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In an industry where high 

quality, objective advice is 

hard to come by, we make a 

diff erence by putting the client’s 

interests above our own.

Acropolis was born
from a simple idea:

Investing in 2017: As Good As It Gets

www.acrinv.comInvesting In Your Interests.

Just when you thought that the 
market couldn’t get any better, the 
S&P 500 had a blowout quarter, 
up 6.1 percent - the best quarterly 
result since 2015.  Even better, 
the low volatility environment 
continued and 2017 was the least 
volatile calendar year on record and 
didn’t move more than two percent 
in either direction all year.  In fact, 
2017 was only the second calendar 
year that every single month 
enjoyed a positive return.  Th e bull 
market that started on March 9, 2009, is now the second oldest on record, 
spanning 3,206 days and climbing 297.6 percent.  Th e longest rally started 
in 1987 and continued all the way to March 2000, lasting 4,494 days and 
gaining 582.2 percent.
Investors shrugged off  concerns about high market valuations and focused 
instead on strong earnings and economic growth.  Adjusted earnings-per-
share for the S&P 500 grew 6.7 percent last year, the best reading since 2014.  
Economic data surprised to the upside in all but the second quarter, beating 
high expectations set after the election.
Right now, in the afterglow of such a great year, it’s easy to become complacent 
to the risks that still exist.  Th e greatest risk at this point is the market’s high 
valuation, which we think will lead to lower returns in the coming years.  Of 
course, we can see from the last three years that valuations can remain high 
for years and even climb higher.
Unless the market reaches extreme levels like the 1990s (and we’re still far 
from that), the market will likely ride higher unless there is some negative and 
unforseen catalyst.  Of course, that unforeseen catalyst may not even show up 
in 2018, so enjoy the ride for as long as it lasts, knowing that we’re doing our 
best to make sure that you can withstand whatever the market brings.



In investing, what is 
comfortable is rarely 

profi table.
- Rob Arnott, Investor
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By Tim Side

Stock Market Summary
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Data Source: Bloomberg

Equities ended the year on a strong 
note as all equity classes gained for the 
quarter and the S&P 500 notched 12 
straight months of gains in 2017. It 
was another relatively quiet quarter as 
the VIX Volatility Index, a measure 
of expected market volatility, fell to a 
historic low of 9.1 on November 3rd.
Emerging Markets was the best 
performing equity class, rising 7.4 
percent for the quarter, and 37.3 
percent for the year. Developed 
International stocks outperformed US 
stocks. However, the asset class was the 
second-best performer of the year, with 
a total return of 25.0 percent. 
Larger stocks outperformed smaller 
stocks in the US as Large-cap and 
Mid-cap gained 6.6 and 6.2 percent 
respectively, while Small-cap and 
Micro-cap stocks gained 3.3 and 1.8 
percent respectively. 
Smaller stocks rallied in mid-November 
as Congress made a quick push to 

pass a tax-reform bill. Th e House and 
Senate passed the reconciled version 
of the bill in mid-December and 
it was signed into law by President 
Trump on December 22.
Consumer Discretionary was the 
best performing sector for the quarter 
as strong holiday sales boosted 
retailer’s performance. Information 
Technology was the best performer 
for the year as the sector had a total 
return of 38.8 percent for 2017.
Th e Energy sector continued to 
rally, helped by rising oil prices as 
West Texas Intermediate Oil, the 
US benchmark for oil prices, broke 
$60 per barrel for the fi rst time 
since June 2015. OPEC supply cuts, 
tensions in the Middle East, and a 
key pipeline leak in the US led to 
lower global supply. In November, 
OPEC and Russia agreed to extend 
the production cuts through 2018.
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Cash combined with 
courage in times of crisis is 

priceless.
- Warren Buff ett, Investor
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Bond Market Review
By Ryan Craft, CFA 

Data Source: Bloomberg

Th e bond market provided a total 
return of +0.39 percent for the 
fourth quarter, bringing its 2017 
total return to +3.54 percent.  Th is 
is a remarkable return given the low 
yields to start the year along with the 
expectations for rates to rise.
Th e Federal Reserve continued their 
slow pace of tightening monetary 
policy with another 25 basis point 
hike in the Fed Funds rate, which 
now stands at a range of 1.25 – 1.50 
percent.  Th is was the third rate hike 
in 2017 and has pushed short-term 
rates up by 75 basis points over the 
course of the year.
While short-term rates are very 
sensitive to Fed actions, the long 
end of the curve behaved much 
diff erently.  Th e 10yr US Treasury 
began the year at 2.44 percent and 
ended the year at 2.41 percent.  
Despite the Fed raising the overnight 
rate by 75 basis points, long-term 
rates were basically unchanged.  

Th is disconnect in the short term 
and long term rates led to a dramatic 
shift in the shape of the yield curve.  
Th e 1-year Treasury and 10-year 
Treasury began the year with a 
diff erence in yield, or spread, of 115 
basis points.  Th ey ended the year 
with a spread of 67 basis points.  
Th e current spread is not a concern, 
but the trend of a fl attening curve 
has many economists and investors 
worrying because an inverted yield 
curve (where short-term rates are 
higher than long-term rates) has 
preceded the past seven recessions.
In addition to a fl atter yield curve, 
risk spreads also experienced a fairly 
dramatic decline throughout the 
year.  Spreads on corporates and 
mortgage-backed securities have 
all fallen as investors are willing to 
accept a lower premium to hold 
these riskier (relative to Treasuries) 
assets.



