
ExEcutivE Summary 
Looking forward into 2018, there are still 
reasons for hope for equities despite the 
strong moves we saw in 2017. Earnings 
growth is good, tax reform has the potential 
to favorably impact several key sectors 
of the market and valuations remain 
reasonable. Judging by the response 
of consumers in this holiday shopping 
season, the attitude towards spending 
has been positive despite the reports of 
the “end of retail as we know it”, so the 
economic outlook appears stable as well. 
We continue to see more positives than 
negatives for stocks. While calculating 
the exact impact tax reform will have on 
corporate earnings is difficult, it does 
appear that the impact will be a positive 
one, making an even greater case for 
current valuations. Given the strength we 
are seeing in corporate fundamentals, 
we continue to maintain a positive bias 
towards stocks as we focus on earnings 
growth, tax reform and valuations as 
support.

Will GroWth EarninGS 
continuE? 
Earnings drive stocks, and they are the 
most watched indicator of corporate 
health. Stocks stalled in 2015 and 2016 
when earnings growth decelerated (see 
Figure 1), but the earnings recession 
experienced in that two-year time frame is 
now behind us. Oil prices have recovered, 
and with buybacks and dividend growth 
slowing, the emphasis has shifted to true 
fundamental improvements in earnings.

S&P 500 earnings were up nicely in the 
first three quarters of 2017, and while we 
are very early into the earnings reporting 
season as of the time of this writing (see 
Figure 2), it appears that the fourth quarter 
will finish the year strong. We are only a 
quarter of the way into this earnings 
reporting season, but so far the 138 

companies that have reported are beating 
earnings 76% of the time, and the reported 
growth rate is 13.73% thus far (12.39% 
on a blended basis when you incorporate 
estimates.) Energy is skewing the number 
upwards as it has for a while as it rebounds 
off of the bottom, but there is good growth 

coming from important sectors such as 
Financials and Technology as well.
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Figure 1: Earnings Recession of 2015-2016
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Figure 2: 4Q Earnings Scorecard (January 29, 2017)



tax rEform’S imPact on 
markEt SEctorS
Tax reform has clearly had a positive impact 
on corporate America’s sense of optimism. 
It is one of many reasons we have been 
positive on stocks, but we acknowledge 
that it will not have a positive impact on all 
sectors to the same degree. Smaller, more 
domestic sectors generally have the most 
to gain, as do sectors with cash overseas. 

The sectors which may benefit the 
most from tax reform (from a corporate 
standpoint) are domestic sectors with 
high taxes including Industrials, Consumer 
Discretionary and Managed Care/
Hospitals. The Consumer Discretionary 
sector should also benefit from a consumer 
standpoint as lower taxes will result in 
greater discretionary income for the 
average American. Sectors with a desire 
to break up (particularly conglomerates 
within Industrials) may be more inclined 
to do so with lower taxes. 

Financials and Energy have more sector 
specific catalysts benefitting and shaping 
their outlooks (value has underperformed 
and could turn around in 2018, interest 
rates and commodity prices are stabilizing) 
and the tax reform outlook is mixed for 
them. Some Financials see an immediate 
impact and are already raising pay and 
initiating bonuses, others are taking 
charges because their deferred tax losses 
have become less of an asset. Energy 
companies have not all made money in 
recent years, so their tax bills are harder 
to characterize (plus many of them have 
large international portfolios.)

The sectors that will be clearly 
disadvantaged from a relative standpoint 
are Utilities (they have to pass tax savings 
on to their consumers) as well as REITS, 
Healthcare (Pharma and Biotech are 
international and have low effective tax 
rates), and Staples (largely international.) 
Tech tends to have very low effective tax 
rates anyway so their tax impact is not 
expected to be much (but companies 
like Apple who can repatriate cash are 
advantaged.)

valuationS lESS attractivE 
but not EGrEGiouS
The dividend yield of the market has fallen 
below 2% and the forward price to earnings 
multiple is now above 18X, so the valuation 
story is clearly less compelling than it was 
going into 2017. If earnings are revised 
upwards as we expect them to be, the 
valuations will appear less demanding. 
We are not making a case that valuations 
are compelling, however, only that they 
are fair given the uptick in corporate 
earnings growth and the improvement in 
the economic outlook. 

