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The average total
child-rearing costs
for a child born in
2015 and living at
home through age 17
range from $174,690
to $372,210,
depending on the
family's income level.

How Much Will That Little Bundle of Joy Cost You? Try $233,610

 
It certainly comes as no surprise to parents that raising a child can be expensive. But just how expensive?
While many financial studies focus solely on college costs, research by the U.S. Department of Agriculture
(USDA) provides parents and prospective parents with a general idea of the cumulative expenses for a child 

 college kicks in.before

The results are sobering. According to its study  the average totalExpenditures on Children by Families, 2015,
child-rearing costs for a child born in 2015 and living at home through age 17 is now $233,610 (in 2015
dollars). The USDA calculations include a wide variety of expenses, including housing, child care and
education, health care, clothing, transportation, food, personal care, and entertainment.

Estimated Cumulative Child-Rearing Expenditures, 2015-2032

Lowest Income Group (<$59,200) $174,690

Middle Income Group (between $59,200
and $107,400)

$233,610

Highest Income Group (>$107,400) $372,210

Source: USDA, Expenditures on Children by Famiies, 2015, Table 1.

 

Two-parent households in the lowest income group (those earning under $59,200 per year) are estimated to
spend between $9,330 and $9,980 per year on average; those in the medium income group (earning between
$59,200 and $107,400) can expect to spend between $12,350 and $13,900 per year; and those in the highest
income group (with incomes above $107,400) can expect to spend between $19,380 and $23,380 on average.

For a middle-income family with two children, the largest expenditures are:

Housing, at an average of 29% of total expenses

Food, 18%

Child care/education, 16%

Transportation, 15%

Health care, 9%

Not surprisingly, geography matters. Parents in the "Urban Northeast" had the highest average expenses, while
those in "Rural" areas had the lowest. It also should come as no surprise to parents that it is generally more
expensive to raise a child today than it was when they were children.

The USDA website has a free calculator that can help parents estimate their child care costs. The Cost of
 factors in geography, single-parent or two-parent status, and the costs ofRaising a Child Child Calculator

additional children.

 

Source: Lino, M., Kuczynski, K., Rodriguez, N., and Schap, T. ,Expenditures on Children by Families, 2015
United States Department of Agriculture, Center for Nutrition Policy and Promotion. Miscellaneous
Publication No. 1528-2015. January 2017 (revised March 2017).

© 2018 DST Systems Inc. All rights reserved.

Tracking #1-029019

https://www.cnpp.usda.gov/tools/CRC_Calculator/default.aspx
https://www.cnpp.usda.gov/tools/CRC_Calculator/default.aspx
https://www.cnpp.usda.gov/sites/default/files/expenditures_on_children_by_families/crc2015.pdf
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Bond Market Perspectives | Week of January 2, 2018

 

Key Takeaways

The new law is intended to boost economic activity and simplify the U.S. tax code.
Given clarity on the new tax law, we are raising estimates for U.S. gross domestic product (GDP) and
S&P 500 operating earnings for 2018.

 

Investment Implications of the New Tax Law: Bonds at a Glance

After more than a year of political posturing and investor anticipation, Congress finally approved a $1.5 trillion
tax cut, the most sweeping U.S. fiscal overhaul since 1986. The 2017 Tax Cuts and Jobs Act was signed into law
by President Trump on December 22, 2017, meeting his pledge to deliver tax reform before Christmas. The
complex 1,000-page bill features changes that are intended to spur economic activity through a reduction in
both individual and corporate tax rates, and simplify the tax code by eliminating or trimming a variety of
deductions and exemptions. In this week's commentaries, we look at the likely impact of the final bill on the
economy, monetary policy, and the financial markets in the coming years.

As we wrote in our  publication, we believe the combination ofOutlook 2018: Return of the Business Cycle
improved business fundamentals and fiscal legislation should sustain momentum in the economy and equity
markets in the coming year and potentially beyond. After years of depending on the largess of monetary
policymakers, investors can now focus on fiscal levers that we believe will support consumption and spur new
business investment over the next few years. The law has important implications for major corporations, small
businesses, and individual taxpayers [Figure 1], and may shift the trajectory for economic growth, the federal
budget, monetary policy, and perhaps most critically for investors--corporate profits.

 

https://lpl-research.com/outlook/2018/Outlook_2018_Spreads.pdf
https://lpl-research.com/NOD/Bond_Market_Perspectives_01022018-1.pdf
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FIXED INCOME

When considering the overall environment for bond investors, the new tax law adds to our concerns previously
highlighted in our , including a less supportive Fed and a potential rise in inflationary pressures.Outlook 2018

Investors in the U.S. Treasury market face several challenges, including a Fed that is no longer backstopping
Treasury auctions, higher issuance of federal debt to support deficit spending, and the inflationary risk
associated with stronger economic growth.

