
 

“US Economy Exhibits Renewed Strength.  
Stocks End Year at All-Time Highs!” 

2017 in Review 
 
2017 was an exceptional year for many 

investors as the major stock market indexes 

rose by 20% or more. Additionally, these 
gains came in absence of any major stock 

market correction.  
 

The Dow Jones experienced a very minor 3% 
correction in early-spring of 2017, but 

otherwise moved higher without much 

interruption. By year’s end, the Dow had 
added 5,000 points, ending just shy of 

25,000. 
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Index 2017 Return 

S&P 500 19.4% 

Dow Jones (DJIA) 25.1% 

Small Companies (Russell 2000) 13.1% 

International (DJ Global ex-US) 24.6% 

Bonds (Barclays US Corporate) 6.4% 

Morningstar Moderate Conservative 
(Blend)* 

10.9% 

Source: Thompson Reuters 

Source: WSJ, 1/2/2018 

*(The “Morningstar  

Moderate Conservative  

Index” is broadly 

representative of the  

performance an investor 

might have experienced in 

2017 with an allocation of 

40% invested in stocks and 

60% invested in bonds.) 

Below is the year-end “scorecard” for investors: 
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Notwithstanding the excellent returns of 

stocks in general, an investors’ actual return 
was highly influenced by their exposure to 

different sectors in the market.  
 

Those investors with heavy allocations in 
technology oriented stocks, for example,  

likely performed better than those who had 

more significant exposure to energy stocks. 
 
 
 
 
 
Bond investors experienced returns that were  
respectful, even if unexciting compared to the 
stock market returns! Yields available to  
corporate bond investors remain low on a 
historical basis, but have improved somewhat 
during 2017. 
 
These yields represent a cross-sector average 
for both high quality bonds (AA), and lower 
quality, higher yielding bonds (BBB). 
 

 
 

Economic Conditions 
 
The U.S. economy ended the third quarter at 

a 3.2% year-over-year growth rate.  
 

Here’s a good chart that shows the economy’s 
progress since the Great Recession of  

2008-09.  
 

The recovery and expansion has now lasted 

almost 8 years, making it the 2nd longest  
expansion since the post war era.  

Source:   Wells Fargo Investment Institute. S&P Ratings: AA means high 

quality and very low credit risk. BBB means subject to moderate credit 

risk and may possess certain speculative risk. 

Source: Standard & Poors, Wells Fargo Investment Institute 

Source: US Bureau of Economic Analysis, Doug Short 



 

Currently, there are signs that the pace of  

economic activity might be accelerating into 
2018. For example, here is the most recent 

reading of the Conference Board’s Leading 
Economic Indicator (LEI). 

 
As the name implies, the Leading Economic 

Indicator (LEI) is designed to forecast future 

economic growth. If the indicator is 
improving, or even accelerating as is the 

current case, the prospects for continued 
growth are excellent. If, on the other hand, 

the indicator is deteriorating over several 
months, there is an increased probability of 

an economic recession in the coming months. 

 
Since approximately 70% of US economic 
activity happens in the consumer area, I tend 
to pay attention to data that will impact 
consumers and their ability to spend and spur 
economic growth. For example, here is the 
growth of jobs (Total Nonfarm Employees) in 
the U.S. 
 
Analysts and commentators might quibble 
about the “quality” of the jobs, but it seems 
clear to me that the job markets are healthy. 
In fact, for many businesses there is a 
growing challenge of finding candidates to fill 
job openings.  
 
Another factor that effects consumer 
spending is their current “net worth.” Net 
worth is simply adding up all of one’s assets 
(house, 401k, investments, property, etc.) and 
subtracting any outstanding debt (mortgage, 
credit cards, car loans, etc.).  
 
If your net worth is shrinking, as was the case 
in 2007-2009, you will likely be inclined to 
“tighten your belt” and reduce spending. 
However, as you can see, American net-worth 
has recovered nicely from the last recession 
and is currently at all-time highs. 
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Source: The Conference Board 

Source: Bureau of Labor Statistics, Doug Short 

Source: US Census Bureau, Doug Short 
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Preliminary sales figures are coming in from 
the retail sector, and it looks like it was a very 
successful holiday shopping season as  
consumers spending was at an all-time high.  
 
This makes sense, given the improved job 
market, high consumer confidence about the 
future, and an improved net-worth situation.  
 
Of course, there are “winners and losers” in 
the retail space. Some “brick and mortar”  
retailers have been, and will continue to be, 
challenged by on-line retailers such as  
Amazon.  
 
This change in consumer spending habits will 
be disruptive to traditional retailers, not all of 
whom will likely survive. However, the surge 
in spending by consumers is supportive and 
indicative of a healthy US economy heading 
into 2018. 
 
