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he third quarter con nued what has been a
proﬁtable year for most major asset classes.
U.S. based equi es, developed markets and
emerging markets all posted strong returns during
the quarter. Equity returns in the U.S. were led by
small‐cap stocks; the Russell 2000 index of small‐
cap stocks returned 5.67 percent for the quarter
compared with 4.48 percent for the S&P 500.
From a sector standpoint, IT, Energy and Telecom‐
munica ons led returns in the U.S. with returns of
8.65, 7.89 and 6.84 percent, respec vely. Con‐
sumer Staples, having lost 1.35 percent during the
quarter, was the only nega ve sector. As impres‐
sive as returns were in the U.S., interna onal mar‐
kets s ll managed to outperform. Stocks in devel‐
oped countries, as represented by the MSCI EAFE
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index, returned 5.40 percent. Meanwhile, the
MSCI EM index of emerging market stocks re‐
turned 7.89 percent in the third quarter and is up
27.78 percent year to date.

F

ixed income asset classes managed posi ve
returns despite a somewhat steep increase
in interest rates during the last three weeks of the
quarter. The yield on the 10 Year Treasury Bill ﬁn‐
ished the quarter at 2.33 percent. The Bloomberg
Barclays US Aggregate Bond index ﬁnished the
quarter up 0.85 percent while the comparable
index of riskier bonds, the Bloomberg Barclays US
Corporate High Yield index, ﬁnished the quarter
up by 1.98 percent.

C

onsistent with the leadership of the equity
market sectors, energy prices saw a jump
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during the quarter. Both Brent Crude and West
Texas oil rallied over ten percent during the quar‐
ter. The extreme hurricane season put pressure
on supply thus pushing prices higher. Geopoli cal
uncertainty con nues to beneﬁt gold prices. Gold
rose over three percent for the quarter and is pos‐
i ve by over 11 percent year‐to‐date. Copper pric‐
es have been on an incredible run this year, ﬁnish‐
ing the quarter posi ve by almost nine percent
and being up by 16.87 year‐to‐date. This could be
a bullish sign for markets as copper demand is
o en ed to global economic growth.

T

he third quarter of 2017 was arguably one
of the least vola le on record for equi es.
The VIX, a measure of vola lity that spikes when
fear is high, closed below 10 on 16 diﬀerent days
during the quarter. For reference, prior to 2017,
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the VIX had only closed below 10 a total of 16 days
since 1990. Another way to gauge vola lity is to
consider daily movements in the S&P 500. During
the third quarter, the index stayed range bound
between ‐0.50 percent and 0.50 percent on 52 out
of 63 trading days, or 83 percent of the me. Such
small movements have occurred only 53 percent
of the me in the S&P 500 going back to 1950. This
level of tranquility in the markets can be a ributed
to a number of posi ve news factors as well as a
lack of crises on the horizon.

T

he Federal Reserve, which not long ago was
a regular source of vola lity in the markets,
has become more or less predictable in its outlook
and its ac ons. As of this wri ng, it is generally
believed that the Fed will raise the targeted Feder‐
al Funds Rate by another 25 basis points during its
December mee ng. Chairwoman Yellen has con‐
nued to stress that the decision around rate hikes
is dependent on both employment and inﬂa on
data, the la er of which has been below the Fed’s
two percent target. While low inﬂa on is a con‐
cern for the Fed and is likely hindering the pace
and degree of future rate hikes, Yellen recently
expressed the opinion that holding oﬀ on raising
the rate un l inﬂa on hits two percent poses the
risk of overhea ng the economy. Equity markets
will likely take the Fed’s December ac on in stride
whether or not there is a rate hike.

I

n other noteworthy news, the Fed announced
during the third quarter that it would begin
oﬄoading some of the $4.5 trillion in assets that
sit on the central bank’s balance sheet. The Fed’s
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balance sheet ballooned to this size a er buying
up bonds following the Great Recession. This asset
‐purchase program, nicknamed “Quan ta ve Eas‐
ing,” was combined with a reduc on in interest
rates as a means to s mulate the economy. Now
that the economy is on be er foo ng, the Fed has
deemed it an appropriate me to reduce its bal‐
ance sheet to normal levels (prior to the recession,
the balance sheet was below $900 billion). Howev‐
er, ac vely selling its balance sheet assets could
stress liquidity in capital markets. Instead, the Fed
will let bonds roll oﬀ the balance sheet by refrain‐
ing from reinves ng the proceeds of bonds that
mature. The Fed will begin this process in October,
and it will presumably run its course un l the Fed
decides to speed it up or slow it down.

C

orporate earnings in the United States were
impressive during the third quarter. Accord‐
ing to FactSet, the second quarter S&P 500 earn‐
ings growth rate was 10.3 percent, which marked
the ﬁrst me since 2011 that the index recorded
two consecu ve quarters of double‐digit earnings
growth. The energy sector reported the highest
earnings growth at 329 percent and revenue
growth of 15.5 percent. Of all the companies in the
S&P 500, 70 percent of companies reported actual
sales higher than analyst expecta ons.

