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S&P500 Sector Returns 2017 
InfoTech 38.80% 
Materials 23.80% 
Consumer Discretionary 23.00% 
Financials 22.20% 
Healthcare 22.10% 
Industrials 21.00% 
Consumer Staples 13.50% 
Utilities 12.10% 
Real Estate 10.90% 
Energy -1.00% 
Telecom -1.30% 
S&P500 Index 21.80% 

  Global Market Returns 2017 
United Kingdom 22.40% 
Europe ex-UK 27.80% 
Japan 24.40% 
Emerging Markets 37.80% 
China 54.30% 
AC World ex-US 27.80% 

  US Fixed Income Returns 2017 
10-Year Treasury 2.14% 
30-Year Treasury 9.14% 
TIPS 3.01% 
High-Yield 7.50% 
Corporates 6.42% 
Municipals 5.83% 
Barclays US Aggregate 3.54% 

  Int'l Fixed Income Returns 2017 
Returns in US $ 

Japan 3.74% 
Germany 12.06% 
United Kingdom 11.88% 
Emerging Market 10.26% 
Global ex-US 9.80% 

 

Reviewing the past year is an important exercise to help form the 
basis for how to position ourselves for the next year.  And what a 
year it was!  I still remember Nobel Prize winning economist Paul 
Krugman stating, upon the election of President Trump; 
 
“If the question is when markets will recover, a first-pass answer is 
never….So we are very probably looking at a global recession, with 
no end in sight.” 
 
Now I don’t really care about what side of the political isle anyone 
may be on, but wowzers could he have been more wrong!  Let this 
be a lesson that Nobel Prizes in economics do NOT lead to 
investment acumen.  Seriously though, it does point to the dangers 
of trying to invest based on one’s political leanings.  There was a 
lot of hand wringing over what 2017 would look like from an 
economic/market perspective.  Well, now we know. 
 
One of the data points I like to look at after a good year in the 
markets is what areas of the market suffered or failed to keep up 
with the overall Bullish 2017 returns.  Though not an exact 
science, knowing what struggled can help determine what might 
be on sale – and who does not like to buy stocks on sale!? 
 
In particular, here is a list of areas I see as potentially being on 
sale; 
 

• Energy 
• Brick & Mortar Retail 
• Drugs 
• Brewers 
• Industrial Conglomerates  
• Construction Materials 

 
Now, to be sure, just because something is on sale does not mean 
it is worth buying, but it does provide a good starting point for 
further research.  Furthermore, just because something is on sale 
does not mean that you should sell all of your winners in order to 
purchase on-sale items.  Some winners will keep on winning. 
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US Economy in General – Tale of Two Sectors 

The Service side of the economy (far larger than manufacturing) saw a slowdown in its rate of growth in 
the 4th quarter of 2017 falling to a 15-month low.  To clarify, that means that the Service Sector is still 
growing, just not as quickly as it had been.  Attendant to this data it is not surprising to see that both Job 
Creation and Business Optimism slowed as well.  The Manufacturing side of the economy on the other 
hand, saw its rate of growth shoot up to an 11-month high coupled with the fastest rate of Job Creation 
since 2014 and a steep increase in demand. 

This mixed-bag of economic data add up to an overall economy that has slowed to a 9-month low (still 
growing but at a slower rate); 

 

Chris Williamson, Chief Business Economist of IHS Markit sums up the yearend economic picture, 

“With services representing a far greater portion of the economy than manufacturing, the overall picture is 
therefore one of the manufacturing sector’s exuberance being overshadowed by the gloomier service sector.   

“Measured overall, the surveys point to the economy growing at a modest annualised rate of just over 2% in 
the fourth quarter.” 
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Eurozone Economy – Katie Bar the Door! 

The Eurozone economy ended 2017 with its fastest growth rate in almost 7 years.  The Service Sector 
PMI is at a 6 ½ year high while Manufacturing PMI is at its all-time high (data goes back to 1997).  Job 
Creation is the highest it has been for 17 years, with record gains in factory payrolls.   

 

Again, Chris Williamson, “The eurozone economy is picking up further momentum as the year comes to a 
close, ending its best quarter since the start of 2011. The PMI is signalling an impressive 0.8% GDP increase 
in the fourth quarter, with accelerating growth seen in both Germany and France, where fourth quarter 
growth rates of 1.0% and 0.7-0.8% are indicated respectively.” 

