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Unless you live in North Korea, you probably know that the 
stock market continued its’ historic rally and reached new 
highs during the fourth quarter of 2017.  U.S. equities posted 
a 6.3% return for the 4th quarter (Russell 3000), fueled by 
accelerating global growth, continued low interest rates, low 
inflation, and the tax reform bill that passed late in the quarter. 
Within the domestic markets, Growth outperformed Value and 
Large Caps outperformed Small Caps—by wide margins. After 
outperforming domestic equities for most of 2017, international 
equities advanced at a slower pace over the quarter with a 4.3% 
gain (MSCI EAFE).

Interest rates moved modestly higher, creating a slight headwind 
for bonds. The 10-year Treasury yield increased 7 basis points 
over the quarter and ended the year at 2.4%, which is basically 
where it started the year. Since bond prices and interest rates 
move in opposite directions, rising rates has been a concern of 
ours for some time now. Currently, the bond holdings in our 
models have an average weighted duration of approximately 5 
years. As a comparison, the 20+ Year Treasury Bond Index has 
a duration of 17.68 years. What that means is, should interest 
rates begin to rise rapidly, the bond positions in our portfolios 
should experience less price decline than longer term bonds. 
Although this strategy proved to be unnecessary in 2017, we 
continue to think it is a prudent position to take.

The U.S. economic expansion continued with unemployment 
hitting another cycle low of 4.1%. Third quarter GDP growth 
accelerated to 3.3%, which is the fastest pace in three years. 
Strong economic activity and tightening labor markets led the 
Federal Reserve to raise the fed funds rate again in December 
(As a refresher, the fed funds rate is the overnight rate that 
banks charge each other). The Fed also signaled the likelihood 
of three more rate hikes in 2018.

One of the most significant developments in the fourth quarter 
was the tax reform bill. Tax cuts are expected to put more money 
in the hands of consumers and corporations. Reducing the 
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corporate tax rate from 35% to 21% levels the playing field for 
U.S. corporations when competing in the global economy (see 
Chart below). Besides the obvious benefit of higher earnings 
for U.S. corporations, the tax cuts should serve as further fuel 
to the economy, as companies use a portion of this lagniappe 
for capital spending and increased wages for employees. By the 
way, this is one of the main ingredients for inflation.

In closing, I’d like to repeat a portion of my last quarter article: 
“…it’s been almost 2 years since there was a correction. Overdue? 
On average, yes. Inevitable? You bet. However, for the most part 
corrections don’t have a huge impact on the actions we take with 
client portfolios. They are typically rapid—which is what scares 
people—and short term. It’s not that we are cavalier about market 
sell-offs, it’s just that we’ve lived through enough of them to know 
that major, sustained declines hurt investors the most, and they take 
time to develop.”

Barry Smith 
Partner

Prior to the tax reform bill the U.S. corporate tax rate was one 
of the highest in the world as the Chart below shows:

Source: Forbes, OECD 
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Do you know your Risk Score
I have been talking to a lot of people about investment 
objectives recently.  It seems that the news of record market 
levels has many investors thinking about what they have been 
missing out on.  Investment risk and reward expectations are 
one of the keys to success in the market.  In our minds when 
we “nail” the correct investment objective, the investor is more 
likely to stay the course during varying markets.  And to do 
this, we believe there are times to de-risk the portfolio in order 
to minimize account value declines.  

I know this may not come as a surprise but many investors are 
more aggressive in up markets and become more conservative 
in downward trending markets or during a market correction.  
It is definitely more intuitive and driven by the emotions of fear 
and greed.    I’ve talked to fewer people that tell me they prefer 
to buy when the markets are rocky and trending down.

As you may have heard, there are risks associated with any 
type of investment and in order to have the opportunity for 
a good return, you need to assume some amount of risk and 
hopefully have a plan to manage some of the risk.  While we are 
talking about risk, let’s take a look at different types of risk that 
may need to be considered throughout your life.  Generally, 
investment strategies/objectives are chosen with longer-term 
horizons.

Types of Investment Risk
• Market risk - the risk of investments declining in value 

because of economic developments or other events that 
affect the entire market. 

• Liquidity risk - the risk of being unable to sell your 
investment at a fair price and get your money out when 
needed.

