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       FOURTH QUARTER REPORT     DECEMBER 31, 2017 

Dear Clients,  

As we head into the new year of 2018, below is a recap of valuations at the beginning of 2017 as well as 
year-to-date (YTD) valuations:  

 
December 31, 2016 

Valuation 
December 31, 2017 

Valuation 
S&P 500 Index 2,239 2,675 
Dow Jones Industrial Average 19,762 24,744 
10 Year Treasury (Yield) 2.45% 2.41% 

We continue to see a strong 
economic backdrop as 2017 
comes to an end. Stocks have 
sustained robust performance 
globally, extending one of the 
longest bull markets in U.S. history. 
Leading the broad-based rally was 
domestic equities, encouraged by a 
strengthening macro environment, 
shown by Figures 1 & 2. The S&P 
500, Dow Jones, and the Nasdaq 
reached record highs during the 
month of December. The figures 
also demonstrate that emerging and 
international markets also added to 
this rally, posting strong returns for 
2017. We are seeing synchronized 
growth across several countries. 
Stimulative monetary policy worldwide has played a role 
in this expansion. Investors are maintaining a confidence 
in the markets, and volatility remains at an all-time low.  
        Large-capitalization companies outperformed mid- 
and small-capitalization categories. As seen in figure 2, 
growth outpaced value, with large growth returning 28% 
YTD. Small value posted lesser gains; however, rising 
investor interest in value-oriented companies was 
apparent as the quarter ended due to attractive valuations.      
Consumer cyclical was the top performing industry in Q4, 
followed by natural resources, industrials, technology, 
and financials. In addition, we have seen energy begin to 
recover during the fourth quarter. These sectors all  
 

 
posted over 5% in returns for the quarter. Healthcare, 
utilities and communications lagged, all posting below 1% 
in returns. We are seeing a steady rise in oil prices 
supported by growing inventory level and global demand. 
Crude oil was sitting at $60 at quarter end, as compared 
to the third quarter close at $49. The rise of oil prices 
could possibly lead to an increase in inflation down the 
road.  

   Markets overshoot both on the upside and downside, 
so we believe there is more room for growth. We do not 
yet see material concerns with the high valuations being 
presented in this prolonged bull market. We will continue 
to closely monitor valuations going forward. 
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¹Key Takeaway: The Dow Jones Industrial Average outperformed during Q4.  
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There remains 
widespread political 
uncertainty. Along with 
apprehension towards 
the Trump 
administration, Fed 
turnover continues to be 
uncharacteristically high 
with four seats on the 
central bank’s board 
awaiting presidential 
nominations.  This could 
cause short-term 
volatility.  There is also 
the transition of 
outgoing chair Janet 
Yellen to nominee 
Jerome Powell; however, 
it appears he will follow 
in the footsteps of his 
predecessor.  

The ambiguous implications of the newly enacted tax 
bill remain at the forefront of discussion. The bill appears 
to benefit the overall growth of corporations; however, it 
still presents a great deal of uncertainty for individuals 
and its effects should be evaluated on a case by case basis. 
The tax bill as it pertains to individuals will be outlined 
in further detail later in the letter.  

Tensions between the U.S. and North Korea remain 
highly elevated which could potentially affect global 
growth in the future. The unemployment rate remains at 
cyclical lows, but we do not see the accompanying 
material wage increase as we would expect; it only 
slightly increased during Q4. However, general 
economic sentiment remains optimistic. Accordingly, 
GCM remains positive in our outlook for the new year. 

Fixed income posted positive performance during 
the final quarter of 2017. Long-term, inflation 
protected, high-yield munis and corporate bonds added 
to their solid YTD gains throughout the fourth quarter. 
Municipal bonds have performed well, bolstering 
issuance to beat policy changes. The strength that the 
economy continues to experience has led many investors 

to take on more credit risk. In the corporate bond 
market, credit spreads in the investment grade market 
tightened this quarter. Long-duration bonds thrived as 
the yield curve flattened. Basic materials have 
outperformed with commodity prices reaching all-time 
highs. Retail and telecommunications struggled mainly 
from secular headwinds.  

Firming inflation and global 
growth have given the Fed confidence to 
continue to gradually hike its short-term 
policy rate. An area of potential concern is 
long-term interest rates falling below their 
short-term counterparts, which could create 
an inverted yield curve. The shape of the 
yield curve compressed to its flattest level 
since before the 08-09 Global Financial 
Crisis during Q4. This has historically been 
a predictor of a recession and could be 
caused by the raising of interest rates 
despite an inflation rate that has recurrently 
sat below its 2% target. We will continue to 
closely monitor the yield curve. 
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²Key Takeaway: The large blend and growth categories outperformed other categories.   

