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Greetings,
Global capital markets continued their amazing advance in the fourth
quarter of 2017. The S&P 500 Index, a proxy for the US equity markets,
was up +6.18% for the fourth quarter, and that Index has now delivered
a record fourteen consecutive months of positive returns. A
synchronized global economic expansion fueled market optimism, and
U.S. markets cheered the U.S. Tax Reform Bill passed by Congress, and
signed by President Trump just prior to the Christmas holiday. Unlike
the previous three quarters of 2017, the U.S. equity markets weren’t the
best performing equity markets in the quarter ending December 31st.
Singapore, up +9.28%, Japan, up +8.53%, Australia, up + 7.43%, and Hong
Kong, up +6.31%, all outperformed the S&P 500 Index for the period.
Several developed European equity markets bucked the global advance,
declining during the quarter, with Sweden, down (-2.90%), Italy, down (-
2.12%), Finland, down (-1.80%), Spain, down (-1.02%), Belgium, down (-
0.95%), and Portugal, down (-0.06%) for the fourth quarter. (1) Emerging
Market equities continued to dominate their developed counterparts in
the fourth quarter, with the MSCI Emerging Markets Index rising +7.40%
for the quarter, and finishing the year up +37.28% for all of 2017. (2)

The domestic debt markets managed a modest advance in the fourth
quarter, with the Bloomberg Barclays Aggregate Bond Index rising
+0.40% for the quarter, finishing 2017 up +3.50%. The U.S. Treasury
Yield Curve continued to “flatten” during the quarter, with the yield
“spread” between the 2-Year Treasury Bond, and its 10 - Year
counterpart starting the quarter at +0.86%, and ending the quarter at
just +0.51% (3). While not as dramatic, yield curve flattening also
occurred in the German Bund. The spread between the 2-Year German

Bund, and the 10-year Bund, went from +1.16% to +1.05% during the
quarter (4).
Equity market volatility continued its historically low levels in the fourth

quarter. The CBOE Volatility Index, also known as the “VIX”, or “Fear
Index”, established historic lows during the quarter, falling as low as 9.14
on November 3rd before finishing the year at a still low 11.54 (5). The
largest “peak-to-trough” decline in the S&P 500 Index during the quarter
was an incredibly low (-1.15%), and the year 2017 never saw a single (-
5%) decline in the Index. (6)

Given the lack of volatility in the global equity markets, investor
complacency is rampant. According to the American Association of
Individual Investors’ weekly Sentiment Survey, the percent of U.S.
investors who were “Bullish” ended December at 54.11%, the highest
reading since November 2014. Another 26.72% described themselves as
“Neutral”, leaving only 19.17% who had a near-term “Bearish” outlook
for stocks (7). As we stated in last quarter’s “Investor Quarterly”, our
explanation for this widespread belief that the second longest equity
market expansion in history will continue, is based on a combination of
factors. Investors have clearly bought into the belief that the U.S.
economy will continue to expand at an accelerating rate, fueled in part
by the benefits of tax reform. They are also confident that the Federal
Reserve Bank (“Fed”) will act quickly to stem any market declines by
deferring their planned 2018 Fed Funds Rate hikes, or by ending their
plans for Quantitative Tightening (“QT”).

WELCOME

1. http://www.gf-wealth.com/QMR_Q4_2017/
2. https://www/msci.com
3. https://www.treasury.gov/resource-center/data-chart-center/interest-rates
4. Schroders Global: Economics Markets Review – Q4 2017
5. https://www.marketwatch.com/investing/index/vix/historical
6. https://www.marketwatch.com/investing/index/spx
7. https://ycharts.com/indicators/investor_sentiment_bullish2
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The Fed raised its Federal Funds Rate in December by 25 basis points to
1.50%, its third rate hike in 2017, following two previous 25 bps hikes
declared in March and June. According to the CME FedWatch Tool,
98.7% of “Fed Watchers” believe the Fed will continue to raise the Fed
Funds Rate in 2018, with 10.8% believing there will be just one 25 basis
points increase, another 31.1% believing they will raise rates twice,
37.1% foreseeing three rate hikes, and 17.0% envisioning four rate hikes
in 2018. (8) Additionally, the Fed announced its intention to reduce its
$4.5 trillion balance sheet by $10 billion a month in October 2017, and to
gradually increase that amount to $50 billion a month by October 2018.
Economic conditions on the ground will certainly influence those rather
ambitious plans, and we remain skeptical that the Fed will be able to
follow through on those balance sheet reductions.

