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Introduction:	2017	Defied	Expectations 
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                   -Barron’s, “A Bullish Call” December 17, 2007 
 
 
 
 
 
 

                           -Barron’s, “This Bull Market Has Legs” December 17, 2016   
 

       
 

       
 
 
 
 
                               -Barron’s, “The Bull Market’s Next Act” December 9, 2017 

      

The	adjoining	excerpts	come	from	past	Barron’s	
Annual	Outlook	cover	articles.		Every	December	the	
magazine	presents	a	consensus	opinion	from	10-12	
of	Wall	Street’s	most	trusted	strategists	on	what	the	
year	ahead	might	hold.		As	the	comments	from	the	
2007	and	2016	features	show,	Wall	Street’s	best	
and	brightest	don’t	have	a	crystal	ball	either.	
	
Coming	into	2017	many	forecasts	called	for	muted,	
mid-single	digit	stock	returns	citing	the	advanced	
age	of	the	current	bull	market	and	the	uncertainty	
that	accompanied	a	Trump	presidency.		In	
hindsight,	those	predictions	were	clearly	far	too	
conservative	as	stocks,	both	in	the	U.S.	and	globally,	
posted	huge	gains.	
	
The	strategists	polled	in	Barron’s	December	2017	
edition	played	it	“safe”	yet	again	and	predicted	the	
S&P	500	will	return	7%	in	2018	on	the	back	of	
corporate	profit	strength.			
	
While	we	nor	they	haven’t	any	clue	where	stocks	
will	finish	2018,	history	shows	that	betting	on	a	
positive	finish	has	been	a	favorable	wager	
regardless	of	what’s	happened	in	the	recent	past…	



Can	Markets	Continue	Their	Rise?	
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•  While	we	probably	shouldn’t	expect	2017-like	performance	in	the	coming	year,	history	also	says	we	should	
not	expect	stocks	to	fall.	

	
•  Regardless	of	what	occurred	in	the	prior	year,	stocks	have	been	more	likely	to	rise	in	any	given	year.	



Betting	On	The	Market	To	Fall?	Not	So	Fast…	
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•  And	even	if	stocks	do	fall	in	2018	(or	any	12-month	period	for	that	matter),	the	likelihood	of	bear	market	
conditions	showing	up	have	historically	been	fairly	remote	(see	chart).	

	
•  For	context,	since	October	31,	2008,	the	S&P	has	fallen	in	just	11	out	of	a	possible	100	rolling	12-month	
windows.		This	captures	most	of	the	financial	crisis	and	the	ensuing	rebound.		Of	those	11	one-year	periods	that	
finished	negative,	only	one	had	a	loss	of	greater	than	3%	(Feb.	28,	2015	to	Feb.	29,	2016	which	fell	-8.2%).	



Equity	Market	Update	
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•  Global	equity	markets	surged	higher	throughout	2017	as	signs	of	economic	recovery	were	abound,	corporate	
earnings	strengthened,	downside	political	risks	stayed	contained	and	market	volatility	essentially	disappeared.	

	
•  In	the	U.S.,	the	S&P	500	ended	the	year	strong	by	posting	a	near	7%	gain	in	the	fourth	quarter.		The	market	rallied	

on	the	reality	of	the	long-awaited	tax	reform	bill	with	permanent	tax	cuts	for	corporations	as	the	centerpiece	of	
the	legislation.		The	index	finished	2017	with	a	22%	gain	as	investors	cheered	GDP	growth,	continued	strong	
employment	data	and	no	surprises	out	of	the	Federal	Reserve.	

•  Developed	international	equities	also	turned	in	a	very	impressive	year	even	though	Q4	was	a	mixed	bag.		
Eurozone	markets	ended	2017	with	small	losses	in	the	fourth	quarter	while	the	UK	(+5%)	and	Japan	(+8.7%)	
showed	gains.		Broadly	speaking,	the	themes	currently	at	play	in	many	developed	foreign	economies	are:	
synchronized	corporate	recovery,	falling	unemployment,	accommodative	central	bank	policy	and	reassuring	
political	developments.	