S

trong economic indicators were another fac‐
tor contribu ng to recent equity returns.
Housing starts have been climbing over the past
eight years and are approaching historical averag‐
es. The employment landscape con nues to ght‐
en and wages are slowly moving higher. Inﬂa on
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readings have been somewhat subdued, but cer‐
tain indicators moved higher as energy prices in‐
creased. The last reading of the quarter for Head‐
line Consumer Price Index (CPI) was 1.9 percent
and Core CPI 1.7 percent (Core CPI excludes the
more vola le food and energy categories). Accord‐
ing to the third es mate of the U.S.’s Gross Do‐
mes c Product (GDP) released by the Bureau of
Economic Analysis, the economy grew at a pace of
3.1 percent, up from 1.2 percent in the ﬁrst quar‐
ter.

P

oli cians in Washington, D.C. did li le to help
or hurt economic growth other than keeping
the federal government open and raising the debt
ceiling. Senate Republicans tried and failed—
twice—during the third quarter to pass some ver‐
sion of an Aﬀordable Care Act repeal. While the
successive failures and the poli cal reali es of
passing such legisla on in the current Senate sug‐
gest that the “Repeal and Replace” eﬀort is done,
members of the GOP have shown a surprising will‐
ingness to revisit the issue. Moving on from health
care, in the ﬁnal weeks of the quarter the Trump
administra on released its plan for overhauling
the current tax system for both businesses and
individuals. Trump’s plan contains ambi ous tax
relief for businesses, including cu ng the corpo‐
rate tax rate to 20 percent and a 25 percent pass‐
through rate for small business owners. The details
for individual taxes are less clear because the in‐
come brackets have not yet been decided, but
what has been proposed is a reduc on in the top
income tax rate from 39.6 percent to 35 percent
and an increase in the standard deduc on to

Page 2 of 4

$12,000. But in exchange for the lower rates and
higher deduc on, many itemized deduc ons are
being proposed to be cut. In its current form the
Trump plan would likely boost economic growth in
the short‐term; however, the ﬁnal bill will likely
look diﬀerent, if it even passes at all, due to vari‐
ous fac ons and interests within the Republican
Party.

T

he third quarter was one of the worst
stretches in years for natural disasters in the
United States. Three diﬀerent hurricanes caused
devasta on of much of the coastal areas around
the Gulf of Mexico, including several days of ﬂood‐
ing in Houston and its satellite towns, signiﬁcant
wind damage up the western coast of Florida and
unexpected ﬂooding in Jacksonville. The third hur‐
ricane, Maria, caused so much damage to Puerto
Rico that the U.S. territory was s ll suﬀering from
major power losses and supply shortages as the
quarter ended with no end in sight. Despite the
massive losses caused by these storms, the coun‐
try‐wide economic impact is expected to be mar‐
ginal and short‐term. In fact, rebuilding necessary
in aﬀected areas will create a tailwind for the
economy over the longer‐term.

E

conomic news abroad has been promising as
well. Growth in Europe has picked up and
equity returns have beneﬁ ed as a result. The Eu‐
ropean Central Bank is s ll in the midst of its own
version of quan ta ve easing, which is providing
markets with conﬁdence and liquidity.
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this is unchartered territory, the impact will be
monitored closely for any surprising impact.
The Fed is also expected to raise interest rates
3rd Quarter
YTD
Name
Performance Performance
again in December. The Fed is in a balancing
(%)
(%)
act they want rate increases to be gradual, but
DJ Industrial Average TR USD
5.58
15.45
many ques on the Fed’s con nued rate in‐
creases when inﬂa on remains below the
S&P 500 TR USD
4.48
14.24
Fed’s 2 percent target. To add addi onal un‐
S&P MidCap 400 TR
3.22
9.40
certainty and complexity to the Fed, it appears
S&P SmallCap 600 TR USD
5.96
8.92
that President Trump will make good on his
campaign promise of replacing Fed Chair
NASDAQ Composite TR USD
6.06
21.67
Yellen in early 2018. The President has been
MSCI EAFE NR USD
5.40
19.96
interviewing possible successors and he has
BBgBarc US Agg Bond TR USD
0.85
3.14
indicated a decision could be announced
Wilshire US REIT TR USD
0.61
2.44
some me in October. The President has been
clear that he prefers lower rates and a weaker
IA SBBI US 30 Day TBill TR USD
0.25
0.54
dollar so you could expect Yellen’s replace‐
ment to have a similar preference. This is yet
another
reason why the Fed will most likely move
F
I B
to raise rates in December.
he markets have been on quite a hot streak.
conomic readings will be a li le diﬃcult to
Both the S&P 500 and the S&P SmallCap 600
understand over the next couple of months.
have had eight consecu ve quarters of posi ve
returns and the S&P 500 has been posi ve for 11 The recent storms that hit Florida, Texas and Puer‐
consecu ve months. To provide some op mism to Rico will undoubtedly impact the numbers. As of
for any doubters, the S&P 500 has not had a nega‐ this wri ng, the storm impact has already been
ve fourth quarter since 2012 when it fell by 0.38 seen in the weak employment report which actual‐
ly showed job losses for the month of September.
percent.
Over the short‐term, U.S. GDP will take a hit, but
er staying out of the news for most of the over the long‐term, the rebuilding will add to GDP.
year, markets will be paying a en on to Fed‐ The government has stepped in to add federal dol‐
eral Reserve policy and news. The Fed announced lars to the rebuilding eﬀorts which will act as addi‐
onal s mulus. In addi on to housing, the auto
that they would begin reducing the balance sheet
in October by le ng some maturing bonds “run‐ industry is expected to beneﬁt from the large num‐
oﬀ” as opposed to being reinvested. Being that ber of vehicles that were destroyed by the ﬂooding
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in Houston.

