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ECONOMIC GROWTH    3rd qtr GDP growth was revised downward to 3.2%, the strongest growth since the 1st qtr of 2015.

INFLATION    December CPI decreased to 2.1% from 2.2%, and has been at least 2.0% for 4 consecutive months.

EMPLOYMENT    December non-farm payroll growth of 148k was below expectations.  However, the unemployment rate

           was unchanged at 4.1%, which is the lowest level in 17 years.

CONSUMER CONFIDENCE   Conference Board & Univ of Mich consumer gauges remain near the highest levels in a decade.

MONETARY POLICY    The Federal Reserve increased the fed funds rate to 1.5% for the third increase in 2017.

CORPORATE EARNINGS    FactSet indicates that analysts expect year-over-year earnings growth of 11% in the 4th qtr.

CORPORATE VALUATIONS    The S&P 500 is trading at valuation multiples above historical averages.

12/31/17 1 YR AGO CHANGE DURATION

FAVOR    1 YEAR US TREASURY 1.74% 0.81% 0.93% 1.0          

   5 YEAR US TREASURY 2.21% 1.93% 0.28% 4.6          

BONDS     STOCKS    10 YEAR US TREASURY 2.41% 2.45% -0.04% 8.8          

LARGE CAP STOCKS     SMALL CAP STOCKS    30 YEAR US TREASURY 2.74% 3.07% -0.33% 20.6        

US STOCKS     INTERNATIONAL STOCKS    US CORE BONDS 2.71% 2.61% 0.10% 6.0          

SHORTER DURATION     LONGER DURATION    US HIGH YIELD CORP BDS 5.72% 6.12% -0.40% 3.9          

INVESTMENT GRADE     HIGH YIELD    US MORTGAGES 2.91% 2.85% 0.06% 4.4          

   US LARGE CAP STOCKS 1.89% 2.09% -0.20%

1 MONTH QTD YTD 1 YEAR 3 YEARS 5 YEARS 10 YEARS

US CORE BONDS (BARCLAYS US AGGREGATE) 0.46% 0.39% 3.54% 3.54% 2.24% 2.10% 4.01%

US HIGH YIELD BONDS (BARCLAYS CORP HI YLD) 0.30% 0.47% 7.50% 7.50% 6.35% 5.78% 8.03%

LARGE  CAP US STOCKS (S&P 500) 1.10% 6.64% 21.82% 21.82% 11.40% 15.78% 8.49%

SMALL CAP US STOCKS (RUSSELL 2000) -0.41% 3.33% 14.63% 14.63% 9.94% 14.11% 8.70%

INTERNATIONAL STOCKS (MSCI ACWI ex US) 2.23% 5.04% 27.77% 27.77% 8.37% 7.35% 2.37%

REAL ESTATE EQUITIES (MSCI REIT) -0.19% 1.47% 5.13% 5.13% 5.39% 9.37% 7.37%

COMMODITIES (BLOOMBERG COMMODITY INDEX) 2.88% 4.39% 0.75% 0.75% -5.46% -8.71% -7.14%

ASSET ALLOCATION VIEWS

MARKET SUMMARY
Global stocks (MSCI ACWI) returned 1.6% in December, for the 14th consecutive monthly gain.  This is the longest streak for the 30 years of available data.  With support from tax reform, solid 
earnings growth, and robust economic data, US stocks (S&P 500) returned 1.1% for the month, capping the best quarter (+6.6%) in two years. In December, US stocks were led by a rebound in 
telecommunication and energy stocks, which were still the two worst performing sectors for the full year.  Technology closed the year with an astounding 38.8% return. Slow growing utility stocks 
lagged for the month. Emerging market equities (MSCI EM) surged 3.5% in December resulting in a calendar year return of 37.5%.  2017 was the best year for emerging market equities since 2009 
and the first time in five years that EM stocks outperformed US stocks. International developed market equities (MSCI EAFE) also generated solid returns for the month with a 1.6% gain, and 
outperformed US equities for the full year with a return of 25.7%, versus 21.8% for the S&P 500.  As widely expected, the Federal Reserve increased the Fed Funds rate to 1.5% in December which 
marked the third increase in 2017 and the fifth increase since late 2015.  In response, short and intermediate US Treasury yields moved slightly higher.  During December, the 2yr Tsy yield hit 1.90% 
for the first time in over nine years and the 5yr Tsy yield reached 2.25% for the first time in over six years.  Longer term yields have been more stable, resulting in a significant flattening of the yield 
maturity curve.  The difference between the 2.41% 10yr yield and the 1.89% 2yr yield of 0.52% was the lowest in a decade.  The Bloomberg Commodity index gained a strong 2.9% in December. 
Commodity gains were led by a continued rebound in oil and a surge in industrial metals.   WTI crude oil closed the year at $60.42, which was the highest level since June 2015.

TOTAL RETURNS THROUGH 12/31/2017:HISTORICAL INVESTMENT RETURNS

   FIXED INCOME YIELDS
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All data provided by Bloomberg LP.  This commentary is furnished for informational purposes only 
and is not investment advice, a solicitation, an offer to buy or sell, or a recommendation of any 
security to any person.  Managers' opinions, beliefs and/or thoughts are as of the date given and 
are subject to change without notice.  The information presented in this commentary was obtained 
from sources and data considered to be reliable, but its accuracy and completeness is not 
guaranteed.  It should not be used as a primary basis for making investment decisions.  Consider 
your own financial circumstances and goals carefully before investing.  Certain sections of this 
commentary contain forward-looking statements that are based on reasonable expectations, 
estimates, projections, and assumptions.  Forward-looking statements are not indicators or 
guarantees of future performance and involve certain risks and uncertainties, which are difficult to 
predict.  Past performance is not indicative of future results.  Diversification strategies do not 
ensure a profit and cannot protect against losses in a declining market.  All indices are 
unmanaged and investors cannot invest directly into an index.  You should not assume that an 
investment in the securities or investment strategies identified was or will be profitable.
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