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4th Quarter 2017 – Investment Commentary  
Kirsty Peev CFP ®, Portfolio Manager  
 
Market and Portfolio Performance: 
 
Summary: 

• 2017 was a great year in the market! The year included multiple record highs, and ended with positive 
returns in stocks, bonds and all asset classes we use. As always, your investment plan is designed to 
weather all market climates, so enjoy the uptrend without being swayed by over exuberance or fear. 

• You also enjoyed significant cost savings. At Halpern Financial, we are always finding new ways to 
uncover “change in the couch cushions” for you. This year, we gained extensive access to Institutional 
share classes for our portfolios (previously we had access to some Institutional funds but not all), 
bringing our overall weighted expense ratio down to 0.12% to 0.42% (dependent on your portfolio 
allocation). Low costs are one of the most significant factors for investment performance. 

• A tax cut is now in play! We look at tax reform without political bias – purely analyzing the effect on 
broad markets, interest rates, the economy, your portfolio and your income.  The 1000+ page bill was 
passed right near year-end, so experts are still working to clarify details.       

o Corporate rates were cut from 35% to 21%.  This is favorable for continued corporate strength, 
so markets responded well.   

o A one-time tax break (reducing rate to 15.5%) on cash repatriated from foreign subsidiaries 
could also be good for corporations’ 2018 earnings.     

o On the market side, we are spending a great deal of time researching the ramifications and 
potential tax saving opportunities that we may be able to take advantage of.  

o The bill is the largest set of changes to tax regulation in over a decade. We encourage you to 
work with your CPA to determine its impact on you. The changes may affect your 
deductions, education saving, business income, estate planning, and tax filing for your unique 
situation.   

o We will certainly look for opportunities within your portfolio, and we encourage you to consider 
that a tax cut permits more pay to come to you. Why not use that additional cash flow to save 
for your goals? 

 
U.S. Equities: 
• Another great quarter for ALL equity asset classes!  Broad U.S. equity markets up around 6%-7% 

during December alone—a strong end to a strong year.   
• Have you seen the new highs?  New market highs don’t generate many headlines unless they happen 

to cross an arbitrary “round number.” So far this year, the DJIA has increased from around 20,000 to 
approximately 24,800, and the S&P 500 has increased from roughly 2,250 to 2,670.  Great news, or 
should we worry about a correction?  Depends who you ask!       

o Strong market fundamentals: These new highs are supported by strong corporate earnings, 
continued economic recovery, and more favorable corporate tax rates. Monetary policies are 
still favorable, and we’ve seen strong jobs reports, low unemployment rate, and high consumer 
confidence reports. All of this provides a sturdy foundation. 

o But can the uptrend continue? Although this market feels like it has only gone straight up for 
a long time, actual results don’t reflect that. A rolling 10-year return for the S&P 500 shows that 
including dividends, the average annualized return for the S&P 500 over the past 10 years has 
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been just 8.5%. Compare that to the long-term annual average returns of 10.7%. (These 
numbers include dividends.) Our current market is actually well within a normal range. 

o The bulls are ‘more right’ long term! Eventually the naysayers will be right and we will have 
a correction. (Even a broken clock is right twice a day.) But markets will recover as they always 
do! Most of us have an investment timescale far longer than a short-term uptrend or downturn.  
Focus on long-term numbers and your own goals to put things in perspective. Bottom line, the 
clock keeps ticking, so factors outside of your control should not determine when you save.      

 
International Equities:  
• International outperformed domestic stocks for the YTD. This is why we diversify! In fact, 

emerging markets delivered the strongest returns for the year among all equities.  The funds we favor 
are both up over 37% for the year-to-date, even beating the index. This is why diversification is so 
important—you cannot predict when tides will change for volatile sectors like emerging market stocks. 

• Brexit negotiations continued.  Many companies based in Europe depend on passport rights to sell 
products and services in the U.K.  In December, the U.K. and the E.U. announced a general agreement 
of terms, but much still needs to be agreed upon, including trade. However, the Bank of England 
implemented the first interest rate rise in a decade, which may signal increased confidence in the 
recovering economy, despite Brexit.      

 
Alternatives:  
• Strong returns here too! Home prices did continue to gain for the year and your fund reflected this.  