Although he has not yet been confirmed, Jerome Powell, the presumed successor to Fed Chair Janet Yellen,
announced plans in recent congressional testimony to raise the target for the fed funds rate at a gradual pace in
2018. Moreover, the central bank's plan to stop reinvesting proceeds of maturing securities on its balance sheet
should result in "runoff" of approximately $300 billion in 2018.

The U.S. Treasury will need to increase issuance of debt in order to make up for the potential initial loss in tax
revenue as the economy adjusts to the new dynamic. Though only time will tell what the additional tax revenue
from the supply-side benefits of the legislation will be, the immediate need to fund U.S. government activities
and programs is likely to result in further deficit spending, which has historically resulted in bond investors
demanding higher yields (by paying lower prices) for the extra risk of increased Treasury issuance.

Improved consumer demand and business investment could fuel increased economic activity, supporting GDP
growth and corporate profits. Yet this growth is typically associated with higher costs, rising wages, and
inflationary pressures, which can diminish the value of fixed income investments.

We believe these dynamics will combine to pressure bond prices in the next few years. For 2018, we maintain
our estimated range of 2.75% to 3.25% for the benchmark 10-year Treasury yield.*

While global investors may continue to find relative value in the benchmark 10-year Treasury, supporting
demand and putting some downward pressure on rates, we suspect the degree of dollar strength will ultimately
determine whether this trade persists, as global investors must consider the currency impact on
dollar-denominated investments. Even with recent dollar weakness, any move near a 3.0% yield for the
10-year Treasury will likely attract global interest, in our opinion, potentially limiting the risk of a move above
our target range.

Nevertheless, we think investors should be mindful of some risk to the upside for rates. While the yield curve
(the difference between long-term and short-term rates) has not seen any real steepening due to the new law as
it worked its way through Congress, the yield curve response was delayed following the 2003 Bush tax cuts
[Figure 2]. If the Fed should hike rates three times in 2018, current spreads would put the 10-year Treasury
yield near the upper end of our range. Our base case is for only slight yield curve steepening given the
likelihood of foreign buying, but bond investors should be prepared to ride out a larger move.

 

Muni Bonds

Investors in the municipal bond market should also expect to confront some challenges, and some benefits,
from the new fiscal dynamics. Uncertainty during negotiations over the new law resulted in heightened
volatility in the Bloomberg Barclays Municipal Bond Index these past few months. Specifically, investors were

https://lpl-research.com/NOD/Bond_Market_Perspectives_01022018-2.pdf
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concerned about the tax-free status of private activity bonds (PAB) and advance refunding bonds, along with
the potential impact of lower tax rates. The new tax bill allows for the tax-free treatment of PABs, but not for
advance refunding bonds issued after December 31, 2017.

We believe the dynamic tension between the forces of supply and demand will be on full display for the
tax-advantaged bond market in the coming years. Since the tax reform discussions pulled issuance forward
into 2017, we could see a slowdown in municipal issuance next year, easing supply concerns. The lower
individual tax rates may limit demand from top income earners, but the changes to state and local tax (SALT)
deductions may actually increase demand in some high-tax states.

 

Corporate Debt

Investors in corporate debt must get comfortable with the changes in interest deductibility. The full
deductibility of corporate interest is now limited to 30% of earnings before interest, taxes, depreciation, and
amortization ("EBITDA"). While limits on the deductibility of interest expense is a negative for corporate debt,
some of that can be offset by the positives of lower overall corporate tax rates, the full expensing of capital
expenditures, and other provisions within the bill.

The impact of the deductibility provision is more negative for firms with increased leverage as there is larger
relative loss from the deductibility limitation. Firms with the lowest quality debt are likely to feel the impact
more severely than those companies with higher quality debt.

The tax bill may slightly reduce issuance for corporate debt in the coming year, though it was forecast to be
lower anyway, due to the record investment-grade issuance in 2017.

Firms that repatriate cash may use some funds to buy back corporate paper to lower their debt levels, further
reducing supply as demand for yield is expected to persist.

We believe demand for both investment-grade and high-yield corporate debt should remain robust amid the
near historically low yields on government debt globally. We continue to favor higher-quality investment-grade
corporate debt for suitable investors, and we encourage those investors who pursue high-yield bonds, which do
offer added yield, to monitor overall portfolio risk levels. Fixed income exposure within a diversified portfolio
can continue to play an important role, providing the potential for liquidity, yield, and smoothing out volatility
during periods of weakness in the equity markets.

