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U.S. equity markets rallied in the fourth quarter 
as the Tax Cuts and Jobs Act was signed into law 
and the growth of the U.S. economy continued. 
The S&P 500 Index® (S&P 500) returned 6.64% 
for the quarter¹. Large cap stocks, as represented 
by the S&P 500, outperformed small cap stocks, 
as measured by the Russell 2000 Index® (Russell 
2000), which gained 3.34% for the quarter¹. Large 
cap stocks maintained their leadership throughout 
most of 2017. The S&P 500 made 642 new closing 
highs in 2017 finishing the year at 2,673.61² for a 
total return of 21.83%¹ compared to the 14.65%¹ 
advance for the Russell 2000.

Many market participants doubted that the 
Republican-led Congress could pass a tax bill 
by the end of the year. The ease of which it was 
passed was welcomed by investors. Generally, the 
new tax code provides some relief for the majority 
of individual taxpayers, the changes in corporate 
tax rates could be a game-changer. The top U.S. 
corporate tax rate was lowered from 35% to a flat 
21% which has the potential to increase the global 
competitiveness of U.S. corporations. 

As we anticipate earnings results for the fourth 
quarter, estimates for S&P 500 operating earnings 
currently stand at $34.30 which would represent 
9.5% growth from the prior quarter and 22.9% 
earnings growth from the fourth quarter of last 
year³. A broader measure of corporate profits is 
released by the U.S. Bureau of Economic Analysis 
(BEA). Corporate profits across the U.S. economy 
for the third quarter rose 4.3% from the prior 
quarter and 5.4% from the third quarter a year 

Capital Market Summary
ago⁴. While profit growth for the broader economy 
is not as robust as the public equity markets, the 
trend is positive.   

Real gross domestic product (GDP) for the third 
quarter of 2017 came in at a 3.2% annualized 
growth rate⁵. This compares to the 2.8% rate of 
growth for the same quarter a year ago⁵. Stronger 
private domestic investment was able to offset 
weaker personal consumption expenditures. The 
employment picture remains bright as the U.S. 
economy added 228,000 new jobs in November 
while the unemployment rate was unchanged at 
4.1%⁶. While many economists believe the U.S. 
is approaching full employment, the rapid wage 
growth many investors fear remains elusive as 
average hourly earnings for all employees rose 
2.5%⁶. 

The Federal Open Market Committee (FOMC) 
of the Federal Reserve (Fed) held two meetings 
during the quarter. The FOMC at its December 
meeting decided to raise the target for the 
federal funds rate 0.25% to a range of 1.25% to 
1.50%⁷. The move was widely expected by the 
markets. Based on the forecasts of the FOMC, it 
is anticipated that the federal funds rate will stand 
at 2.125% at the end of 2018⁸. This would imply 
the Fed raises interest rates three times in 2018. 
Market expectations currently call for only two 
interest rate increases in the new year. 

The Fed may be able to be patient in raising 
interest rates. Inflation readings continue to be 
below the Fed’s target of 2%. The Consumer Price 
Index (CPI) in November rose 0.4%, the increase 
when you exclude food and energy (Core CPI) 

came in at 0.1%⁹. Over the past 12 months, the 
CPI has risen 2.2% while the Core CPI rose 1.7%⁹. 
The Fed’s preferred measure of inflation, personal 
consumption expenditures excluding food and 
energy (Core PCE), is rising at a slower rate relative 
to the Core CPI. Over the past 12 months, Core 
PCE has risen 1.5%10.

The anticipation of stronger economic growth 
resulting from the passage of the tax bill placed 
upward pressure on U.S. bond yields towards 
the end of the quarter. The yield on the 10-year 
Treasury Note spiked in mid-December and 
finished the year to yield 2.41%². Given we are 
in a rising interest rate environment, much has 
been said about the flattening of the yield curve. 
Some pundits believe this may be an indication 
of a slowdown in economic growth. Granted, the 
Fed has placed upward pressure on the short end 
of the yield curve, however quantitative easing 
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conducted by both the European Central Bank 
(ECB) and the Bank of Japan (BOJ) may be artificially 
depressing the long end. Currently, the 10-year 
German Bund yields 0.42% while the Japanese 10-
year Government Bond yields a mere 0.04%². With 
bond yields significantly higher, investors continue 
to flock towards the U.S. credit markets. The 
Bloomberg Barclays U.S. Aggregate Bond Index® 
gained 0.39% for the quarter and rose 3.54% for 
2017¹. 

