
Andrew Adams, CFA, CMT, Senior 
Research Associate, Equity Research, shares 
themes for 2018 as investors may find some 
disruption amid the continued bull market.

A REVIEW OF 2017
First and foremost, the secular bull 

market is clearly alive and well. The S&P 
500 has risen in 18 out of the last 20 
quarters, including nine straight since late 
2015. And while 2017 was a very good year 
in terms of total return in the U.S. stock 
market, the bigger story was the complete 
lack of downside, with some measures 
of volatility hitting their lowest levels in 
history. In early November, the S&P 500 
set a new record by going 371 consecutive 
calendar days without a 3% dip from a 
previous high, a streak that has reached 412 
days at the time of this writing on 12/21. 
What’s more, the index only had seven 
sessions where it gained or lost more than 
1% on a closing basis and never once did it 
gain or lose more than 2% (as of 12/21/17). 
The biggest driver of last year’s performance 
was growth in corporate earnings, 
supporting our view that we’ve entered an 
“earnings-driven” stage of the secular bull 
market rather than one chiefly dependent 
on low interest rates and stimulus from 
the Federal Reserve. At the same time, the 
U.S. and global economies showed clear 
improvement in 2017, making it difficult to 
bet against world equity markets. The good 
news is that these underlying trends remain 
largely in place as we head into 2018, 
though we do believe it may be tougher 
going forward to maintain the same pace 
of growth considering both earnings and 
economic data will now have higher bars to 
clear after the improvement shown last year.

TAX REFORM?
While we do expect earnings and the 

economy to maintain their strength into 
2018, the much-discussed tax reform bill 
continues to be a huge wild card with 
respect to how much better earnings and 
the economy can get. It’s likely that the 
current 2018 consensus analyst estimate 
for S&P 500 bottom up operating earnings 
per share of $145 does not fully reflect 
possible tax reform, because analysts have 
only recently learned what the specifics of 
the new tax laws will be. We could now see 

earnings estimates jump as analysts revise 
their models for the changes. However, 
it’s unclear how much anticipated tax 
reform has already been priced into the 
market, which increases the uncertainty 
of what the eventual impact will be on 
individual stock prices. The combination 
of uncertainty regarding the market’s 
reaction to a completed tax bill and the 
fact that it’s been a while since the major 
averages experienced much downside at 
all have us treading with some caution 
as we head into 2018. We don’t advise 
adopting a “set it and forget it” approach 
or throwing all caution to the wind, but 
neither do we see signs at this point that 
lead us to believe a significant correction 
or recession is imminent. We stand firm in 
our belief that this remains a secular bull 
market and any early year weakness would 
offer the first real buying opportunity since 
right before the 2016 U.S. presidential 
election.

GOING FORWARD
If we’re correct that U.S. stocks remain 

in a secular bull market and that the global 
economy is in a growth phase, what has 
worked up to this point should remain the 
focus for most investors. We still prefer 
the more cyclical areas of the market 
over the more defensive, and continue 
to warn against overexposure to interest 
rate-sensitive sectors. Technology was the 
clear market leader in 2017, and it’s tough 
to imagine a scenario where the secular 
bull market continues and technology 
companies don’t at least keep pace with 
the S&P 500, given their proven ability to 
grow earnings. Financials should stand 
to benefit, too, with an environment 
characterized by a growing economy, less 
regulation, and possibly higher interest 
rates. Sectors we favor include Industrials, 
Materials, Consumer Discretionary, 
and Energy, and we remain interested 
in Health Care – despite some possible 
volatility if Washington turns its gaze 
back to reforming the Affordable Care 
Act. Large companies outperformed small 
and mid-cap companies in 2017, but we 
think there’s a good chance we see smaller 
stocks do better in 2018 considering they 
should benefit from an environment of 

lower taxes and a growing economy. The 
weakening U.S. dollar also helped large, 
multinational companies in 2017, but if the 
dollar remains more stable or even rises 
in value, smaller, more domestic focused 
businesses could see the rewards. We also 
continue to recommend looking abroad, 
as we have truly seen a global economic 
recovery over the last couple of years that 
has helped boost world markets, not just 
U.S. stocks. Emerging economies continue 
to perform well on both an absolute basis 
and relative to the S&P 500, and we remain 
optimistic on them as long as the favorable 
trend endures.

OVERALL
To conclude, 2018 may have its work cut 

out for it to further the calm, consistent 
price appreciation of 2017’s stock market. 
We anticipate having to deal with more 
downside and disruptions along the way 
this year, and investors will likely have 
to contend with more tightening by the 
Federal Reserve, potential geopolitical 
black swans and the smaller margin 
for error inherent to high valuations. 
However, the secular bull market is not yet 
showing signs it’s in trouble, and the global 
economy appears to still be improving. 
The keys to market success in 2018 will be 
to stay flexible and not panic when we do 
eventually see some volatility. And, when in 
doubt, always remember it is a bull market, 
you know...