concluSion
In conclusion, earnings growth is good, 
tax reform has the potential to favorably 
impact several key sectors of the market 
and valuations remain reasonable. 
There are always risks when it comes to 
investing in the stock market and this bull 
market has been quite extended in terms 
of its duration. Nevertheless, we see few 
signs that investors should dramatically 
lower their exposure at this point in time, 
and we are hopeful for stock market 
returns in 2018. 
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Figure 3: S&P 500 Valuation Metrics

Source: FactSet Research Systems



Investment, Insurance and Annuity Products

Are Not FDIC-Insured | Are Not Bank Guaranteed | May Lose Value | Are Not Deposits

Are Not Insured by Any Federal Government Agency | Are Not a Condition of Any Banking Activity

EQUITY OUTLOOK REGIONS INVESTMENT MANAGEMENT

ABOUT REGIONS INVESTMENT MANAGEMENT
Regions Investment Management, Inc. is an active investment manager focused on achieving long-term investment goals for our clients through 
diversified portfolios. We offer a variety of domestic fixed income and equity strategies, as well as several liquidity/cash management products.
We look forward to serving you. Form more information, please see RIM’s current Form ADV Part 2A, a copy of which is available upon request 
at 205-264-6735.

This publication has been prepared by Regions Investment Management, Inc. (RIM) for Regions Bank for distribution to, among others, Regions Wealth Management 
clients. RIM is an Investment Adviser registered with the U.S. Securities & Exchange Commission pursuant to the Investment Advisers Act of 1940.  RIM is a wholly 
owned subsidiary of Regions Bank, which in turn, is a wholly owned subsidiary of Regions Financial Corporation. 

While the commentary accurately reflects the opinions of the Analyst by whom it is written, it does not necessarily reflect those of Regions Bank or RIM. This 
publication is solely for information and educational purposes and nothing contained in this publication constitutes an offer or solicitation to purchase any security, 
the recommendation of any particular security or strategy or a complete analysis of any security, company or industry or constitutes tax, accounting or legal advice. 
Information is based on sources believed by RIM to be reliable but is not guaranteed as to accuracy by Regions Bank, RIM or any of their affiliates. Commentary 
and opinions provided in this publication reflect the judgment of the authors as of the date of this publication and are subject to change without notice. Certain 
sections of this publication contain forward-looking statements that are based on the reasonable expectations, estimates, projections and assumptions of the 
authors, but forward-looking statements are not guarantees of future performance and involve risks and uncertainties, which are difficult to predict. Investment 
ideas and strategies presented may not be suitable for all investors. No responsibility or liability is assumed by Regions Bank, RIM or their affiliates for any loss that 
may directly or indirectly result from use of information, commentary or opinions in this publication by you or any other person. 

Trust and investment management services are offered through Regions Wealth Management, a business unit of Regions Bank. Investment advisory services are 
offered through RIM.  In some cases, RIM’s investment management services and/or strategies will be utilized by Regions Wealth Management for its trust and 
investment management clients. RIM receives compensation from Regions Bank for providing certain services, including market commentary. When applicable, 
RIM receives additional compensation based upon the assets in Regions Wealth Management client accounts managed according to RIM’s strategies. For 
additional information concerning RIM or its strategies, please see RIM’s Form ADV Part 2A, which is available by calling 205-264-6735. 

Neither Regions Bank, nor Regions Wealth Management (collectively, “Regions”) nor the Regions Bank subsidiary, Regions Investment Management, Inc. (RIM), 
are registered municipal advisors, nor provide advice to municipal entities or obligated persons with respect to municipal financial products or the issuance of mu-
nicipal securities (including regarding the structure, timing, terms and similar matters concerning municipal financial products or municipal securities issuances) 
or engage in the solicitation of municipal entities or obligated persons for such services. With respect to this presentation and any other information, materials or 
communications provided by Regions or RIM, (a) Regions and RIM are not recommending an action to any municipal entity or obligated person, (b) Regions and 
RIM are not acting as an advisor to any municipal entity or obligated person and do not owe a fiduciary duty pursuant to Section 15B of the Securities Exchange Act 
of 1934 to any municipal entity or obligated person with respect to such presentation, information, materials or communications, (c) Regions and RIM are acting 
for their own interests, and (d) you should discuss this presentation and any such other information, materials or communications with any and all internal and 
external advisors and experts that you deem appropriate before acting on this presentation or any such other information, materials or communications.


