
 

Strong Third Quarter in US Markets 

Bull Market Marches On 

Traditionally, the US stock market has exhibited some seasonal weakness during the third quarter of the 

year. In fact, the month of September is historically the worst performing month for the markets. This year, 

we have bucked those seasonal trends. All major stock indexes - the Dow, S&P 500, International and 

Small Company - moved higher during the quarter by about 4%.  

 

Bonds were unexciting, which is exactly what we expect and hope for in this asset group. The Federal 

Reserve has indicated that it intends to move slowly and deliberately in raising short term interest rates. 

Indeed, with inflation running historically low and the economy growing at a steady if plodding pace, there 

seems to be little incentive for them to raise interest rates very much. A slow, steady rising of interest rates 

is good news, I believe, for bond investors. 

 

Here, then, are the year-to-date index returns through the third quarter. 
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2017 YTD Market Returns (thru 10/2/17) 
 

Index % 

Dow Jones (DJIA) 13.4% 

S&P 500 12.5% 

Small company (Russell 2000) 9.9% 

International (DJ Global ex-US) 18.7% 

Bonds (Barclay Aggregate) 3.1% 
 

Source: Bloomberg Financial, WSJ, 10/2/17   



 

4
th

 Quarter Predictions? 
 

As always, I shy away from short term predictions. However, I have two contrasting 

thoughts. 

1.  The 4th quarter is historically the strongest quarter for U.S. stocks. Since 1950, 

the S&P 500 has gained on average 3.9% during the 4th quarter. More impressively, it was 

positive 79.1% of the time. I don’t believe this statistic dependable enough to warrant 

changes in investment strategy, however, it is encouraging to note that we are entering a 

favorable season for investors. 

2. Correction warning flags are out! Remember, we haven’t had a significant stock 

market correction in quite some time. 2017 has been essentially correction-free, so we 

need to go back to early 2016 to find evidence of the last market correction.  

 

Note, that these two thoughts are not mutually exclusive.  

 

We could certainly have a stock market correction of 10% or more and still end the 

quarter in positive territory.  I strongly believe that, absent an economic recession, any 

stock market correction we experience will be rather short. Since 2009, we have had 10 

corrections greater than 5%. By my reckoning, the average correction saw a -10.7% drop 

in stock prices and recovered in an average of 66 days. 
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Economic Update 
 

The real, potentially lasting, damage to investor’s portfolios generally happens during economic recessions. 

During a recession, a normal correction can turn into a full-on “crash.” The U.S. stock market dropped by 

more than 40% in both 2001 and 2008, and during both of these occasions the economy was in a recession. 

 

Therefore, as you know, I pay a lot of attention to where the economy appears to be heading in the next six to 

twelve months. If it looks as if a recession is becoming probable, it is likely that we will make changes in  

investment strategy for clients. In essence, we would “batten down the hatches” prior to the storm hitting. 



 

Economic Update (cont.) 

 

I follow many economic data sources, many of which I often share with you. This month I show the Leading 

Economic Indicators (from the Conference Board), and the ISM Manufacturing Index (from the Institute of 

Supply Management). Currently, both data points look quite strong. In fact, it is difficult to find many 

economic data points that are negative.  

 

My conclusion in reviewing the available data is that the economy is not in 

imminent danger of falling into a recession. 
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The Leading Economic Indicators 

(LEI) remain strongly positive. 

There are 10 economic inputs into 

the LEI, making it a very good pre-

dictive tool. 

Source: The Conference Board 

Manufacturing data has recently 

hit a post-recession high! Any 

reading above 50 indicates the sec-

tor is expanding. Latest ISM report 

was 60.8. 

Source: Institute for Supply Management 
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Tax Reform Update 

The White House has released a framework for tax reform, and although it is far from certain what the   

final product will look like, or even if any such reform will be passed, I thought I would pass along my  

initial thoughts.  There are four primary changes to the individual code being proposed. 

 

1. Simplify tax bracket structure by shrinking the current seven tax brackets into three brackets -  

12%, 25% and 35%. Currently, the top bracket, for those with incomes in excess of $418,400 

(or $470,400 for a married couple) is 39.6%. However, the proposal does not indicate what 

level of incomes apply to which brackets. 

2. Essentially, double the standard deduction. For a married couple, the proposal calls for a 

standard deduction of $24,000. This means, if your taxable income is under $24,000, you would 

effectively owe no federal income tax. 

3. Eliminate many itemized deductions, but retain deductibility for mortgage interest and 

charitable contributions. 

4. Repeals the Estate Tax (aka “death tax”) as well as eliminates the Alternative Minimum Tax 

(AMT).  This is a politically popular proposal, but under current tax law only applies to those 

with estates in excess of $5.49 million ($10.98 million for married couples). 

 

The proposal also calls for tax cuts for businesses. For small businesses, which utilize a “pass through” 

structure, the maximum tax rate would be 25%, and for corporations, the top tax would be 20%. 

Additionally, there are also provisions for allowing the immediate expensing of capital investments (as 

opposed to amortizing over many years), and offers a one-time incentive for corporations to bring home 

profits currently held overseas. 

 

What is not addressed in the proposal is how Social Security benefits might be taxed and at what rate 

capital gains and dividend income would be taxed. Both issues are important to many of our retired clients. 

 

Nonetheless, I see this proposal as potentially good news for many retirees. The primary benefit, in my 

view, is the enhanced standard deduction, which puts the first $24,000 for a married couple in a “zero” 

federal tax bracket. 

 

This is a fluid policy discussion in Washington, DC, and I will be evaluating its progress over the coming 

months, with particular interest in how it impacts our clients. As needed, I will continue to send 

communications to you on this topic. 

 

The full proposal can be viewed at www.whitehouse.gov/taxreform.  
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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. 

 

Bottom Line?  
 

The bull market for stocks has continued to pick up steam as the year has progressed. In fact, 

the rally seems to be “broadening” and virtually all sectors are participating in the advance. (As 

opposed to a narrow minority of stocks advancing, masking the fact that the underlying market 

could be weakening.) 

 

The economic indicators that I monitor are supportive of a growing economy, which should 

lead to higher corporate profits. This in turn, supports higher future stock prices. 

 

Additionally, tax-reform legislation, as currently proposed, could be broadly beneficial to both 

corporations and investors.  

 

Nonetheless, I believe smart investors would be wise to remain vigilant for any cracks or 

deteriorating economic conditions. 

 

Save-the-Date!  

Annual Client Briefing 

Thursday, November 9, 2017 

3:00 PM to 5:00 PM 

Atlantic Sands Hotel & Conference Center 

We hope you will be able to join us this year at our Annual Client Briefing. Jon will be 

discussing the economy, looking at key economic indicators, and providing an in-depth 

market analysis. Keep an eye out for invitations to be mailed later this month. We invite 

you to bring guests to this event. Each year, we welcome new clients because of you...we 

appreciate your trust in us.  