As a reminder, this fund delivers a very healthy yield (currently 4.06%) and the potential for capital 
appreciation.   

 
Bonds: 
• Interest rates raised 0.25% in December. This was the third increase for 2017.  All part of the Fed’s 

slow but steady normalization of monetary policy.  Despite the increases to the Fed funds rate, longer 
term rates were not as affected.   

• High yield requires high risk—so “our bond fund stays in its lane and is predictably boring’.  We got 
this quote from one of our bond fund managers, and we LIKE it this way! If you take on too much risk 
in fixed income, you can feel the pain just as you would in stocks.  Right now, the reward for taking on 
excessive bond risk is not enough to justify the potential downside.  Less than 5% of global fixed income 
securities that are investment grade have a current yield greater than 4% today.  Before the 2008 real 
estate crisis, 80% of investment-grade fixed-income securities worldwide had a current yield greater 
than 4% (IMF via MFS ‘By the Numbers’).   

 

Expectations and Perceptions for the Future: 
 
Equities:  
• Tax relief expected to be a boon for the U.S. economy.  Should help offset some of the potential 

pressure from less accommodative monetary policies.  Potential infrastructure spending may also help 
markets continue their trend.     

• Solid fundamentals should prevail over short-term volatility. Investors worried about high 
valuations may cause some volatility. But economic growth around the globe continues to be solid, the 
unemployment rate in the U.S. is low at 4.1%, and corporate earnings are healthy. This is what really 
contributes to stock market growth. Globally, monetary policy is becoming less accommodative – 
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however we believe markets and economies are strong enough to absorb this and the relative economic 
bodies are proceeding with caution.   

• A more long term focus in markets? Investors shook off the news in November of another North 
Korean missile launch and focused on tax reform, corporate earnings and Fed moves.  This may 
continue if investors can keep a long-term focus.  Risks to equity markets include investors becoming 
nervous of sustained gains and selling to lock in profits, Fed interest rate moves which have not been 
predicted (or priced into markets), any global unrest or significant event, or political unease during mid-
term elections.   

 
Bonds: 
• New Fed Chairman Jerome Powell is expected to continue rate hikes as planned by his predecessor 

Janet Yellen. The Fed has signaled it will increase rates 3 times next year, which would take the federal 
funds rate to 2.25%.  We will continue to watch the yield curve intently for any potential effect on your 
holdings.  

• Boring bonds. Our fixed income fund managers continue to reassure us they are not taking on excess 
risk, focusing on predictable yield and principal preservation.  We will continue to make use of bond 
investments that focus on this strategic path. This is critical as rates increase!  

• Municipal bonds continue to be very attractive.  Extremely low default risk, high quality, and healthy 
tax-adjusted yields.   

• Inflation expected to stay low. Remember that one of the Federal Reserve’s goals is managing 
inflation. Inflation is currently right around the Fed’s target of 2%.  We believe this persistently low 
inflation will prevent the Fed from raising rates too quickly – thus avoiding a rate-induced shock to 
equity or bond markets. As GDP grows, inflation is expected to kick into gear. 

 
Alternatives: 
• Tax changes not expected to impact your real estate fund. The limits on state and local tax, and 

mortgage interest deductions could hurt some individual investors in states with high taxes or property 
values– or for real estate investment vehicles which have a lot of exposure there.  However we do not 
anticipate this to permeate the real estate asset class as a whole.  

 
Commentary Disclosure 

Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees 
of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product 
(including the investments and/or investment strategies recommended or undertaken by Halpern Financial), or any non-investment 
related content, made reference to directly or indirectly in this Commentary will be profitable, equal any corresponding indicated 
historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  Due to various factors, 
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. 
Moreover, you should not assume that any discussion or information contained in this Commentary serves as the receipt of, or as a 
substitute for, personalized investment advice from Halpern Financial.  Please remember to contact Halpern Financial, in writing, if 
there are any changes in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising 
our previous recommendations and/or services.  Halpern Financial is neither a law firm nor a certified public accounting firm and no 
portion of the Commentary content should be construed as legal or accounting advice.  A copy of the Halpern Financial’s current 
written disclosure statement discussing our advisory services and fees continues to remain available upon request. 
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