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Markets in Review 

Domestic equity markets performed well during the fourth 
quarter of 2017, with the S&P 500 Index returning 6.6%, topping 

off a very strong 21.8% 
increase for the year. A positive 
earnings season, continued 
healthy economic data and the 
prospect of massive U.S. tax 
cuts, were the key contributors 
to the continued rise of 
domestic equity markets 
during the quarter. The S&P 
500 Index has now posted 
positive returns in every 
quarter except one in the past 5 
years.  

During the quarter, growth-
oriented stocks once again 
outpaced their value-oriented 
counterparts, which has been a 
key theme throughout the year. 
Large-cap stocks outperformed 
small-cap stocks in the fourth 
quarter, with the Russell 1000 
Index returning 6.6% and the 
Russell 2000 Index returning 
3.3%. The market rally was 
relatively broad basket, with 
every S&P sector posting 
positive returns for the quarter. 
Consumer Discretionary, 
Technology and Financials 
were the strongest performing 
sectors, generating gains of 
9.9%, 9.0% and 8.6%, 
respectively. The Utilities and 
Health Care sectors had the 
most modest returns, gaining 
just 0.2% and 1.5%, 
respectively. 

International equity markets performed well as a whole, but 
lagged slightly behind U.S. markets, with the MCSI ACWI Ex-USA 
Index returning 5.0%. Regional performance was mixed, with the 
MSCI Japan Index returning a very strong 8.5%, on the back of 
exceptional earnings growth and increased political stability. In 
contrast, the MSCI Europe Ex-UK Index gained just 0.9%, due in 
part to the strong rally in the Euro earlier in the year and 
increased political uncertainty after the Catalonian independence 
referendum and prospect of Italian elections next year.  Emerging 
markets performance remained robust, as the MSCI Emerging 
Markets Index gained 7.4%, and finished the year up 37.3%. 

 

The Federal Open Market Committee (“FOMC”) increased the 
federal funds rate target by 25 basis points, to a 1.25 to 1.50 
percent range, during its December meeting. President Trump 
announced that Jerome Powell will lead the Federal Reserve 
when Janet Yellen steps down in February, but this is unlikely to 
alter the proposed path of three more rate increases scheduled 
for 2018. The Treasury yield curve continued its flattening trend 
in the fourth quarter, with the yield on the 2-year Treasury note 
rising 40 basis points to 1.89%, while the yield on the 10-year 
Treasury note increased just 7 basis points to 2.40%, the lowest 
spread since October 2007. 

The initial estimate of fourth-quarter GDP is for 2.6% growth. 
This number doesn’t do justice to fourth-quarter GDP where 
consumer spending rose a very solid 3.8%, boosted by a 14.2% 
spike in durable spending. Other key contributors to GDP during 
the quarter were nonresidential fixed investments, which rose at 
a 6.8% rate, and government purchases, which rose at a 3.0% 
rate. The most significant detractors from GDP during the quarter 
were net exports, at an annualized deficit of $652.6 billion, and 
inventories which rose at a slower rate than the previous quarter. 
Looking at final sales to domestic consumers, which excludes 
inventories and exports, GDP comes in at a strong 4.3%. 

Job gains averaged 204,000 per month during the fourth quarter 
of 2017 and the unemployment rate decreased by 0.1%, to a 17-
year low of 4.1%. On the other hand, the labor force participation 
rate decreased slightly from 63.1% to 62.7%. The payroll 
breakdown for December shows another outstanding month for 
construction, up 30,000, and manufacturing, up 25,000, topping 
off a very positive 2017 for these industries. 

Headline inflation fell fractionally, from 2.2% to 2.1% during the 
quarter, whilst core inflation, which excludes food and energy, 
increased from 1.7% to 1.8%. Housing and medical care costs, 
which together account for over half of the CPI, contributed the 
most towards the growth of core inflation, whereas a pullback in 
energy during December and flat food prices were the key 
detractors from headline inflation. Once again, falling apparel 
prices acted as a headwind to the CPI. 

*** 

Considering a Roth 401(k)? 
 
The Roth 401(k) option is becoming increasingly popular with 

plan sponsors. According to the 58th Annual Survey of Profit 

Sharing and 401(k) Plans from the Plan Sponsor Council of 

America, 57.9% of 401(k) plans offered Roth 401(k) deferrals in 

2014 — a substantial increase from 51.6% in 2013 and 49.8% in 

2012. What general rules and requirements should sponsors 

know about when considering to add this feature? 
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Benefits of a Roth 401(k) 

Although traditional 401(k)s and Roth 401(k)s have many 
similarities, they have many important differences. With a 
traditional 401(k), participants make retirement plan 
contributions with pretax dollars. For 2018, participants may 
contribute up to $18,500 ($24,500 if age 50 or older). Taxes on 
contributions and earnings are deferred until participants take 
distributions. At that point, withdrawals are included in income, 
and participants pay taxes based on their tax rate at that time. 

In contrast, a Roth 401(k) combines certain features of a 
traditional 401(k) and a Roth individual retirement account 
(IRA). As with a Roth IRA, contributions to a Roth 401(k) are 
made with after-tax dollars. Qualified distributions of 
contributions — as well as any earnings — from a Roth 401(k) 
account are income tax free. To qualify for tax-free treatment, a 
Roth 401(k) distribution must be made after a five-tax-year 
period beginning with the first tax year for which the participant 
made a designated Roth contribution under the same plan. 
Additionally, the participant must have reached age 59½ or the 
distribution must be made after the participant’s death or 
because of disability. Unlike Roth IRAs, Roth 401(k)s do not allow 
a qualified distribution for a first-time home purchase.   

