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 Third Quarter 2017 Key Takeaways  
 

 Strong earnings growth, low unemployment and an exceptionally calm stock market propelled 

stocks to their 8th consecutive winning quarter. 

 The resiliency of stocks continues but risks of a pullback exist with signs of investor complacency 

and heightened political and geopolitical uncertainties. 

 U.S. economic data will likely be impacted by the damaging hurricane season, which isn’t over 

yet, but the underlying trend should remain positive. 

 Non-U.S. stocks are about to hit multiple milestones, which typically shouldn’t concern investors 

as underlying fundamentals continue to remain solid. 

 An overly aggressive Fed could stifle the economy if they follow through on their forecast of four 

rate hikes by the end of 2018.  

 

Market Overview 
 

Stocks: The S&P 500 Index finished September much like it spent the past three months-quietly grinding 

higher. Despite multiple, disruptive hurricanes and international threats between the U.S. and North 

Korea, solid earnings and economic data helped support major market indexes this past summer. 

 

The S&P 500 gained 4% to new record highs in the third quarter and 14.12% for the year. The Nasdaq 

Composite set new records gaining 5.79% for the quarter and 20.67% on the year. The gains posted are 

the 8th consecutive quarterly gain. There have been few places in the global markets where you haven’t 

been able to make money in 2017. The path of least resistance seems to be higher for stocks. 

 

Bonds: U.S. Treasury yields fell over the past month (with the 10-year finishing at 2.11% versus 2.25% at 

the beginning of August) due to a combination of geopolitical fears and subdued inflation. This month, 

the Fed is likely to announce that it will begging to reduce reinvestment of cash flows and maturity 

proceeds from securities that it is holding in October. Should this year occur, there could be upward 

pressure on interest rates in anticipation of the increase in bond supply. 

 

The third quarter of 2017 was a relatively uneventful. Although short-term yields ticked up slightly, U.S. 

Treasury yields across the maturity spectrum finished the quarter remarkably close to their levels as of 

June 30.  Stable bond yields translated into modest gains for investors in investment-grade bonds. The 

Bloomberg Barclays U.S. Aggregate Bond Index finished the quarter with a 0.85% gain, while the 

intermediate-term bond Morningstar Category posted a 0.88% gain.  Vanguard’s Total Return Bond 

Index returns remain muted with a three year total return of 2.33% and a five year return of 1.89%. 
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Looking Ahead 

 

As we wind down the third quarter it’s time to look ahead. Typically September has experienced 

extreme bouts of volatility. Often the fourth quarter sees quite a bit of action, with budget battles-both 

political and corporate-hiring and firing announcements for the next fiscal year, investment manager 

positioning for year-end, and the all-important holiday shopping season all on the calendar. There are 

seasonals to consider. Since 1952, October has been the second worst performing month of the year, 

while November and December have been the 3rd and 2nd best performing months, respectively.  That 

said- September-historically the worst month of the year- brought little in the way of weakness; which 

historically bodes fairly well for the remainder of the year. However, the upcoming 30th anniversary of 

the “Crash of ‘87” will remind us of some nasty October swoons. We’re entering October and the fourth 

quarter with fairly optimistic conditions, a contrarian indicator, but there doesn’t appear to be any 

catalyst for a surge, barring any unforeseen events. 

 

So where are we? The term cautiously optimistic seems appropriate, although overused. There is 

certainly no shortage of investment gurus calling for a correction –ranging from mild to catastrophic. 

Stocks like to climb the proverbial “wall of worry”. Even though the level of optimism has increased, 

there is still enough news to worry about. It would appear that the next recession is likely still in the 

distance. That may change if the Fed is forced to tighten monetary policy more quickly than what is 

currently factored in. 

 

While it may not always be exciting, our advice continues-remain focused on your long-term goals, stay 

diversified and disciplined with some cash reserves. This has historically proven to be the most 

profitable method for investor success. 

 

Seeking Income 
 

Over the last few years income generation has been a real challenge for investors. That will most likely 

continue, even as the U.S. 10-Year Treasury yield spiked past 2 percent after the presidential election. 

Notably, this spike in yields sent traditional bonds into a downward spiral, with the Bloomberg Barclays 

U.S. Aggregate Bond Index posting the worst two week period of returns since October 2008 when the 

financial crisis was unfolding. With investment professionals identifying protecting principal and income 

generation as two top considerations for constructing portfolios in 2017, it is fair to conclude that a 

major theme for 2017 and beyond will be looking for income at a reasonable level of risk. 

 

Unfortunately, uber-accommodating policies have limited the income generating potential from 

traditional sources. Examination of the current yields on a range of standard bond exposures from 

around the world and their 20 year average indicates that, in each case, the bond yield today is 

significantly lower than its own relative history. 
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Simply, return expectations (yields) for traditional bonds are still low, while risks remain high, 

as durations (years) are extended. However, in such a late cycle environment investors should 

not “dash for trash” to find yield. Rating downgrades for corporate bonds have been on the rise 

and not offer little in excess yield over more conservative offerings. 

 

So, if traditional bonds are risky and we are in a late cycle environment with rising rates and 

credit rating downgrades, how should a bond portfolio be constructed? 

 

Bonds are not one-size-fits-all though. Fixed income portfolios should be divided with the 

objectives of diversification, stability, and income. Depending on a client’s investment 

preferences, time horizon, and the investing environment, we may recommend a range of fixed-

income vehicles: core bonds (investment-grade government, corporate, and mortgages), flexible 

and absolute-return-oriented bond funds. 

 

Going Forward 

 

As interest rates rise, and assuming the global economy stays on its current growth trend, we 

expect core bond returns to remain low to negative and flexible bond funds and absolute return 

funds to add value. We’ll continue to assess our fixed-income positioning so that if and when the 

investing environment shifts, we’ll be prepared to shift with it to ensure our client portfolios stay 

optimized to meet your investment goals. 
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