 

CONCLUSION

It's been our view since the election that the combination of a Republican president with  a Republican
Congress had a high chance of passing some form of tax relief, whether it be in the form of tax cuts or more
comprehensive tax reform. Early legislative setbacks led us to push back our timeline, but we remained
confident that a tax bill would find its way to the president's desk. While the accelerated legislative process that
led to the president being able to sign the bill into law on December 22, 2017 was a surprise to us, it does not
substantially change our views.

The biggest impact of the accelerated timeline is decreased uncertainty, allowing individuals and businesses
the opportunity to begin planning around the changes and pulling forward the new law's impact. As a result,
we have upgraded our economic growth path to 2.75-3.0%, maintained our bond market view though we see
greater risk to the upside for rates, and upgraded our S&P 500 target to align with our view of the law's
expected impact on corporate earnings. Our upgraded S&P 500 target keeps our broad return expectations for
2018 at approximately 10% including dividends. While the new law should help provide fiscal support for the
economy as monetary support is withdrawn and helps decrease the chance of recession in 2018 and even in
2019, we still expect to see market volatility increase from the extraordinarily low levels that persisted in 2017.
But nevertheless, for markets and the economy, we believe the new law provides a firmer launching point as
we enter the new year.

 

*As noted in our Outlook 2018: Return of the Business Cycle, we forecast flat to low-single-digit returns for
the Bloomberg Barclays U.S. Aggregate Bond Index, based on our expectations for a gradual pickup in
interest rates across the yield curve. We also expect the 10-year Treasury yield to end 2018 in the 2.75 -
3.25% range, based on our expectations for a modest pickup in growth and inflation.

Please see the  Outlook 2018: Return of the Business Cycle publication for additional description and
disclosure.

https://lpl-research.com/outlook/2018/Outlook_2018_Spreads.pdf
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IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide or be
construed as providing specific investment advice or recommendations for any individual security. To
determine which investments may be appropriate for you, consult your financial advisor prior to investing.
All indexes are unmanaged and cannot be invested into directly. Unmanaged index returns do not reflect
fees, expenses, or sales charges. Index performance is not indicative of the performance of any investment.
All performance referenced is historical and is no guarantee of future results. Estimates may not develop as
predicted.

All information is believed to be from reliable sources; however, we make no representation as to its
completeness or accuracy.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no
guarantee that strategies promoted will be successful.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values and yields will
decline as interest rates rise, and bonds are subject to availability and change in price.

Corporate bonds are considered higher risk than government bonds but normally offer a higher yield and
are subject to market, interest rate, and credit risk as well as additional risks based on the quality of issuer
coupon rate, price, yield, maturity, and redemption features.

Government bonds and Treasury bills are guaranteed by the U.S. government as to the timely payment of
principal and interest and, if held to maturity, offer a fixed rate of return and fixed principal value.
However, the value of fund shares is not guaranteed and will fluctuate.

Municipal bonds are subject to availability and change in price. They are subject to market and interest rate
risk if sold prior to maturity. Bond values will decline as interest rates rise. Interest income may be subject to
the alternative minimum tax. Municipal bonds are federally tax-free but other state and local taxes may
apply. If sold prior to maturity, capital gains tax could apply.

International and emerging markets investing involves special risks, such as currency fluctuation and
political instability, and may not be suitable for all investors. Because of its narrow focus, sector investing
will be subject to greater volatility than investing more broadly across many sectors and companies.

Earnings Before Interest, Taxes, Depreciation, and Amortization (EBITDA) is essentially net income with
interest, taxes, depreciation, and amortization added back to it, and can be used to analyze and compare
profitability between companies and industries because it eliminates the effects of financing and accounting
decisions.

Yield curve is a line that plots the interest rates, at a set point in time, of bonds having equal credit quality,
but differing maturity dates. The most frequently reported yield curve compares the 3-month, 2-year, 5-year
and 30-year U.S. Treasury debt. This yield curve is used as a benchmark for other debt in the market, such as
mortgage rates or bank lending rates. The curve is also used to predict changes in economic output and
growth.

DEFINITION

Gross Domestic Product (GDP) is the monetary value of all the finished goods and services produced within a
country's borders in a specific time period, though GDP is usually calculated on an annual basis. It includes
all of private and public consumption, government outlays, investments and exports less imports that occur
within a defined territory.

INDEX DESCRIPTION

The Bloomberg Barclays Municipal Bond Index is a market capitalization-weighted index of
investment-grade municipal bonds with maturities of at least one year. All indexes are unmanaged and
include reinvested dividends. One cannot invest directly in an index. Past performance is no guarantee of
future results.

