
Be thankful we’re not getting all 
the government we’re paying for. 

-Will Rogers
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The following table summarizes returns for 

2017 and for the last five years. 

As Of 12/31/17 Last 5 

2017 Years 

(Ann'I) 

60/40 Balanced World 15.8 7.8 

Index 

World Equity Index (ACWI) 24.0 11.0 

U.S. Equities 21.0 15.7 

(Wilshire 5000) 

U.S. Equities Small Caps 14.7 14.1 

(Russell 2000) 

Foreign Equities 27.2 6.8 

(ACWl-ex U.S.) 

U.S. Bonds 3.5 2.1 

(Bloomberg Aggregate) 

HFRI Fund of Funds 6.8 3.8 

Composite 

By anyone's measure, 2017 was a great year for 

investors. As shown, foreign stocks had the 

highest returns, but all equity markets were 

good. Many of our clients worry that since the 

stock market was up so much last year it is 

bound to fall any day, but it doesn't work that 

way. The market doesn't fall just because it 

went up. 

Last year's gain can be explained by 

fundamentals, both past and expected. 

Earnings grew by 17% last year, almost equal to 

the price gain in the market. Add to that the 

facts that (i) the economy accelerated from 2% 

growth at the beginning of the year to 3% 

growth in the final three quarters and (ii) 

inflation and long-term interest rates fell, and 

you have the reasons for such a good year in 

stocks. 

As you know, in December, Congress passed a 

tax reform law. The biggest change was to 

reduce taxes on corporations. This has given 

the market another boost as it looks forward to 

2018. 

This explains the past. What about the future? 

Economy. As mentioned, the economy 

accelerated in the last 3 quarters of 2017. There 

is very little reason to be worried about the 

economy right now. In addition to strong 

growth in the U.S., foreign economies are also 

accelerating: Europe, Japan, and China are all 

growing. Even Greece is apparently out of 

recession. 

The Fed, Inflation, & Interest Rates. Inflation 

has remained remarkably benign. There are a 

number of forces involved that we will only 

understand after looking back in a few years, 

but we can reason that the internet (Amazon) 

has caused downwards pressure on prices and 

global trade has contributed to keeping 

inflation under control for a long time. 

There are early signs of changes, but they are 

not yet significant. Wages are now increasing at 

a 2 ½% rate, up from 2%. The price of oil has 

moved up from $50 to $60. A falling dollar has 

increased the cost of imported goods. And, 

there has been some movement toward tariffs 

and trade policy that might shift costs higher. 

The Federal Reserve has increased the Fed 

Funds rate three times in 2017, and the current 

target is 1.25% - 1.5%. This year the Fed is 

expected to raise the rate 2-3 more times, and 

they are reducing the amount of bonds they 

own which is sometimes called 'quantitative 

tightening'. This is the number one cautionary 

flag because it is rising interest rates that usually 

cause recessions and bear markets. It is 

important to note, however, that the Central 

Banks of Europe, Japan, and China are still in 

monetary easing modes. 

Earnings. Earnings were better in 2017 than we 

expected. Nearly every year analysts are overly 

optimistic about earnings for the coming year. 

Last year was no exception, but actual earnings 

for the S&P 500 are now expected to be $125 for 

2017 (companies are just now reporting 4th 

quarter earnings). At the beginning of the year, 
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Many happy returns,  
Colorado Financial Management 
www.colofinancial.com 

Please remember that past performance may not be indicative of future results.  Different types of investments involve varying 
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product 
made reference to directly or indirectly in this newsletter (article), will be profitable, equal any corresponding indicated historical 
performance level(s), or be suitable for your portfolio.  Due to various factors, including changing market conditions, the content 
may no longer be reflective of current opinions or positions.  Moreover, you should not assume that any discussion or information 
contained in this newsletter (article) serves as the receipt of, or as a substitute for, personalized investment advice from Colorado 
Financial Management. To the extent that a reader has any questions regarding the applicability of any specific issue discussed above 
to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. A copy of our current 
written disclosure statement discussing our advisory services and fees is available for review upon request.
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2017 Tax Rules 2018 Tax Rules 
Taxable Income Taxable Income 

Rate Single Married Rate Single Married 

10% $0 - $9,525 $0-$19,050 10% $0 - $9,525 $0-$19,050 

15% $9,526-$38,700 $19,051-$77,400 12% $9,526-$38,700 $19,051-$77,400 

25% $38,701-$93,700 $77,401-$156,150 22% $38,701-$82,500 $77,401-$165,000 

28% $93,701-$195,450 $156,151-$237,950 24% $82,501-$157,500 $165,001-$315,000 

33% $195,451-$424,950 $237,951-$424,950 32% $157,501-$200,000 $315,001-$400,000 

35% $424,951-$426,700 $424,951-$480,050 35% $200,001-$500,000 $400,001-$600,000 

39.6% Over $426,700 Over $480,050 37% Over $500,000 Over $600,000 

PERSONAL INCOME TAXES 2017 2018 

Standard Deduction $6,350 single- $12,700 MFJ $12,000 single- $24,000 MFJ1 

Personal Exemption $4,050 Eliminated1 

Child Tax Credit $1,000 $2,000 (refundable < $1,400) 1 

State & local tax deduction Full Limited at $10,0001 

Mortgage interest deduction 

1st and 2nd home –excl. HELOC 
< $1,000,000 <$375,000 single,  <$750,000 MFJ1 

Home Equity Line Interest deduct < $100,000 Eliminated1 

Personal casualty & loss deduction > 10% AGI Eliminated1 

Medical expense deduction > 7.5% AGI > 7.5% AGI in 2018,  >10% - 2019>

Misc. itemized deductions >2% AGI Eliminated1 

Moving expense deduction All job-related Eliminated1 

AGI based reduction itemized deductions $261,500 single-$313,800 MFJ Eliminated1 

529 plan funds used for College only < $10,000 for primary & secondary 

AMT exemption 

AMT phase-out 

$54,400 single - $86,200 MFJ 

$123,100 - $164,100 MFJ 

$70,300 - $109,400 MFJ1

 $500,000 - $1,000,000 MFJ1 

Gift and Estate Tax exemption $5,490,000 $11,200,0001 

UTMA/UGMA tax rates Individual Trust rate 

Roth conversion Can be re-characterized Cannot be re-characterized 

CORPORATE  TAXES 2017 2018 

Corporate tax rate 35% 21% 

Pass through income taxation Income tax rate $20,000 deduction (some limits) 

Corporate AMT 20% Repealed 

Accelerated expense depreciation 50% 100% -also expanded categories 

Section 179 limit and phase-out $510,000 and $2.030,000 $1,000,000 and $2,500,000 

Interest expense deductibility No limit Limited to 30% EBITDA 
1 expires 2025 
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