• Concentration risk - the risk of loss because a large 
portion of your investable assets are in one investment 
or type of investment.

• Credit risk - the risk that the government entity or 
company that issued the bond will have financial 
difficulties and won’t be able to pay interest or principal 
when due.

• Reinvestment risk - the risk of loss from reinvesting at 
lower interest rates.

• Inflation risk - the risk of loss of your purchasing power 
because the value of your investments doesn’t keep pace 
with the rising cost of goods and services (inflation).

• Horizon risk - the risk of loss due to changing 
circumstances that may cause selling before planned.

• Longevity risk - the risk of living longer than your 
accumulated savings will support.

You may decide that you don’t want any value fluctuation 
with your account, so in order to achieve that, you accept 
a very low return or interest rate in markets like we have 
experienced lately.  The risk here is that you may outlive your 
assets (longevity risk.)  As we see our life expectancy charts 
point toward longer life spans, this should be taken into 
consideration as to how your portfolio needs to be structured.  
More aggressive strategies are usually better suited for lengthy 
time horizons which allows you to endure periodic market 
corrections.  According to InvesTech Research, the S&P 500 
since 1932 has corrected 5%, on average, every 7.1 months and 
corrected 10%, on average, every 25.9 months.

Chart from Wikipedia.com (note: these add up to 99.8%, and not 100% 
because of rounding for presentation.)

The above image is a normal distribution curve that illustrates 
standard deviations. Each band has 1 standard deviation, and 
the labels indicate the approximate proportion of area

When we talk about volatility, advisors or portfolio managers 
may refer to one investment’s level of risk compared to another.  
According to Investopedia, “standard deviation” is a measure 
of the dispersion of a set of data from its mean. It is calculated 
as the square root of variance by determining the variation 
between each data point relative to the mean. If the data points 
are further from the mean, there is higher deviation within the 
data set.

In finance, standard deviation is a statistical measurement; 
when applied to the annual rate of return of an investment, 
it sheds light on the historical volatility of that investment. 
The greater the standard deviation of a security, the greater 
the variance between each price and the mean, indicating a 
larger price range.  For example, a volatile stock has a high 
standard deviation, while the deviation of a stable blue-chip 
stock is usually rather low.  We realize that this is not something 



most investors pay much attention to and usually look to their 
advisor to understand and apply on your behalf.  These numbers 
are just one piece of the portfolio construction process.

It’s easier to look back at a variety of investments over a long 
time frame and say you would have stayed the course during a 
market correction.  A lot of the time, you are able to see how 
things worked out after the correction, but when we don’t know 
the future, it’s more difficult to stay on your original track.  

Let’s go back to the beginning of this article, and that is the 
point about the importance of investment expectations.  I 
believe that the overall success of our client relationships are 

directly linked to how well we understand this piece of the 
planning process.  In order to most accurately answer this 
question, we utilize a thorough discovery discussion, risk-
assessment technology and a thorough review of our how our 
strategies react to various markets.

If you have questions about identifying your accurate, longer-
term investment objectives and “risk score”, and how our 
strategy utilizes risk management techniques, please call for an 
appointment 

Danny Williams 
Partner

The following article is from Jeremy Nelson and our friends at 
ElementWealth:

Expectations in 2018 
The economy and markets have responded well to the 2016 
Presidential Election.  Promises of a more pro-growth agenda 
and tax cuts have spurred an increase in consumer spending. 
This led to GDP growth of 2.3% for the year versus 1.5% in 
2016.  We saw the stock market rise to record highs in one of 
the lowest volatility environments in history.  Will 2018 be 
a continuation of 2017?  We believe that 2018 will be a very 
different year for three main reasons:

1. In 2017 the S&P 500, a proxy for the U.S. stock 
market, set records for the longest period without a 
5% correction.  This led some of the lowest levels of 
volatility ever recorded.  History tells us that these 
periods don’t last forever. Expect volatility to pick up in 
2018.

2. Valuations have become elevated. Since the recovery 
from the financial crisis, valuations on stocks have 
continued to rise.  We are now at a point where 
valuations are significantly above the historical norm.   
The increase in valuations has been justified by the low 
interest rate environment.  However, with the Federal 
Reserve expected to continue raising interest rates and 
the 10-year Treasury yield rising, valuations will come 
into question in 2018. 