³Key Takeaway: Long-term bonds posted the highest returns, 
followed closely by inflation-protected bonds. 
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ECONOMIC OUTLOOK 

 Growth prospects remain optimistic. Economic expansion has been broad. Inflation and unemployment 
continue be at low levels in the U.S., and the labor market is tightening. GDP releases have gradually 
improved globally which is being supported by strong consumer spending; however, both could be 
constrained by sluggish wage growth in the future. Despite global tensions and uncertainty around fiscal 
policy, equity market volatility has remained at historic lows. We believe this growth can be sustained into 
2018.   

 
 A stronger economy could encourage the Fed to raise rates at a faster than normal pace relative to 

what the market is expecting. If the Fed keeps to its projections of implementing three rate hikes in 
2018, this could lead to a flattening of the yield curve, and even a potential inversion, historically predictive 
of a recession. A rise in shorter maturity yields should outweigh the low demand for long-term bonds as 
the Fed balance sheet runoff ramps up and European Central Bank tapering comes into play. Although this 
causes no immediate concern, it is something that we will continue to monitor closely.  

 There remains significant political uncertainty. NAFTA negotiations continue to struggle, and the 
Trump Administration could announce its intent to withdraw if the talks do not result in an agreement 
soon. This could negatively affect trade relations between the U.S. and other countries, potentially stifling 
global growth. Continued tensions with North Korea and the instability in the Middle East pose 
geopolitical risks as well. These could potentially lead to rising volatility in the markets in 2018.  

 
 Despite the widespread investor confidence in the stock market, Generation maintains conviction 

in the long-term protection of a well-diversified portfolio that includes both fixed income and 
equity holdings. 

 

TAX CUTS & JOBS ACT 

 
On December 22, 2017, President Trump signed the Tax Cuts and Jobs Act. It cuts the corporate tax 
rate from 35% to 21% beginning in 2018. The 7 individual tax brackets will also change both in terms of their 
income thresholds and rate percentages. The corporate cuts are permanent, while the individual changes 
expire at the end of 2025. Employees should see changes reflected in their withholding in February 2018 
paychecks. While the new TCJA rules introduce new tax brackets, and slightly re-draw the tax bracket 
thresholds, preferential rates for long-term capital gains and qualified dividends will continue to use 
the old thresholds. As a result, preferential capital gains and qualified dividend rates will no longer line up 
cleanly with the ordinary income tax brackets.

 

Some of the key changes affecting individuals are: 

 It nearly doubles the standard deduction. A 
single filer's deduction increases from $6,350 to 
$12,000. The deduction for married/joint 
filers increases from $12,700 to $24,000. The 
deduction for head of household filing status 
increases from $9,350 to $18,000. 

 The Act repeals the Obamacare tax on those 
without health insurance in 2019.  

 
 The Act eliminates most itemized 

deductions. It keeps deductions for charitable 
contributions, retirement savings, and student 
loan interest. 

 It eliminates personal exemptions. Before the 
Act, taxpayers subtracted $4,150 from income for 
each person claimed.  
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 Under the new rules, the Child Tax Credit is expanded from $1,000 per qualifying child under the age 
of 17, up to a Child Tax Credit of $2,000 per qualifying child (of which $1,400 is a refundable credit for 
those whose net tax liabilities would be more than zeroed out by the credit). In addition, the income 
phaseout rules are dramatically increased, from the current thresholds of $75,000 for individuals and 
$110,000 for married couples, up to $200,000 for individuals and $400,000 for married couples. The Act 
also allows a $500 credit for each non-child dependent.  

 
 It keeps the Alternative Minimum Tax. It increases the exemption from $54,300 to $70,300 for singles 

and from $84,500 to $109,400 for joint. The exemptions phase out at $500,000 for singles and $1 million for 
joint.  In addition, the phaseout of the AMT exemption – which effectively creates a “bump zone” where 
the otherwise-top-AMT-rate of 28% rises as high as 35% – is also adjusted substantially higher, from a 
threshold of $123,100 for individuals and $164,100 for married couples, up to a whopping $500,000 for 
individuals and $1,000,000 for married couples. 

 
 The Act doubles the estate tax exemption to $11.2 million for singles and $22.4 million for couples. The 

exemption reverts to pre-Act levels in 2026. 
 
 Alimony treatment is reversed. Under existing law, alimony payments are deductible to the individual 

paying the alimony (usually higher income), and reported as taxable income to the alimony recipient (usually 
lower income), unless the divorce decree or separation agreement stipulated otherwise. Under the TCJA 
legislation, alimony payments would no longer be deductible by payors, nor reportable by recipients, 
effectively eliminating the tax bracket arbitrage between the two. However, this provision will only apply to 
divorce agreements after December 31st of 2018 (or for prior agreements that are explicitly modified to 
adopt this provision in 2019 and beyond). 