W

ashington will con nue to be closely
watched to see if any progress is made on
Trump’s policies. A top ini a ve of the administra‐
on appears to be the tax reform which was un‐
veiled during the third quarter. The White House
provided guidelines on what they felt was accepta‐
ble; now it is in Congress’s hands to ﬂesh out the
details. The proposal in its current form does not
appear to be a bill that could be passed. Tax re‐
form is very complicated and it appears that both
sides are too far apart to make posi ve progress.
With mid‐term elec ons coming in 2018, if a bill is
not passed between now and year‐end it is unlike‐
ly that a bill will get passed before Americans head
to the polls in late 2018.

C

orporate earnings releases and conference
calls are set to begin during the second week
of October. Earnings growth rates are expected to
be posi ve but below the last two quarterly releas‐
es which were in the double‐digits. FactSet is pre‐
dic ng an earnings growth rate for the third quar‐
ter of 2.8 percent and revenue growth rate of 4.9
percent. Companies with global opera ons are
providing the leadership. Companies with more
than 50 percent of their sales coming from outside
the U.S. are expected to grow earnings at 7.9 per‐
cent and companies with more sales coming from
the U.S. are expected to suffer a slight decline
(‐0.1%). With global economic growth exceeding
U.S. growth and a weaker dollar, companies with
global exposure are performing be er in this envi‐
ronment.
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I

n general, U.S. markets have outpaced interna‐
onal markets over the last four years; howev‐
er, this year both interna onal developed and in‐
terna onal emerging markets are outperforming
the U.S. markets. There are a few reasons for the
recent outperformance and reasonable expecta‐
ons for future outperformance. The global econo‐
my is growing at a faster pace than the U.S., for‐
eign central banks con nue accommoda ng poli‐
cies while the Federal Reserve has been ghtening
monetary policy, and valua ons are more a rac‐
ve outside the U.S. Much of the outperformance
has been a result of the dollar weakening this year
a er years of strengthening. There are many rea‐
sons to be posi ve on areas outside of the U.S.;
however, the same issues that caused fears in the
European Union over the years s ll exist and will at
some point in me be an issue in the future.
Greece is broken and will con nue to need
bailouts and there con nues to be poli cal uncer‐
tainty– ci zens in many countries believe they
would be be er oﬀ out of the Euro Zone, and im‐
migra on policies con nue to be a poli cal hot
bu on.

be er‐posi oned consumer, the upbeat holiday
forecast and the small poten al for tax reform, we
could be hopeful to see a Santa Claus rally.

I

f anything has changed with your ﬁnancial pic‐
ture that might require changes to your invest‐
ments, or if you wish to discuss your por olio,
please feel free to give us a call to set up a
mee ng.
— Robert Moyer, CFA, CFP®, CAIA
Director of Research

The views and opinions expressed are for informa onal purposes only and should not be construed as investment advice. The data provided is as of the wri ng and is subject to
change without no ce. All material presented is compiled
from sources believed to be reliable and current, but the accuracy of third party sources cannot be guaranteed. The material is not intended to be relied upon as investment advice or
recommenda ons, does not cons tute a solicita on to buy or
sell securi es, and is not speciﬁc legal, investment or tax advice. The informa on provided does not take into account the
speciﬁc objec ves, ﬁnancial situa on, or par cular needs of
any speciﬁc person or en ty and should not be relied upon as
the sole factor in an investment making decision. Past performance is no guarantee of future results. Inves ng involves risk
and could result in loss of principal.
ACG Advisory Services is a registered investment adviser.

I

t is hard to believe that the fourth quarter is
here, with Christmas decora ons already show‐
ing up in some department stores. Thanksgiving
will be here before we know and the hustle and
bustle of Christmas will soon follow. The Na onal
Retail Federa on expects holiday retail sales to
grow at a pace of between 3.6 and 4.0 percent.
This could poten ally be highest growth rate since
2014 when the growth was ﬁve percent. Given the
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