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“It’s the 4th Quarter, where did the third quarter go?” 
 

   
By Tommy Williams, CFP® 

 

A lot happened during 
the third quarter of 
2017, but not much 
changed. The bull 
market in U.S. stocks 
continued to charge 
ahead. Traditional 
measures of valuation 
continued to suggest the 
market is overvalued, 
but some analysts 
argued it’s different this 
time. The Economist 
explained: 

Tommy Williams 

“The current 
[cyclically-adjusted 
price-to-earnings] ratio 
of 31 suggests that 
stocks are about 50% 
over-valued – a figure 
that has only been 
exceeded in the past 60 
years during the dot-
com bubble. Optimists 
argue that the S&P 
500’s constituents can 
justify this heady 

valuation. Big American 
companies are wielding 
increased market power, 
enabling them to earn 
outsized profits at the 
expense of America’s 
customers.” 

The bull market in 
U.S. bonds continued. 
Interest rates on 10-year 
Treasury bonds were 
lower at the end of 
September than they 
were at the start of the 
year, despite the Federal 
Reserve increasing rates 
in March and June. The 
Fed also has indicated it 
will soon begin to 
unwind its balance 
sheet, which includes 
about $4.5 trillion in 
Treasury bonds, 
mortgage-backed 
securities, and 
government agency 
debt. 

Geopolitical tensions 
remained high, but 
investors seemed 
indifferent to the 
potential effect of 
various conflicts on 
stock and bond markets. 
In August, Barron’s 
wrote: “The biggest 
surprise of 2017 
remains that 
geopolitical risk 
continues to not matter. 
Until Monday, North 

Korea’s nuclear missile 
program had again 
faded into the 
background as just 
another high impact/low 
probability risk with no 
discernible effect on 
market sentiment. 
Brexit, the changes in 
leadership roles in 
China after the 19th 
National People’s 
Congress, the possibility 
of a United States-China 
trade war, and the 
unpredictable nature of 
the Trump presidency 
are not weighing on 
stocks.” 

The CBOE Volatility 
Index (VIX) remains at 
historic lows. The VIX 
reflects investors’ 
expectations for market 
volatility in coming 
months. The lower the 
Index reading, the lower 
volatility expectations 
are. The historic average 
for the VIX is about 19. 
This year, the number of 
days on which the VIX 
finished below 10 – 
suggesting investors are 
exceptionally calm – has 
increased significantly. 
In early June, the VIX 
had closed below 10 just 
14 times since 1990. Six 
of those closes had 
occurred in 2017. By the 
end of September, the 
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VIX had closed below 
10 on 32 days since 
1990 twenty four of 
those days were in 2017. 

We’re still waiting for 
inflation to move 
higher. At the end of the 
quarter, inflation 
appeared to be heading 
the wrong way. The core 
Personal Consumption 
Expenditures (PCE) 
index, which is the 
Federal Reserve’s 
favorite measure of 
inflation, came in at 1.3 
percent, year-over-year. 
That’s its lowest level 
since October 2015, 
reported Barron’s. The 
Fed’s goal is to have 
inflation at 2 percent. It 
has raised interest rates 
during 2017 in 
anticipation of higher 
inflation rates, but those 
higher rates have yet to 
materialize. Of course, 
the key component of 
inflation is the impact of 
rising wages. Most 
Americans can simply 
look at their pay checks 
and confirm higher 
wages just hasn’t 
happened.  

There are some things 
we know for certain, 
growth cycles in the 
economy (like the one 
we’ve been in since 
March 9, 2009) do not 
die of old age, they die 
of excesses. Like 

housing booms fueled 
by very questionable 
mortgages, technology 
firms growing by 1000 
times in six months, etc. 
Usually it’s something 
most people never 
thought about. Stay 
close to your trusted 
advisor who maybe 
more aware of the 
dangerous unknown 
lurking out there. 

The opinions voiced in 
this material are for 
general information only 
and are not intended to 
provide specific advice 
or recommendations for 
any individual. To 
determine which 
investment(s) may be 
appropriate for you, 
consult your financial 
advisor prior to 
investing. All 
performance referenced 
is historical and is no 
guarantee of future 
results. All indices are 
unmanaged and may not 
be invested into directly. 
The economic forecasts 
set forth in the 
presentation may not 
develop as predicted and 
there can be no 
guarantee that strategies 
promoted will be 
successful. This material 
was prepared in part by 
Peak Advisor Alliance. 
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