KEY TAKEAWAYS:
• In 2017, the biggest driver of U.S. 

equity performance was growth in 
corporate earnings, supporting our view 
that we’ve entered an “earnings-driven” 
stage of the secular bull market rather 
than one that’s chiefly dependent on 
low interest rates and stimulus from the 
Federal Reserve.

• We still prefer the more cyclical areas 
of the market over the more defensive, and 
continue to warn against overexposure to 
interest rate-sensitive sectors.

• We continue to recommend looking 
abroad, as we have truly seen a global 
economic recovery over the last couple of 
years that has helped boost world markets, 
not just U.S. stocks.

• We anticipate having to deal with more 
downside and disruptions along the way 
this year, and investors will likely have 
to contend with more tightening by the 
Federal Reserve, potential geopolitical black 
swans and the smaller margin for error 
inherent to high valuations.
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THE YIELD CURVE
In 2017, the 10-year Treasury had a 

range that oscillated between 2.05% and 
2.62%, the least annual volatility since the 
turn of the century.

With continued downward pressure 
on longer-term rates (due to low inflation 
expectations and high global demand) 
and upward pressure on short-term 
rates (via Fed rate hikes), it’s likely 
that the Treasury curve will continue 
to flatten in 2018. Unlike other, more 
normalized interest-rate environments, 
increases in short-term rates driven by 
Fed policy do not necessarily correspond 
to commensurate shifts in other parts of 
the yield curve, ultimately resulting in a 
flattened curve.

Case in point: since December 2015, 
the Fed raised the federal funds rate by 
1.25%, yet, over the same time period, no 
other maturity on the yield curve increased 
to that degree. For example, the one-year 
Treasury yield is up 103 basis points 
(1.03%) and the 30-year is actually down 
16 basis points (0.16%) as of 12/19/2017. 
At some point, continued flattening of the 
curve will incentivize investors to optimize 
yield and minimize market risk by shifting 
demand to shorter maturities. In time, this 
shift in demand could be the catalyst to 
push longer-term rates higher.

Fed policy remains a conditional 
factor. There will be four new appointees 
to the central bank in 2018, which could 
significantly change sentiment, majority 
votes, and corresponding Fed policy. In 
addition, several existing headwinds are 
likely to continue in 2018. Commodity 
prices alone will likely begin to push 
inflation higher, yet net worldwide 
inflation should remain below most policy 
targets. Global interest rate disparity 
will keep demand for U.S. bonds high, 
precluding Treasury rates from rising. 
The most significant factor will continue 
to be global central bank involvement. 
Although occasional dialogue suggests 
that global quantitative easing will 
decelerate, several central banks will 
continue to ease and most will maintain 
an accommodative policy regardless of 
active open market purchases.

ADMINISTRATION EFFECTS
The Trump administration will 

continue to hit roadblocks concerning 
policy changes that were expected to 
increase spending, decrease revenue, 
increase the budget deficit, heighten 
risks for inflation, and potentially push 
interest rates higher. Tax law changes 
could certainly impact how 2018 unfolds. 
The recent passage of the tax legislation 

During the last 30 years:
In 2017 I celebrated my 30th year as a licensed Financial 

Advisor and now a Raymond James Principal. Below are just a 
few of the economic headlines we all experienced:

1987: Licensed in August 1987. Three months later on 
October 19th we experienced “Black Monday” when 
the Dow Jones fell almost 25%, the biggest one day 
point and percentage drop since 1929.

1989 -90:  The demise of the bank deposit insurer FSLIC 
and recapitalization of the FDIC resulting from 
the 1980’s banking & S&L crisis; Devastating San 
Francisco Earthquake; Fall of the Berlin Wall;

 The bankruptcy of one of the largest brokerage 
firms, Drexel Burnham Lambert; Overnight news of 
Iraq invasion of oil rich Kuwait and the start of the 
1st Gulf War.

1994 - 95:  US Gov’t bailout of Mexico; Bankruptcy of 
Orange County California & prosecution of their 
County Treasurer

1996:  Beginning of the Greenspan “goldilocks” economy 
& his statement of markets “Irrational Exuberance”

1998- 00:  Asian financial crisis followed China’s currency 
devaluation and the Russian government default; 
Bankruptcy of hedge fund Long Term Capital 
Management which threatened to bring down the 
global financial system - followed by the bailout by 
the NY Fed and Wall Street banks; Impeachment 
of President Clinton; Internet/dot.com bubble 
followed by its implosion in March 2000; Global 
fears of Armageddon from the Y2K computer glitch

2001: US Presidential election requiring a recount of 
“hanging chads” & Supreme Court decision; 
Bankruptcies of Enron, WorldCom and Arthur 
Anderson just to name a few; September 11th terrorist 
attacks on the US Financial system in the NY World 
Trade Center & US Military HQ at the Pentagon; 
Beginning of the 2nd Gulf War in Iraq & Afghanistan

2004-05:  Beginning of speculative bubble and emergence 
of the hyper-inflated US housing market; multiple 
devastating hurricane’s including Frances, Ivan, 
Katrina & Rita

2007-08:  Speculative housing market bust and the worst 
financial panic since the Great Depression in 
the 1930’s, the collapse of Bear Stearns, Lehman 
bankruptcy, Fannie & Freddie conservatorship, 
AIG, Merrill, Citi, Wachovia Banking system 
bailouts with Gov’t assisted TARP funds.