•  The	story	in	emerging	markets	looks	very	similar	to	what’s	occurring	in	developed	regions.		EM	equities	roared	
higher	last	year	as	a	weakening	U.S.	dollar,	a	rebound	in	company	earnings,	positive	political	developments,	tech	
stock	strength	and	a	boost	in	some	industrial	commodities	contributed	to	a	7.5%	gain	for	the	MSCI	Emerging	
Markets	Index	in	Q4.				The	index	finished	2017	with	an	awesome	38%	gain.	



Equity	Market	Update	
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Equity	Market	Update	
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Major	Index	3-Year	Total	Return	Performance	 Major	Index	5-Year	Total	Return	Performance	

*As	of	12/31/2017;	Cumulative	



U.S.	Equity	Market	Performance	
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As	of	12/31/2017	



“The	Streak”	
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•  The	S&P	500	went	undefeated	on	a	total	return	basis	in	2017	as	all	12	months	finished	with	gains.		This	had	
not	happened	since	1958.	



US	Equity	Markets	
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•  The	S&P	500	is	now	up	295%	since	its	March	2009	bear	market	bottom	and	71%	from	the	pre-financial	crisis	
high	set	in	October	2007.	

JP	Morgan	



US	Equity	Performance	By	Sector	
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•  Technology	stocks	(growth)	were,	by	head-and-shoulders,	the	sector	winners	of	2017	with	a	near	40%	rise.		
The	market	was	fairly	broad	based	however	with	Consumer	Discretionary,	Materials,	Financials,	Industrials	and	
Health	Care	also	returning	more	than	20%.		Energy	and	Telecom	were	the	only	S&P	industries	to	turn	in	
negative	performance	for	the	full	year.	

			
•  Tech	and	Consumer	Discretionary	stocks	were	the	biggest	gainers	in	Q4	2017	with	each	rising	over	9%	for	the	
quarter.	

Goldman	Sachs	



Sector	Correlations:	A	Stock	Picker’s	Market	
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•  We	noted	throughout	the	year	that	2017	had	revealed	itself	to	be	a	“Stock	Picker’s”	market.		In	contrast	to	prior	
years	of	the	current	bull	run,	2017	featured	a	dramatic	fall	in	sector	correlations.		This	is	the	type	of	
environment	you	want	to	see	if	you	seek	out	active-management	strategies.		Portfolio	managers	that	run	
concentrated,	stock-specific	strategies	should	have	been	able	to	outperform	their	passive,	broad-based	
benchmarks.	

Bespoke	



Market	Cap	and	Style	Analysis	
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•  In	late	2016	(post-election),	we	saw	value	
stocks	dramatically	outperform	growth	stocks	
into	year-end.		Many	saw	this	as	a	harbinger	for	
what	might	occur	in	2017….and	they	were	
exactly	wrong.		Growth	dominated	value		
across	the	capitalization	spectrum	last	year	
until	a	slight	reversal	in	Q4.		

•  Large	Cap	stocks	outpaced	Small	and	Mid	Caps	
primarily	because	of	their	strength	in	Q1	2017.		
The	remainder	of	the	year	basically	resulted	in	
a	draw.	

Bespoke	



Market	Cap	&	Style	Analysis	
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•  Value	stocks	have	struggled	pretty	consistently	versus	growth	stocks	over	the	last	decade.		While	that	relationship	
may	not	change	in	2018,	certain	value-tilt	sectors	(like	Financials)	may	offer	attractive	opportunity	for	gains.		The	
S&P	500	Financial	sector	should	look	to	take	out	it’s	pre-financial	crisis	highs	at	some	point	this	year.	

Bespoke	



Low	Volatility?	No	Volatility	(#1)	
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•  Only	once	(1995)	in	the	last	37	years	has	the	market	offered	the	serene	conditions	we	saw	in	2017.		On	average,	
the	S&P	experiences	an	intra-year	drawdown	of	roughly	14%.		Clearly	last	year	was	an	outlier.	

JP	Morgan	



Low	Volatility?	No	Volatility	(#2)	
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•  It	wasn’t	just	a	lack	of	downside	volatility	either.		2017	featured	just	8	days	where	the	S&P	finished	higher	
or	lower	by	more	than	1%.		The	fewest	number	of	1%	days	since	1965.	

