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Global equity markets produced 
stronger returns in terms of price 
than we’ve seen in several years 
during 2017. Underpinning the 
strong year for U.S. stocks, in 
particular, were strong corporate 
earnings, low volatility and the 
global economic expansion from 
which the U.S. and other 
countries have benefitted.

Only the Dow Jones Industrial 
Average (DJIA) posted 
double-digit gains during the 
fourth quarter. Yet, that index as 
well as the S&P 500 and the 
Nasdaq Composite recorded their 
best annual performance since 
2013. (For full-year 2017 results, 
please see the chart below.) 

In contrast to historically-low 
volatility in U.S. equity markets, 
the Treasury market experienced 

several periods of significant 
price swings. The yield on the 
10-year Treasury note ended 
2017 at 2.41%, down 
marginally from 2.44% at 
year-end 2016. As of early 
September, the yield on the 
10-year note was trading as 
low as about 2.07%, but 
subsequently rose in the 
following weeks with the 
so-called “reflation trade,” after 
the release of the tax reform 
framework and a temporary 
debt-ceiling agreement.  

Meanwhile during the fourth 
quarter, the spread between the 
two-year Treasury note and the 
10-year Treasury note 
compressed to 53 basis points at 
year-end, its flattest level since 
before the 2008-2009 financial 
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crisis, according to Morningstar Credit Ratings. 
Short-term rates have been rising rapidly as the 
Federal Reserve raised interest rates three times during 
the course of 2017. The two-year note’s yield rose by 
69 basis points in 2017, while demand for 
longer-dated Treasurys from insurance and pension 
funds helped drive down the yield on the 30-year bond 
by about 25 basis points during the year.

For 2018, the U.S. Treasury market faces more 
potential supply, which could lead to higher yields. On 
the one hand, the Federal Reserve is beginning to 

unwind its more than $4 trillion balance sheet 
following quantitative easing. The U.S. government 
also may have to issue more debt because of an 
expanding budget deficit. 

Interest rates are also forecast to increase for 2018 
and rising inflationary trends – already beginning to 
emerge in oil and commodity prices – would place 
further upward pressure on Treasury yields. Concerns 
about inflation during early January 2018 have 
already pushed the yield on the 10-year note above 
2.50%, its highest level in 10 months.

Real Estate — Low Inventory, 
Sales Increases Helped Lift 
Home Prices in 2017 

Higher 10-year Treasury yields are already having 
some impact on mortgage rates. As tracked by 
Mortgage News Daily (MND), 30-year fixed-rate 
mortgages recently reached an eight-month high at 
4.15%. MND’s methodology involves tracking lenders’ 
raw prices which tend to be higher than rates provided 
by Freddie Mac’s primary mortgage market survey.

The $1.5 trillion tax package signed by President 
Donald Trump in late December may also be a factor 
in how the nation’s housing market fares in 2018. 
The legislation caps the deduction homeowners can 
take on mortgage loans at up to $750,000, down 
from $1 million. It also caps deductions for state and 
local income and property taxes, or state and local 
property and sales taxes at $10,000.

Housing did experience strong performance in 2017, 
with price gains in major metropolitan markets 
regaining most of the depreciation experienced 

following the financial crisis of a decade ago. The 
combination – at least during 2017 – of economic 
growth, low interest rates and tight labor markets 
helped boost home prices.

The S&P CoreLogic Case-Shiller U.S. National Home 
Price NSA Index posted a 6.2% annual gain in 
October (the most recent figures available), while the 
20-City Composite was up 6.4% year-over-year. 
Other measures of home prices also displayed 
appreciation with the National Association of Realtors 
(NAR) reporting that median existing home prices for 
all housing types rose by 5.8% in November 
compared to a year ago – the 69th straight month of 
year-over-year gains. 
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Freddie Mac
Primary Mortgage Market Survey

Average Rates

30-Year FRM

15-Year FRM

5/1-Year ARM

Source: Freddie Mac. http://www.freddiemac.com/pmms/

Week of 
1/4/18

3.95%

3.38%

3.45%

Week of 
12/28/17

3.99%

3.44%

3.47%

Week of 
1/5/17

4.20%

3.44%

3.33%

http://news.morningstar.com/articlenet/article.aspx?id=843080
http://www.mortgagenewsdaily.com/data/30-year-mortgage-rates.aspx
http://money.cnn.com/2017/12/17/real_estate/tax-bill-mortgage-property-tax-deductions/index.html
https://www.spice-indices.com/idpfiles/spice-assets/resources/public/documents/638549_cshomeprice-release-1226.pdf?force_download=true
https://www.nar.realtor/newsroom/existing-home-sales-soar-56-percent-in-november-to-strongest-pace-in-over-a-decade


