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2017 MARKET REVIEW
By EDWARD G. LESZYNSKI

TO QUOTE FRANK SINATRA, “IT WAS A VERY GOOD YEAR”
FOR THE STOCK MARKET IN 2017.
Rising U.S. tensions with North Korea, a special prosecutor
investigating Russian meddling in the 2016 election, and three
hurricanes in the U.S. and its territories all failed to shake markets.
The run-up in stock prices has added $6.6 trillion in market value
since the election (to companies that make up the Wilshire 5000).
The rally that started in 2009 is currently the second-longest bull
market in history. The major indices all notched their best annual
performance since 2013, buoyed by an improving global economy
and strong corporate profits. This is the first time in history where
global stocks have been positive in every month of a year.
Three of the overweight sector positions (consumer
discretionary, financials, and information technology) in our

models continued to outperform the broader market in the 4th
quarter and all of 2017. The exception was industrials which
slightly underperformed the broader market (by less than 0.25%
on a quarterly and annual basis). We have sold out our overweight
position in information technology sector and returned to a
normal market weight after its exceptional performance.
For the 4th quarter, the emerging market segment
posted the largest gain with a return of over 6.9%. The
international developed markets returned over 4%. Large-caps
were up 5.7%, mid-caps were up 4.9%, and small-caps rose
2.1%. Over the full year, small-, mid-, and large-cap U.S. indices
are up 11.7%, 14.5%, and 19.4% respectively. Worldwide
markets dominated with respective returns of 21.8% and 34.3%
in the international developed and emerging markets.

2017 U.S. Equity Market Performance

2017 U.S. International Equity Market Performance
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For many clients, early 2018 will be a time to rebalance which has the benefit of exercising investment discipline to return to your portfolio’s
target allocations. The positive run of markets in 2017 likely increases your overall stock exposure and this is a good time to realize some
of the gains from the run up and take this opportunity to rebalance.
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POLITICAL & ECONOMIC ENVIRONMENT
2018 PROMISES TO BE ANOTHER EVENTFUL YEAR IN AMERICAN
POLITICS AND THE ECONOMY. Republicans are congratulating
themselves on the successful passage of the Tax Cuts and Jobs
Act, but expect the two parties to spend the next 10 months
arguing about how the law will impact the American economy
while positioning themselves for the mid-term elections. The
new tax law will have ripple effects throughout the domestic and
international environment, and it will support full employment for
accountants. Most households won’t experience any immediate
tax-related change in their take-home paychecks until the IRS
releases new tax withholding tables and/or individuals submit a
new Form W-4 to their employer. Businesses both large and small
should experience an increase in net profits as their tax rates
decrease. It is an open question how the reduced tax burden on
American businesses will be shared by shareholders, employees,
and consumers.
Internationally, the Tax Act could lead to trade conflicts. Other
countries may look to reduce their own corporate tax rates to
maintain their competitive position vis-à-vis the United States.
There may also be a renewed emphasis on capital controls
designed to prevent companies and individuals from removing
money from a country. China uses such measures to help control
the value of its currency and maintain stability in its financial
system. We also expect the U.S. and UK to informally outline a
bilateral trade deal during 2018 to be signed shortly after Brexit
in March 2019.
Jerome Powell will replace Janet Yellen as Chair of the Board
of Governors of the Federal Reserve System in February. He
is expected to continue the Fed’s program of balance sheet

normalization and gradual interest rate increases with at least
three more increases in 2018. One of the surprises of 2017 was
that longer-term interest rates did not move up in concert with
short-term rates, resulting in a flatter yield curve than there was a
year ago. The 10-year Treasury note finished the year at 2.409%,
down from 2.446% a year ago. Long-term interest rates could rise
if inflation picks up above the current annualized rate of 2.1% (as
of December 2017), or real GDP growth continues above 3% on
an annual basis following increases of 3.1% and 3.2% in the 2nd
and 3rd quarters of 2017, respectively.

“Businesses both large and small should experience
an increase in net profits as their tax rates decrease.”
The next legislative focus area for the Trump Administration
and Congressional Republicans will be on improving and repairing
the nation’s infrastructure. Republicans support less direct
Federal spending on projects than do Democrats, believing they
can leverage $200 billion in Federal spending into $800 billion
in additional infrastructure spending commitments by state,
municipalities, and private investors. To have any success,
Republicans will have to craft a bill with bipartisan appeal in order
to secure the 60 votes needed to avoid a filibuster in the Senate.
Three possible wild-cards that could upset legislative and
economic progress include increased tensions with North Korea,
surprises from Robert Mueller’s Russia investigations, or a spike
in energy prices. All in all, we’ll have much to pay attention to in
the coming year.

PRESIDENT'S COMMENTARY
THAT WAS ONE AMAZING YEAR. My comments
this issue center on expectations management.
Virtually all financial markets performed well
(to exceptionally well) for the year. Expect that
this will not continue in a straight line—a critical
mistake is to extrapolate today out into the
horizon, regardless of up/down markets.
While I have no clear crystal ball on markets,
politics, or baseball, the long-term multi-year
expectations are: stocks will outperform bonds
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By MARC A. WEHMEYER

by several percentage points, bonds will be better
than cash by the same amount, and over a 5-7
year period we can expect to see 6-8% returns
for balanced equity portfolios. With spending
discipline and emotional realism, that will get all
of us to accomplishing our financial goals.
Remember this year but also remember 2008
and how that felt. Somewhere in between is the
Goldilocks point where you want to stay.

