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It’s the 4th quarter and we have a comfortable lead.   

So far, the offense has provided a good lead, but that doesn’t 
mean we can substitute in our second-string.   We suspect 
there may be some hard fought downs to come.  Unusual 
ease in the 3rd quarter combined with weather elements 
could set us up for increased volatility.   We don’t anticipate, 
however, that we will lose any ground – moreover our lead 
should increase when all is said and done.  

US Economics 
Like any good season, performance is rooted in fundamentals.  The “blocking and tackling” when applied 
to economics are GDP growth and the employment landscape.   The final (third) estimate from the BEA 
(Bureau of Economic Analysis) has 2Q17 Real GDP revised up to 3.1% from 3.0%.   This economic 
momentum likely caused the Fed to revise their full year GDP growth estimate upwards to 2.2%-2.7% 
from 2.0%- 2.5%.  It has been our belief that the final full-year number will come in on the high end of 
the range, but economic disruptions caused by several hurricanes may have a short-term negative effect 
that is still unknown.  Generally, however, we have seen economic activity pick up though following 
severe weather due to the rebuilding process, but that is more likely to affect 2018 GDP growth rather 
than this year.  Further improvements can be found on the employment front, the September U-3 
(official) unemployment rate fell to a seasonally adjusted rate of 4.2% from 4.4% in June. Oddly enough, 
the Fed has revised the bottom of their range of expected unemployment rate up slightly to 4.2%-4.5% 
as of September, the previous June estimate was 4.1%-4.5%. In the same manner, the U-6 (broader 
definition including part-time) rate fell to 8.3% from 8.6% as of June.  These improvements, combined 
with the uptick in the labor force participation rate to 63.1% provide strong evidence that the labor 
market strength is broad based.   To sum it up, the game plan is performing well and we expect that to 
continue well into 2018.  
 
 
**Summary of Economic Projections to be released with the FOMC minutes September 20, 2017 
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US Equity Markets 
The US Stock markets have kept their head down and just keep moving the ball forward this year.  Based 
on good economic fundamentals and consistent play calling (earnings growth), equity markets seem to 
be unstoppable.  This type of environment where equities grind higher and avoid needing any flashy 
hail-Mary type plays allows investors to enjoy a market that has a low degree of volatility.  However, 
there have been a few “star” players that have generated stats worthy of highlighting, which are Large 
Cap Growth and Small Cap Growth.   According to JPMorgan research, Large Growth is up 20.7% YTD vs 
only 7.9% for Large Value, similarly Small Growth is up 16.8% vs only 5.7% for Small Value.   However, 
we still think that the 4th quarter will be generous to stocks based on our expectation of corporate tax 
reform and significant earnings “beats”.  President Trump announced his tax reform plan that included 
the sweet spot of a 20% corporate rate that we believe is politically acceptable and will move the 
needle. We look for a bill to be introduced in the 4Q but most likely will be passed in early 2018.  Other 
supporting factors remain intact such as mixed S&P valuation metrics and a forward P/E ratio that is still 
within 1 standard deviation of its 25 year mean.   All in all, we are looking for a strong finish for equities 
this year.  
 
 
US Fixed Income 
The Bond market is still pretty much status quo, with upward pressure from the Fed on the short end 
and downward pressure from global yields on the long end.  Every now and then some volatility will 
break through the line, but it is often short lived. Nonetheless, every bond asset class that we follow is 
positive for the year, and we don’t expect that to change.  Think of it like a goal-line stand, each side has 
similar amount of pressure so that neither side moves much at all. Even though the pressure to lift rates 
across the board seems inevitable, the resistance is strong.   
 
 
International Markets 
Global equities are having a great year, outpacing the US markets on the whole.   Particularly, China and 
other emerging markets have strongly outperformed vs the MCSI all country world index.  As has been 
the case for some time, international markets have lagged behind compared to the US recovery and still 
have more “catching up” to do.   However, policy frustrations and a lackluster embracement of strategy 
have made it tough for capital markets to reach their full potential.  We look for international 
components to continue their leadership into next year as well.  
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Real Estate 
With the improving growth in the U.S. economy paired with financing costs remaining historically low, 
we believe U.S. REITs are positioned attractively.   However, persisting concerns about interest rate 
hikes have kept returns more modest in our view.  This effectively has caused P/E multiples to contract, 
and with many other portfolio assets approaching more full valuations, we think that Real Estate can be 
a “break-out” player coming into the end of the year.  
 
