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There is one, big question that seems to be on investors’ minds: Is this “irrational exuberance” or “rational 

exuberance?”  The phrase, “irrational exuberance” was authored by the then-Federal Reserve Board chairman, Alan 

Greenspan, in a speech given at the American Enterprise Institute during the dot-com bubble of the late 1990s.  With 

the Dow up 24.72% and the S&P up 21.83%, it’s justifiable that investors are struggling to understand why markets 

have been so strong, and where we go from here. 

2017 has been a remarkable year at a time when our political leadership seems more divided than ever.  Corporate 

earnings have improved and companies have begun to reinvest in their businesses.  GDP growth has grown from 

1.2% reported in the first quarter, to 3.0% reported in the third quarter.  Even after two interest rate hikes this year, 

interest rates have remained low.  We have seen little to no inflation, low unemployment, and low market volatility.  

It’s these data points that make the difference in valuations between the “irrational exuberance” of the market in the 

1990s and the “rational exuberance” of the market today.  The recent passage of the tax reform bill and the massive 

decrease in wide-spread regulations will also fuel an already healthy economy and a good stock market into 2018. 

The wealth effect we are feeling in the U.S. is also occurring globally.  The world economy is chugging along with 

good economic growth in Europe and Asia.  The impact and uncertainty of zero interest rates and quantitative easing 

that came out of the financial crisis of 2008 in the U.S. has proven to be successful. Europe followed with a rigorous 

monetary stimulus in 2015, and we are seeing their economies improve with better corporate profitability and lower 

unemployment. 

With global growth, as well as growth here at home, markets can continue to make new highs in 2018, but it’s not 

without risks.  If interest rates rise too quickly, or we get a drastic change in Fed policy, we could see inflation 

increase too quickly.  A tighter monetary policy could also increase volatility.  Military threats and unstable 

governments around the world are always a looming threat to a strong stock market. 

In the end, if investor anxiety and skepticism stay relatively strong, we will continue to see market strength in 2018.  

Any shift in optimism to the “irrational exuberance” level would be a sign that the bull market is perhaps getting 

closer to its peak. We may not have a bubble as in the 2008 housing bust, or the outrageous valuations of the 

dotcom era, but any sort of correction could come from more of an overheated economy and overextended business 

cycle. For now, though, the “rational exuberance” is here to stay. 

We wish you a healthy and happy new year, and look forward to meeting with you. 
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