Turning to international equity markets, the MCSI 
EAFE Index® gained 4.23% for the quarter and 
25.03% for the year¹. Developed international 
economies benefited from accelerating economic 
growth and accommodative monetary policy, 
particularly from the ECB and the BOJ. Emerging 
market economies delivered an even stronger 
performance. The MSCI EM Index® advanced 
7.44% for the quarter and 37.28% in 2017¹. 
Emerging market outperformance was also driven 
by accelerating economic growth. However, a 
falling U.S. dollar and higher commodities prices 
also served as a tailwind for the asset class.

continued
11    Investment Company Institute, November 30, 2017

Capital Market Outlook

Generally, investors should be pleased with 
the returns that the equity markets earned in 
2017. However, given above-average valuations 
particularly in the U.S, investor expectations for 
returns in the upcoming year should be muted. 
Global equity markets benefited throughout 
the year from the synchronized expansion 
that commenced in the middle of 2016. Our 
expectations are for this to continue as initial 
readings on economic activity remain positive. 

The IHS Markit U.S. Manufacturing PMITM reading 
for December came in at 55.1, the highest reading 
since March of 2015. A reading above 50 indicates 
that the manufacturing sector is expanding. 
Particularly encouraging is the strength of the 
manufacturing sector across the globe. The J.P. 
Morgan Global Manufacturing PMITM posted a level 
of 54.5 for December, where expansion in output 
and new orders accelerated at the fastest pace 
since February of 2011.

While we are optimistic that the current economic 
expansion is intact, we would be remiss not to 
address potential risks facing investors. The Fed 
has begun to unwind its balance sheet while the 
ECB has recently reduced their level of balance 
sheet expansion. We must be vigilant in monitoring 
the unintended consequences that may occur as 
the actions taken by central banks have been 
unprecedented. Additionally, the U.S. faces mid-
term elections in 2018 and, historically, mid-term 
elections have been a root of increased equity 
market volatility. 

While valuations for U.S. equity markets are above 
long-term averages, we do not see the level of 
euphoria often seen at market peaks. Investors 
continue to favor bonds and global equities 
relative to U.S. equities according to funds flow 
data. Despite double-digit returns for the broad 
U.S. equity markets, investors pulled a net of $41.7 
billion out of U.S. domestic equity funds and ETF’s 
through the first 11 months of last year11. It is for 
these reasons and other unforeseen risks why we 
continue to believe that broad diversification across 
asset classes and geographic regions is typically the  
prudent approach for our clients.

Economic Perspectives

Economic Growth & Profits

• Real gross domestic product (GDP) for the third 
quarter of 2017 came in at a 3.2% annualized 
growth rate⁵. This compares to the 2.8% rate 
of growth for the same quarter a year ago⁵. 
Stronger private domestic investment was 
able to offset weaker personal consumption 
expenditures.  

• Estimates for S&P 500 operating earnings 
currently stand at $34.30, which would 
represent 9.5% growth from the prior quarter 
and 22.9% earnings growth from the fourth 
quarter of last year³. 

• A broader measure of corporate profits is 
released by the U.S. Bureau of Economic 
Analysis (BEA). Corporate profits across the 
U.S. economy for the third quarter rose 4.3% 
from the prior quarter and 5.4% from the third 
quarter a year ago⁴.  

Interest Rates

• The Federal Open Market Committee (FOMC) 
of the Federal Reserve (Fed) held two meetings 
during the quarter. The FOMC at its December 
meeting decided to raise the target for the 
federal funds rate 0.25% to a range of 1.25% to 
1.50%⁷. The move was widely expected by the 
markets.  
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Risks

• Given above-average equity valuations 
particularly in the U.S, investor expectations for 
returns in the upcoming year should be muted.

• With the Fed beginning the process of 
unwinding its balance sheet and the European 
Central Bank recently reducing their level of 
balance sheet expansion, we must be vigilant 
in monitoring the unintended consequences 
resulting from such unprecedented actions 
from central banks.

• The U.S. faces mid-term elections in 2018 and, 
historically, mid-term elections have been a root 
of increased equity market volatility. 
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Index Returns Table Included on the Following Page

• Based on the forecasts of the FOMC, it is 
anticipated that the federal funds rate will stand 
at 2.125% at the end of 2018⁸. This would imply 
the Fed raises interest rates three times in 2018. 
Market expectations currently call for only two 
interest rate increases in the new year. 

Employment

• The employment picture remains bright as 
the U.S. economy added 228,000 new jobs in 
November while the unemployment rate was 
unchanged at 4.1%⁶. 

• While many economists believe the U.S. is 
approaching full employment, the rapid wage 
growth many investors fear remains elusive as 
average hourly earnings for all employees rose 
2.5%⁶.

Inflation

• The Fed may be able to be patient in raising 
interest rates. Inflation readings continue to be 
below the Fed’s target of 2%.    

• The Consumer Price Index (CPI) in November 
rose 0.4%, the increase when you exclude food 
and energy (Core CPI) came in at 0.1%⁹. Over 
the past 12 months, the CPI has risen 2.2% 
while the Core CPI rose 1.7%⁹. 

