
 

Market in a Minute 
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Index Performance: As of December 15, 2017 

Index Price 
Last 

Week 
YTD 

Dow Jones 30 24652 1.3% 24.7% 

S&P 500 2676 0.9% 19.5% 

NASDAQ 6937 1.4% 28.9% 

Russell 2000 7523 0.6% 14.2% 

Russell 2000 Growth 6598 0.8% 21.3% 

Russell 2000 Value 11574 0.5% 7.7% 

Russell 1000 Growth 1307 1.2% 30.7% 

Russell 1000 Value 1543 0.5% 13.1% 

Shanghai SE Index 3421 -0.7% 5.3% 

SPDR Gold Shares 119.18 0.6% 8.7% 

GS Crude Oil Total Return 6.14 0.0% -3.0% 

Powershares US $ Index 24.43 0.0% -7.7% 

Ishares EAFE Index  69.97 0.2% 21.2% 

iShares Barclays 20+ Yr 

Treasury Bond 

128.35 1.3% 7.7% 

Utilities Select Sector ETF 55.02 -1.5% 13.3% 

Vanguard REIT ETF 85.08 1.2% 3.1% 

iShares Mortgage Real 

Estate 

46.94 1.5% 11.6% 

Wells Fargo BDC 21.00 0.5% -7.4% 

Alerian MLP ETF 10.76 3.5% -14.6% 

iShares Global Telecom 61.23 0.0% 4.3% 

Source: Bloomberg & Yahoo.com, Returns are appreciation only. 

S&P Sector Performance 

Index Price 
Last 

Week 
YTD 

Information Technology 1120 1.8% 38.7% 

Consumer Disc. 781 1.1% 20.5% 

Consumer Staples 588 1.3% 10.6% 

  

A Word on the Market by Pat Adams, CFA 

 

The tax bill looks like it will pass this week. We will stress 

that it is a really good bill for U.S. companies that do most 

of their business in the U.S. These companies generally 

have high tax brackets, like retailers and banks. It clearly 

benefits value stocks over growth stocks. We think the 

lower tax rates, helps dividend oriented companies, as it 

frees up earnings that can be used to distribute to stock 

holders. We do not see much of a benefit to individuals, 

there is some, but for most high-income service jobs there 

is very little to no benefit. Below please see a summary of 

the bill from our friends at Compass Point. Some of the 

things that really surprised us were the deduction of 20% 

for PTPs and REITs. That is really nice! Also, they 

effectively repealed the Affordable Care Act (Obama 

Care). Please see the highlighted areas. 

 

With the good news, the market is now very expensive. The 

earnings for 2017 is expected to be $131.70 for the S&P 

500 or 20.4x earnings. That is a very expensive valuation 

level and requires the Fed to be very accommodative and 

growth to be very strong. The risk in the market is very high 

and is being driven by very strong sentiment. The most 

bullish scenarios that we have seen is the market up 10% 

next year, but driven by value stocks. 

 

http://cts.vresp.com/c/?PVGAssetManagementCo/2f3bc9b062/TEST/aabcf56eb2


Health Care 970 1.2% 21.7% 

Financials 463 -0.1% 19.7% 

Industrials 630 0.3% 17.1% 

Energy 509 -0.1% -8.2% 

Telecommunications 164 4.0% -6.9% 

Utilities 280 -0.7% 13.3% 

Materials 370 -0.2% 18.7% 

Source: Bloomberg website, Returns are appreciation only. 

Interest Rates 

Fed Fund 1.25 5-Year 2.17 

3-Month 1.38 10-Year 2.39 

6-Month 1.51 30-Year 2.74 

2-Year 1.84     

Source: Bloomberg.com 

Economic Events This Week 

19-Dec Housing Starts 1259K 1290K 

19-Dec Building Permits 1280K 1297K 

20-Dec 
Existing Home 

Sales 
5.56M 5.48M 

21-Dec GDP-Third Est 3.3% 3.3% 

21-Dec Philadelphia Fed 21.0 22.7 

21-Dec Initial Claims 236K 225K 

21-Dec Leading Indicators 0.4% 1.2% 

22-Dec Personal Income 0.4% 0.4% 

22-Dec Personal Spending 0.4% 0.3% 

22-Dec Durable Orders 2.1% -1.2% 

22-Dec 
Durable Goods-ex 

transportation 
0.4% 0.4% 

22-Dec New Home Sales 652K 685K 

22-Dec 
Michigan 

Sentiment-Final 
97.3 96.8 

Source: Briefing.com 

Economic Events Last Week 

Date Event 

12-Dec 
PPI for Nov. came in at 0.4% which 

was in line with consensus estimates 

12-Dec 

Core PPI for Nov. was reported at 

0.3% compared to expectations of 

0.2% 

• Corporate Rate. The final package lowers the corporate rate 

to 21% effective in 2018. 

• Individual Rates. The final package retains the seven 

individual rate brackets, but it changes the rates and 

attachment points. The top rate will be reduced from 39.6% 

to 37%. These changes would sunset after 2025.  