The maximum annual contribution to a Roth IRA for 2018 is 
$5,500 ($6,500 if age 50 or older), and eligibility for Roth IRA 
contributions is phased out as income rises. No such income 
limits apply to a designated Roth 401(k) account — a feature that 
might appeal to highly compensated employees. Moreover, plans 
may allow eligible participants to make designated Roth 
contributions up to the limits set for traditional 401(k) plans. 
These limits will apply to pretax and after-tax Roth contributions 
combined. Employers may make matching contributions on 
designated Roth contributions, but they must allocate any 
matching contributions to a pretax account. 

A plan may not consist solely of designated Roth accounts — if 
offering a Roth 401(k) option, the sponsor must also offer a 
traditional 401(k) plan. Participants may then be allowed to 
designate some or all of their elective deferrals as Roth 401(k) 
contributions.  

Implementing a Roth 401(k) 

When considering a Roth 401(k) option, sponsors should be 
aware of the need to comply with additional administrative 
requirements. To implement a Roth 401(k), the sponsor must 
adopt an appropriate plan amendment by the end of the plan 
year for which the amendment is effective. Participants must 
receive amended plan notifications, including an updated 
summary plan description and election forms. Educational 
materials may need to be updated as well. 

Plans must keep separate accounts for each participant’s Roth 
401(k) and traditional 401(k) accounts, and employers will need 
to change their payroll systems to accommodate Roth 
contributions. If recordkeeping is outsourced, service providers 
will need to properly account for Roth 401(k) contributions and 
any earnings. 

In-plan Rollovers 

Sponsors may also want to amend their plans to allow 
participants to make “in-plan Roth rollovers” from their 
traditional 401(k) accounts to their Roth 401(k)s. Participants 
who choose to make in-plan Roth rollovers will be subject to 
income tax on any previously untaxed amounts that are rolled 
over. However, the 20% withholding requirement that generally 
applies to eligible rollover distributions does not apply to direct 
in-plan rollovers. Also, in-plan Roth rollovers are generally not 
subject to the 10% additional tax on early distributions.  

Plans may choose to allow in-plan Roth rollovers even where the 
amounts are not otherwise distributable under the plan’s terms. 
However, once the rollover is completed, any distribution 
restrictions that applied before the rollover will again apply to 
both the rolled over amount and any earnings thereon.  

Nondiscrimination Testing 

Plans may not discriminate in favor of highly compensated 
employees when offering a Roth 401(k). Additionally, designated 
Roth 401(k) contributions are treated as elective contributions 
for purposes of the actual deferral percentage test.  

The foregoing is a broad overview of the relevant rules. If you are 
considering adding a designated Roth contribution option to your 
plan, please contact us. 

*** 

Tax Relief for Hurricane Victims 
 
Recent legislation* affords various tax-related and other forms of 
relief to victims of Hurricanes Harvey, Irma, or Maria. Included in 
the legislation are provisions designed to provide affected plan 
participants with both greater access to their retirement funds 
and potential tax relief for distributions taken. 
 
Tax-favored withdrawals. The new rules permit plans to allow 
“qualified hurricane distributions” of up to $100,000, provided 
certain requirements are met. Distributions must be made on or 
after a relevant storm-specific date and before January 1, 2019, to 
qualifying individuals whose principal place of abode is in one of 
the three designated storm areas and who have sustained an 
“economic loss.”  
 
Potential tax relief includes: 
 
• Exemption from the 10% early withdrawal penalty that 
generally applies to distributions taken before age 59½ 
 
• Exemption from the 20% withholding tax that generally applies 
to eligible rollover distributions 
 
• No inclusion in taxable income for qualified distributions repaid 
at any time within three years of distribution  
 
• The option to spread any income inclusion from a qualified 
distribution over a three-year period 
 
Increased plan loan amounts and delayed repayment. Plans 
are also permitted to allow greater access and repayment terms 
for qualified individuals, including: 
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• An increase in the maximum loan amount from $50,000 to 
$100,000 
 
• Elimination of the restriction limiting plan loans to 50% of the 
vested account balance 
 
• Longer repayment term for qualifying loans by delaying the due 
date of the first repayment by one year and adjusting the due 
dates of subsequent repayments accordingly 
 
Additional requirements apply. 
 
* The Disaster Tax Relief and Airport and Airway Extension Act of 
2017 
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RECENT Developments 

Cure Periods for Plan Loans 

The IRS recently provided guidance on curing missed plan loan 
installment payments. Using two examples, the guidance 
illustrates how a participant may cure prior defaults — and avoid 
a deemed distribution — by making late payments or refinancing 
within the plan’s cure period. Under IRS regulations, a cure 
period, if allowed, may not extend past the last day of the 
calendar quarter following the calendar quarter in which the 
required installment payment was due.   
 
Average 401(k) Balances 

A recent report from the EBRI/ICI Participant-Directed 
Retirement Plan Data Collection Project indicates that the 
average 401(k) balance tends to increase with the age of the 
participant and the length of time served with a current 

employer. For example, at the end of 2015, plan participants in 
their 40s with more than five to 10 years of tenure had an 
average 401(k) account balance of $64,515, as compared to an 
average of $280,976 for participants in their 60s with more than 
30 years of tenure.  

Effect of Automatic Plan Features 

According to a study by the Defined Contribution Institutional 
Investment Association, middle-income workers in 401(k) plans 
with both automatic enrollment and automatic escalation are 
projected to accumulate more for retirement than middle-income 
workers in plans without these auto features. According to the 
study, participants who are eligible to participate in a plan 
between the ages of 25 and 29 and who have continuous access 
to a plan with these auto features will eventually accumulate 6.66 
times their final earnings by retirement — as compared to 5.02 
for comparable participants without such access. 
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not be indicative of future results. Indices are not available for direct investment.  
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