• The Fed’s preferred measure of inflation, 
personal consumption expenditures excluding 
food and energy (Core PCE), is rising at a slower 
rate relative to the Core CPI. Over the past 12 
months, Core PCE has risen 1.5%10.
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Index
Total Return (%) 

3 Mo 
(Mo-End) USD

Total Return (%) 1 Yr 
(Mo-End) USD

Total Return (%)
Annualized 3 Yr 
(Mo-End) USD

Total Return (%)
Annualized 5 Yr 
(Mo-End) USD

DJ Industrial Average TR USD 10.96 28.11 14.36 16.37

S&P 500 TR USD 6.64 21.83 11.41 15.79

S&P 400 Mid Cap TR USD 6.25 16.24 11.14 15.01

S&P 600 Small Cap TR USD 3.96 13.23 12.00 15.99

MSCI KLD 400 Social GR USD 6.17 21.61 10.84 15.89

MSCI EAFE NR USD 4.23 25.03 7.80 7.90

MSCI EM NR USD 7.44 37.28 9.10 4.35

Barclays U.S. Agg Bond TR USD 0.39 3.54 2.24 2.10

Barclays Global Agg Bond TR USD 1.08 7.39 2.02 0.79

S&P GSCI Spot 10.80 11.11 1.90 -7.31

S&P Target Risk Cons. TR USD 1.94 9.70 4.54 4.85

S&P Target Risk Mod. TR USD 2.48 11.78 5.37 6.19

S&P Target Risk Aggr. TR USD 4.56 20.06 8.66 10.78

Source:  Morningstar® as of December 31, 2017

Index Returns Table

The Dow Jones Industrial Average is a price-weighted average of 30 significant stocks traded on the New York Stock 
Exchange (NYSE) and the NASDAQ. The MSCI U.S. Broad Market Index is comprised of nearly 100% of the total market 
capitalization of U.S. stocks traded on the NYSE and the NASDAQ. The S&P 500 Index is a market capitalization free-
float adjusted index of the prices of 500 large capitalization common stocks traded in the United States. The S&P 
400 Mid Cap Index serves as a barometer for the U.S. mid-cap equities sector and includes stocks with total market 
capitalization that ranges from roughly $750 million to $3 billion. The S&P 600 Small Cap Index covers a broad 
range of U.S. small cap stocks and is weighted according to market capitalization covering about 3-4% of the total 
market for U.S. equities. The MSCI KLD 400 Social Index is a free float-adjusted market capitalization index designed 
to target U.S. companies that have positive environmental, social, and governance (ESG) characteristics. The MSCI 
EAFE Index is a market capitalization weighted index and is designed to measure the equity market performance of 
developed markets (Europe, Australasia, and Far East) excluding the U.S. and Canada. The MSCI EM NR USD Index 
is a free-float adjusted market capitalization index that is designed to measure the equity market performance in 
the global emerging markets. The Barclays Aggregate Bond Index is a market-capitalization weighted index that 
is considered to be representative of U.S. traded investment grade bonds. The Barclays Global Aggregate Bond 
Index includes government securities, mortgage-backed securities, asset-based securities and corporate securities 
to simulate the universe of bonds in the market. The S&P GSCI Spot is a composite index of commodity sector returns 
which represents a broadly diversified, unleveraged, long-only position in commodity futures. The S&P Target Risk 
series of indices comprise multi asset class indices that correspond to a particular risk tolerance with varying levels 
of exposure to equities and fixed income intended to represent stock and bond allocations across a risk spectrum. 
The market indices referenced are unmanaged.  You cannot invest directly in an index.
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Disclosure

Opinions and/or statements regarding market trends and 
estimates provided are subject to change without notice and are 
based upon current market conditions. Portions of the information 
and historical data provided in this document have been gathered 
from reliable sources and provided to Vicus Capital and is believed 
to be accurate and credible.  Vicus Capital makes no guarantee as 
to the complete accuracy of this information. 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 Vicus Capital), or any non-investment related 
content, made reference to directly or indirectly in this document 
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 document serves as the receipt of, 
or as a substitute for, personalized investment advice from Vicus 
Capital.  To the extent that a reader has any questions regarding 
the applicability of any specific issue discussed above to his/her 
individual situation, he/she is encouraged to consult with the 
professional advisor of his/her choosing.  Vicus Capital is neither 
a law firm nor a certified public accounting firm and no portion of 
the newsletter content should be construed as legal or accounting 
advice.  If you are a Vicus Capital client, please remember to 
contact Vicus Capital, 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. A copy of Vicus Capital’s 
current written disclosure statement discussing our advisory 
services and fees is available upon request. Various investments 
and securities are mentioned in this presentation.  The inclusion of 
these investments and securities in the presentation should NOT 
be considered a recommendation to purchase or sell any securities 
or investments mentioned.  Consult your investment professional 
on how the purchase or sale of securities and investments meets 
your investment objectives and risk tolerances.

Financial Planning and Investment Advisory Services offered 
through Vicus Capital, Inc., a federally Registered Investment 
Advisor.   