 
 It places a new cap on mortgage interest deductibility on the first $750,000 of debt principal (so-called 

“acquisition indebtedness” used to acquire, build, or substantially improve a primary residence). The 
limitation only applies to new mortgages taken out after December 15th of 2017; any existing mortgages 
retain their deductibility of interest on the first $1,000,000 of debt principal, and a refinance of such 
mortgages in the future will retain their $1,000,000 debt limit (but only for the remaining debt balance, and 
not any additional debt). In addition, any houses that were under a binding written contract by December 
15th to close on a principal residence purchased by January 1st of 2018 (and close by April 1st) will also be 
grandfathered. The plan eliminates deductibility for any home equity indebtedness, and without any 
grandfathering for existing home equity indebtedness. After 2017, interest on home equity indebtedness 
simply will no longer be deductible, period. 

 
 Households will be given the option to deduct their combined state and local property and income 

taxes, but only up to a cap of $10,000. (Notably, it is a $10,000 limit on the combined total of property and 
income taxes, not $10,000 each!) The $10,000 limit applies for both individuals and married couples. 

 
 529 plan distributions can now be used tax-free for private elementary and secondary school expenses 

(for up to $10,000 in distributions per student each year), and includes both public, private, or religious schools. 
 

 The standard rules for charitable contributions limit the deduction for cash donations to public charities 
(and privately-operated foundations) at 50% of the taxpayer’s AGI.  

 
 However, under the Tax Cuts and Jobs Act of 2017, this 50% limit is expanded to 60%. Notably, this 

increase will not only make it easier for those who make substantial charitable contributions to claim a full 
deduction, but for those who previously made substantial gifts, may help to “release” existing carryforward 
deductions under the new higher limit. 
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 Not only was the medical expense 
deduction not repealed or limited, it was 
temporarily expanded. Under the final Tax Cuts 
and Jobs Act, the 10%-of-AGI threshold for 
medical expense deductions is reduced to just 7.5% 
of AGI, both retroactively for the now-ending 2017 
tax year, and the upcoming 2018 tax year. In 
addition, the medical expense threshold is adjusted 
to 7.5%-of-AGI for AMT purposes in 2017 and 
2018 as well, ensuring that even AMT’ed 
taxpayer receives the benefit. After 2018, the 
medical expense deduction reverts to the 10%-of-
AGI threshold. 
 

 Deductions for “personal casualty losses” will 
be deductible only if the losses are attributable 
a to declared national disaster (under the terms 

of Section 401 of the Stafford Disaster Relief and 
Emergency Assistance Act), as occurred in 
situations like Hurricanes Katrina, Sandy, and 
Harvey. For those who are not in a Federal 
disaster area, though, casualty losses will no 
longer be deductible. 
 

 The rules permitting recharacterizations of 
ROTH conversions are repealed, effective 
starting in 2018. Notably, though, the 
rule only limits recharacterizations of Roth 
conversions (and not of Roth contributions), 
permitting those who mistakenly make a new Roth 
contribution and later discover they’re over the 
income limits to recharacterize it back to a 
traditional IRA. But Roth conversions cannot be 
recharacterized anymore. 

 

FINANCIAL PLANNING SERVICES 
GCM is now offering Financial Planning Services in addition to the investment asset management we 
have always provided. Many clients ask, “What is the difference?” 

Personal Financial Planning is the holistic process of formulating, implementing, and monitoring 
financial decisions into an integrated plan. This is comprised of several facets and guides an individual or 
a family to achieve their financial goals. Investment asset management is just one piece of that. In most 
cases, Comprehensive Financial Planning involves coordination with other professionals like 
accountants, attorneys, and insurance professionals, to ensure that all pieces of the plan are working in 
concert as they should. In its ideal form, a Financial Plan is comprehensive, but it can also be a limited 
engagement of a narrow scope addressing only one or two planning concepts. 

A comprehensive plan usually includes: 

 Financial statement preparation and analysis, including: cash flow and budgeting. 

 Evaluation of the client’s risk management portfolio or insurance policies. 

 Short-term goal assessment, including: emergency fund and debt management.  

 Long-term goal planning, including: retirement, education, and estate planning. 

 Investment planning, within the client’s risk tolerance, to fund short-term and long-term goals. 

 Income tax considerations integrated throughout all facets of the plan. 

 Examination of any client-specific special needs situation (such as divorce, special needs child). 

At Generation Capital Management, Comprehensive Financial Planning is available to all our 
discretionary investment management clients, at no additional cost.  For all others, financial 
planning services are also available for a reasonable fee.  
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COMPANY NEWS 

We want to thank all our clients for your continued support. Currently our assets under management 
have transcended the five hundred and twenty-five-million-dollar mark. As we continue to grow the 
firm, we would like to share the exciting news that we have added another new employee to GCM: 

 Spencer Bernard, Director of Business Development, brings a one on one client experience 
benefit to the team. He was previously employed as the Finger Lakes Regional Director for the 
NYS Assembly.  
 

Thank You 
As we begin 2018, we hope that you all had a very happy and healthy holiday season. 

We look forward to a successful year! 

                                                                 
 Scott Nasca, CFA® 

President 


