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A perfect season in football is winning all regular season games, playoff games, and a 
Super Bowl. Since the National Football League began in 1920, only one team has played a 
complete perfect season (both regular season and playoffs): the 1972 Miami Dolphins. The 
Dolphins won all fourteen of their regular season games and three postseason games, 
including Super Bowl VII, to finish the season 17–0–0.i 

2017 was a “perfect” year for the S&P 500. The market posted a positive return each of the past 
12 months. This marks the first time in history when the index was positive for all 12 months of 
a calendar year.ii 

Last year was an even better year for companies located outside of the United States. Non-US 
stocks, particularly emerging markets, were up sharply. Developed international stocks, with 
businesses located in countries such as the UK, Japan, German, and France, returned 25.0% in 
2017. Emerging market stocks, with businesses located in countries such as China, India, and 
Brazil, returned 37.3%.iii 

The combination of positive earnings growth around the world, low interest rates, and 
anticipation of tax reform in the United States, drove markets higher. 

Strong Earnings Growth 
The profits of US companies in the S&P 500 accelerated 10.7% for 2017, marking one of the 
best years of earnings growth since 2011. The earnings of international stocks grew even faster, 
posting a 20.3% gain on the year.iv 

Much of this increase can be attributed to the normalization of oil prices and strong international 
profits. Just a year ago, S&P 500 earnings were dismal. Profits of US companies declined in 
2015 and 2016 from $115 per share to $90. During this same time, oil prices collapsed from 
$110 per barrel to $29 per barrel and the US dollar strengthened, hurting energy and large 
multinational companies. 

In 2017, these trends reversed. Oil prices stabilized at $55 to $65 a barrel and the US dollar 
declined. This has helped S&P 500 company earnings significantly. As a result, much of the 
increase in earnings is not so much a rally as it is a recovery. 
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Low Interest Rates 
The other significant impact on market returns has been the continuation of low interest rates. 
For year now, economists have called for higher interest rates. They have been wrong.  

At the start of 2017, the 10-year treasury was at 2.44%. It ended the year at 2.41%, nearly 
unchanged.v This is important especially when comparing investment alternatives, particularly 
stocks versus bonds. At a rate of 2.41%, bonds still do not look as attractive as stocks, even with 
the high valuations in the stock market. Warren Buffett reaffirmed this thinking on CNBC on 
January 10th, stating: “Markets are not richly valued relative to current interest rates.” 

However, in 2018, there are some reasons to believe that we could see interest rates increase. 
The Federal Reserve will begin “unwinding” their balance sheet in 2018. This means that instead 
of being a buyer of Treasury bonds, keeping demand high and yields low, the Fed will stop 
buying and possibly even sell Treasuries. This could push rates higher. 

Secondly, we are starting to see some wage inflation; that is, an increase in the pay of workers. 
With US tax reform, some companies are choosing to pass along the tax savings to their 
employees through higher wages. Walmart for instance, made the decision to increase minimum 
wage to $11 per hour. This too could increase inflation. 

The Impact of Tax Reform 
The anticipation of tax reform in the US was a significant driver of returns in 2017. Tax reform 
is expected to add 7% to 12% to S&P 500 earnings in 2018. Coupled with 10% earnings growth 
from last year, 17% - 22% in market appreciation can be justified. However, the market is 
already up 25% from the start of 2017. As a result, the immediate benefit of tax reform may 
already be priced into the markets.vi 

It has been difficult to ascertain the long term benefits of tax reform as there will be short term 
winners and losers. AT&T (T) for instance will benefit more than Apple (AAPL) initially. 
AT&T had an effective tax rate in 2017 of 32.6% versus Apple of 24.6%. Moving to a 21% 
tax rate will result in more tax savings for AT&T than Apple. 

However, what will AT&T do with this tax savings? Will they increase their dividend, grow 
their business, or lower costs for consumers? We will have to wait and see how companies spend 
the windfall. 

Individual tax payers should benefit most from tax reform. 77% of the total tax package or 
$1.126 billion of the total tax cut will go to individuals.vii There will be winners and losers on the 
individual tax side as well. Unfortunately residents in high tax states, such as New Jersey and 
New York, will lose their state, local, and property tax deductions, potentially increasing the tax 
liability for some. However in states with low income tax, most people should see an increase in 
their paycheck. 

The question then becomes, how will individuals spend their tax savings? Will they pay down 
debt? Buy a home? Travel? Save the money? Or invest more in the stock market? 

As consumer spending is 70% of GDP. We feel that these are the most important questions for 
2018. How will you spend your tax savings? 



Index Returns: US Large Cap Equity: S&P 500 Index; US Small Cap Equity: Russell 2000; Non-US Developed 
Equity: MSCI EAFE; Emerging Markets Equity: MSCI EM Emerging Mkts; Commodity: Bloomberg Commodity 
Index; Investment Grade Taxable Bonds: Barclays US Aggregate Bond; Investment grade Tax Exempt Bonds: 
Barclays Muni Bond; High-Yield Bonds: BofA ML High Yield Master II 

As PIM portfolios are separately managed, the individual client account holdings will vary, perhaps significantly, from those 
listed on this factsheet. A client opening an account today may, or may not, be invested in securities. For the most recent 
portfolio composition please contact the PIM Manager. Please see your Wells Fargo Advisors Client Statement for your most 
current holdings. The minimum account size for this program is $50,000. 

The Private Investment Management program is not designed for excessively traded or inactive accounts, and may not be 
suitable for all investors. Please carefully review the Wells Fargo Advisors advisory disclosure document for a full description of 
our services. 

Investments and investment strategies contained are provided for informational purposes only. We would need to review your 
individual situation before recommending appropriate strategies to you. Stocks offer long-term growth potential, but may 
fluctuate more and provide less current income than other investments. 

Investing in fixed income securities involves certain risks such as market risk if sold prior to maturity and credit risk especially if 
investing in high yield bonds, which have lower ratings and are subject to greater volatility. All fixed income investments may be 
worth less than original cost upon redemption or maturity. 

Dividends are not guaranteed and are subject to change or elimination. 

While stocks generally have a greater potential return than government bonds and treasury bills, they involve a higher degree of 
risk. Government bonds and treasury bills, unlike stocks, are guaranteed as to payment of principal and interest by the US 
Government if held to maturity. 

The opinions expresses here reflect the judgment of the author as of the date of the report and are subject to change without 
notice. Statistical information has been obtained from sources believes to be reliable, but its accuracy and completeness are 
not guaranteed. 

Wells Fargo Advisors is not a legal or tax advisor. However we will be glad to work with you, your accountant, tax advisor and 
or lawyer to help you meet your financial goals.

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC, Member SIPC, a registered broker-
dealer and separate non-bank affiliate of Wells Fargo and Company. 
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i Pro Football Reference - https://www.pro-football-reference.com/teams/mia/1972.htm 
ii Boll Doll – Commentary 
iii Morningstar – MSCI EAFE & MSCI EM Emerging Markets Index Returns 
iv FactSet; S&P 500 and MSCI ACWI ex US Data 
v FactSet – Data 
vi CNBC - https://www.cnbc.com/2017/10/04/wall-street-tallying-up-windfall-it-will-get-from-trump-tax-plan.html 
vii JP Morgan – Tax Reform 
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