Bespoke	



Low	Volatility?	No	Volatility	(#3)	
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•  The	charts	below	all	tell	a	similar	story:		If	you	were	waiting	to	buy	equities	on	a	pullback,	even	a	tiny	one,	you	never	
got	the	opportunity	in	2017.		The	S&P	hasn’t	seen	a	3%	drop	since	just	before	the	2016	election.		We’re	now	at	the	
2nd	longest	span	ever	without	a	5%	fall	and	the	9th	longest	stretch	without	a	10%	correction.	

Bespoke	



						Pay	Attention	To	Valuations		
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•  While	much	of	the	current	evidence	supports	higher	stock	prices	in	2018,	it’s	important	to	take	note	of	valuations	(both	
forward	and	trailing)	being	historically	high.		Such	levels	have	not	typically	had	much	impact	on	short-term	market	
movements	but	high	valuations	can	be	a	contributing	factor	to	lower	future	returns	over	extended	timeframes.		

JP	Morgan	
Bespoke	



Correction	Update	
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•  While	high	valuations	are	unlikely	to	be	the	primary	cause	of	a	near-term	pullback,	if	one	started	today	(Jan.	9,	2018)	
the	chart	below	offers	some	important	levels	to	watch.		A	5%	fall	in	the	S&P	would	take	the	index	back	to	where	it	
was	in	early	December,	a	10%	drop	would	take	the	it	back	levels	last	visited	in	early	September	and	a	20%	drop	
(gasp!)	would	wipe	out	2017’s	gains	and	take	us	back	to	early	December	2016.		



International	Equities	
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As	of	12/31/2017	

Morningstar	



International	Equities	
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•  Foreign	stocks	as	a	group	(MSCI	World	Ex	US	Index)	look	primed	to	firmly	break	and	stay	above	levels	last	seen	in	
2014.		Such	a	confirmation	of	strength	would	offer	a	green	light	of	sorts	for	further	investment	in	the	space.	



Some	Catching	Up	To	Do	
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•  International	Stocks	have	dramatically	underperformed	the	S&P	since	the	March	2009	bottom.		As	economic	recoveries	
take	hold	in	regions	around	the	world,	there	will	be	opportunities	for	outperformance	in	foreign	equities.	

JP	Morgan	



Emerging	Markets	Break	Out	
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•  The	MSCI	Emerging	Markets	Index	continued	to	make	headway	in	terms	of	relative	performance	versus	U.S.	
stocks	in	2017.		After	7	years	of	underperformance,	EM	appears	to	have	bottomed	out	in	early	2016	relative	to	
U.S.	equities	(chart	below	–	EEM:SPY)	and	broke	above	the	relationship’s	30-month	moving	average	for	the	first	
time	since	2011.		Conditions	appear	favorable	for	EM	stocks	to	continue	to	post	attractive	performance	in	2018.	



Sentiment	/	Technicals	/	Seasonality	
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•  The	December	2017	AAII	(American	Association	of	Individual	Investors)	Asset	Allocation	Survey	contained	some	
revealing	sentiment	data.		The	survey,	which	can	be	a	useful	barometer	of	longer-term	investor	sentiment,	showed	that	
individual	investor	stock	allocations	had	jumped	to	their	highest	levels	since	the	peak	of	the	dotcom	bubble	in	early	2000.		
December’s	3%	jump	in	equity	allocation	was	also	the	largest	monthly	increase	since	2014.	

	
•  As	the	late	1990’s	portion	of	the	chart	shows,	equity	allocations	can,	and	have,	stayed	elevated	for	years	so	this	data	does	
note	imply	that	a	correction	is	near.		However,	if	the	market	does	start	to	head	lower	these	levels	could	exacerbate	the	fall	
as	more	and	more	investors	look	to	sell	stocks.		



Investors	More	Optimistic	
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•  AAII’s	weekly	sentiment	poll	is	confirming	is,	no	surprise,	confirming	its	investor	allocation	data.		The	poll	
just	recorded	its	highest	level	of	“Bullish”	investors	since	late	2010	while	“Bears”	have	dropped	to	levels	seen	
just	a	few	times	since	the	2009	bottom.	