RES 8001 0118  |  For Client Use  |  Tracking #1-682605   (Exp. 01/19)
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Your retirement plan
is one of the easiest
-- and potentially
most profitable --
ways to reach your
retirement savings
goal.

Five Smart Reasons to Keep Saving for Retirement

 
Juggling your personal finances can be a challenging task. There are mortgages and other regular monthly bills
to pay, children to raise and educate, and "rainy day" funds to maintain for household and other emergencies.
At times, even the best-organized budgets may become strained -- and yes, you may be tempted to cut down or
even stop contributing to your employer-sponsored retirement plan. But think carefully before you act. Your
retirement plan is one of the easiest -- and potentially most profitable -- ways to reach your retirement savings
goal.

Here are five "smart" reminders of the power of your plan.

#1: The Tax Advantages

When you save on a pretax basis, your retirement savings plan offers two strong tax incentives: Your
contributions are based on your pretax pay, which means every dollar you put into the plan reduces your
current taxable income. In addition, your contributions (and investment earnings) grow and are reinvested,
generating more tax-deferred earnings. Over time, this process (called compounding) can accelerate the
growth potential of your original investment. If you stop contributing to your plan, you may limit its full
growth potential.

#2: Retirement May Last 20 Years or Longer

Healthier lifestyles and medical advances are extending life expectancies -- and retirement income
requirements. Experts have long suggested that individuals generally need 70% to 80% of their preretirement
income in retirement. Yet, at best, these are estimates based on generalities. The fact is that expenses won't
necessarily decline in retirement -- they may just shift. For example, mortgage payments and college tuition
may be ancient history, but spending on health care and leisure is likely to rise. In addition, other unforeseen
expenses may arise, such as caring for a sick relative or helping to fund a grandchild's education.

#3: The (Potential) Employer Match

You don't want to miss out on the opportunity to reap extra "free" savings in employer matched contributions.
Not all employers provide matching contributions, and such contributions may be subject to vesting periods
and other rules. But if your employer does offer a match, make sure you contribute enough to take full
advantage of this added bonus.

#4: The Uncertain Future of Social Security

The continuing debate about the future of Social Security leaves many of us wondering what role it will play in
our own retirements.

Currently, there are two trends working against one another that may put a tremendous burden on the Social
Security system in the years to come.

First, today there are roughly three workers contributing to the Social Security system for every
beneficiary. By 2036, that ratio will drop to roughly 2 to 1.1

Second, the number of individuals reaching age 65 each year will continue to rise dramatically.

Due to this demographic shift, there will be fewer young workers to generate taxes that support Social Security,
Medicare, and other government programs at a time when more of us will be needing them. The bottom line?
It's reasonable to assume that you can expect less government support as you grow older.

#5: Inflation Can Erode Your Savings

Inflation is essentially the increase in the price of goods and services. The most common measure of that
increase is the Consumer Price Index, or CPI. The CPI compares current and past prices on a "basket" of
common expense categories, including housing, transportation, food, and clothing.

It may be easy to overlook inflation when preparing for your financial future. After all, an inflation rate of just
2% to 3% -- which we have been experiencing for the past several decades -- may not seem worth noting until
you consider the impact it can have on your purchasing power over the long term. Consider that at just a 3%
inflation rate, a $100,000 nest egg today would be worth only $40,101 in today's dollars 30 years from now.

We all want retirement to be a time of enjoyment, not financial hardship. To better ensure your own financial
future, keep your retirement plan working for you.
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 Fast Facts & Figures About Social Security1Source: Social Security Administration, , 2017.

© 2018 DST Systems Inc. All rights reserved.

1-320051
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Weekly Economic Commentary | Week of January 2, 2018

 

INVESTMENT IMPLICATIONS OF THE NEW TAX LAW: ECONOMY AT A GLANCE

KEY TAKEAWAYS

The new law is intended to boost economic activity and simplify the U.S. tax code.
Given clarity on the new tax law, we are raising estimates for U.S. GDP and S&P 500 operating
earnings for 2018.

After more than a year of political posturing and investor anticipation, Congress finally approved a $1.5 trillion
tax cut, the most sweeping U.S. fiscal overhaul since 1986. The 2017 Tax Cuts and Jobs Act was signed into law
by President Trump on December 22, 2017, meeting his pledge to deliver tax reform before Christmas. The
complex 1,000-page bill features changes that are intended to spur economic activity through a reduction in
both individual and corporate tax rates, and simplify the tax code by eliminating or trimming a variety of
deductions and exemptions. In this week's commentaries, we look at the likely impact of the final bill on the
economy, monetary policy, and the financial markets in the coming years.

