
The S&P 500 index continued to make strong gains 
in the fourth quarter of 2017. Despite the uncertainty 
surrounding tax reform and news about geopolitical 
unrest, the market moved steadily upward. This 
steadiness was surprising given that the market 
does not typically go a full year without experiencing 
a five percent correction in stock prices. But, in one 
of the longest stretches on record, we haven’t seen 
such a correction since the summer of 2016. 
 

One reason for the stock 
market’s unexpected calm 
might be the support it has 
received from central banks 
injecting money into the 
economy, keeping interest 
rates low. Another may be the 
lack of attractive alternatives. With bond yields so low, and 
real estate prices so high in many markets, investors had few 
options for higher returns. But now people are starting to 
wonder when the tide will turn. 
 
We do not see an obvious catalyst for a correction or 
significantly higher volatility, so we expect U.S. equities to 
continue to move up in early 2018. The U.S. Federal Reserve 
is helping to stimulate the economy, consumer confidence is 
high, unemployment is low, and now there is tax reform to 
fuel investor optimism. The factors that we think will be most 
disruptive to the market, such as higher interest rates, will 
take time to develop. In the near term, we think consumer 
sentiment and tax reform will continue to drive the stock 
market upwards. 
 
The major beneficiaries of the new tax bill appear to be 
corporations that will profit from significant, permanent tax 
cuts, which will provide a boost to corporate earnings growth 

in the upcoming year. It remains to be seen what those 
corporations will do with increased earnings, and if they will 
drive future economic growth. The hope is that increased 
economic activity will boost GDP growth sufficiently to make 
up for the anticipated $1.5 trillion decrease in tax revenue, 
though few economists believe that this will happen2. 
 
Nevertheless, we believe that in the short term higher 
earnings will result in higher dividend payouts and increased 

share buy backs, which 
should support equity prices 
for some time. Wealthy 
individuals who benefit from 
the tax cuts may also help 
push equity prices even 
higher in 2018. 
 

While international and emerging markets did not perform 
quite as well as the S&P 500 index in the fourth quarter, they 
still increased just over 6%. It is hard to imagine the U.S. 
having as strong of a year in 2018, and many people are 
predicting that international and emerging markets will 
outperform the U.S. We agree that returns in U.S. markets 
are likely to be more modest in 2018, so having exposure to 
international markets will be important. 
 
Though stocks had a great year, the bond market remained 
lethargic. The 10-year Treasury yield moved very little in the 
fourth quarter, and ten-year and longer-term bond rates 
remained low. This indicates that investors are not particularly 
concerned about inflation, and do not expect much economic 
growth in the future. 
 
Current bond rates also invite questions about the yield curve, 
a graphical representation of the relationship between 
duration and yield. When the curve flattens or inverts 
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S&P 500 Index (Large Cap) 6.64% 21.83% 
S&P 400 Index (Mid-Cap) 6.25% 16.24% 
S&P 600 Index (Small Cap) 3.96% 13.23% 
Morningstar Short-Term Bond Index 0.03% 1.12% 
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(because short-term bonds have yields that are similar to or 
even higher than the rates for longer-term bonds), people 
start to worry that trouble lies ahead. 
 
Many people think that short-term yields are likely to move up 
as the Fed raises short term interest rates, while long term 
rates will remain low based on expectations for slower 
economic growth. The current yield curve is quite flat, but not 
yet inverted, so there is some worry because an inverted yield 
curve has preceded the past seven recessions. Moreover, the 
last two inverted yield curves were in 2000 and 2006 
respectively, just before major stock market corrections. 
 
We know that we could see an inverted yield curve, but that 
does not mean a market correction is imminent in 2018. First, 
an inverted yield curve may be correlated with recessions and 
market corrections, but it does not cause those things. 
Second, quite a bit of time can pass between when the yield 
curve inverts and when we experience a recession or 
correction. And third, regardless of the shape of the yield 
curve, any increase in bond yields could threaten stock 
prices. While we are aware of the yield curve and what it 
potentially signals, we are paying closer attention to the 
changes in bond yields, because those changes will have a 
direct impact on stock prices. 
 

A major financial industry preoccupation in recent 
months has been with cryptocurrencies, particularly 
Bitcoin. Motivating the creation of Bitcoin was the 
desire for a currency that exists outside of 
government regulation, an attempt to remove trust 

concerns from money, including pitfalls such as counterfeit 
cash and governments’ debasement of currency through the 
printing press. 
 
Bitcoin itself relies on the ingenious pulling together of a 
number of technologies only possible in today’s age of high 

speed data networks and super powerful computer 
processing chips. While the underlying technology is 
fascinating to a relatively small number of people, Bitcoin has 
become a dinner table conversation piece because its price 
has skyrocketed from $1,017 at the end of 2016 to a high of 
$19,345 on December 15, 2017. Returns for buying Bitcoin a 
few years ago are in the thousands of percent, and a lot of 
people are starting to feel like they missed the boat. But 
exactly what kind of ship is the USS Bitcoin? 
 
One challenge to investing in Bitcoin is that there is no 
tangible way to value it. Bitcoin has no earnings stream, and 
no underlying capital assets with market value. The value lies 
in what people are willing to pay for it. But how is this different 
from a one-hundred-dollar bill, or an ounce of gold? Both 
have the core qualities of money: a store of value, a unit of 
account, and a medium of exchange. Bitcoin does have many 
of the qualities of money; however, as something that is 
appreciating like a rocket going to the moon, with single day 
moves of 20% or more, it is a terrible unit of account, and a 
risky medium of exchange. At present, it appears more like 
past infamous bubbles, such as the famous Dutch tulip bulb 
mania in the 1600s, golf club memberships in Japan in the 
1980s3, and dot com stocks in the 1990s. With the price 
around $18,200 at the time of this writing, it is difficult to know 
if it will go to $100,000 or $0 (or both) in the coming years. 
 
Wall Street has recently allowed Bitcoin to be traded on the 
futures market through the Chicago Board Options Exchange 
(CBOE) and the CME (an American financial market 
company that owns and operates derivatives and futures 
markets). For now, Waycross views Bitcoin and other 
cryptocurrencies as so far into the realm of speculation that 
we do not consider them investable assets for any of our 
clients. If you do decide to join the frenzy, you should 
exercise great caution, and understand the very real 
possibility that you could lose it all. 
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