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1. Measured by the S&P 500 index, which includes 500 of the largest U.S. companies in all sectors of the economy
2. Measured by the Russell 2000
3. Measured by the MSCI ACWI ex-U.S. index, which includes large and mid-capitalization stocks from developed and emerging international markets
4. Measured by the MSCI U.S. REIT index, which includes domestic publicly traded real estate stocks
5. Measured by the Barclays Aggregate Bond index, which includes a representation of the performance of the entire U.S. investment grade bond market
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MARKET UPDATE
Economic Growth and Lower Taxes Drive Market Momentum

Stock Market Hits Record High on Low Volatility in 2017
Stock prices soared to record highs this quarter aided by new tax legislation and accelerating
economic growth. The large-cap-dominated S&P 500 jumped 6.6% in the fourth quarter, resulting
in an impressive 21.8% gain for the year (including dividends). International and small company
stocks also increased this quarter with returns of 5.0% and 3.3%, respectively. Driven by the
global economic recovery and aided by a 10.4% decline in the U.S. dollar, international stocks
performed especially well this year and returned 27.2%. Conversely, real estate continued to
underperform, producing an underwhelming 1.4% return for the quarter and ending the year with
only a 4.9% gain.

In the world of finance this year, the most talked about topic may have been the cryptocurrency,
Bitcoin. Bitcoin is a digital asset designed to work as a medium of exchange that employs
blockchain, a publicly visible yet anonymous online ledger used to record, digitally secure, and
verify transactions. Speculators fueled a 1,900% price increase in Bitcoin this year that peaked at
approximately $20,000 in December before falling to $13,900 by year-end. Bitcoin generates no
cash flow and is not a tangible asset like other commodities, making its price completely
subjective and based solely on what others are willing to pay.

Comparative Returns
Annualized Performance

Q4 2017 1 Year 3 Years 5 Years 10 Years

Large Cap U.S. Stocks(1) 6.6% 21.8% 11.4% 15.8% 8.5%

Small Cap U.S. Stocks(2) 3.3% 14.7% 10.0% 14.2% 8.8%

International Stocks(3) 5.0% 27.2% 7.8% 6.8% 1.8%

Real Estate(4) 1.4% 4.9% 5.3% 9.2% 7.7%

U.S. Bonds(5) 0.4% 3.5% 2.2% 2.1% 4.0%



Rising Interest Rates Increase Bond Market Risks
At its December meeting, the Federal Reserve raised the Federal Funds interest rate by 0.25% for
the third time in 2017, to a range of 1.25% to 1.50%. In addition, the Fed reiterated plans to
continue tightening monetary policy in 2018 with three more 0.25% rate increases. Higher short-
term interest rates appear inevitable considering the stimulative effect of lower tax rates, falling
unemployment, and accelerating economic growth. This is good news for conservative savers, as
investment vehicles, like CDs and short-term Treasury bonds, will yield higher returns. However,
rising rates have a negative impact on longer-term bonds, such as ten-year Treasuries that could
decline substantially in price when interest rates rise.

Rising short-term interest rates have created a dilemma for many investors who want the higher
yields typically associated with longer-term bonds but are fearful that declining prices will curtail
those yields. Throughout 2017, the yield curve, a graph measuring the yields for Treasury bonds
from shorter to longer-term maturities, has flattened. The result of this flattening is that the
difference in yield between 3-month and 10-year Treasuries hit its smallest differential in 10
years: 0.98%. If the Federal Funds rate rises by 0.75% in 2018, 3-month Treasuries will likely
rise commensurately to yield around 2.0%. With 10-year Treasuries currently yielding 2.4%,
investors have little incentive to accept substantial interest rate risk if 3-month Treasuries yield
almost as much with virtually no risk (10-year Treasuries will decline by 9% if their yield rises
1.0%). Therefore, bond investors should analyze and understand their exposure to rising interest
rates and consider the risk/return trade-off between short and long-term bonds.

Tax Code Overhaul Creates Opportunities
The recently signed tax law, known as the Tax Cuts and Jobs Act, represents the most sweeping
tax legislation since the Tax Reform Act of 1986. Debate will continue for years about whether the
Act will be good for the country. However, it has clearly been a catalyst for stock market gains and
will likely spur economic growth in the near-term, while increasing the national debt in the long-
term. The Act’s primary goal is to lower taxes for individuals and businesses, while ultimately
stimulating economic growth. Nonetheless, the Act includes substantial changes reaching far
beyond lowering income tax rates and contains a host of provisions that impact investors (see
chart below). Several important changes pertaining to 529 education savings plans, pass-through
income, and the estate tax may create opportunities for investors to significantly reduce their
future tax liability.
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TAX BRACKETS
Single
10% Up to $9,525
12% $9,526 — $38,700
22% $38,701 — $82,500
24% $82,501 — $157,500
32% $157,501 — $200,000
35% $200,001 — $500,000
37% $500,001 and above
Married, Filing Jointly
10% Up to $19,050
12% $19,051 — $77,400
22% $77,401 — $165,000
24% $165,001 — $315,000
32% $315,001 — $400,000
35% $400,001 — $600,000
37% $600,001 and above

INDIVIDUALS
▪ New tax brackets and rates
▪ Standard deduction increased; $12k for single filers, $24k for married
▪ Personal exemptions eliminated, Child Tax Credit increased from $1k to $2k
▪ State and local tax deduction capped at $10k
▪ Mortgage interest deduction limit drops from $1M to $750k for new mortgages
▪ Charitable cash contributions deduction limit increased from 50% of AGI to 60%
▪ Estate tax exemption doubled to $11.2M for singles, $22.4M for couples
▪ Healthcare individual mandate penalty eliminated
▪ 529 plans allow $10k per year to be used for K-12 education expenses
BUSINESSES
▪ Top corporate tax rate lowered from 35% to 21%, Alternative Minimum Tax eliminated
▪ Repatriation of cash subject to 15.5% instead of 35% and non-cash subject to 8% rate
▪ Full and immediate deduction of equipment purchased before 1.1.23
▪ Pass-through business owners (i.e. LLCs) can take a 20% deduction of business income
  with limits for service companies: $157.5k single, $315k married filing jointly



_______________________________________________________________________________________________________________________________

Black Diamond Financial, LLC is a registered investment adviser. Information presented is for educational purposes only and does not intend to make
an offer or solicitation for the sale or purchase of any specific securities, investments, or investment strategies. Investments involve risk and are not
guaranteed and may lose value. Be sure to first consult with a qualified financial adviser and/or tax professional before implementing any strategy
discussed herein.

CONTACT US
Phone: (443) 841-7772

Email: info@blackdfinancial.com

Bend

780 NW York Drive, Suite 208
Bend, OR 97703

Baltimore

305 W Pennsylvania Ave.
Towson, MD 21204

New York City

175 Varick St., Suite 349
New York, NY 10014

ABOUT US
Black Diamond Financial, LLC is a fee-only registered investment advisor with a
unique focus on preserving and enhancing wealth through index investing
strategies. Our mission is to modernize the financial advisory industry by combining
low cost advice with a high level of customer service. We create individualized
investment portfolios for each client that are risk-appropriate, returns-optimized,
and tax-efficient. Furthermore, we believe cost is a critical factor in any successful
investment strategy and therefore offer fully transparent pricing that is well-below
industry standard. As an employee-owned firm focused on our fiduciary duty, we
make our clients’ interests our highest priority.