2009-13:  The Bankruptcy of two major US automakers: 
GM & Chrysler; Highest unemployment in 60 
years, lowest labor participation on record;

 Global deflation & the beginning of Negative 
interest rates in Europe & Japan; New Dodd-Frank 
legislation; Passage of Gov’t mandated Healthcare;

 Rapid rise in US Gov’t debt doubling to ~ $20 
trillion by 2016

2015-16:  Fractures to European Union with eventual UK 
referendum to leave the EU - aka Brexit

2017: Election of President Trump; Major Tax reform; 
Threat of nuclear war with North Korea. 

“We didn’t start the fire, it was always burning  
since the World’s been turning” by Billy Joel

Looking forward to the next 30 years!!!!

has brought clarity on the impact to the 
municipal market. While the ability for 
municipalities to issue Public Activity 
Bonds remained, advanced refunding was 
eliminated. Advanced refunding over the 
past several years has represented over 
20% of the municipal new issue market. 
Losing this supply will likely create at least 
a temporary disruption resulting in lower 
municipal yields

PORTFOLIO CONSTRUCTION
Our annual outlook is consistent with 

our annual mantra: fixed income is very 
different than many other asset classes 
and should be thought of in terms of 
“years” not “moments.” Due to the fact 
that most fixed income investors wish to 
preserve wealth, the temptation to predict 
can throw prudent fixed income strategy 
into disarray. As a result, fixed income 
outlooks become a bit of a conundrum. 
Yet one fixed income concept largely 
holds true: bonds, when purchased 
and held to maturity, should provide a 
predictable income stream and the return 
of face value at maturity, regardless of 
interest rate movements.

For 2018, we reiterate our call for 
strategic simplicity. The persistent low 
interest-rate environment will lend 
itself to a laddered approach, which 
mitigates interest rate risk as proceeds 
are reinvested at regular intervals. The 
challenge will lie in not becoming overly 
conservative or desperately reaching for 
yield. Bonds serve as a counterbalance 
to equity exposure – higher duration 
bonds are more negatively correlated to 
equities, and thus serve as a hedge against 
equity market pullbacks. At the same 
time, reaching for yield beyond reason, in 
credit or duration, is not recommended as 
rewards will likely not outweigh the risks.

Fixed Income Outlook: A Cloudy Horizon
Heading into the new year, the outlook for U.S. fixed income remains obscured by 

economic and political uncertainty. Among the forces at play will be tax legislation,  
Federal Reserve (Fed) personnel changes, the global economy, and central bank policy.



Our 2017 Adventures

Erin and her family at ChristmasOur team Dow 25k at the 5k Color Run

Office Christmas Party selfie

Tony and Stephanie skiing in Whitefish, Montana
Kathleen and Sam volunteering at the 

COPS & KIDS Christmas event with Rotary

Dave with a catch in Alaska



Someone is sitting in the shade today because someone planted a tree a long time ago. 
-Warren Buffett

Holidays for NYSE 2018
New Year’s Day January 1 

Martin Luther King, Jr. Day January 15 

Washington’s Birthday February 19 

Good Friday March 30 

Memorial Day May 28

Independence Day July 4 
(1pm closing July 3)

Labor Day September 3

Thanksgiving Day November 22
(1pm closing November 23)

Christmas Day December 25 
(1pm closing December 24)

Tax Year 2017-1099
Mailing Dates
Please note that if you have asked our office to send 
your 1099s to your CPA, they will be mailed after 
all of the 1099s are finalized to ensure you have 
the most accurate and up-to-date tax information 
possible. This prevents you from having to refile your 
taxes. If you would like our office to e-mail your 
CPA your 1099’s please e-mail Kathleen.Swanson@
RaymondJames.com with your CPA’s information as 
well as permission to send all tax-related documents.
January 31 – Raymond James mails Year-End Tax 

Packages for retirement accounts (Forms 1099-R 
and 5498), Form 1099-Q and Raymond James 
Bank 1099s.

February 15 – Raymond James begins mailing 
Original 1099 statements to account holders.

February 28 – Raymond James begins mailing 
amended 1099s and Original 1099s delayed due 
to specific holdings and/or income reallocation.

March 15 – Raymond James mails remaining 
original Composite Statement of 1099 Forms, 
Form 1042-S and Royalty Trust Tax packets.

March 31 – Raymond James mails Form 2439 
statements.

Verbal Policy: 
Why We Call You
Our office is committed to the safety and 
security of our clients’ personal information 
and accounts. Please note that instructions sent 
in e-mails or left in voicemails will always be 
confirmed verbally by a representative from our 
office. This process ensures that we’ve been able 
to accurately verify the instructions with you in 
a secure manner. Your privacy and security is of 
the utmost importance to our office.
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