As we wrote in our  publication, we believe the combination ofOutlook 2018: Return of the Business Cycle
improved business fundamentals and fiscal legislation should sustain momentum in the economy and equity
markets in the coming year and potentially beyond. After years of depending on the largess of monetary
policymakers, investors can now focus on fiscal levers that we believe will support consumption and spur new
business investment over the next few years. The law has important implications for major corporations, small
businesses, and individual taxpayers , and may shift the trajectory for economic growth, the federal[Figure 1]
budget, monetary policy, and perhaps most critically for investors -- corporate profits.

https://lpl-research.com/outlook/2018/Outlook_2018_Spreads.pdf
http://lpl-research.com/NOD/010218_WEC_Figure1.pdf
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ECONOMY & THE FEDERAL RESERVE

Though much of the political posturing over the past year was a result of the reduction in corporate tax rates,
the legislation offers a larger than expected boost to individuals. While higher income earners should
experience the largest benefit, the breadth of the individual tax rate reduction may lead to higher levels of
consumer spending over the next few years. For example, in 2018, the net tax cut is set to exceed $100 billion,
and as the effects of the alternative minimum tax (AMT) changes settle out in 2019, the consumer windfall
could eclipse $200 billion, or approximately 1.0% of gross domestic product (GDP). Of course, the goal of
lawmakers is that the increase in consumption will have a positive feedback loop, generating increases in
output, employment, income, and ultimately, tax receipts. Alas, without an increase in productivity, the gains
in personal spending are unlikely to be permanent, which is another reason leadership in Washington, D.C.
included incentives for business investment as part of the tax package.

Indeed, the corporate tax rate has been lowered from 35% to 21%, bringing the United States more in-line with
the rates charged to businesses in other developed nations (compared to the average of 22% for OECD member
countries, which includes most major developed economies). Assuming the net benefit to corporations
averages approximately $80 billion per year over the next four years, the logical next question would be what
we expect them to do with the additional income.

Ideally, the majority would take advantage of the 100% expensing provision for investments in property, plant,
and equipment, as highlighted in our , yet economic growth below the long-term trend suggestsOutlook 2018
not all business leaders will be confident enough to take these "economic" steps. Instead, it is likely that many
companies (we estimate up to one-half) may still choose the path of least resistance and choose "financial"
steps, using the cash to buy back shares or increase dividend payouts. The other $40 to $50 billion or so, we
estimate, may be used for the "economic" steps of capital expenditures, further propelling business investment
and restoring investment to its more central role in driving the business cycle.

http://lpl-research.com/NOD/010218_WEC_Figure1.pdf
https://lpl-research.com/outlook/2018/Outlook_2018_Spreads.pdf
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GDP and Interest Rates

We believe the combination of improved personal consumption and capital spending from the tax legislation
could add anywhere from +0.25% to +0.50% to our original forecast of +2.5% in U.S. real GDP growth in 2018
compared to the 2.2% average during the expansion . To be sure, the U.S. economy is entering[Figure 2]
2018 with a fair amount of momentum, led by consumption and employment. Though housing in high-priced
states may flatten, recent Institute for Supply Management (ISM) readings on manufacturing and services
have displayed some of the best levels in more than a dozen years. Moreover, the weaker dollar in 2017 may
support export growth, although dollar strength in 2018 may limit the effect. In addition, government
spending, particularly on defense, is poised to potentially accelerate.

Considering the fiscal incentives and an already solid economy, the Federal Reserve (Fed) may feel the need to
raise rates more frequently than our projected three hikes in the coming year. If the best case projections of the
tax changes are realized in the next two years, readings on GDP, employment, and inflation could exceed
current consensus forecasts. We believe wage growth should prove the key determinant for policymakers in
2018, though, as inflation has thus far failed to reach the central bank's target rate this cycle. It should be
emphasized that wage growth is only up about 2.5% year-over-year and well below the greater than 4.0% pace
that has historically caused the Fed to raise interest rates aggressively to get ahead of the imminent
inflationary threat.

Other factors monetary policymakers may consider include dollar strength, inflation expectations, the
geopolitical environment, financial conditions, and financial market behavior in the coming year. While these
items are not part of the Fed's official mandates of full employment and low inflation, we believe the scope of
the central bank's considerations have widened heading into 2018, particularly since the financial markets
typically "test" new Fed chairs, and midterm election years in the past have shown increases in financial
market volatility, which could give policymakers reason to pause. We continue to believe the Fed's path for
balance sheet reduction of approximately $300 billion in the coming year will remain unchanged.