Existing home sales rose 5.6% in November 
compared to the previous month’s upwardly-revised 
figures, to a seasonally-adjusted annual rate of 5.81 
million. The NAR said sales were 3.8% higher than 
the prior year, and at their strongest pace since 
December 2016.

Total housing inventory at the end of November was 
7.2% lower than the previous month and 9.7% lower 
than a year ago. Inventory has fallen for 30 
consecutive months and is now only at a 3.4-month 
supply at the current sales pace. The anticipated rise 
in mortgage rates in 2018 could further cut into 
affordability if these “staggeringly low” supply levels 
persist, Lawrence Yun, NAR’s chief economist, said.

Tax Reform, Earnings and 
Economy Key Themes For 
Stocks in 2018  

To put the U.S. stock market’s performance during 
2017 into perspective: The S&P 500 posted total return 
gains every month (albeit down 0.04%, but up 0.12% 
with dividends), and now stands at a new record of 14 
consecutive months of gains. The index also had 62 
new closing highs (equal to 1964), compared to 18 in 
2016, and behind the record of 77 in 1995. The DJIA 
posted 71 new closing highs versus 26 in 2016, setting 
a new record dating back to 1896, according to S&P 
Dow Jones Indices, a division of S&P Global.

While the U.S. economy may be further along than 
other nations in expansion and in its business cycle, 
U.S. companies’ earnings are still expected to get a 
boost in 2018 from lower corporate tax rates as part of 
the recently signed tax package. 

U.S. gross domestic product (GDP) growth increased at 
an annual rate of 3.2% in the third quarter. Forecasts 
for the fourth quarter range from about 2.8% to as 
high as 4.0% based on the Atlanta Federal Reserve’s 
GDPNow model and the New York Federal Reserve’s 
Nowcast GDP projection model, respectively. The 
Nowcast GDP model also forecasts 3.4% economic 
growth for the first quarter of 2018.

One provision of tax reform does require companies to 
repatriate earnings from overseas subsidiaries (at 

reduced rates as low as 8%) and more companies 
have been disclosing possible one-time charges and 
other earnings hits in recent weeks due, in part, to this 
provision. Yet, a portion of these repatriated earnings 
may also be used to repurchase shares and increase 
dividends, further supporting the stocks of those 
companies which choose to do so.

In addition, corporate earnings could benefit if 
companies continue to invest in further productivity 
gains. That trend began to emerge during 2017 as 
stronger revenue growth resulted in more companies 
reinvesting in their own businesses, and may, to some 
extent, justify higher valuations for those companies 
pursuing organic growth through investments in 
property, plants and equipment. On that note, some of 
the repatriated cash may likely be used for 
acquisitions, investment and research and 
development. 

As the research from S&P Dow Jones Indices indicates, 
expectations are high for 2018, with more analysts 
calling for the S&P 500 to cross 3,000 – the so-called 
“S&P 3,000 Club.” That would result in the index 
gaining slightly more than 12.0% from its 2017 close. 
Those expectations include predictions of more money 
in corporate accounts, via lower taxes, as companies 
spend more money on buybacks and add to the 
upward buying pressure of stocks. In addition, 
consumer spending may stimulate the economy with 
higher paychecks from lower withholding taxes.

To get another future gauge on corporate earnings 
and how it may impact stock prices in 2018, S&P Dow 
Jones Indices notes that the upcoming earnings season 
may be an indicator, as companies provide guidance 
on the potential impact of the tax package on income 
and the amount of repatriated cash.
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https://www.spindices.com/
https://www.frbatlanta.org/cqer/research/gdpnow.aspx
https://www.newyorkfed.org/research/policy/nowcast
https://www.nytimes.com/2018/01/04/business/corporate-tax-cuts.html
https://www.cnbc.com/2018/01/05/apple-tech-companies-to-bring-back-400-billion.html
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