
Equity investors around the globe were rewarded in 2017. 
The Dow Jones Industrials Average (DJIA), the S&P 500 
and the NASDAQ Composite all reached historic highs 
numerous times throughout the year with steady monthly 
gains. In addition to the three major US equity indexes, the 
MSCI Europe, Australasia, Far East (EAFE) and the MSCI 
Emerging Market Index also posted double digit returns in 
2017. Consistency and low volatility characterized equity 
markets. The S&P 500, like many equity indexes, did not 
have one day up or down more than 2%. Additionally, the 
S&P 500 was up every month on a total return basis, the 
first “perfect” calendar year based on data going back to 
1928. The current bull market ranks as the second longest 
in duration at 106 months and third largest in advance since 
the rally began in March 2009. These are historic times.

While ongoing geopolitical concerns about a military conflict 
with North Korea and fighting in the Middle East captured the 
headlines, economic data captured investors’ attention. Real 
economic growth finally reached 3% in the United States 
after drifting in the 2% range since the Great Recession. 
Inflation remained below 2%, and the benchmark 10-year 
US Treasury yield finished 2017 at 2.41%, just 4 basis points 
below where it ended 2016. Unemployment dropped to 4.1%, 
and the Global Purchasing Managers’ Index (PMI) closed 
the year at 54.5, indicating a forthcoming acceleration of the 
manufacturing sector. 

After considerable debate, The US Tax Cuts and Jobs Act of 
2017 became law on December 22. The new law represents 
the most far-reaching change to the US tax code in three 
decades. It changes individual, corporate, and international 
taxes. Strategists believe the impact on US corporate 
earnings will be significant, with some analysts lifting 2018 
S&P 500 earnings by 7%-10%. In the 18 months prior to the 
passage of tax reform, consensus estimates consistently 
pegged 2018 S&P 500 earnings growth at 11%. According 
to FactSet, as of mid-January, the S&P 500 is now expected 
to report earnings growth above 14% in 2018, the most 
significant increase in earnings since 2011. The chart to the 
right outlines estimated quarterly earnings growth for the 
S&P 500 from 2015 through 2018. 

Notably, S&P 500 earnings growth slowed (and actually 
turned negative) in 2015 and into 2016 due to falling oil 
prices, interest rate cuts and dollar appreciation. Year-over-
year earnings growth recovered in the third quarter of 2016, 
but slowed once again in the second and third quarters of 
last year. While analysts’ estimates are frequently below 
actual results, the trend demonstrates performance beyond 
expectations, and 2018 looks to be one of the more promising 
years since the Great Recession. 
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Despite this strong performance, investor caution prevails. 
Individuals have hoarded cash in recent years fearing the 
loss of wealth by a stock market drawdown. Individuals’ 
cash is estimated to be over $15 trillion. In addition, Moody’s 
estimates corporations hold nearly $2 trillion and can 
repatriate another $1.5 trillion held in overseas accounts. 
The message is individuals and corporations have massive 
amounts of cash that can be invested in assets yielding 
possible higher returns and should provide a backstop for 
potential market declines.

Although the yield on the US 10-year Treasury bond finished 
2017 relatively unchanged, fixed income was anything but 
calm last year. The 10-year peaked at 2.63% in March and 
bottomed at 2.04% in September. Most importantly, the 
Federal Open Market Committee (FOMC) raised rates 3 times 
in 2017 and forecasts 3 raises in 2018 and 2 more in 2019. 
The FOMC plans to reduce the size of its $4.5 trillion balance 
sheet. Janet Yellen is ending her term as Fed Chairman in 
early 2018 and Jerome Powell’s appointment has been well 
received by investors as he is expected to continue Yellen’s 
data-driven approach. The Fed’s dual mandate of balancing 
stable employment markets and inflation (currently targeting 
2%) remains intact. As the U.S. tightens its monetary policy, 
the ECB and Japan maintain expansive monetary policy. 
This has kept pressure on the 10-year as global investors 
flock to the U.S. for its higher yielding Treasury bonds. The 
Barclays Aggregate Bond Index returned 0.4% in the quarter 
as prices are tempered in a rising rate environment. For the 
full year, bonds returned a respectable 3.5%.
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WHEN TO WORK WITH WINFIELD

