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Monthly U.S. and Global Market Outlook
I. Market Performance
Markets advance to new all-time highs marking the strongest start to the year since 2006. All
three major U.S. indices climb to record highs within the first week of the New Year, with the
S&P 500 passing 2,700 and the Dow topping 25,000. As of January 5th, the S&P 500 rose
2.60%, the Dow Jones gained 2.33%, and the NASDAQ advanced 3.38%.
The mixture of positive earnings and tax reform news has fueled the markets and supported the
continuing upward growth trend. As of year-end the S&P 500, Dow Jones and NASDAQ
finished up 21.83%, 25.08% and 28.24% respectively. For a second year in a row, all sectors are
expected to report year-over-year revenue growth along with the highest profit margins in over a
decade.
So far for Q4 with only 4% of companies reporting, 78% of companies reported positive EPS
and 94% of companies reported positive sales surprises. The Q4 blended earnings growth
estimate is 10.5% led by technology, financials and energy sectors. The S&P 500 earnings
growth is set to reach nearly 11.8% while sales growth is 5.6%.¹ The S&P 500 companies that
bring the most value to the table are the ones with the highest global exposure. We are noticing
year-over-year record growth and higher earnings expectations with global companies.
Depending on how priced in the tax bill is, we could expect anywhere from 6-13% growth in the
broad market this year.
II. Economic Indicators
Overall, macroeconomic indicators paint a solid picture of modest growth for 2018. The U.S.
economy is forecasted to grow at a higher and faster pace than 2017. Manufacturing, retail and
home sales contribute to the pro-growth trend. Other macroeconomic data points including labor,
prices and consumer confidence all point towards a bullish year ahead. November jobs report
added 228,000 jobs to the economy, while December produced 148,000 jobs falling short of the
190,000 expectation.² In aggregate, the U.S. has averaged around 170,000 new jobs per month in
2017 with an annual growth rate of 1.4%. The slowdown in the December jobs report is not a
concern as other indicators show the economy is operating at its highest point in years. The labor
market is tightening with the unemployment rate at a 17-year low. Housing sales reached a 10year high with a 27% increase year-over-year.
We expect the current rate of expansion to continue throughout 2018. The GDP outlook for 2018
is between 2.5-3.0%. Both PPI and CPI data reflect rising prices on goods and services supported
by increased demand, higher wages and improved consumer sentiment. As of January 5th, Gold
closed at $1,320.62 per ounce, oil rose to $62.44 a barrel and natural gas leveled around 2.80
MMBtu.²

III. Trumponomics
On December 22nd, President Trump signed in the first material tax reform bill that will alter the
tax code all together. The Tax Cuts and Jobs Act is structured to provide tax relief and simplify
the code with hopes to stimulate the economy. The bill is designed to pave the way for
sustainable economic prosperity and enhance employment. In addition, the bill provides a
massive tax break for corporations, slashing the corporate tax rate to 20%. The mixture of higher
earnings and lower tax rates should positively contribute to valuation measures and boost the
economy. Lower taxes also provide companies the opportunity to reinvest capital, increase R&D
budgets and this also stimulates M&A activity. Now that the tax bill has been passed, we are
anticipating the administration will shift their attention to infrastructure matters.
IV. Monetary Policy
During the last FOMC meeting on December 13th, the Fed increased interest rates to the target
range of 1.25% to 1.50%. This marked the 3rd rate hike in 2017. The Fed also outlined their goal
of three additional rate hikes in 2018. Depending on the size and timing of these rate hikes, the
Federal Fund target rate could reach the 2.00%-2.25% range later this year. The next FOMC
meeting is scheduled to take place January 30th-31st. The current expectation is that rates will
remain unchanged during the first meeting, but there is a higher probability for an increase once
Powell transitions to become Fed Chair in February. Fed Fund Futures edged higher to a 67.5%
probability for a March rate hike.
V. Global Outlook
Global economic expansion forecast for 2018 continues to rise. China’s 2018 GDP growth
increased to 6.7% amid global expansion and increased demand. A few factors that support the
bullish stance include the all-time high equity prices and valuations, fundamentals and positive
earnings estimates. A few uncertainties that remain on our radar include; new Fed leadership,
geopolitical tension and under the radar global financial instability. The ECB and the BOJ
monetary policy meeting outcomes left rates unchanged again. The probability that the ECB and
the BOJ will adjust their monetary policy this early in the year remains low despite strengthened
economic data. The next BOJ and ECB meeting is scheduled for January 22nd-23rd and January
25th respectively.
VI. Our Focus
As the overall global economic condition strengthens, the likelihood of a recession in the nearterm remains low. Our investment team is primarily focused on identifying value-oriented
holdings that provide an edge to our equity strategies. We are focused on selecting international
equity leaders to increase our global exposure. In addition to this we are placing a heavier
emphasis on our M&A research and the technology sector. We are following the developments
surrounding financial technology products and services, artificial intelligence and machine
learning.

Portfolios Recap
Dynamic Futures Option Strategy (DFOS): 17.88% YTD
Dynamic Option Strategy (DOS): 9.46% YTD
Dynamic ETF Option Strategy (DEOS): 8.72% YTD
For the month of December, DFOS returned 1.40% net of fees. DOS returned 1.16% net of fees.
DEOS returned 0.43% net of fees.
All three options strategies continued to capitalize on collapsing yields due to lowered market
volatility. On the back of its underperformance in November, we shifted the DFOS yields to
allow it better upside participation but also able to recapture alpha once yields decline. With the
lack of scheduled event risk on the near-term horizon and current market tailwinds, we’re
positioning the strategy to be a little less defensive by raising the selected strikes but continuing
to be strategic to better mitigate against the eventual downturn that follows the market hitting alltime highs.
Tactical Long/Short Strategy: 18.71% YTD
Tactical ETF Strategy: 15.07% YTD
For the month of December, both of our tactical strategies closely followed the broad market and
finished off with a strong year. The S&P 500 yielded 1.11% for the month while Tactical
Long/Short returned 0.63% and Tactical ETF gained 0.35% net of fees. This is the sixth
consecutive month of gains for both strategies. As always, we continuously seek out valueoriented ETFs that meet our investment criteria in order to enhance our portfolio quality and
overall returns.
Core Strategy: 23.45% YTD
Equity Opportunity Strategy: 21.54% YTD
The Core Strategy returned 0.47% net of fees for the month of December. The Equity
Opportunity Strategy gained 0.33% net of fees for December. As of year-end, both Core and
Equity Opportunity outperformed the S&P 500 for the year. Our allocations in technology,
services and consumer goods played in our favor after the strong earnings season. This is the
sixth consecutive month of solid performance where our equity strategies have trumped standard
benchmarks.
As always, we welcome you to reach out to us anytime to discuss your portfolio.

Fariba Ronnasi, Principal
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