3. Tax cuts, deregulation and potential infrastructure 
spending are the recipe for fiscal stimulus, and President 

Trump is executing on all three.  For this reason, we 
expect a pick up in GDP growth in 2018.  The Federal 
Reserve has begun a tightening cycle.  This will act as 
a counterweight to fiscal policy.  Inflation concerns are 
the primary reason the Federal Reserve has embarked 
on this path.  It will take time for markets to digest the 
opposite directions in monetary and fiscal policy. 

Overall, we remain constructive on the US economy and stock 
market. However, headwinds are building.  A rise in volatility, 
high valuations on stocks, and fiscal and monetary policy 
progressing in opposite directions are the primary reasons we 
believe returns will be lower in 2018.  There will likely be some 
corrections along the way.  Between better economic growth 
underpinnings and a strong long-term trend in stocks, we view 
corrections as buying opportunities. 

Longer-term we believe we have entered the late cycle in 
economic growth.  Therefore, we will be paying close attention 
to inflation and the Federal Reserve as they are the primary 
factors that could end a period of economic recovery that is 
now nearing nine years in length.  But that is likely more of a 
2019 story.

Advisory services offered through Sowell Management Services, a Registered 
Investment Advisor. The views expressed represent the opinion of Element 
Wealth. The views are subject to change and are not intended as a forecast or 
guarantee of future results. This material is for informational purposes only. It 
does not constitute investment advice and is not intended as an endorsement of any 
specific investment. Statements of future expectations, estimates, projections, and 
other forward-looking statements are based on available information and Element 
Wealth’s view as of the time of these statements. Accordingly, such statements are 
inherently speculative as they are based on assumptions that may involve known 
and unknown risks and uncertainties. Actual results, performance or events may 
differ materially from those expressed or implied in such statements.
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Participant Corner:                          
Financial Wellness Series
This month’s article is one in a series on financial wellness and 
provides information on what to expect during retirement.

Retirement can be the most wonderful time of your life, truly 
the golden years. It is up to you to do what you can to make it 
so. Enjoying good health in retirement is key to quality of life. 
The other major determiner of quality of life in retirement is 
financial security. Below are some important questions that are 
never too early to consider. 

When is your retirement date?
Life expectancy is constantly being extended by medical 
advances and lifestyle decisions. Working until age 70 is not 
a farfetched concept. Many people will be quite physically and 
mentally capable of sustaining some degree of employment 
through their 80s, whether for financial reasons or simply 
because they enjoy the engagement. 

What will your expenses be?
Expenses are difficult to estimate. Having your own home is 
very helpful, but trying to predict other expenses is a challenge. 
The retirement investing industry has relied on the “old 
saw” that you should plan to replace 75 percent of your pre-
retirement income. That may have worked for your parents, 
but likely not so much for you. If you retire with some degree 
of financial comfort you will have much time on your hands 
to indulge in your interests and hobbies. Don’t worry that you 
might save too much for retirement, because there is no such 
thing as too much money. There are many worthy causes you 
can help, if you have excess assets.

What about working longer?
In some ways work is like school or military duty (during 
peaceful times), you can’t wait until you are done with it, but 
then in hindsight, you miss aspects of it. This is not to say you 
should remain working 40 hours a week, but you may consider 
part-time work in your current field or begin a new career that 
is of interest to you, perhaps this may be associated with a 
hobby or sport you enjoy, or some charitable institution you 
feel strongly about. There really are many options. 

What about Social Security?
In spite of all the Social Security kerfuffle about it being 
bankrupt, it is likely to still be here when you need it. For every 
year past eligibility you wait to begin benefits, your monthly 
amount increases by approximately 8 percent. That is not a bad 
return for a safe investment. You can delay your benefit until it 
makes sense not to. Also, consider a potential spouse’s benefit 
as well.

The “Retirement Times” is published monthly by Retirement 
Plan Advisory Group’s marketing team. This material is 
intended for informational purposes only and should not 
be construed as legal advice and is not intended to replace 
the advice of a qualified attorney, tax adviser, investment 
professional or insurance agent. (c) 2017. Retirement Plan 
Advisory Group.

“Corrections only are considered natural, normal, and healthy until they actually happen.”
Tony Dwyer – Canaccord Genuity Chief Market Strategist