Fund	Flow	Analysis	
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•  Contradicting	AAII’s	data	is	the	continued	flow	of	dollars	OUT	of	U.S.	equity	mutual	funds	and	ETFs.		As	shown	below,	the	
2000	and	2007	equity	peaks	were	joined	by	steady	fund	inflows.		That,	so	far,	has	been	absent	in	the	current	run-up	as	7	
of	the	last	10	quarters	have	featured	outflows	from	U.S.	equity	mutual	funds	and	ETFs.	



More	Room	To	Run?	
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•  A	long-term	monthly	view	of	the	S&P	500	shows	the	index	last	moving	back	above	its	20-month	moving	average	in	early	
2016.		Prior	such	occurrences	(seen:	2003	–	2008	and	2011	–	2015)	tended	to	feature	an	upward	bias	for	the	index	for	
the	next	4+	years…	



More	Room	To	Run?	
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•  And	even	when	the	long-awaited	correction	does	occur,	a	20%	fall	would	take	the	S&P	back	to	the	lower	end	of	its	long-
term	channel	while	not	disrupting	the	overall	trend.	



Strength	Begets	Strength	
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•  The	S&P	500	is	currently	in	the	midst	of	its	2nd	longest	streak	above	the	200-day	moving	average	in	the	last	60	
years.	



Month	By	Month	Asset	Class	Performance	

31 macroviewim.com 

•  The	beginning	of	the	year	tends	to	offer	a	favorable	backdrop	for	most	asset	classes.	

Bespoke	



Trump:	Year	2	
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•  Historically,	a	president’s	2nd	year	in	office	tends	to	be	accompanied	by	the	weakest	stock	market	return	of	their	
4-year	term.	



Fixed	Income	Update	
	

33 macroviewim.com 

•  Fixed	income	markets	provided	solid	returns	in	2017.	Municipals	outperformed	
treasuries	and	volatility	remained	relatively	muted	as	three	rate	hikes	by	the	Federal	
Reserve	were	telegraphed	well	in	advance	and	key	economic	indicators	remained	
subdued.	

	
•  The	US	Treasury	yield	curve	continued	to	flatten,	with	short	term	yields	climbing	
significantly	and	long	term	yields	moving	down	slightly.	As	an	example,	the	2-year	
treasury	rose	almost	0.7%	and	the	30-year	treasury	went	down	over	0.3%.	

	
•  The	Federal	Reserve	dot	plot	projects	3	rate	hikes	in	2018,	while	the	market	estimate	
based	on	futures	is	closer	to	2.	It	will	be	interesting	to	see	if	new	Fed	Chair	Jerome	
Powell	follows	a	measured,	data	dependent	approach	like	that	of	former	chair	Janet	
Yellen.		



10-Year	Makes	A	Round	Trip	
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•  The	10-year	treasury	finished	the	year	where	it	started,	right	around	a	yield	of	2.4%.		Geo-political	
tension	combined	with	Congressional	setbacks	help	yields	decline	for	the	first	part	of	2017.		The	
second	half	saw	tax-reform	steal	the	headlines.		The	pro-growth	tax	reform	along	with	the	Federal	
Reserve	tightening	monetary	policy	caused	rates	to	round-trip.	



The	Short-End	Rises	
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•  While	the	10-year	treasury	finished	the	year	where	it	started,	the	same	cannot	be	said	for	the	
rest	of	the	yield	curve.		With	the	Fed	raising	overnight	rates	3	times	in	2017,	the	short-end	of	the	
yield	curve	rose	dramatically.		The	chart	below	shows	how	much	each	year	of	the	yield	curve	
changed	throughout	2017.							



2017	Yield	Curve	Summary	
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•  The	chart	below	further	breaks	down	the	basis	point	change	at	each	year	of	the	yield	curve.		The	
short-end	of	the	curve	rose	dramatically	while	the	10	and	3-year	yield	actually	declined	in	2017.		
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Inverted	Yield	Curve	Coming?	
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•  Another	common	tool	we	use	to	measure	how	much	the	yield	curve	has	flattened	is	the	
difference	between	the	2-year	and	10-year	treasuries.		This	spread	is	the	lowest	since	the	2008	
financial	crisis.		Inverted	yield	curves	(where	2-year	yields	are	greater	than	10	year)	have	
historically	been	a	good	leading	indicator	of	a	recessionary	environment.			



