
OVERVIEW1

On December 22, President Trump signed the 2017 
Tax Cuts and Jobs Act (TCJA) into law. This legisla-
tion represents the most significant overhaul to the 
federal tax code in over 30 years. Clients should rest 
assured that we have been closely following the leg-
islative process and believe our investment portfolios 
are well positioned for the coming changes. 

Given the scale and complexity of the new bill, 
there is always a degree of uncertainty in how these 
tax reforms, once enacted, will uniquely impact 
individual taxpayers and businesses. We encourage 
you to schedule meetings with your tax advisors to 
formulate year-end tax plans and more importantly, 
begin strategizing for 2018 and beyond. Your City 
National Bankers and Portfolio Managers at City 
National Rochdale3 are here to support you and your 
tax advisors as the new law takes effect. 

CNB POV:  Overall, we view the changes to the tax 
code as modestly pro-growth and, in particular, good 
for company profits and equity markets. Most American 
taxpayers should benefit from these changes, but many 
high-income-earners in high-tax states - such as  
California and New York - could see a net tax increase. 
Recent record highs in the stock markets reflect rising 
corporate earnings and a solid economy, as well as  
anticipation of the new tax law. 

ECONOMIC IMPACT2

These tax cuts are largely designed to put more prof-
its into company hands and, to a lesser extent, more 
money into most Americans’ wallets. Both compa-
nies and individuals are expected to invest or spend a 
portion of that money, which should provide a boost 

of 0.25 to 0.50 percent to 2018 GDP growth over 
its 2.2 percent trend pace average. The long-term 
cost of the tax changes, however, could be more than 
$1 trillion in additional federal debt which would 
reduce the potential benefits to growth.

CNB POV:  The new tax bill is coming late in the 
economic expansion. That will likely moderate its boost 
to GDP growth. The biggest question is how much will 
businesses use the additional profits realized to increase 
hiring and spending on technology, equipment, and 
R&D?  With the economy operating near full potential 
and unemployment low, we do not believe additional 
business and consumer spending will cause material  
upward pressure on wages and prices. Therefore, we  
believe the Fed will not accelerate interest rate hikes 
which is a net positive.

IMPACT ON INDIVIDUALS

The new law lowers the effective tax rates across  
seven new revised income brackets. The standard  
deduction has been increased from $6,500 to 
$12,000 for single filers, from $9,550 to $18,000  
for heads of household, and from $13,000 to 
$24,000 for joint filers. The act also includes a sun-
set provision where most of the individual income 
tax rate changes expire on Dec. 31, 2025; however 
lawmakers have announced their intention to make 
the changes permanent.

It also limits the state and local tax (SALT) deduc-
tion to $10,000 (for income tax, sales tax, and prop-
erty tax). High-income residents of high-tax states 
will feel the brunt of this change: The Congressional 
Budget Office says 80 percent of SALT deduction 
benefits flow to the top 20 percent of earners, and 
30 percent of them are in just California and New 
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York. The doubling of the standard deduction will 
blunt the impact of this change on middle-income 
earners, many of whom may stop itemizing their 
taxes altogether. 

CNB POV:  Most Americans should see an increase in 
their after-tax income, though certain high-net-worth 
households may see a net tax hike due to the loss of 
SALT deductions. After stripping out the effects of the 
business tax cuts, the bulk of the personal tax cuts will 
go to households making $50,000 to $500,000. For 
high-income-earners, it is also important to consider 
changes to the alternative minimum tax which may 
affect what is owed in federal tax. We suggest clients 
consult their tax advisors.

EFFECT ON HOMEOWNERS

Home financing: The cap on deductible mortgage 
interest for new loans will drop from $1 million to 
$750,000. Interest from new home equity loans 
(aka second mortgages) will no longer be deductible 
unless the money is used for home improvements. 

Home sales: Taxpayers will still be able to exclude up 
to $500,000 (or $250,000 for single filers) from cap-
ital gains when they sell their primary home, as long 
as they’ve lived there for two of the past five years.

CNB POV:  Location matters, as most geographic 
regions of the country will be little affected. De-
mand may fall somewhat for higher-priced homes, 
particularly in areas with high property taxes such as 
California and the Northeast. 

BUSINESS TAXES

Major corporations: The TCJA was primarily 
designed around corporate tax reform and there are 
a number of big changes in the bill. Most signifi-
cantly, the tax rate drops from 35 percent to 21 
percent, which is more in line with other advanced 
economies. Another big change: taxing only corpo-
rate earnings from the U.S., not worldwide, which 
should reduce the incentive for tax inversion and 
increase the incentive to invest in the U.S. The bill 
also provides as an incentive a one-time lower tax 
rate to repatriate overseas profits. Finally, in a move 

intended to increase investment, a five-year provision 
was established that allows all businesses to fully and 
immediately deduct the cost of new equipment.