Federal Deficit

At the conclusion of its fiscal year 2017, the U.S. government ran a deficit of $666 billion -- devilishly high and
an ongoing concern. This shortfall registered at 3.4% of U.S. GDP and brought the total debt held by the public
up to $14.7 trillion, or 76.5% of GDP, according to the Congressional Budget Office (CBO). A static scoring
analysis by the Joint Committee on Taxation (JCT) and the CBO suggests the new tax law will reduce revenue
by ~$1.65 trillion and decrease outlays by ~$195 billion from 2018 to 2027, leading to an increase in the deficit
of ~$1.45 trillion over the next 10 years, while dynamic scoring (which adjusts for added growth) puts that
level closer to $1 trillion. Proponents of the fiscal legislation see prospects of a greater offset due to
improvements in economic output, incomes, profits, and ultimately, tax revenue, which could serve to reduce
the longer-term deficit figures further.

CONCLUSION

It's been our view since the election that the combination of a Republican president with a Republican
Congress had a high chance of passing some form of tax relief, whether it be in the form of tax cuts or more
comprehensive tax reform. Early legislative setbacks led us to push back our timeline, but we remained
confident that a tax bill would find its way to the president's desk. While the accelerated legislative process that
led to the president being able to sign the bill into law on December 22, 2017 was a surprise to us, it does not
substantially change our views.

http://lpl-research.com/NOD/010218_WEC_Figure2.pdf
http://lpl-research.com/NOD/010218_WEC_Figure2.pdf
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The biggest impact of the accelerated timeline is decreased uncertainty, allowing individuals and businesses
the opportunity to begin planning around the changes and pulling forward the new law's impact. As a result,
we have upgraded our economic growth path to 2.75 - 3.0%, maintained our bond market view though we see
greater risk to the upside for rates, and upgraded our S&P 500 target to align with our view of the law's
expected impact on corporate earnings. Our upgraded S&P 500 target keeps our broad return expectations for
2018 at approximately 10% including dividends. While the new law should help provide fiscal support for the
economy as monetary support is withdrawn and helps decrease the chance of recession in 2018 and even in
2019, we still expect to see market volatility increase from the extraordinarily low levels that persisted in 2017.
But nevertheless, for markets and the economy, we believe the new law provides a firmer launching point as
we enter the new year.  

 

Please see the  publication for additional descriptions andOutlook 2018: Return of the Business Cycle
disclosures.

 

 

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide or be
construed as providing specific investment advice or recommendations for any individual security. To
determine which investments may be appropriate for you, consult your financial advisor prior to investing.
All indexes are unmanaged and cannot be invested into directly. Unmanaged index returns do not reflect
fees, expenses, or sales charges. Index performance is not indicative of the performance of any investment.
All performance referenced is historical and is no guarantee of future results. Estimates may not develop as
predicted.

All information is believed to be from reliable sources; however, we make no representation as to its
completeness or accuracy.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no
guarantee that strategies promoted will be successful. Investing in stock includes numerous specific risks
including: the fluctuation of dividend, loss of principal, and potential liquidity of the investment in a falling
market. Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values and yields
will decline as interest rates rise, and bonds are subject to availability and change in price.

International and emerging markets investing involves special risks, such as currency fluctuation and
political instability, and may not be suitable for all investors.

 

DEFINITION

Gross Domestic Product (GDP) is the monetary value of all the finished goods and services produced within a
country’s borders in a specific time period, though GDP is usually calculated on an annual basis. It includes
all of private and public consumption, government outlays, investments and exports less imports that occur
within a defined territory.

 

This research material has been prepared by LPL Financial LLC.

To the extent you are receiving investment advice from a separately registered independent investment
advisor, please note that 

LPL Financial LLC is not an affiliate of and makes no representation with respect to such entity.

Not FDIC or NCUA/NCUSIF Insured | No Bank or Credit Union Guarantee | May Lose Value | Not
Guaranteed by Any Government Agency | Not a Bank/Credit Union Deposit

 

Tracking #1-682614   (Exp. 01/19)

 

https://lpl-research.com/outlook/2018/Outlook_2018_Spreads.pdf
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Weekly Market Commentary | Week of January 2, 2018

 

KEY TAKEAWAYS

The new law is intended to boost economic activity and simplify the U.S. tax code.
Given clarity on the new tax law, we are raising estimates for U.S. gross domestic product and S&P 500
operating earnings for 2018.

