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3rd Quarter 2017 – Investment Commentary  
Kirsty Peev CFP ®, Portfolio Manager  
 

Market and Portfolio Performance: 
Summary: 

• Positive performance across the board for the quarter and YTD! We are pleased that the 
portfolio is doing so well in the current environment.  In fact the Dow just posted its first eight-quarter 
win streak in two decades, and all major U.S. indexes (Dow, S&P500 and Nasdaq) hit all-time 
highs—supported by a stronger-than-expected 3.1% GDP. 

• Future performance is always unknown.  No matter what the market is doing, it is always a good 
time to save, increase your net worth, and put your money to work for your future. We are cognizant 
of the concept of reversion to the mean. After a healthy stretch of bullish activity, and a recent 
quarter where all asset classes moved in the same direction, there is of course a chance that the 
next stretch of time may not be so uniformly positive. 

• Tax reform plan proposed: Notable elements of the plan include lowering the corporate tax rate 
to 20%; replacing the personal exemption with a larger standard deduction; reducing the number 
of tax brackets from seven to three; and eliminating most itemized deductions. A key element 
involves a lower rate for pass-through entities. Many details, negotiations, and adjustments 
(including a possible fourth bracket for high income earners), remain.  
 

• The Federal Reserve plans to reduce its balance sheet. In October, the Fed will slowly reduce 
the trillions of dollars in bonds it bought to stimulate economic growth after the 2008 financial crisis.  
This is seen as a sign that Fed policymakers have confidence in the strength of the economy as 
the employment picture brightens.   

 
U.S. Equities: 

• The U.S. economy expanded faster than previously estimated at a 3.1% annual rate in the 2nd 
quarter of 2017. This suggests markets are ‘appropriately valued’, and counters the idea that 
markets have been artificially inflated by easy money policies.  

• Equities finished the quarter with another month of strong performance. Markets continued 
to rise after an agreement was reached to increase the federal debt limit and fund the government 
through December 15th.  Equities also crossed the psychological barriers of 22,000 on the Dow 
and 2,500 on the S&P 500.   

• In September, small- and mid-caps outpaced large-cap stocks as the President revealed the 
framework for tax reform. Small and mid-caps were expected to do well this year because of the 
“Trump trade” and lower corporate tax expectations but until this tax plan announcement, large 
caps had been outperforming small-caps.  
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International Equities:  

• Emerging markets up over 28% YTD! International and emerging markets continued to out-
perform U.S. stocks due to robust corporate earnings growth, a weaker US dollar and higher 
commodity prices. 

• Unstable situation in North Korea remains a very real threat to global markets.  Despite the 
risks, reaction to their missile launches has been muted in markets.     

• Encouraging news for Greece – they will not be forced out of the Eurozone because they have 
made strides in implementing pledged reforms – Grexit is off the table, for now! 

 
Alternatives:  

• More of the same great performance due to a mix of REIT equity and bond exposure! Your 
income-focused real estate fund has outperformed the index for both the recent quarter and the 
year to date, all while taking on lower levels of risk! 

 
Bonds: 

• Fixed income has been boring…in a good way!  In fact the biggest risk in fixed income recently 
has been not being invested! Returns for the 3rd quarter and YTD are strong, especially given the 
historically low interest rate environment. Bonds pulled back slightly after the Fed announcement.  
Bond markets indicate an expectation that the balance sheet reduction will be managed carefully.    

• Emerging Market debt could continue to see outsized growth:  Our fund has exposure to 60+ 
countries and thanks to great growth rates, better demographics, and plenty of energy in these 
markets, none of the bonds have defaulted (failed to pay interest). The fund manager sees plenty 
of continued opportunity.  

• High Yield: Despite -$12.3 billion of fund outflows in 2017, high yield bonds have posted strong 
returns YTD and we anticipate it will continue to be a strong component of the portfolio. 
Fundamentals are strong and the supply/demand picture is favorable for investors.  

• A bumpy road ahead for Treasuries? Expectations in the U.S. of fiscal stimulus and infrastructure 
spending sent the 10-year Treasury yield soaring in early 2017 only to fall back over the course of 
the year. While we still believe bond yields will march higher over time, they may not reach pre-
financial crisis levels due to structural factors such as aging populations and high debt levels. 

• Inflation still a non-issue. Consumer prices in the U.S. rose for the first time in 3 months in July, 
but the increase was barely enough to measure. The Labor Department said the increase was 
0.1%, half what analysts expected. 

 
Expectations and Perceptions for the Future: 

Equities:  

• 3rd quarter earnings will provide support for or against a continued rally. The market’s strong 
performance in September, especially for small cap stocks, provides positive momentum heading 
into the reporting period; strong earnings results could sustain the rally through October. However, 
destruction caused by Hurricanes Harvey and Irma and resulting disruption could be a drag on 
growth.   
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• Not a Trump Bump? The Dow has surged since Election Day, reaching 22,000 for the first time. 
Early this year, analysts credited market strength to Trump's promises to deregulate businesses 
and cut taxes. Recent strength, however, has been linked to other factors, including great first 
quarter earnings, global growth, China stabilizing and a dovish Federal Reserve. Oil also rose 
above $50 per barrel.  Job growth remains ahead of the six-month average, all of the major world 
economies are growing and corporate earnings are improving.  

• The decline in the value of the dollar could mitigate softening domestic demand.  It effectively 
lowers the price of exports, aids tourism-related spending in the U.S., and benefits the earnings 
results of companies with foreign subsidies. 

• The Brexit transition period may last even longer than the 2 year period proposed by Prime 
Minister Theresa May. A slower transition could mean less disruption to our developed international 
exposure but we will see.   

• China’s A shares will not be included in major indices for now. To follow up on our note in the 
Q2 2017 commentary, the FTSE Russell Index completed its annual country classification review 
and said it would not incorporate China's A-shares into its benchmarks.  Access to China's A-shares 
market for foreign investors is improving but still isn't good enough to qualify for inclusion. 

Bonds: 

• Tax reform being discussed. Economists polled by Bloomberg believe Trump stands a good 
chance of getting Congress to pass tax cuts ahead of the 2018 midterm elections. If it occurs, the 
reduction in the top marginal tax rate to 35% is unlikely to have much impact on the municipal bond 
market as munis still hold mass appeal.  

• As the Fed moves from Quantitative Easing (QE) to Quantitative Tightening (QT), we are 
monitoring its effect. If the Fed unwinds (sells) their bond positions too fast, bond prices could 
sink, causing interest rates to spike higher, with possible negative effects on the market and 
economy. However, the Fed has a vested interest in a smooth transition that does not have 
unintended inflation effects, so we are cautiously optimistic.  

• International central banks are catching up to the US in the business cycle. The Bank of 
Canada raised its overnight rate target for the first time since 2010, due to similar growth and 
economic trends to the U.S. Some believe both U.S. and Canadian banks are premature in this 
move. The European Central Bank (ECB) also may begin to taper its financial stimulus. 
Mismanagement of tapering programs is something to be wary of. 

• The Fed could hike rates once more before the end of the year. They left the benchmark 
interest rate unchanged for now but left the door open for a raise, dependent on economic data. 

 

Please feel free to reach out with any questions about your investments in the current market environment. 
Have a wonderful Fall and holiday season! 
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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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