PRIVATE INDIVIDUAL INVESTORS
• Manage accumulated wealth, inheritances 
  and settlements

ENDOWMENTS AND FOUNDATIONS
• Manage assets with a long-term growth strategy 
  while meeting investment policy requirements

BUSINESS OWNERS
• Customize investment portfolios to lessen risk 
  of concentrated assets
• Defer taxable earnings in profit sharing plans
• Manage and advise 401(k) plans

BUSINESS PROFESSIONALS
• Customize investment portfolios, manage stock 
  options and consolidate 401(k)/IRA plans to lessen 
  risk of concentrated assets

RETIREES
• Customize investment portfolios with the option 
  of drawing income
• Management of IRAs, trusts and taxable accounts 
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TAX CUTS AND JOBS ACT EFFECT 
ON 529 PLANS
The Tax Cuts and Jobs Act includes several provisions 
which will positively impact 529 Plans:

Over 30 states offer a tax deduction or credit for 529 plan 
contributions. Several states are reviewing their programs, 
and some have already made changes. In Ohio, the state 
income tax deduction for contributions made to an Ohio 
CollegeAdvantage 529 plan doubled from $2,000 to $4,000 
per beneficiary, per year. Please call us if you have questions.

• Previously, families could only use the funds in a 529 Plan 
to pay college education expenses at eligible academic 
institutions. Beginning in 2018, families will also be 
able to withdraw funds from 529 Plans to pay qualifying 
expenses at K-12 private and parochial schools.

• However, 529 funds will NOT be available 
  for homeschooling expenses.

• The annual dollar limit on tax-free withdrawals from 529 
Plans used to pay for K-12 education expenses will be 
$10,000 per beneficiary. There is no annual dollar limit on 
tax-free funds that can be withdrawn from 529 Plans to 
pay eligible college education expenses.

• Beginning in 2018, it will be permissible to roll over funds 
from a traditional 529 Plan to a 529 ABLE Plan for the 
benefit of a disabled student. Once in the ABLE Plan, 
the funds could be withdrawn to pay expenses including 
education, job training and support, healthcare and 
financial management.

Fixed Income remains an important asset class. Bonds 
continue to provide income and lower volatility that 
remains attractive within a diversified portfolio. As we have 
outlined in the past, since 1976, there have only been three 
calendar years when the Barclays Aggregate Bond Index 
posted negative returns  (-2.92% in 1994, -0.82% in 1999, 
and -2.02% in 2013). Nonetheless, as the Federal Reserve 
tightens monetary policy, our expectations for fixed income 
are tempered. 

Cryptocurrency, such as Bitcoin, has become a mainstream 
topic of conversation due to its highly publicized 
appreciation in 2017. Cryptocurrencies are digital assets 
designed to work as a medium of exchange outside of 
any governmental monetary system. Today, there are over 
1,385 currencies valued in aggregate at approximately $600 
billion. As this emerging asset is volatile and falls outside 
of most regulatory oversight, we will continue to monitor its 
evolution from the sidelines. 

In 2018, we expect global economic growth to support 
equity valuations. Corporate earnings growth expectations 
are increasing as US tax reform has already generated 
headlines of special bonuses to employees and plans for 
repatriation of overseas cash. This activity should support 
lower unemployment and higher wages for employees. As 
we enter the ninth year of the economic recovery, we look for 
signs of what could weaken the economy. A meaningful rise 
in inflation or the Federal Reserve raising federal fund rates 
quicker than anticipated could impact economic growth and 
increase market volatility. Geopolitical tension, terrorism, 
and weather are unanticipated events that have historically 
caused some short-term volatility in markets but seldom 
impact long term economic growth. We continue to position 
portfolios with allocations across equities and fixed 
income appropriate to our clients’ investment objectives 
and risk tolerance. 