INVESTMENT IMPLICATIONS OF THE NEW TAX LAW: EQUITIES AT A GLANCE

After more than a year of political posturing and investor anticipation, Congress finally approved a $1.5 trillion
tax cut, the most sweeping U.S. fiscal overhaul since 1986. The 2017 Tax Cuts and Jobs Act was signed into law
by President Trump on December 22, 2017, meeting his pledge to deliver tax reform before Christmas. The
complex 1,000-page bill features changes that are intended to spur economic activity through a reduction in
both individual and corporate tax rates, and simplify the tax code by eliminating or trimming a variety of
deductions and exemptions. In this week's commentaries, we look at the likely impact of the final bill on the
economy, monetary policy, and the financial markets in the coming years.

As we wrote in our  publication, we believe the combination ofOutlook 2018: Return of the Business Cycle
improved business fundamentals and fiscal legislation should sustain momentum in the economy and equity
markets in the coming year and potentially beyond. After years of depending on the largess of monetary
policymakers, investors can now focus on fiscal levers that we believe will support consumption and spur new
business investment over the next few years. The law has important implications for major corporations, small
businesses, and individual taxpayers , and may shift the trajectory for economic growth, the federal[Figure 1]
budget, monetary policy, and perhaps most critically for investors--corporate profits.

http://lpl-research.com/outlook/2018/Outlook_2018_Spreads.pdf
http://lpl-research.com/NOD/Weekly_Market_Commentary_01022018_Figure1.pdf
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EQUITIES

As we wrote in our , corporate profitability will likely be a significant beneficiary of anyOutlook 2018
meaningful change in the corporate tax rate. Indeed, the reduction of the corporate tax rate from 35% to 21%,
combined with businesses' ability to fully expense their capital expenditures for the next five years, are
powerful potential tailwinds for profits, which have already enjoyed a renaissance in 2017, powered by
improved domestic and global demand. We believe this will help elongate the expansion, which has thus far
been powered by the U.S. consumer. Going forward, we look for business investment and further gains in
corporate earnings per share (EPS) to power the economy and equity markets.

Given the potential for an extended expansion due to the new tax changes, we encourage all diversified
investors to remain diligent relative to their targeted allocations. To be sure, 2017 was a year of extremely low
volatility and the coming year may not be as docile, particularly when considering the historic examples of
financial markets tending to test new Fed chairs, as well as the volatile trading patterns leading up to midterm
elections. But given solid global growth and firming corporate profits, we recommend that any market
pullbacks be considered as an opportunity to deploy cash or rebalance back toward targeted allocations.

Size, Style, and Sector Implications

Entering the ninth year of this expansion, our view continues to favor small cap and cyclical exposure.
Specifically, we prefer a slight overweight (relative to benchmarks) of small cap stocks and, despite the recent
momentum supporting growth stocks, are positioning portfolios for a tilt toward the value style of investing.

http://lpl-research.com/NOD/Weekly_Market_Commentary_01022018_Figure1.pdf
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Small caps may benefit from the new law due to a typically higher tax burden relative to large caps .[Figure 2]
Small caps would also be more likely to benefit should the dollar push higher due to the pickup in economic
growth, since their more domestic focus makes them less vulnerable to the negative impact of a rising dollar on
international profits.

We also believe the value style of investing should benefit from the new fiscal legislation. As investors search
for opportunities, the recent gains in the price-to-earnings ratio (PE) for growth stocks should attract the
attention of value seekers. The tax advantages combined with relative value should enable the value style to
garner added attention, especially since many value names are in sectors that are poised to benefit from tax
cuts, infrastructure spending, and reduced regulation.

The financial sector, typically exposed to higher tax rates, will be a primary beneficiary of the reduced
corporate rate. In addition to fiscal policy changes, financial stocks may benefit from monetary policy in two
separate ways. First, if economic growth lifts the yield on longer-dated Treasuries, it should help boost the
spread between deposit and lending rates, known as net interest margin, which is a primary driver for bank
profitability. Second, the new vice chair of supervision at the Fed, Randal Quarles, indicated a preference for
less stringent regulatory burdens in his confirmation hearing, potentially freeing up more capital for lending in
the coming years.

The industrial sector, which tilts toward the value style as well, may also benefit from a combination of lower
taxes, infrastructure outlays, helped by 100% expensing, global growth, and increases in U.S. government
defense spending.

Finally, the technology sector remains an overweight recommendation among growth-oriented sectors, despite
its 2017 gains, given the combination of solid global demand and the large trove of profits held overseas that
now have the opportunity for repatriation at attractive rates. Repatriated profits can then be used for either
capital investment or shareholder friendly share buybacks or dividend payouts.