Finally, here is a chart showing the state of 
small business optimism in the country.  

Small business optimism (or pessimism in 
2007-12), tends to be predictive of their future 

economic activity.  

This also makes sense, and it is encouraging to 
see the Small Business Optimism Index at the 

highest level in over ten years. 

Source: US Census Bureau, Doug Short 

Source: University of Michigan, Doug Short 

Upcoming Investment Workshops 
 
Pre-register at www.lokkeninvest.com   

 
 January 24  2018 The Year Ahead: Are Stocks in a Bubble? 

 February 21  Tax Reform: What It Means to You as An Investor 

 March 21  8 Retirement Pitfalls You Should Avoid 

 April 18  Retirement Income Strategies 

 May 16  Building An All-Star Stock Portfolio 
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A quick note on “business cycles”  
and the faulty logic of investors. 

 
 
It seems clear that the U.S. economy, and, indeed much of the rest of the world as well, is in the 
midst of an economic expansion. The economy has fully recovered from the Great Recession of  
2008-09 and seems poised to accelerate into early 2018. 
 
However, we must remember that the economy works in boom and bust cycles, otherwise known as 
the “business cycle.” 
 
Eventually, an economic expansion will overheat, or run out of steam, and we will enter into a new 
recession.  Hopefully, the next recession we experience will be nothing like the ’08-09’ version, but 
regardless, it behooves us to be on the lookout. Why? Simply put, most damage to investor 
portfolios tend to happen during periods of economic recession.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
During extended periods of economic expansion, investors often get complacent and fall prey to 
faulty logic regarding risk and probability. As the previous recession fades from view, investors 
realize that recessions are not as common as expansions and, therefore, are rather low-probability 
events. 
 
They then deduce, incorrectly, that a low-probability event is roughly equivalent to “it probably 
won’t happen.” 
 
The last recession reminded us of this faulty logic. The correct interpretation of a low-probability 

event is “it will happen, just not frequently. Furthermore, it will likely happen randomly and when 
we least expect it.” 
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2018 Expectations? 
 

 The economy will continue to grow, even accelerate in early 2018. There are no signs, that I 

see, that point to an imminent recession. 

 

 Supported by a growing economy, and expanding corporate profits, I suspect the stock 

market will continue to hit new highs this year. 

 

 As the economy heats up, interest rates could accelerate higher. This will create  

 opportunities, and challenges, for bond investors and savers. 

 

 We will almost certainly experience more market volatility in 2018. Remember, a 10%  

 correction in stock prices would be quite normal and should be expected. However, at  

 current levels, it may feel dramatic as 10% on the Dow could mean losing 2,000- 3,000  

 points! 

 

 Investors will tend to turn more aggressive as the market hits new highs. Be careful. None 

of us are likely financially braver today then we were in 2008-09! 

 

 We are preparing portfolios and have a game plan ready for when the next recession  

 arrives. I’m hoping that this does not occur in 2018, but I want to be prepared.  

Disclaimer: The material shown is for informational purposes only. Past performance is not indicative of future performance, and all investments are subject to 
the risk of loss. Forward-looking statements are subject to numerous assumptions, risks, and uncertainties, and actual results may differ materially from those 

anticipated in forward-looking statements. As a practical matter, no entity is able to accurately and consistently predict future market activities. While efforts are 

made to ensure information contained herein is accurate, Lokken Investment Group, LLC cannot guarantee the accuracy of all such information presented.  
Material contained in this publication should not be construed as accounting, legal, or tax advice. This message is intended to be educational in nature, and does 

not represent tax or legal advice. Lokken Investment Group, LLC is neither an accounting firm nor a law firm, and we encourage the reader to consult a tax or 

legal expert for specific tax or legal advice. The information provided is derived from sources deemed to be reliable, but we are unable to guarantee its 
reliability. For more information about Lokken Investment Group, LLC and services provided, please contact us at jlokken@lokkeninvest.com, or  302-645-6650. 

 

As this expansion ages, we should prepare ourselves for the inevitable, low-probability event of the 
next recession. To use a baseball analogy, we are in the late innings of the expansion, in my opinion. 
As in baseball, it is difficult to know exactly when the game will conclude. The later innings could go 
on for quite some time, or could end abruptly.  
 
If we were at a baseball game, it would be time to remember where we parked the car in anticipation 
of beating the crowd to the parking lot. As investors, it is time to understand the risk in your  
portfolio, and to have a game plan, ready to implement, when the next recession appears to be  
imminent.  
 
In my view, the next recession may not be imminent, but it is, nonetheless, inevitable. 