The European Central Bank (“ECB”) has also indicated their intentions to
continue its Quantitative Easing (“QE”) programs, but to reduce their
asset purchases from the current €60 billion a month to €30 billion a
month by September 2018 (9). As Global Central Banks worldwide look
to the “normalization” of monetary policy in 2018, only the Bank of
Japan (“BoJ”) remains resolute in its commitment to ultra-expansionary
monetary policy (10).

In our view, both the equity and debt markets are “expensive” by all
historical measures. Assuming the S&P 500 Index earnings estimates for
Q4 2017 are realized, the four quarter (trailing) “As Reported”
Price/Earnings Ratio (“P/E”) finished 2017 at 24.30 times earnings (11),
and as this is written, those earnings would place the current Index level
at a P/E Ratio of 25.54 times earnings. European and Asian equities
trade at more reasonable, though still elevated levels today. Given
those beliefs, we continue to manage our clients’ portfolios tactically,
and defensively. Our “Core/Satellite” approach to asset allocation will
provide us with the ability to participate in market advances, should they
continue, but protect those gains should the inevitable market
correction occur.

As always, we appreciate your continued support of our efforts.

Thank you,

Jay R. Penney, CFP®, CFA®, AIF®,    
Chief Investment Strategist
Ashton Thomas Private Wealth, LLC
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WELCOME

8. http://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html/
9. https://www.bloomberg.com/graphics/2017-ecb-monetary-stimulus-exit-tracker/?srnd=fixedincome
10. https://seekingalpha.com/article/4082998-fed-ecb-boj-balance-sheets
11. https://us.spindices.com/indices/equity/sp-500
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U.S. EQUITIES:
U.S Equity markets surged higher into year-end 2017, and closed near an all-
time high. The S&P 500 Index gained +6.18% in the fourth calendar quarter,
finishing the full year, up +21.82%. The U.S. equity markets were buoyed all
year by expectations that the Trump Administration would deliver tax and
regulatory reform, and they were well rewarded on both fronts. The Tax
Reform Bill that Congress passed and the President signed into law on
December 22nd, reduced the maximum marginal corporate rate from 35% to
21%, dramatically improving corporate America’s “take home pay” in the
process. With 14.4% of the S&P 500 Index constituents having reported
their fourth quarter earnings, it appears Operating Earnings “per Index
Share” jumped from $31.33 in Q3 to $34.10 in Q4, a nominal dollar record.
“As Reported” Earnings “per Index Share” declined slightly, from $28.45 in
Q3, to $27.10 in Q4, ironically due to write-downs of tax deferred assets, and
an acceleration of write-offs into 2017, to offset income at the higher, 2017
tax rates (12). Investors hoping for the acceleration in Operating Earnings to
improve the rather “frothy” fundamental valuations we’ve seen in the S&P
500 Index the past three years were disappointed however, as once again,
the advance in the “Price” of the Index grew faster than the advance in
Operating Earnings. The four-quarter (trailing) Operating Earnings “per
Index Share” of the benchmark Index rose to $124.76, an increase of +5.23%
over the quarter, but the Index’ price rose +6.18%, expanding the S&P 500
Index’ P/E Ratio to 22.43, the highest reading in over eight years. As this is
written, Robert Shiller’s Cyclically-Adjusted Price to Earnings Ratio (i.e.
“CAPE” Index), which “smooths” earnings by averaging inflation-adjusted
earnings over the prior ten years, is at 34.18, its second highest reading ever,
exceeded only in the last year of the “Tech Bubble” in late 1999.

Large Growth stocks led the way, rising +7.86% for the quarter, versus their
Large Value counterparts, which gained +5.33% for the same period (13).
Consumer Discretionary stocks were the best performing sector, rising
+9.87% for the quarter, followed by Information Technology (up +9.01%),
and Financials (up +8.59%). The worst performing sectors during the quarter
were Utilities, which posted an extremely modest +0.21% gain, followed by
Health Care and Real Estate, which gained just +1.47% and +3.22%,
respectively (14) .

As we have oft stated, we remain underweight domestic equities, expecting
these elevated price levels to come back into line with earnings, especially if
inflation and interest rates should continue their recently higher
trajectories.

INTERNATIONAL DEVELOPED MARKETS:
For the first time in four quarters, developed foreign equities gained less
than their U.S. counterparts in the fourth quarter of 2017. The MSCI World
ex-USA Index appreciated by +5.68% in local currency terms (15) .

