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Why the Tax Bill Might Lift Earnings and Equities in 2018  

 � Despite worrisome valuations, we think the equity market rally is likely to continue into 2018, and we remain 
overweight stocks in our dynamic asset allocation portfolios. One reason is that we think analysts’ earnings estimates 
are likely to rise as a result of  the tax bill. 

 � Analysts’ estimates play an important role in QMA’s investment strategies for both stock selection and asset allocation. 
Both academic research and our own practical experience have demonstrated the value of  these forecasts.

 � Typically, analyst forecasts are issued starting a full year before the calendar year in question. In the aggregate, the 
forecasts tend to start out too optimistic and fall as the months progress. Part of  the tremendous market gains in 2017 
have been driven by forecasts that have stayed steady all year, as S&P 500 companies have delivered double-digit 
growth.

 � It is relatively rare for analysts’ forecasts for a year to rise; it has happened only seven times since I/B/E/S began 
collecting these data in 1979. 

 � In the years when estimates rise, the market has also risen, never having a negative year. The average gain has been 
13.3%.

 � There are several important caveats: the tax bill is not final, so it is not guaranteed that there will be a tax cut at all. 
Important details still need to be worked out in conference, including the effective date. Having seven observations is 
too few to offer statistical significance; it is suggestive but not definitive. Even if  the tax cut helps earnings, it might be 
offset by other factors that take 2018 forecasts lower by year end.

 � Nevertheless, combined with the global synchronized expansion that still seems to be gaining momentum, we think 
an overweight in stocks in a diversified portfolio makes sense for now, despite high valuations. If  the fundamental 
momentum starts to slow, the high valuations will matter more, but that is a concern for another day.

As of December 5, 2017.
Copyright 2017 QMA. All rights reserved.
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NOTES TO DISCLOSURE

These materials represent the views, opinions and recommendations of the author(s) regarding economic conditions, asset classes, and strategies. Distribution of this information to any person 
other than the person to whom it was originally delivered is unauthorized, and any reproduction of these materials, in whole or in part, or the divulgence of any of the contents hereof, without 
prior consent of Quantitative Management Associates LLC (“QMA”) is prohibited. Certain information contained herein has been obtained from sources that QMA believes to be reliable as of the 
date presented; however, QMA cannot guarantee the accuracy of such information, assure its completeness, or warrant that such information will not be changed. These materials are not 
intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or any investment management services and 
should not be used as the basis for any investment decision. Past performance is not a guarantee or a reliable indicator of future results. No liability whatsoever is accepted for any 
loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this report. QMA and its affiliates may make investment decisions 
that are inconsistent with the views expressed herein, including for proprietary accounts of QMA or its affiliates. 
In Europe, certain regulated activities are carried out by representatives of PGIM Limited, which is authorized and regulated by the Financial Conduct Authority (Registration Number 193418), 
and duly passported in various jurisdictions in the European Economic Area. Quantitative Management Associates LLC (QMA), which is an affiliate to PGIM Limited, is an SEC-registered 
investment adviser, and a limited liability company. PGIM Limited’s Registered Office, Grand Buildings, 1-3 Strand, Trafalgar Square, London WC2N 5HR.
The opinions expressed herein do not take into account individual client circumstances, objectives, or needs and are therefore are not intended to serve as investment recommendations. No 
determination has been made regarding the suitability of particular strategies to particular clients or prospects. The financial indices referenced herein is provided for informational purposes 
only. You cannot invest directly in an index. The statistical data regarding such indices has been obtained from sources believed to be reliable but has not been independently verified.
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory trends as of the original date of this 
document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you 
should not rely on such forward-looking statements in making any decisions. No representation or warranty is made as to future performance or such forward-looking statements.
These materials are for informational or educational purposes.  In providing these materials, QMA (i) is not acting as your fiduciary as defined by the Department of Labor and is not giving 
advice in a fiduciary capacity and (ii) is not undertaking to provide impartial investment advice as QMA will receive compensation for its investment management services.  This product or 
service is available to ERISA plans only when represented by an Independent Fiduciary as defined by the DOL.  A plan or its Independent Fiduciary will be asked to make representations in the 
investment management agreement or adoption agreement to enable reliance on the Independent Fiduciary exception from the definition of fiduciary in the DOL’s regulations. 
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FOR MORE INFORMATION
To learn more about QMA’s capabilities, please contact Stephen 
Brundage, CFA, Managing Director and Portfolio Strategist, at 
stephen.brundage@qmallc.com or 973-367-4591.

ABOUT QMA
Serving investors since 1975, QMA targets superior risk-adjusted returns 
by combining research-driven quantitative investment processes built on 
economic and behavioral foundations with judgment from experienced 
market practitioners. Ultimately, each portfolio is constructed to meet 
the individual financial needs of  the client. An independent boutique 
backed by the capabilities of  one of  the world’s largest asset managers, 
QMA is the quantitative equity and dynamic asset allocation business 
of  PGIM, the global investment management businesses of  Prudential 
Financial, Inc. Today, we manage approximately $133 billion* in assets 
for a wide range of  global clients.

*As of  9/30/2017.