 
Legislative 
The clock is ticking and so far Congress has yet to accomplish hardly anything aside from providing 
hurricane relief.   President Trump is “working around the edges” as best he can, providing some 
regulatory relief and leading Congress down a path that will force them to make some tough decisions 
that they have been putting off for a very long time.   Major healthcare reform looks very unlikely at this 
point and will likely just be trimmed and cleaned up using small steps.    More importantly though, tax 
reform has a lot of momentum behind it.   President Trump outlined his guidelines for tax rates which 
included a 20% corporate tax.  Even though he spoke many times about a 15% rate, our opinion was 
that a rate that low would be politically difficult.  However, we believe a 20% corporate rate is 
achievable and will really move the needle, in our opinion, both economically and in the markets.   The 
economic piece is linked, however, to the inclusion of a provision to allow for small business “pass 
through” entities to benefit from the 20% rate so long as the earnings are retained inside the company 
and not distributed to the owners.  That provision, which will have the greatest economic impact, will 
require much more maneuvering from Congress.  It is still our belief that a bill that has a high likelihood 
of passing will be introduced in the 4th quarter and will send markets higher even though it is not likely 
to be passed until the first half of 2018.  
 
 
Interest Rates & the Fed 
Thus far, we have been able to read the Fed’s play calling pretty accurately with having 2 rate hikes and 
starting to shrink their balance sheet.  There is still a chance that they will decide to raise again in 
December, but we don’t think this is likely.  Rather, as announced in June, they will begin to let portions 
of the bonds that they hold on their balance sheet “roll off” as they mature.  If our understanding of the 
Fed is correct, they will continue with their cautious attitude and delay any further rate hikes until they 
have evidence of how markets are reacting to the balance sheet reduction.   This pushes back our 
outlook for another rate hike to at least the second half of 2018.   Furthermore, inflation data is still 
coming in short of the Fed’s target and raising rates would not help that objective.  Lastly, as mentioned 
previously, the Fed is also very “conscious” about preventing the yield curve to become inverted.  
Recent movement in the bond market has worsened this problem and should provide even more reason 
for the Fed to hold rates steady.  
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Financial Planning Corner:  Investing Vs Paying off debt.  
 
Did you know that studies have shown that the use of debt increases with net worth?  That may sound 
counterintuitive to some.  We have found though, that the reason behind the increased deployment of 
debt by higher net worth families is due to the following two important factors:  
 
Keeping debt costs below 6%. 
We tell clients that the “magic” number when it comes to debt is 6%.  When you can borrow for less 
than 6%, it is likely more beneficial to use additional cash flow to invest rather than pay down the debt 
faster.   This is because when you invest in a diversified portfolio, you are likely to earn at least 6% on 
average over a market cycle.  Therefore if you are able to borrow for less than you earn, you are playing 
the same type of strategy as a bank.  Banks borrow money from their customers at low rates in the form 
of deposits, and earn money at higher rates by making loans, and they earn the “spread”.  By investing 
at higher rates that you are borrowing for, you can do the same thing.  The key here is to actually invest 
the excess cash flow that you would otherwise be using to pay down your debts rather than increasing 
spending.    Other factors to consider are using ways to push down your borrowing rates by having a 
good credit score or using collateral.  The lower the borrowing rate, the more of an increase in your net 
worth over time.  Additionally, if you have a type of loan that can be tax deductible, such as a mortgage 
or home-equity loan on your primary residence, then you would want to lower your borrowing costs in 
your analysis by using the after tax cost of the debt.     
 
On the other hand, if you cannot keep your borrowing costs below 6%, or if the interest rate rises above 
6%, you would want to consider paying down the debt more quickly.    Generally, debt with interest 
rates above 6% are not financial advantageous, but we do not consider a debt to be “toxic” until it 
reaches a rate of higher than 10%.   Be cautious, however, when using savings to pay down debt.  It 
generally is a bad idea to break into retirement accounts to pay off debts, even if in the “toxic’ category.  
Better yet, try refinancing those debts to a lower rate and adjust your budget to create a plan to pay off 
the highest interest rate debts first.  
 
 
Using debt as “leverage”.  
The other key characteristic of why High Net Worth families use debt is because it is often attached to 
an asset.  When debt is attached to an asset, it is termed as “leverage”.   The theory here is that instead 
of taking money out of investments to make a purchase, you can use low cost (see above) debt to 
acquire an asset while your portfolio stays intact.   Here, you are using “OPM – Other People’s Money” 
to own an asset that includes all the rights of ownership including the full right to use, and any possible 
appreciation.   
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