed by NMIS or 

described below, as noted, are the property of their respective 

owners. Due to real-time market movement and delayed timing 

resulting from delivery to you of the attached information, 

indices may be adjusted after the publication of this report. The 

returns of the indices in this report would be lower if they 

included the effect of sales charges and taxes. The trademarks, 

service marks, and copyrights related to the indices briefly 

described below, as noted, are the property of their respective 

owners.   

GDP: Gross Domestic Product (GDP) is the monetary value of 

all the finished goods and services produced within a 

country’s borders in a specific time period.  Though GDP is 

usually calculated on an annual basis, it can be calculated on a 

quarterly basis as well.  GDP includes all private and public 

consumption, government outlays, investments and exports 
minus imports that occur within a defined territory. Put 

simply, GDP is a broad measurement of a nation’s overall 

economy. 

 

S&P 500® Index: Capitalization-weighted index of 500 

stocks. The index is designed to measure performance of the 

broad domestic economy through changes in the aggregate 

market value of 500 stocks representing all major industries. 

The total return version of the index is used, which reflects the 

effects of dividend reinvestment. 

 

S&P 400 Index: The S&P Mid Cap 400 Index is the most 

widely used index for mid-size companies and covers 

approximately 7% of the U.S. equities market. 

 

S&P 600 Index: The S&P Small Cap 600 Index is a market-

value weighted index that consists of 600 small-cap U.S. 

stocks chosen for market size, liquidity and industry group 

representation. 

 

MSCI EAFE Developed Markets Index: The Morgan Stanley 

Capital International Europe, Australasia, and Far East (MSCI 

EAFE) Index is composed of all the publicly traded stocks in 

developed non-U.S. markets. The MSCI EAFE Index consists 
of the following 22 developed market country indices: 

Australia, Austria, Belgium, Denmark, Finland, France, 

Germany, Greece, Hong Kong, Ireland, Israel, Italy, Japan, the 

Netherlands, New Zealand, Norway, Portugal, Singapore, 

Spain, Sweden, Switzerland and the United Kingdom. 

 

MSCI Emerging Markets Index: The MSCI Emerging Markets 

Index is a free float-adjusted market capitalization index that 

is designed to measure equity market performance of 

emerging markets. The MSCI Emerging Markets Index 

consists of the following 21 emerging market country indices: 

Brazil, Chile, China, Colombia, Czech Republic, Egypt, 

Hungary, India, Indonesia, Korea, Malaysia, Mexico, 

Morocco, Peru, Philippines, Poland, Russia, South Africa, 

Taiwan, Thailand and Turkey. 

 

DJ US Select REIT Index: The Dow Jones U.S. Select REIT 
Index intends to measure the performance of publicly traded 

REITs and REIT-like securities. The index is a subset of the 

Dow Jones U.S. Select Real Estate Securities Index (RESI), 

which represents equity real estate investment trusts (REITs) 

and real estate operating companies (REOCs) traded in the 

U.S. The indices are designed to serve as proxies for direct 

real estate investment, in part by excluding companies whose 

performance may be driven by factors other than the value of 

real estate. 

 

Bloomberg Commodity Index: The Bloomberg Commodity 

Index (BCOM), formerly the Dow Jones-UBS Commodity 

Index, is a highly liquid, diversified and transparent 

benchmark for the global commodities market. It is calculated 

on an excess return basis and reflects commodity futures price 

movements. 

 
Barclays U.S. Aggregate Bond Index: The Barclays Capital 

U.S. Aggregate Bond Index (formerly the Lehman Brothers 

U.S. Aggregate Index) is an index of the U.S. investment-

grade fixed-rate bond market, including both government and 

corporate bonds. 

 

Barclays Municipal Bond:  Covers the USD-denominated 

long term tax exempt bond market.  The index has four 

main sectors: state and local general obligation bonds, 

revenue bonds, insured bonds, and prefunded bonds.  

 

Citigroup 3-month T-bill:  With income reinvested, 

representative of the three-month Treasury Bills 

 

Dow Jones Industrial Average:  Consists of 30 large-cap blue-

chip U.S. companies.  DJIA and DOW JONES INDUSTRIAL 

AVERAGE are registered trademarks of Dow Jones 

Trademark Holdings LLC (“Dow Jones”). 



 

Core Personal Consumption Expenditures Index:  The core 

personal consumption expenditure (Core PCE) measure is the 

component statistic for consumption in gross domestic product 

(GDP) collected by the United States Bureau of Economic 

Analysis (BEA).  This core metric excludes the more volatile 

food and energy data present in the general PCE index.   

 
       

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