Investing is the intersection 
of economics and 

psychology.
- Seth Klarman, Investor

By David Ott
The New Tax Laws and You

portfolio insights
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Continued on next page.

In December, President Trump 
signed sweeping tax legislation, 
known as the Tax Cuts and Jobs Act 
of 2017, into law.  
Although you should talk to your 
accountant for details regarding  
how the new laws will aff ect you, 
the following summary should be 
benefi cial.
Brackets & Rates

While the number of brackets 
stayed the same, the rates and dollar 
amounts changed. Th e table below 
shows the data for single fi lers and 
married couples fi ling jointly.
Deductions & Exemptions

Currently, the standard deduction 
for joint fi lers is $13,000.  Taxpayers 
also qualify for exemptions of 
$4,150 for themselves and their 
family members.  For example, a 

two-parent home with two kids 
would get a $13,000 deduction, and 
$16,600 in exemptions for a total of 
$29,600.
Under the new law, the standard 
deduction for joint fi lers nearly 
doubles to $24,000, although there 
are no exemptions.  Th e elimination 
of exemptions expires in 2025.
State and Local Tax Deductions

Until now, fi lers could itemize 
deductions for diff erent types of state 
and local taxes from their taxable 
income on their federal returns.  
Th e new law still allows taxpayers to 
deduct state and local taxes, but only 
up to $10,000.
Mortgage Interest Deduction

Previously, homeowners that 
itemized could deduct interest on 
up to $1 million of their mortgage 



Behind every stock is a 
company.  Find out what 

it’s doing.
- Peter Lynch, Investor
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principal.  Under the new law, the 
deduction would be limited to 
interest on $750,000 in principal 
for new mortgages (current loans are 
grandfathered).  It allows homeowners 
to deduct the interest on fi rst and second 
homes, but not HELOC interest.  Th is 
portion of the law expires after 2025.
Medical Expense Deduction

Th e old code allowed taxpayers to 
deduct the cost of out-of-pocket 
medical expenses if the medical 
expense exceeded 10 percent of the 
taxpayer’s adjusted gross income 
(AGI).
Th e new law lowers the fl oor to 7.5 
percent of AGI for the next two 
years and then reverts to 10 percent 
in 2020.
Child Tax Credits

As noted above, parents could get an 
exemption of $4,150 per child and 
could also apply the child tax credit 
of $1,000 per child from their fi nal 
tax bill (there are a lot of details here 
that I am not covering since this is a 
broad summary).
Although parents will lose the 
exemptions as noted above, the 
child tax credit doubles to $2,000 
per child.  Th e new law creates an 
additional $500 credit for non-child 
dependents and keeps the adoption 
tax credit.
401k Accounts

Taxpayers can still contribute up 
to $18,500 in pretax income into 
tax-preferred retirement accounts.  

Although there was some discussion 
that pretax contributions would go 
away or the limits would be reduced, 
there are no changes to 401k plan 
contributions.
Capital Gains Tax

Speaking of things that didn’t 
change, there is nothing in the law 
that requires investors to use ‘First-
In, First-Out (FIFO)’ accounting 
in their capital gains calculation, 
which would have been a bad deal 
for investors.  
Capital gains rates did not change, 
including the top rate of 23.8 
percent (which includes the net 
investment income tax).
Estate Taxes

Previously, estates worth more than 
$11.2 million for married couples 
were taxed up to 40 percent (again, 
I’m going light on details in this 
summary).  Th e new law doubles 
the exemption to $22.4 million for 
couples.  In 2026, this portion of 
the law sunsets and reverts back to 
current law.
529 Accounts

Th e new law included a new 
provision to allow money held 
in 529 accounts to pay for up to 
$10,000 of K-12 tuition and other 
qualifi ed expenses each year.  
Lastly, it doesn’t appear that the new 
law is simple enough that we can all 
fi le on postcards, but we’ll see what 
happens in April 2019.



Buy not on optimism, but 
on arithmetic.

 - Benjamin Graham, 
Investor

By David Ott

What is Bitcoin, Anyway?
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In 2013, when Bitcoin prices were 
surging, a few readers asked me to 
write about Bitcoin.  I didn’t know 
much about it and didn’t write 
the article because I thought that 
Bitcoins didn’t seem legitimate, but 
they’re on a tear, so I’m giving it a 
shot.
Bitcoin is the fi rst, largest and best-
known crypto-currency.   But what 
is a crypto-currency?  Th at’s a harder 
question.  To answer it for myself, 
I thought about the defi nition of 
money, which traditionally has three 
components.
First, money is a medium of 
exchange, which simply means that, 
as a society, we use money as an 
intermediary that is used to avoid 
the inconveniences of bartering.  
Th e local grocery store won’t accept 
my cowry shells in exchange for 
food (or half of a cowry shell for half 
as much food).