• Pass-Throughs. The conference report generally follows the 

Senate’s deduction approach for pass-throughs. The 

deduction amount would be 20%, which is 3 points lower than 

the original Senate compromise, but the effective rate will be 

the same given the lower top individual rate. The final 

package imposes certain guardrails, including a modified 

wage limitation and a list of excluded specified service 

businesses (e.g., health, law, financial services, brokerage). 

• Carried Interest. The final bill would retain the current 

treatment of carried interest, but requires assets be held for 

three years to enjoy the preferential tax rate. 

• Estate Tax. The final bill doubles the estate tax exemption. 

• Full Expensing. The final bill provides for full expensing 

through 2022, but would phase it down by 20% a year 

thereafter. 

• NOLs. The final agreement would limit net operating loss 

(NOL) deductions to 80% for tax years beginning in 2018. 

• Like-Kind Exchanges. The final bill preserves the like-kind 

exchange benefit for real property. 

• Individual Mandate. The final bill effectively repeals the 

Affordable Care Act’s (ACA) individual mandate by reducing 

the tax to zero. 

• PTPs + REIT Dividends. The final package allows for a 20% 

deduction for publicly-traded partnership (PTP) income and 

qualifying REIT dividends, which could fuel increased retail 

investor demand for those assets. 

• Repatriation Rate. The final package includes slightly 

higher deemed repatriation rates at 15.5% for cash assets and 

8% on illiquid assets. 

• Banks Clear Beneficiaries as They See Far More Dessert 

Than Vegetables in Final Package. As expected, banks 

fared well in the final tax package. Banks should benefit from 

top-line growth if the package spurs economic activity, 

bottom-line growth as banks are generally full taxpayers, and 

possibly even a steepening yield curve as the package’s 

inflationary impact materializes. Furthermore, the final bill 

dropped the controversial FIFO proposal, repealed the 

corporate alternative minimum tax, and avoided the big bank 

tax conversation altogether.  

• EBITDA Wins Out…For 4 Years. The conference package 

generally reflects the Senate’s business interest expense 

treatment, which would cap the deductibility at the sum of 

business interest income plus 30% of an adjusted income 

metric similar to EBIT. Notably, however, in tax years 2018 

through 2021, the adjusted income metric would allow for 

depreciation, amortization, and depletion to be considered in 

the calculation. Given this construct, we fully expect a fierce 

fight over the “EBIT Cliff” in 2021. 

• Mortgage Industry Made the Best of a Bad Hand. On 

balance, the final tax bill negatively impacts higher-end 

housing markets, but the mortgage industry softened the blow 

by securing a handful of victories in the eleventh hour. We 

briefly discuss these issues below:  



 

13-Dec 
CPI for Nov. was reported at 0.4% 

which was in line with forecasts 

13-Dec 
Core CPI for Nov. was 0.1% vs. 

estimates of 0.2% 

13-Dec 
The FOMC Rate rose from 1.125% to 

1.375% as expected 

14-Dec 

Retail Sales for Nov. rose 0.8% which 

was higher than consensus forecasts of 

.03% 

14-Dec 

Retail Sales ex-auto for Nov. came in 

at 1.0% compared to estimates of 

0.6%  

14-Dec 

Initial Claims for the week of 12/9 

were 225K which was less than 

expectations of 239K 

14-Dec 

Business Inventories for Oct. declined 

-0.1% which was in line with 

expectations 

15-Dec 

Industrial Production for Nov. rose 

0.2% which was slightly lower than 

estimates of 0.3% 

15-Dec 

The Capacity Utilization for Nov. 

came in at 77.1% vs. forecasts of 

77.2% 

Source: Briefing.com 
 

o MID. The final package maintains the mortgage 

interest deduction (MID) for existing mortgages, but 

limits the deduction to $750k of acquisition debt on 

mortgages originated after December 15, 2017. The 

$750k threshold splits the difference between the 

House and Senate plans. Debt on both first and 

second mortgages under the $750k threshold will be 

deductible, but the legislation suspends the 

deductibility of home equity lines of credit 

(HELOC). The MID treatment under current law, 

including the $1M threshold, would return in 2026 

under the conference agreement. Zillow estimates 

that 44% of U.S. homes are worth enough to take 

advantage of the mortgage interest deduction under 

current law, but that figure will drop to 14% under 

the conference committee compromise. 

o SALT. The final package allows up to $10,000 in 

state and local tax (SALT) deductions, which is 

slightly broader than original proposals focused 

exclusively on property tax. Notably, the decimation 

of the SALT deduction, coupled with the doubled 

standard deduction, will inherently reduce the tax 

benefit of homeownership. An earlier estimate by the 

TPC found that the core tenants of the GOP’s tax 

plan would make the mortgage interest deduction 

(MID) “irrelevant for all but a small fraction of 

homeowners.” 

o Capital Gains Exclusion. In one of the clearest 

victories for the mortgage industry, the final package 

maintains the existing structure of the capital gains 

exclusion stemming from the sale of a home. 

Specifically, under current law homeowners are 

allowed to exclude up to $250,000 from the sale of a 

home if they have lived in the home for two of the 

last five years. Previous House and Senate proposals 

would have materially altered this provision, which 

could have negatively impacted already constrained 

supply in certain markets, but the industry was able 

to secure an eleventh-hour victory by maintaining 

current law. 

Please visit our website for more information.  
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