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It Was A Very Good Year 
  
This may not be the most original title, but it captures the spirit of 2017 in regards to financial 
investments.  Worldwide, stocks were up and in some cases up significantly.  Volatility was generally 
mild in the domestic markets.  Interest rates moved up, but not fast enough to create a bear market in 
bonds.  Real estate returns were muted compared to prior years, but still positive and better than bonds.  
The rise in interest rates finally impacted money market returns and we finally have a “1” as the first 
number in their rates, not a zero.   
 
As shown in the chart and table below, the diversified portfolio closed up 14.93 percent for the year.  
Over the last six years, this index has gained 9.71 percent annually.  The real strength is shown in the 
individual components of the gain.  U.S. stocks surged 23.46 percent, while the international allocation 
was up 42.96 percent.  (A quick caveat:  this gain is at the very high end of the range of international 
stock returns.  Looking at this year, the fund used in this component is not truly representative of the 
markets outside of the U.S.  Beginning with the new portfolio on January 1, 2018, we will be changing 
that fund to be more representative.)   
 
Bonds had a respectable return, up 3.45 percent.  Bonds here are essentially investment-grade quality 
bonds that mature in 7-12 years.  Real estate suffered from not being sexy enough compared to stocks.  
Why own something that pays a four percent dividend when you can buy a stock that will go up 20 
percent?  We have seen this before:  real estate was weak in the dot.com era. 
 
The latter comment brings us to one question many of us have:  are we repeating 1998-2000?  Is this the 
next stock bubble?  What drove us to this type of return? 
 
Several factors have come into play.  First, our economic growth has continued, albeit at a less than 
fantastic rate.  Since the 2008 real estate crash, we have seen our economy slowly recover and have in 
the last two years seen that growth extend to employment growth.  However, wages continue to lag, 
particularly for traditional middle class positions, and by some measures we have seen income equality 
worsen in the last couple of decades.  We have seen profits flow not to labor but to capital and thus 
benefit owners of financial assets. 
 
Second, this growth has now moved outside of the U.S. to Europe and Asia.  For the first time in a 
decade, we have economic gains worldwide.  This helps all stocks and fuels optimism, which in turn 
drives expectations of continued good times. 
 
Lastly, many investors in this country believe that fewer regulations and lower taxes will drive our growth 
even higher and thus add to stock gains.  The expectation of a tax cut has finally been realized and the 
markets, always looking forward, are anticipating a positive impact. 
 
So, will we continue to party like it’s 1999?  As we start this year, the markets seem to be saying yes, we 
will have on-going growth and further gains.  Those who have worked with us for some time know that 
we have a conservative bias in our expectations.  As one investment adage goes, trees don’t grow to the 
sky.  No one has changed the rules such that stocks never come down (ask anyone who has owned GE 
over the last year.) 
 
Thus, we enter 2018 pleased with the prior year and cautious about the next twelve months.  We very 
well could see another solid investment year.  We would want to indicate what could upset that view.  
First, are geopolitical concerns, particularly North Korea.  Failure to achieve some type of détente with 



the Kim regime will keep tensions high and could easily be the lead in to a shooting war.  We fear such a 
war would have far-reaching consequences on many different levels.   
 
Second, domestic politics could also cause problems.  With the on-going Russian investigation and daily 
tweets, our national government is just shaky enough to make a critical mistake at the wrong time and 
panic the markets. 
 
Third, the Fed has clearly stated its intentions to continue to increase interest rates and reduce the 
amount of debt it holds.  Both actions could hurt growth.  Just as quantitative easing had the risk of 
unknown consequences, so does unwinding those polices. 
 
Fourth, the markets see no downside in the recent tax cut.  I will not judge the wisdom of the cuts right 
now; I think the law was passed with such haste that we are still just figuring out what was in it, let alone 
how those mechanics will work their way through the economy.  New policies often have unintended 
consequences, and this is so new and unknown we cannot really begin to predict what may happen.  
Until then, the domestic markets have not priced in a problem.   
 
Lastly, I am anxious about bitcoin mania.  I have tried to understand how bitcoin and ripple and the other 
cryptocurrencies make economic sense and to date have not succeeded.  Currencies are supposed to 
be a store of value (we accumulate dollars in anticipation that they can be used in the future), are a 
medium of transaction (we can exchange dollars with someone for goods and services) and are relatively 
stable (related to store of value, a dollar today should still be a dollar tomorrow, not $1.50 or 0.50.)  Right 
now, all you can do with cryptocurrencies is buy and sell them on a limited number of exchanges; they do 
not meet any reasonable definition of a currency.  Some of the cyptocurrencies exchanges have been 
hacked and gone out of business, causing investors 100 percent losses.  Further, many of those 
exchanges are overseas and out of the reach of regulators (can you say Mongolia?)  Lastly, the patterns 
of trade sometimes seem strange; this has led to concerns about market manipulation by foreign 
governments. 
 
So, I do not recommend this investment to anyone.  My anxiety for the markets is that when this bubble 
bursts, there will be spill over to the wider, more normal investment markets.  If there is a run on this 
market, will participants try to make up losses by taking profits on their stocks, thus beginning a run in 
those markets?  We cannot say for sure.  Just remember, in 2007, the Federal Reserve said that their 
was no chance that real estate losses would cause widespread harm to the economy. 
 
 

Market Commentary 
 
Normally, we would look back at the prior month for this part of commentary.  Given our writing 
sabbatical is now over, we will give you the annual details and return to our monthly pattern in the next 
letter.   
 
 

Annualized
2017 Since 1/1/2012

Diversified Portfolio 14.93         9.71                  
  Index Components
    U.S. Stocks 23.46         16.30                
    International Stocks 42.96         12.89                
    Bonds 3.45           2.32                  
    Real Estate 4.83           10.99                
    Money Market 1.03           0.30                  

S&P 500 21.65         15.52                

Money Market 1.03 0.30
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For the fourth quarter, the diversified portfolio was up 3.44 percent, led by U.S. stocks up 6.31 percent 
and international stocks up 4.07 percent.  Bonds added 0.38 percent, with real estate adding 1.37 
percent.  Large cap U.S. stocks represented by the S&P were up 6.31 percent.  Money market funds 
were up 0.31 percent.   
 
As always, please call or email with any questions or concerns.   
 
 
Roger E. Southward, CFP® 
 
 
Disclaimer:  The information in this newsletter is for general educational purposes only and is not a recommendation to buy or 
sell any investment.  Funds mentioned are for illustrative purposes only and are not recommendations to buy or sell those funds.  
The diversified index as shown is to illustrate the possible growth pattern of a mix of investments and cannot be purchased as a 
single investment.  This newsletter is distributed to and intended for clients and friends of Southward Financial Services, LLC 
and not for public distribution.  Past performance is not a guarantee of future investment results. 