Regarding the United Kingdom, which is no longer part of the Eurozone Economy, Mr. Williamson 
summed up their particular data thus; 

“December saw a welcome upturn in service sector activity, highlighting the continued resilience of the 
economy as 2017 came to an end. Alongside the solid expansion seen in manufacturing and modest 
construction sector upturn, the survey data are consistent with the economy having grown 0.4-0.5% in the 
fourth quarter of 2017.  
 

However, as has been increasingly the case in recent months, the good news comes with a health warning 
about the sustainability of the upturn. Digging into the details behind the resilient strength signalled by the 
headline numbers, the survey data reveal an economy that is beset with uncertainty about the outlook, 
which is in turn dampening business spending and investment.”  
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China Looks Strong, But Concerns Remain 
 
Overall China reported good numbers for both the Service & Manufacturing sides of their economy, with 
both showing an increased growth rate; 

 
 

The key positives were a solid increase in both service activity and manufacturing output coupled with an 
almost 5-year high increase in new work orders and a stable employment picture.  There is some concern 
that the China’s government may tighten monetary policy more than expected, which could hamper the 
current growth trend. 

Japan 

Not all of Japan’s data has been broken out yet, but it looks as though Japan saw, like the US, a downtick in 
the rate of growth of the Service sector coupled with an uptick on the Manufacturing side (best 
Manufacturing showing since 2014).  Hiring continued at a moderate pace and wage hikes continue as 
well. 

Global Picture – Strong Heading into 2018 

The overall Global picture from the 4th Quarter of 2017 shows a Global Economy growing at its fastest 
rate since 2015, with Manufacturing reaching a nearly 7-year record rate of growth. Global employment 
is also growing at the fastest pace in 7 years with the growth broad based across nearly every Country. 
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And, for the first time in a decade we are experiencing a synchronized Global upswing.  100% of the 45 
Countries included in the OECD Expansion Contraction Growth Indicator are Expanding, and most of 
them at an Accelerating Growth level; 

 

My Summary 

My stance at the opening of 2018 is to be cautiously optimistic. I mentioned in my October newsletter that 
there was growing evidence that the world may be entering a higher gear of growth.  That does appear to 
be the case in Manufacturing.  Whether the US Service side of the economy will regain its footing is what I 
am watching to determine if the higher gear of growth truly takes hold.  At any event, a recession does 
not appear to be on the horizon. 

Now, there are always a number of things that can go wrong – and in reality, most of them don’t.  My 
number one concern in the US is a Federal Reserve error.  In particular, I mean that the Federal Reserve 
embarks on BOTH a faster rate-hike path AND a faster monetary tightening path.  Those of you who are 
long-time readers know that I’ve held that the Fed should have begun raising rates long ago.  I still believe 
this and firmly believe that the US economy could easily withstand the 3 scheduled rate hikes in 2018.  
The question is whether it can withstand the combination of both rate hikes AND monetary tightening at 
the same time.  Perhaps it can – I don’t really know, and neither does anyone at any Central Bank in the 
world because it has never been done concurrently before.  Maybe it will be fine, but no one really knows.  
I will be covering this issue more thoroughly in an upcoming newsletter. 
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A second concern is the complacency in the equity markets after a 9-year Bull Run coupled with what are 
still high valuations.  This is not so much of a concern for the market rolling over into full-on Bear Market 
territory (-20% or more), but more as a reminder that a pullback should be expected.  Frankly, we should 
all be rooting for one so the market can let off some steam and those who have missed the Bull Market 
can jump in, creating a broader base of support off of which to move into the next rally.  We haven’t even 
had a mini-correction (-5%) since very early in 2016.  This chart from Dr. Edward Yardeni, which shows 
each -5% or more decline since 2008, might help you better visualize what complacency looks like in a 
stock market chart and the almost eerie calm in the markets since January 2016; 

 

Again, my advice is to not be afraid of an overdue pullback – use it to your advantage. 

This letter has gotten a bit long but hopefully you’ve found it insightful & helpful.  If so, please share with 
friends & family!  Our next letter will cover the main concern I have for the markets going forward along 
with my best ideas for investing in 2018. 

Thank You for Reading & God Bless, 

Tom Ellis 

 

 