Second, money is a unit of account, 
which means that it serves as a 
standard, numerical measurement 
of market value for goods and 
services.  Money has to be divisible 
into smaller units without losing 
value, which is why we can use gold 
as money but not a Picasso.
Who would accept half a Picasso 
as payment?  As a unit of account, 
money has to be fungible where one 
unit is equal to another.  Th at’s true 
for $100 bills, but not diamonds, 
which vary in carat, color, and 
clarity.
Finally, money is a store of value, 
which means that I can save it for 
later and use it as a medium of 
exchange in the future.  Obviously, 
saved money has to maintain its 
value to be useful in the future.
When Germans tried to spend their 
Weimar Republic reichsmarks in 
1933, they weren’t worth the paper 



We ignore outlooks and 
forecasts.  We’re lousy at it, 
and we admit it.  Everyone 
else is lousy too, but most 

people won’t admit it.
- Marty Whitman, Investor
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that they were printed on, which 
meant that the old currency was 
used as wallpaper and in the furnace 
for heat.
If you think about the money in 
your wallet, it fi ts those defi nitions.  
So does the yen in a Japanese person’s 
wallet or euros in the Frenchman’s 
billfold.
Gold meets those standards as 
well with an important additional 
feature: it’s not tied to a particular 
government.  Th e gold that I own 
can be used in Japan, France and 
anywhere else in the world.  Th at 
was true thousands of years ago and 
will almost certainly be true in the 
future whether you think it makes 
sense or not.
Getting back to crypto-currencies, 
let’s look at how they meet our three 
tests.  Are Bitcoins a medium of 
exchange?  Yes, they have a universal 
price and can be used in exchange 
for goods and services instead of 
traditional currencies.  Are Bitcoins 
a unit of account?  Yes, one Bitcoin is 
one Bitcoin, anywhere in the world.
Are Bitcoins a store of value?  
Hmm…  Yes, so far they have been 
a store of value.  In fact, as noted at 
the top, they’ve been a phenomenal 
store of value – you can buy far more 
goods and services with a Bitcoin 
today than you could at any time in 
the past.  Th at said, I am personally 
skeptical that they will be a good 
store of value in the future.

I may be completely wrong about 
that, as I have been so far.  And, I 
don’t have any particular evidence 
to back up my claim except that 
crypto-currencies are new.
In addition to the newness, my 
other problem with Bitcoin is that it 
is somewhat tainted by scandal and 
theft.  
In addition to being the currency 
of choice for criminals, crypto-
currencies have been lost or 
stolen.  In 2014, the largest Bitcoin 
exchange, Mt. Gox, announced that 
850,000 Bitcoins were ‘missing.’  At 
that time, those Bitcoins were worth 
$450 million and represented about 
six percent of all Bitcoins at that 
time.
Lastly, I’ve got some operational 
concerns.  I view gold as a doomsday 
currency, but I don’t think 
Bitcoins would work.  If there’s an 
electromagnetic pulse (EMP) that 
wipes out computers, the money 
that I’ve got in bank and brokerage 
accounts won’t be very useful.  If I 
had gold, maybe I’d be okay, but 
Bitcoins won’t help me.
Maybe my grandkids will lament 
the fact that I could have bought a 
Bitcoin for just $4,344 and didn’t, 
but hopefully, they’ll be satisfi ed 
with the stocks that I bought them 
instead.  Either way, I think that 
crypto-currencies are here to stay.



Data Center     2017 

Dow Jones  28.11%

S&P 500  21.82%

S&P Midcap  16.23%

Russell 2000  14.63%

MSCI EAFE (Intl)  25.03%

MSCI Emerging Mkt  37.28%

S&P Sectors     2017

Basic Materials      23.84%

Consumer Discretion.  22.98%

Consumer Staples  13.49%

Energy  -1.01%

Financials  22.14%

Healthcare  22.08%

Industrials  21.08%

REITs     10.85%

Technology  38.83%

Telecom  -1.25%

Utilities  12.11% 

 

Interest Rates  2017 

Fed Funds  1.50%

Prime Rate  4.50%

3-mo. Treasuries  1.38%

2-yr. Treasuries  1.88%

5-yr. Treasuries  2.21%

10-yr. Treasuries  2.41%

Currencies  2017 

Euro  1.2005

Japanese Yen  112.69

British Pound  1.3513

All Data as of 12/29/2017

The Big Picture
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21.4 million Th e estimated number 
of people enrolled in Health Savings 
Accounts (HSAs), which is about three 
in 10 employees.  
Two-thirds Th e number of HSA 
account holders with positive net 
contributions in 2016, which means 
that there were more additions than 
withdrawals.  Ninety percent of HSAs 
with contributions in 2016 ended the 

Fast Facts: Health Savings Account Edition
year with funds for future expenses.
Th ree Percent  Th e percentage of HSAs 
with investments beyond cash.  Th e 
average balance for accounts with cash 
alone was $1,739, while the average 
account balance for accounts with 
investments was $11,274.  Th e three 
percent of accounts with investment 
assets represent 19 percent of the total 
assets in all plans.
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