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Returns % Q1 2017 Q2 2017 Q3 2017 Q4 2017

U.S. Stocks
S&P 500 6.07 3.09 4.48 6.64

International Stocks
MSCI EAFE 7.25 6.12 5.40 4.23

Emerging Markets
MSCI Emerging Mkts 11.45 6.27 7.89 7.44

Bonds
BBgBarc U.S. Agg. 0.82 1.45 0.85 0.39
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Beware of Good News
As we look ahead to 2018, we find plenty of 
reasons why investors might be excited about 
stocks. The equity markets have been on fire. 
The S&P 500 finished 2017 with a 21.83% gain, 
marking its ninth consecutive year of gains. 
Rising corporate profits helped fuel last year’s 
rally, as earnings for S&P 500 companies were 
projected to finish the year nearly 10% higher 
than in 2016. 

The good news extended to the broader 
economy in 2017 as the labor market contin-
ued to improve and U.S. quarterly GDP growth 
surpassed 3.0% in consecutive quarters for the 
first time since 2014. Economic growth was 
strong globally as well, with manufacturing 
picking up across the eurozone and in many 
emerging markets including Brazil and Russia. 

If that weren’t enough, the markets received a 
late-year boost from the recently passed tax 
cuts, which will lower taxes for many individu-
als and businesses. Those tax cuts may 
translate into more spending to bolster GDP 
growth and fatter profits for corporate America.

All that said, we don’t think investors are likely 
improve their long-term results by closely 
monitoring such developments. Last year’s 
good news has been widely circulated, and 
the markets have had plenty of time to reflect 
the information in the prices of stocks. In a bull 
case a year from now, investors may look back 
at 2018 and suggest that any additional gains 
were easy to forecast given the benign 
environment that was so obvious at the start of 
the year. 
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Stocks finished the year in high style, posting strong gains 
both in the U.S. and abroad amid low volatility and a  
modestly improving global economy. Returns slowed for 
investment grade bonds late in the year, but last year  
was solid in fixed income.
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At the risk of being called curmudgeonly, we 
suggest that there may be an even stronger 
bear case for tempering expectations. After 
nine straight up years, a down year for stocks 
shouldn’t come as a surprise to anyone who 
has glimpsed the historical returns for stocks. 
With U.S. unemployment at 17-year lows, it’s 
fair to ask how much more improvement can 
be expected. Tight labor markets may lead to 
higher wages, which would be good for 
employees, but it would pressure profit 
margins. A handful of American companies 
quickly promised to raise pay on the heels of 
the tax cut legislation. The Federal Reserve has 
an eye on the tax cuts, too. The additional 
fiscal stimulus provided by the tax cuts may 
encourage some at the Fed to raise rates more 
aggressively. The three hikes to short-term 
rates didn’t slow stock markets much in 2017, 
but who’s to say that another three or four in 
2018 will be as easily dismissed?

We’re not aggressively pushing either the bull 
case or the bear case presented above. We do, 
however, have conviction in our view that 
stocks have become increasingly expensive, 
especially in the U.S. And in our valuation 
mindset, the more expensive stocks get, the 
riskier they get. So as prices go up, we pare 
back holdings to keep from taking on too much 
risk. High valuations limit the prospects for 
additional gains if the environment remains 
supportive and they leave a longer way to the 
bottom if the tide turns, profit margins shrink, 
or earnings growth disappoints.

At Morningstar Investment Management, we’re 
firm believers that the right behaviors have  
the potential to help improve investment results 
as much as diligent analysis. We commonly 
caution investors that a selloff should be 
viewed by long-term investors as an opportu-
nity to buy assets that have recently been put 
on sale by panic-stricken investors. In a similar 
vein, we believe in not loading up on stocks 
after an extended rally when a lot of good 
news has already been priced into the market. 
Being able to stick with an investment plan 
and resist the temptations to ride the trends is 
equally good advice in good times as in bad.

Thank you for your consideration.

Opinions expressed are those of Morningstar Investment 
Management LLC and are as of December 31, 2017; 
such opinions are subject to change without notice.

Important Disclosures
The information, data, analyses and opinions presented 
herein do not constitute investment advice; are pro-
vided solely for informational purposes and therefore 
are not an offer to buy or sell a security. Diversification 
does not ensure a profit or protect against a loss in a 
declining market. Past performance is no guarantee 
of future results. Except as otherwise required by law, 
we shall not be responsible for any trading decisions, 
damages or other losses resulting from, or related to, 
the information, data, analyses or opinions or their 
use. Please consult with your financial advisor before 
making any investment decisions.

Morningstar® Managed PortfoliosSM are offered by the 
entities within Morningstar’s Investment Manage-
ment group, which includes subsidiaries of Morning-
star, Inc. that are authorized in the appropriate juris-
diction to provide consulting or advisory services in 
North America, Europe, Asia, Australia, and Africa. In 

the United States, Morningstar Managed Portfolios 
are offered by Morningstar Investment Services LLC 
or Morningstar Investment Management LLC, both reg-
istered investment advisers, as part of various advisory 
services offered on a discretionary or non-discretionary 
basis. Portfolio construction and on-going monitoring 
and maintenance of the portfolios within the program is 
provided on Morningstar Investment Services behalf by 
Morningstar Investment Management LLC.

Index Information
Individual index performance is provided as a reference 
only. Each index is unmanaged and is not available for 
direct investment. Since indexes and/or composition 
levels may change over time, actual return and risk 
characteristics may be higher or lower than those  
presented. Although index performance data is gath-
ered from reliable sources, we cannot guarantee its 
accuracy, completeness or reliability. Index data 
sources are as follows.
S&P 500 Index—An index of 500 stocks chosen for 
market size, liquidity and industry grouping, among 
other factors. The S&P 500 is designed to be a leading 
indicator of U.S. equities and is meant to reflect the 
risk/return characteristics of the large cap universe. 
The S&P 500 is a market value weighted index.

MSCI EAFE Index (Europe, Australasia, Far East)—A free 
float-adjusted market capitalization index designed to 
measure the equity market performance of developed 
markets, excluding the U.S. & Canada. 

Bloomberg Barclays U.S. Aggregate Index—A market val-
ue weighted performance benchmark for investment-
grade fixed-rate debt issues, including government, 
corporate, asset-backed, and mortgage-backed secu-
rities, with maturities of at least one year. 

MSCI Emerging Markets Index is a free float-adjusted 
market capitalization index that is designed to mea-
sure equity market performance of emerging markets.
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