Small businesses: Taxes will be lower for most sole 
proprietors and partnerships with pass-through 
income, by means of a 20 percent deduction. This 
applies to all those filing jointly with income below 
$315,000 and all other filers with income below 
$157,500. High-income health, law or professional 
service providers cannot claim this deduction.

CNB POV:  The changes are positive for corporate 
earnings and increasing the global competitiveness of 
U.S. companies. Incentives to increase investment in 
new equipment should also help boost labor productiv-
ity — and that could lead to higher wages. However, 
we anticipate corporations will also use the benefits to 
continue to buy back stock and raise dividends.

INVESTMENT PORTFOLIOS3

Equities: The reduction in corporate tax rates will 
increase earnings for companies, especially those 
domestically focused. This should help support 
moderately higher stock prices and could encourage 
higher dividends. However, some of the benefits to 
corporate earnings growth are already priced into 
equity markets.

Fixed-income: Income received from tax-free 
municipal bonds escaped the reach of tax reform 
— they will remain exempt from federal income 
taxes. There are minimal changes that will affect the 
investment-grade taxable bond market. For high-
yield taxable companies there is less interest-expense 
deductibility.

CNB POV:  In our opinion, these changes are positive 
for client portfolios. We estimate average earnings per 
share for the S&P 500 will be bolstered by the tax cuts 
and could rise 10 to 14 percent in 2018. There’s no 
change to the 20 percent tax on long-term capital gains 
and dividends or the 3.8 percent healthcare tax. Share-
holders of REITS who now pay the top income tax rate 
of 39.6 percent on dividends received would see that 
rate drop to 29.6 percent.

TAX  B I L L  B R I E F ING PAGE 2

C o n t i n u e s



PROVISION CURRENT LAW TCJA

Top individual rate 39.6% 37% 

Number of individual tax brackets Seven Seven

Personal exemption $4,050 Eliminated.

Standard deduction Single: $6,500
Married: $13,000

Single: $12,000
Married: $24,000

Child tax credit $1,000 $2,000

State/local tax (SALT) deduction Fully deductible. Limits deduction at $10,000.

Mortgage interest Allows deduction of interest on 
first $1 million of a mortgage.

Limits the deduction for new 
mortgages to the first $750,000 
of a loan. No change for existing 
loans.

Estate tax 40% on assets over $5.49 
million per person.

Expands exemption to $11.2 
million exemption.  Expires expire 
on December 31, 2025.

Alternative minimum tax Limits certain tax benefits for 
high income earners.

Increases the exemption from 
$86,200 to $109,400 for 
married filers and increases the 
income phase-out threshold to 
$1,000,000.

Corporate tax rate 35% 21% 

Top pass-through rate Taxed at personal income 
rates.

Permits certain pass-through 
business entities to deduct 20% of 
“qualified business income.”

Business investments
Complicated rules for deduct-
ing business expenses over 
many years.

Allows a business owner to fully 
expense short-term (five years of 
less use expectancy) capital invest-
ments.
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¹  This document is for discussion and informational purposes only and is not meant to provide specific tax guidance. City National 
Bank, as a matter of policy, does not give tax, accounting, regulatory or legal advice. Rules in the areas of law, tax, and accounting 
are subject to change and open to varying interpretations. Any strategies discussed in this document were not intended to be used, 
and cannot be used for the purpose of avoiding any tax penalties that may be imposed. The strategies were not written to support the 
promotion or marketing to another person of any transaction or matter addressed. You should consult with your other advisors on the 
tax, accounting and legal implications of actions you may take based on any strategies or information presented taking into account 
your own particular circumstances.

  The information in this document was compiled by the staff of City National Bank and its subsidiaries from data and sources believed 
to be reliable but City National Bank makes no representation as to the accuracy or completeness of the information. The opinions 
expressed, together with any estimates or projection given, constitute the judgment of the author as of the date of the presentation. 
City National Bank has no obligation to update, modify or amend this document or otherwise notify you in the event any information 
stated, opinion expressed, matter discussed, estimate or projection changes or is determined to be inaccurate. This document is intended 
to be a source of general information only.

²  City National Bank its affiliates and subsidiaries, as a matter of policy, does not give tax, accounting, regulatory or legal advice. Rules 
in the areas of law, tax, and accounting are subject to change and open to varying interpretations. You should consult with your other 
advisors on the tax, accounting and legal implications of actions you may take based on  any strategies presented taking into account 
your own particular circumstances.

³  City National Rochdale, LLC, (CNR) a wholly owned subsidiary of City National Bank, is a registered investment advisor providing 
investment advisory services to City National Bank clients.

Non-deposit investment products are not FDIC insured, are not deposits or other obligations 
of City National Bank, its affiliates or subsidiaries, and are not guaranteed by City National 

Bank. They involve investment risks, including the possible loss of principal.
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