As mentioned in the “Welcome” to this report, the only developed
countries’ equity markets that advanced faster than the U.S.’ market were
Singapore, Japan, Australia, and Hong Kong, while all the European
developed markets lagged the U.S. The MSCI E.A.F.E. (Europe, Australia, Far
East) Index has a much more reasonable P/E Ratio of 15.5 times (forward-
looking) earnings. Japan’s equity markets continued their rise as the Bank of
Japan doubled down on its Quantitative Easing “(“QE”) programs, and its
Tankan Survey recorded the strongest sentiment among large
manufacturing companies for more than eleven years.

12. https://us.spindices.com/indices/equity/sp-500
13. http://www.gf-wealth.com/QMR_Q4_2017/
14. WisdomTree 2018 Market Outlook Q1 2018
15. http://www.gf-wealth.com/QMR_Q4_2017/
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The Eurozone’s economic recovery continued, with the region’s GDP
moderating slightly in Q3 2017, to +0.6% from the +0.7% delivered in Q2.
The European Central Bank announced that its QE program would be
extended through September of this year, though the pace of the purchases
would be cut in half, a sign the markets saw as confidence that the economic
expansion would continue (16) .

EMERGING MARKETS:
The MSCI Emerging Markets Index advanced +7.50% in U.S. Dollar terms, led
by South Africa, up +21.01%, Greece, up +13.41%, India, up +11.64%, and
South Korea, up +10.48%. China, the world’s second-largest economy by
GDP, saw its equity market advance by +7.58% for the quarter (17). The best
performing sectors in the Emerging Markets were Health Care stocks, which
rose +16.57% for the quarter, followed by Consumer Discretionary, up
+9.00%, and Materials, up +8.73% for the period(18) . Emerging Market
equities were, by far, the best performing stock markets in 2017, with the
MSCI EM Index posting a +37.51% advance for the year. We think that may
continue into the new year, as the stabilization of oil prices, a re-
acceleration in GDP Growth, and continued Emerging Markets’ Central Bank
QE programs encourage investors. And relative fundamental valuation
metrics (when compared to Developed competitors) are still quite attractive
(19).

COMMODITIES:
The Bloomberg Commodities Index Total return gained +4.71% for the fourth
quarter of 2017. The Index was led by Nickle prices, up +20.95%, Brent Oil,
up +18.87%, WTI Crude Oil, up +15.64%, and Cotton, up +14.53% for the
period. Heating Oil, Unleaded Gas, and Copper all delivered double-digit
gains for the quarter as well. Silver and gold were up just +2.24% and
+1.56% for the quarter.

The worst performing commodities during the quarter were Natural Gas,
down (-12.04%), Wheat, down (-8.46%), Corn, down (-4.88%), and Coffee,
which declined by (-4.01%) during the quarter (20). Oil prices are now well
above $60 per barrel, the highest price in over three years, and we would
expect to see some of these commodity prices impact global inflation
readings, and possibly, Central Banks’ plans for removing monetary
accommodation.

REAL ESTATE:
The S&P United States REIT Index, a proxy for the 158 publicly-traded REIT
constituents, was up +1.36% for the fourth quarter of the year, finishing
2017 with a total return of +4.33%. The REIT Industry has been struggling for
the past year, facing a trio of headwinds; (1), uncertainty in the
macroeconomic environment (2), uncertainty over Central Bank monetary
policies, and (3) already elevated prices. The Index traded at a trailing P/E
Ratio of 33.02 times earnings at year’s end. Earnings going forward are
projected to be relatively flat, and the forward-looking P/E Ratio at the end
of December was still 32.45 times earnings. (21)

The best performing sub-sector during the quarter was Factory Outlets, up
+10.2% for the quarter. This was ironic, as factory Outlets were by far, the
worst performing real estate sub-sector for the year, declining (-22.3%) for
2017. Malls were up +9.2% for the quarter in anticipation of a strong holiday
shopping season, and Strip Centers were up +6.8% in Q4. Health Care REITs
were the worst performing sub-sector, giving up (-6.1%) for the quarter,
followed by Apartments (-0.4%), and Industrial REITs, up just +1.0%. (22)

Given the lofty valuations and the potential consequences of a rising interest
rate environment, we remain cautious in our allocation to REIT’s. Liquidity is
important at this part of the cycle.