IMPACTS OF THE TAX CUTS
AND JOBS ACT OF 2017

By JOSEPH P. CLARK

The Tax Cuts and Jobs Act was signed into law by President Trump on December 22, 2017.
Not since 1986 has the tax code seen such major change. While not all provisions in this law
are permanent, the changes affect all American citizens and corporations. Here are some key
points of the law:
New Tax Brackets. The final law still has seven brackets but
changes the rates and income levels to which they apply. In general,
marginal rates fall at all levels. The only exception is income for
couples between $400,000 and $424,950 (and singles between
$200,000 and $424,950), where the marginal rate increases from
33% to 35% in 2018. Unless a future law makes these changes
permanent, all changes to brackets and rates expire after 2025
and revert back to the laws in effect for 2017.
Alternative Minimum Tax (AMT). The number of taxpayers subject
to AMT will decrease. The AMT exemption for couples increases
from $78,750 in 2017 to $109,400 in 2018 (and from
$50,600 to $70,300 for singles). The Adjusted
Gross Income (AGI) level at which the exemption
is phased out increases from $150,000 in 2017
to $1,000,000 in 2018 for couples (and from
$112,500 to $500,000 for singles). These
increased exemptions and phaseout levels
expire after 2025 and revert back to their 2017
levels with inflation adjustments.
Limitations on Itemized Deductions. The
itemized deduction for state and local taxes is capped
at a total of $10,000. For mortgages entered into after
December 15, 2017, the deduction for the interest paid is limited
to the first $750,000 of debt. Currently mortgage debt up to $1
million is deductible, and those existing loans are grandfathered.
The deductibility of interest paid on home equity loans – both
new loans and existing – is eliminated. Miscellaneous itemized
deductions previously subject to the 2% of AGI limitation are no
longer deductible. The phaseout of itemized deductions is repealed.
Changes to Standard Deduction and Personal Exemptions. The
standard deduction is nearly doubled to $12,000 for single filers
and $24,000 for married taxpayers filing a joint return. However,
the personal exemption deduction of $4,050 for each taxpayer
and their dependents is repealed. The elimination of the personal
exemption and the increased standard deduction are permanent

changes. Because some families are able to deduct less under the
new plan, the child tax credit was increased. Phaseouts for this
credit begin with adjusted gross income of more than $400,000
for married taxpayers filing jointly and more than $200,000 for all
other taxpayers.

Estate and Gift Tax Exclusion Amounts. The basic estate tax
exclusion amount increased to $11.2 million per person and
portability remains for married couples, sheltering a total of $22.4
million but only until 2026, when the thresholds will revert back to
2017 levels adjusted for inflation. Heirs receiving property
through inheritance will continue to receive a “step up”
in basis for the purposes of a subsequent sale. The
annual gift tax exclusion amount increases from
$14,000 to $15,000 for 2018. With Gift Splitting,
married couples can gift $30,000 total.
Other items of interest. The penalty for not
purchasing health insurance is reduced to $0 in
2019 (one year later than most other provisions in
this proposal), effectively ending the requirement.
Section 529 qualified tuition programs can allow
distribution of up to $10,000 per student to pay tuition
expenses for a public, private, or religious elementary or
secondary schools with no change for post-secondary educational
institutions.
Reducing Business Tax Rates. This law exempts 20% of all net
business taxable income earned by a partnership, S Corporation, or
sole proprietorship. Although this law makes no distinction between
passive and active owners of a business, there are a variety of
limitations imposed to help prevent abuse of this exemption. All of
the changes to the taxation of pass-through business income expire
after 2025. At that point, pass-through business income would
again be taxed using the standard individual tax rates and brackets.
Businesses operating as C corporations, which pay their own tax
rather than pass income through to their owners, move from a tax
rate of 35% to a new flat rate of 21%.
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RETIREMENT SERVICES DIVISION
By ANTHONY B. WALL

DESPITE THE THREAT TO 401K’S DURING THE TAX CUTS AND
JOBS ACT NEGOTIATIONS, THESE BUSINESS RETIREMENT
SAVINGS PLANS EMERGED INTACT. In fact, the contribution
limits for 2018 were increased for the first time since 2014. For
comparison purposes, the contribution limits for 2017 and 2018
are presented here:
Various Limits

2017

2018

$18,000

$18,500

$6,000

$6,000

$54,000

$55,000

Compensation Limit

$270,000

$275,000

Highly Compensated Employee Compensation

$120,000

$120,000

Key Employee Officer Compensation

$175,000

$175,000

Taxable Wage Base for Social Security

$127,200

$128,700

401(k) Deferral Limit
Catch-up Deferral Limit (Age 50+)
Deferred Compensation Annual Addition Limit

ALGORITHM—REAL LIFE

As 2018 begins and you are armed with the knowledge of new
regulatory limits, Praetorian Guard recommends that you review
your company’s 401k plan. There are a few key areas to focus
on. First, does your company offer a match? If so, we strongly
suggest contributing to at least the match threshold. Second,
does your company have a Roth 401k option? Depending on
your financial plan, it could be a good idea to take advantage of
the Roth 401k. These operate in the same manner as Roth IRA’s
except the limits are approximately three times as high and they
are not constrained by income phase outs.
If you are a business owner or 401k plan sponsor, it is well worth
investing the time to get a check up on your plan. Our experience
has shown that 401K plans are often sub-optimally designed
and offer mediocre investment options. In addition, many plan
sponsors are unaware of their fiduciary responsibility to their
participants in the plan and may not be properly supported.
Often there are opportunities to improve the overall plan which
results in significant benefits to both owners and employees.

CLOSING THOUGHT
“Life would be infinitely
happier if we could only be
born at the age of eighty and
gradually approach eighteen.”
— Mark Twain
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