Munis	Outperform	Treasuries	
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•  Another	way	to	show	municipal	yields	declining	at	a	faster	rate	than	treasuries	is	the	chart	
below	which	graphs	the	percent	ratio	between	10-year	municipal	yields	and	10-year	treasury	
yields.		A	declining	percentage	demonstrates	municipal	bond	outperformance.		This	ratio	was	a	
little	over	95%	at	the	start	of	2017	and	ended	the	year	at	83%.					



Munis	Outperform	Treasuries	
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•  This	chart	further	shows	municipal	bond	outperformance	over	treasuries	in	2017.			



Muni	Supply	&	Demand	
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•  While	10-year	treasury	yields	did	not	change	much	in	2017	from	start	to	finish,	10-year	muni	yields	were	
30	points	lower	than	where	they	started	the	year.		Demand	for	municipal	bond	funds	remained	high	
throughout	2017.		In	addition,	tax-reform	did	not	have	of	as	much	of	a	negative	effect	on	the	municipal	
market	as	originally	anticipated.		In	fact,	one	could	argue	tax-reform	may	help	the	municipal	market	as	a	
whole.		Between	the	elimination	of	tax-exempt	pre-refunding	bonds	reducing	supply	and	the	cap	on	state	
and	local	tax	exemption	increasing	the	need	for	tax-exempt	vehicles,	there	are	positives	on	both	the	
supply	and	demand	side	as	we	head	to	2018.		

	



Muni	Market	Inflows	
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•  Inflows	into	municipal	bond	mutual	funds	were	consistent	and	strong	throughout	2017.		45	of	
the	52	weeks	saw	inflows	with	a	net	inflow	of	over	$25	billion.	



How	Many	Rate	Hikes	In	2018?	
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•  The	Federal	Reserve	dot	plot	predicts	3	rate	hikes	in	2018	while	the	market	estimates	closer	to	
2.		This	will	be	something	to	follow	closely	as	the	yield	curve	continues	to	flatten.			



Benefits	of	Asset	Allocation	
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Benefits	of	Asset	Allocation	
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Benefits	of	Asset	Allocation	
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Disclaimer	
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The	material	in	this	document	is	prepared	for	our	clients	and	other	interested	parties	and	contains	the	opinions	of	MacroView	Investment	Management.	Nothing	in	
this	document	should	be	construed	or	relied	upon	as	tax,	legal	or	financial	advice.	All	investments	involve	risk	–	including	loss	of	principal.	An	investor	should	
consult	with	an	investment	professional	before	making	any	investment	decisions.	Information	and	opinions	are	current	as	of	the	date(s)	indicated	and	are	subject	
to	change	without	notice.	
		
This	document	includes	information	from	companies	not	affiliated	with	MacroView	(“third	party	content”),	including	but	not	limited	to	federal	and	various	state	&	
local	government	documents,	official	financial	reports,	academic	articles,	and	other	public	materials.	MacroView	reasonably	believes	the	third	party	content	is	
reliable	but	cannot	guarantee	its	accuracy	or	completeness.	However,	none	of	the	third	party	information	should	be	relied	upon	without	independent	verification.	
		
This	document	may	include	projections	or	other	forward-looking	statements,	which	are	based	on	MacroView’s	research,	analysis,	and	assumptions.	There	can	be	
no	assurances	that	such	projections	will	occur	and	the	actual	results	may	differ	materially.	Other	events	that	were	not	taken	into	account	in	formulating	such	
projections	may	occur	and	may	significantly	affect	the	returns	or	performance	of	any	account.	
		
Past	performance	is	not	indicative	of	future	results.	Performance	results	for	MacroView’s	investment	strategies	include	the	reinvestment	of	interest	and	any	other	
earnings,	but	they	may	not	reflect	the	impact	that	any	material	market	or	economic	factors	would	have	had	on	the	accounts	during	the	time	period.		Due	to	
differences	in	client	restrictions,	objectives,	cash	flows	and	other	such	factors,	individual	client	account	performance	may	differ	substantially	from	the	performance	
presented.	
	