16. Schroders Global: Economics Markets Review – Q4 2017
17. https://www.msci.com/end-of-day-data-country
18. WisdomTree 2018 Market Outlook Q1 2018
19. https://www4.troweprice.com/gis/fai/us/en/insights/articles/2017/q4/gmo-emerging-

markets.html?&mkwid=swl7f7fjf_247816477918_emerging%20market%20equities_p_c&mtid=33872g25353&slid=&product_id=
20. http://www.gf-wealth.com/QMR_Q4_2017/
21. https://us.spindices.com/indices/equity/sp-united-states-reit-us-dollar
22. Dow Jones Real Estate Indices S&P Global Property Indices Scorecard Q4 2017
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FIXED INCOME:
Once again, non-U.S. bond issuance outperformed domestic bonds for the
quarter. The Bloomberg Barclays Global Aggregate Bond ex-U.S. Index
delivered +1.6% to investors while the domestic counterpart (Bloomberg
Barclays U.S. Aggregate Bond Index) returned just +0.4% to investors for the
quarter. The best performing domestic sub-sector in the fixed-income
markets were once again, High Yield Municipal Bonds, up +1.8% for the
quarter, and +9.7% for the year.

With the flattening of the yield curve mentioned in the “Welcome” memo of
this paper, longer term duration bonds performed well. With both yields
and credit spreads near their historical lows for all types of credits, there is
very little opportunity for further tightening. In fact, a 1% increase in yields
from current levels would have a negative impact on bond prices. High yield
corporates would likely decline (-4.1%), while Investment Grade Corporates
would lose as much as (-7.0%). (23)

In terms of fixed income returns going forward, much will depend upon the
Federal Reserve Bank’s policy pronouncements. The markets cheered the
announcement that Jerome Powell will succeed Chairwoman Janet Yellen as
the Fed’s Chair, as he was considered most likely to continue Yellen’s
accommodative policy prescriptions. A gradual approach to normalizing the
Fed Funds Rate as well as in the reduction in its $4.5 Trillion balance sheet is
the “best case scenario” for fixed income investors. Should inflation begin
to rise to levels that exceed their 2% “target” rate, it will be interesting to
see if the Fed will follow through with its ambitious plans to remove
accommodation from the market. A continuation of the “flattening” of the

yield curve, or an “inverted yield curve”, wherein longer-term rates are
actually lower than short-term rates, is the “worst case scenario” for
investors, as recessions typically follow an inversion of the yield curve.

23. Q4 2017 Market ChartBook – Baird Private Wealth Management
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The fourth calendar quarter saw a continuation of what is being described
by many as “a synchronized global economic expansion”, led by a resurgent
U.S. economy that seems to be firing on all cylinders. The second quarter’s
+3.1% Gross Domestic Product (“GDP”) reading in the United States was
followed up with a +3.2% reading for the third quarter of 2017. The Atlanta
Fed GDPNow forecast delivered January 18th, predicts Fourth quarter 2017
GDP will come in at an even hotter +3.4% (24). (It’s important to note that
the same forecast delivered last October, predicted the third quarter’s
reading would be just +2.7%, due to the ravages of Hurricanes Harvey and
Irma.)

The Conference Board’s Economic Forecast for the U.S. Economy was
delivered on January 10th, and they project U.S. GDP will grow by +2.9% in
2018 (25). While they acknowledge the benefits of lower tax costs to
businesses and consumers, they expressed concern over whether “sufficient
spare capital and labor are available to meet burgeoning demand”. Kiplinger
agrees with The Conference Board’s prediction of +2.9% GDP in 2018, and
predicts the first calendar quarter will be the weakest, as bitterly cold
temperatures in much of the country will dampen auto sales and consumer
spending. (26)

Looking outside the U.S., Goldman Sachs Global GDP forecast is for global
GDP growth to reach +4.0% in 2018, meaningfully above consensus
estimates (27), led by China and India, projected to grow by +6.8%, and
+6.4%, respectively. Morgan Stanley is almost as optimistic for global
growth, projecting global GDP to rise by +3.8% in 2018, projecting China and
India to grow by +6.5% and +7.5%, while the U.S. lags those emerging
economies, projected to grow by just +2.5% according to their economists
(28) .

Japan’s economy continues to expand, with consensus estimates for fourth
quarter GDP to come in at +2.5%, delivering the seventh consecutive quarter
of positive GDP, the first time its expanded this long in twenty-nine years.

The Emerging Markets countries like the “BRIC” (Brazil, Russia, India &
China) countries are seeing their economies accelerate as increasing
demand for commodities drives growth, and more reasonable valuations
point to continued expansion of their economies in 2018.

