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December 2017 
 

Stock(ing) Stuffers 

As of 2017 year-end, for the first time ever, the S&P 500 Index concluded a calendar year without a single 
month of negative returns. The S&P 500 rose 1.11% in December to finish the year with a total annual return 
of 21.83%. A resurgence in global economic growth, sustained accommodative monetary policy, positive 
earnings surprises, and tax legislation all contributed to strong domestic equity performance in 2017. 

Despite the success of U.S. equities, even better equity performance was found abroad. International 
developed and emerging markets equities increased 25.03% and 37.28% in 2017, respectively. Robust global 
equity performance was supported by synchronized 
global economic growth. For the first time since 
2007, the economies of all 45 countries tracked 
by the Organization for Economic Cooperation 
and Development are on pace for growth in 
2017. Emerging markets equities, 2017’s positive 
outlier, also benefited from improving 
fundamentals, a weaker dollar, and the 
continued maturation of its nations’ economies. 
By 2017 year-end, the constituent nations of the 
MSCI Emerging Markets Index comprised 35% of 
global GDP, versus only 5% when the index 
launched in 1987.  

Benchmark Indexes: Large Cap = S&P 500; Mid Cap = Russell Mid Cap; Small Cap = Russell 2000; International Developed = MSCI EAFE; 
Emerging Markets = MSCI EM. 
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Spread the Love 

U.S. high yield bonds outperformed other fixed income asset classes in 2017. The Bloomberg Barclays U.S. 
Corporate High Yield Index posted a 2017 annual return of 7.50%, yet only 0.47% of return was added in the 
fourth quarter. High yield spreads, that is, the difference in yield between a high yield bond and a U.S. 
Treasury of the same maturity, further constricted in December. The BofA Merrill Lynch U.S. High Yield 
Option-Adjusted Spread closed the month at 3.55%, down from its 4.22% reading a year ago. The lower 
spreads reduce the attractiveness of high yield bonds on a risk adjusted basis. Elsewhere in fixed income, the 
yield on the 10-year Treasury ended the year at 2.44%, slightly above its 2.42% value to begin 2017. Over 
the course of 2017, the yield on the 10-year fluctuated in a 0.57% range, its narrowest range of the past 
decade, according to FactSet data. 

U.S. crude oil prices, as measured by the West Texas Intermediate (WTI) index, rose in December to 
conclude the year at $60.42 a barrel, the index’s first reading above $60 a barrel since mid-2015. Following 
its 2017 low of $43.09 a barrel reached in June, WTI crude oil prices recovered at the tailwinds of extended 
OPEC production cuts and increased global demand. Meanwhile, MLPs rebounded in December, up 4.48% 
for the month, but not enough to overcome a negative 2017 return of -8.81%. Despite MLPs’ focus on oil 
transportation rather than production, the asset class was increasingly influenced by oil price volatility over 
the course of the year. 

 

 

 

 

 

 

Benchmark Indexes: Domestic Fixed Income - Barclays US Agg; Municipal Bonds - Barclays 4-6 Yr Muni; High Yield - Barclays US Corp. HY; 
Floating Rate – CSFB Leveraged Loan Index; Commodities - Bloomberg Commodity; MLPs - Alerian MLP Infrastructure. 
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Tax Time  

Following approval from both houses of Congress, President Trump signed an estimated $1.5 trillion tax 
overhaul into law on December 22nd. The “Tax Cuts and Jobs Act” marked a legislative win for Republicans, 
concluding months of discourse and revisions to the bill. The enacted tax legislation includes sweeping 
changes to American tax law, delivering tax cuts to both corporations and individuals. Under the new 
legislation, the corporate tax rate will be permanently reduced from 35% to 21%, likely improving company 
earnings and encouraging the repatriation of capital stored overseas. For individual tax payers, the 
legislation imposed temporary changes set to expire after 2025. The legislation maintains seven individual 
tax brackets, but modifies the brackets’ income bands and tax rates. Also pertaining to individuals, the law 
nearly doubles the standard deduction through 2025, increased to $12,000 for single filers (from $6,350) and 
$24,000 for married coupled filing jointly (from $12,700). Furthermore, the law expands the child tax credit, 
but eliminates the personal exemption of $4,050 for taxpayers, spouses, and dependents. Given the broad 
changes to the tax code, the legislation will impact each individual differently. Luckily, Americans have some 
time to assess the legislation’s effects, as changes are not enforced until the filing of 2018 tax year returns 
(due for most in April 2019).   

 
 

Ho Ho Hike 

On December 13, the Federal Open Market Committee (FOMC) announced the third hike to its benchmark 
federal funds target rate in 2017, raising the rate to a range of 1.25% to 1.50%, up from a 1.00% to 1.25% 
range previously. Through its quarterly economic forecast, the FOMC maintained its forecast of three 
additional federal funds rate increases in 2018. In addition to planned rate hikes, the U.S. Federal Reserve 
will continue making monetary policy less accommodative by reducing the amount of assets on its balance 
sheet. Undoubtedly, the U.S. Federal Reserve will continue to capture headlines in 2018, as it works to 

U.S. Corporate Tax Rate in a Global Context* 

 

*OECD stands for Organization for Economic Co-operation and Development (OECD). 
 Source: U.S. Congress, OECD, J.P. Morgan Asset Management. Central government taxes only. Data are as of December 20, 2017. 
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monitor the U.S. economy and the effects of new tax legislation. The FOMC will navigate most of 2018 with 
new leadership. Jerome Powell, a member of the Feb Board of Governors since 2012, is slated to replace 
Janet Yellen as Federal Reserve Chair in February 2018. For the time being, markets will remain attune to the 
effects of Federal Reserve tapering efforts. 

Across the Atlantic, the European Central Bank (ECB) met on December 14 and decided to maintain the 
status quo for its monetary policy. The ECB left interest rates unchanged while reemphasizing its 
commitment to purchasing €30 billion of assets per month through at least September 2018. ECB President 
Mario Draghi announced upward revisions to Eurozone economic growth forecasts, as the Eurozone 
continues to benefit from a “broad-based global expansion.”  

Conclusion 

Back in late 2016, the average Wall Street strategist predicted a 4.05% return for the S&P 500 Index in 2017, 
according to a study by the Bespoke Investment Group. Thus, in their forecasts, the average Wall Street 
analyst undershot the S&P 500’s actual 2017 return by 17.78%. No one can predict the future and there is 
no way to know exactly when an equity market, currently at above average valuations, may reverse course. 
With that in mind, Innovest continues to recommend a diversified, asset allocation focused investment 
approach. A new year will bring new Central Bank announcements, geopolitical events, and fears into the 
markets. These uncertainties are best met with a well-diversified portfolio into 2018 and beyond. As always, 
please do not hesitate to reach out with any questions regarding your portfolio.   
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