Raising Profits Forecasts

Considering the changes in the tax law and the likely boost to corporate profitability, we have decided to raise
our Outlook 2018 operating earnings forecast for companies in the S&P 500 Index by $5.00 per share, from
$142.50 to $147.50 in 2018. Assuming a trailing 12-month PE of 19-20, we believe the S&P 500 would be fairly

http://lpl-research.com/NOD/Weekly_Market_Commentary_01022018_Figure2.pdf
http://lpl-research.com/NOD/Weekly_Market_Commentary_01022018_Figure2.pdf
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valued in the range of 2,850-2,900 by year-end 2018. This represents a move of approximately 8.0% from
current levels, not including dividends, as stocks have already begun to price in tax reform during the fourth
quarter of 2017. We appreciate that this market PE remains above historical averages, but we view the market
multiple relative to interest rate and inflation levels, which we expect to remain well below their typical norms
over the course of the next year, likely boosting the amount the market is willing to pay for each additional
dollar of earnings.

CONCLUSION

It's been our view since the election that the combination of a Republican president with a Republican
Congress had a high chance of passing some form of tax relief, whether it be in the form of tax cuts or more
comprehensive tax reform. Early legislative setbacks led us to push back our timeline, but we remained
confident that a tax bill would find its way to the president's desk. While the accelerated legislative process that
led to the president being able to sign the bill into law on December 22, 2017 was a surprise to us, it does not
substantially change our views.
The biggest impact of the accelerated timeline is decreased uncertainty, allowing individuals and businesses
the opportunity to begin planning around the changes and pulling forward the new law's impact. As a result,
we have upgraded our economic growth path to 2.75-3.0%, maintained our bond market view though we see
greater risk to the upside for rates, and upgraded our S&P 500 target to align with our view of the law's
expected impact on corporate earnings. Our upgraded S&P 500 target keeps our broad return expectations for
2018 at approximately 10% including dividends. While the new law should help provide fiscal support for the
economy as monetary support is withdrawn and helps decrease the chance of recession in 2018 and even in
2019, we still expect to see market volatility increase from the extraordinarily low levels that persisted in 2017.
But nevertheless, for markets and the economy, we believe the new law provides a firmer launching point as
we enter the new year.

 

Please see the  publication for additional descriptions andOutlook 2018: Return of the Business Cycle
disclosures.

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide or be
construed as providing specific investment advice or recommendations for any individual security. To
determine which investments may be appropriate for you, consult your financial advisor prior to investing.
All indexes are unmanaged and cannot be invested into directly. Unmanaged index returns do not reflect
fees, expenses, or sales charges. Index performance is not indicative of the performance of any investment.
All performance referenced is historical and is no guarantee of future results. Estimates may not develop as
predicted.

All information is believed to be from reliable sources; however, we make no representation as to its
completeness or accuracy.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no
guarantee that strategies promoted will be successful.

Investing in stock includes numerous specific risks including: the fluctuation of dividend, loss of principal,
and potential liquidity of the investment in a falling market.

Because of its narrow focus, specialty sector investing, such as healthcare, financials, or energy, will be
subject to greater volatility than investing more broadly across many sectors and companies.

The fast price swings in commodities and currencies will result in significant volatility in an investor's
holdings.

There is no guarantee that a diversified portfolio will enhance the overall returns or outperform a
non-diversified portfolio. Diversification does not ensure against market risk.

All investing involves risk including loss of principal.

DEFINITIONS

Gross Domestic Product (GDP) is the monetary value of all the finished goods and services produced within a
country's borders in a specific time period, though GDP is usually calculated on an annual basis. It includes
all of private and public consumption, government outlays, investments and exports less imports that occur
within a defined territory.

Small cap is a term used to classify companies with a relatively small market capitalization. The definition of
small cap can vary, but it is generally a company with a market capitalization of between $300 million and
$2 billion. The prices of small cap stocks are generally more volatile than large cap stocks.

http://lpl-research.com/outlook/2018/Outlook_2018_Spreads.pdf
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INDEX DESCRIPTIONS

The Standard & Poor's 500 Index is a capitalization-weighted index of 500 stocks designed to measure
performance of the broad domestic economy through changes in the aggregate market value of 500 stocks
representing all major industries.

The S&P Midcap 400 Stock Index is an unmanaged index generally representative of the market for the
stocks of mid-sized U.S. companies.

The S&P Small Cap 600 Index is an unmanaged index generally representative of the market for the stocks of
small capitalization U.S. companies.

This research material has been prepared by LPL Financial LLC.

To the extent you are receiving investment advice from a separately registered independent investment
advisor, please note that LPL Financial is not an affiliate of and makes no representation with respect to
such entity.

Not FDIC or NCUA/NCUSIF Insured | No Bank or Credit Union Guarantee | May Lose Value | Not
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