We see the only risks to continued global economic expansions to be the
possibility for overly aggressive withdrawal of monetary accommodation
from global Central Banks like the Fed, and the possibility of a geopolitical
“event”, such as armed conflict with North Korea, or clashes with Iran.
Lacking those shocks, we believe the U.S. and foreign economies will
continue their expansion in 2018.

24. https://www.frbatlanta.org/-/media/documents/cqer/researchcq/gdpnow/RealGDPTrackingSlides.pdf
25. https://www.conference-board.org/data/usforecast.cfm
26. https://www.kiplinger.com/article/business/T019-C000-S010-gdp-growth-rate-and-forecast.html
27. http://www.goldmansachs.com/our-thinking/pages/macroeconomic-insights-folder/2018-global-economic-outlook-as-good-as-it-gets/report.pdf
28. https://www.morganstanley.com/ideas/2018-global-outlook
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GROWTH
Estimated to be +3.4% in Q4 2017.  Healthy, and accelerating

CORPORATE PROFITS
Record Highs in Q4 2017. Consensus analysts’ estimates for year-over-year
growth of Operating Earnings of +20% are unlikely to be realized, and the
relationship between prices and earnings is near extreme levels (29).

INTEREST RATES
Yields are generally rising, along the yield curve, but more so on the 
short end of the curve.  The “spread” between 2-Year Treasuries and 
10-Year Treasuries started the quarter at 86 bps (0.86%), but ended it 
at just 51 bps (0.51%). (30)

JOB CREATION 
The economy added 611,000 jobs in the fourth quarter.  The 
U.S. Unemployment Rate at year’s end was 4.1% (31) .  Labor 
costs show signs of rising.

INFLATION
+2.1% in December.  Moderating (32)

RISK TO CONTINUED U.S. ECONOMIC GROWTH
Economic growth is steady and accelerating.  Primary risks to 
continued expansion are the possibility that the Fed is too aggressive 
in withdrawing monetary accommodation, or a geopolitical “shock”.

THE U.S. ECONOMY IN FOCUS

29. https://us.spindices.com/indices/equity/sp-500
30. https://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/TextView.aspx?data=yieldYear&year=2017
31. https://data.bls.gov/timeseries/LNS14000000
32. https://tradingeconomics.com/united-states/inflation-cpi
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Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees of risk, and there can be no assurance that the future 
performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Ashton Thomas Private Wealth, LLC), 
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for 
your portfolio or individual situation, or prove successful.  Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current 
opinions or positions.  Moreover, you should not assume that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice 
from Ashton Thomas Private Wealth, LLC.  To the extent that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is 
encouraged to consult with the professional advisor of his/her choosing.  Ashton Thomas Private Wealth, LLC is neither a law firm nor a certified public accounting firm and no portion of the newsletter 
content should be construed as legal or accounting advice.  If you are a Ashton Thomas Private Wealth, LLC  client, please remember to contact Ashton Thomas Private Wealth, LLC, in writing, if there 
are any changes in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or

Investment Advisory services provided by Ashton Thomas Private Wealth, LLC, (ATPW) an SEC registered investment adviser. Securities brokerage services provided by Peachtree Capital Corporation, a 
Registered Broker/Dealer, Member FINRA and SIPC. Though there are similarities among these services, the investment advisory programs and brokerage services offered by Ashton Thomas' advisors 
are separate and distinct, differ in material ways and are governed by different laws and separate contracts with you. A copy of Ashton Thomas Private Wealth LLC's current written disclosure 
statement discussing advisory services and fees is available for review upon request. The information contained in this e-mail message is intended only for the personal and confidential use of the 
recipient(s) named above. If the reader of this message is not the intended recipient or an agent responsible for delivering it to the intended recipient, please notify us immediately by e-mail, and 
delete the original message without any review/dissemination thereof.

Please remember to contact Ashton Thomas Private Wealth, LLC, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of 
reviewing/evaluating/revising our previous recommendations and/or services, or if you want to impose, add, to modify any reasonable restrictions to our investment advisory services, or if you wish to 
direct that Ashton Thomas Private Wealth, LLC effect any specific transactions for your account. Please be advised that there can be no assurance that any email request will be reviewed and/or acted 
upon on the day it is received-please be guided accordingly. A copy of our current written disclosure statement discussing our advisory services and fees continues to remain available for your review 
upon

Ashton Thomas Private Wealth
15279 N Scottsdale Road
Suite B2-215
Scottsdale, Arizona 85254

(Phone) 844.590.6081

www.ashtonthomaspw.com

�2017 Ashton Thomas Private Wealth, LLC, Inc. All Rights Reserved
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