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The Senate has passed the most extensive rewrite of the US tax code in more
than 30 years, delivering on one of President Trump’s campaign promises and
securing his administration’s first major legislative win. While the details of this
major tax rewrite are plentiful, the most salient points outlined in the “Tax Cuts
and Jobs Act” are to slash the corporate tax rate from 35% to 21% while
reducing individual tax rates across six out of the seven tax brackets.!

The passage of the tax bill is a landmark event and a potential boon for US
stocks. However, the market has been pricing in these effects over the past
few weeks. As shown below, the rotation from value to growth spiked as the
tax bill came into focus in November. Value stocks are largely viewed as more
cyclical in nature, potentially benefiting from a boost in stimulus.
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Source: Bloomberg Finance L.P., as of 12/20/2017. Past performance is not a guarantee of future
results. Index returns are unmanaged and do not reflect the deduction of any fees or expenses.

Does the tax bill represent a sugar high?

With the tax bill signed, we will now have a chance to see if this tax legislation
actually boosts the economy or represents a temporary sugar high. Questions
also remain as to how much of an impact it will have on US economic growth
and whether the market has already priced in any potential tax benefits.

Based on the recent projections from the Federal Reserve (Fed), it does not
appear the central bank expects an overall surge in economic growth.
Currently, a 2.5% growth rate is projected in 2018 but lower growth of 2.1% is
projected for 2019.2 This is reinforced by Fed Chair Janet Yellen’'s comments
that policy makers “see the plan as having a modest and mostly short-term
impact.”

Breaking down the tax bill

While the Fed may be in the “sugar high” camp, not expecting wholescale rip-
roaring growth, when it comes to the potential impact from the tax bill, these
tax changes will likely have some impact on the economy and the trajectory of
the US equity market, which is about to enter the ninth year of a bull market.
Here’s a look at three of the tax bill’s biggest implications for corporations and
potential beneficiaries:

1) Tax rate cut: For corporations, this is a clear positive. The 21% tax rate
puts US companies on a firmer competitive footing versus other industrialized
nations, which have an average corporate rate of 22.5%.4 Segments of the
market with a high effective tax rate are likely to see an increase in earnings
and cash flow as the taxes companies pay out are cut. Simply put, the “T” in
EBITDA now looks more like EBItDA. In light of this information, it's worth
positioning toward industries that currently have high tax rates. Banks may
warrant consideration, as they also have supportive fundamentals and
additional regulatory tailwinds at their backs.



AVERAGE EFFECTIVETAX RATE

S&P 500 Company Average Effective Tax Rate by GICS Industry Group

45% -~
40

ofr 4
40% 37

35
35% - g
L -

27 27 26 o5 25 5,
25% - 23232
20

o 19
15% A
100/0' 7
5% -
0% -

o W~ ~
PSSP EIIE b s FLEE
-.;..,._,-.w-.a._,_fjegoo-..a-..-..-.. T 5 s B
S 9§53 588 537 3F 35 Z S S EsSsS5 S FsFfEF¥EE @
e = X o = § FE vz G M g & F £ 2 a4 5§ & F 4
kL4 I LS S5 855435858 3
Eﬂ?tq “a"’a-t oaf!-?‘n Q:EO*SQEE
S 2 g - 2 8 W T e 0¥ G S Y s LY
Fs & f5¢ g3 “YEfFgs5 wiSEI
T & S T S5 g & ¥ 5 o=
9 K 7 & = & S =5 9 < Ty
ks 5 & & = g @ 2 3
s & x T @ = X = ] i<
S g g & o J §58 53535858
H & § @ 8 Q @ g § 598§ 9
S b 38 S & NN

g 3 g - £ 3 8358548
pos =

I e _,;cé’ 3 5§ Y28
I ~t = “ @
S g g z S o
S z b 5 7

A~

8 S 8

Source: Bloomberg Finance L.P., as of 11/30/2017. The information above is rounded to the
nearest whole number. Characteristics are as of the date indicated and should not be relied upon

thereafter.

2) Capital Expenditures (capex): The tax bill includes the benefit of business-
capital expensing, allowing businesses to immediately write off the full cost of
new buildings and equipment. The aim is to stimulate growth and investment;
however, it will be phased out after five years. If companies are not able to
deliver meaningful growth from their investment, this part of the tax reform bill
may end up being simply a sugar high, rather than a sustained driver of
growth. However, based on factor analysis from Bloomberg Finance L.P., firms
with a high amount of capex compared to assets (capex/assets) registered
some of their best performance in November—a potential sign the market is
expecting a brighter future for capital intensive firms.> From a sector
perspective, the energy and materials sectors have a high amount of capex
/assets, as shown below. They also have supportive fundamentals given that
42% and 47% of their revenue, respectively, is generated overseas.® But this



potential trend can’t be viewed in a vaccum, however, as utilities and telecom
stocks may be impaired if interest rates rise because they are rate sensitive
sectors.

Capital Expenditures to Assets
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Source: FactSet, as of 12/20/2017. Characteristics are as of the date indicated and should not be
relied upon thereafter.

3) Overseas profits: Being able to repatriate overseas income held as cash at
a tax rate of 15.5% instead of 35.5% may spur further investment in areas
such as equipment and research and development (R&D). It could also
encourage mergers and acquisitions (M&A), or return of capital to
shareholders in the form of buybacks. Technology and health care companies
are leaders in terms of the amount of cash held overseas,” and tech firms have
the highest percentage of revenue derived from foreign sources.® M&A could
be a boon for smaller, less established biotech firms. The biotech industry is
rife with M&A activity, and it also has attractive valuations. Biotech stocks are
trading at more than 20% below the 15-year median based on historical and
forward price-to-earnings ratios.®

Monitoring the longer-term impact of the tax bill


http://blog.spdrs.com/post/why-the-biotech-industry-is-staging-a-comeback-in-2017

Looking ahead, the full impacts of tax reform will likely manifest themselves in
earnings reports over the coming quarters. But remember: Tax reform is not
the last policy issue that markets will have to deal with this year. A debt ceiling
debate and budget discussions still loom, which could also have an impact on
the market. To examine how the market is treating the impact of lower tax
rates, we believe the value-to-growth trade will act as a key indicator. If tax
reform is able to generate sustained stimulus, value shares will likely outpace
growth as the bull market finds another gear higher in this cyclical trade.

Stay tuned to SPDR Blog where I'll continue to cover repercussions of the
recent Tax reform and other Market Alerts.
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Definitions

Capital Expenditure (Capex)
Funds used by a company to acquire or upgrade physical assets such as property, industrial buildings or
equipment.

EBITDA

Net income with interest, taxes, depreciation, and amortization added back to it. EBITDA can be used to
analyze and compare profitability between companies and industries because it eliminates the effects of
financing and accounting decisions.

Global Industry Classification Standard (GICS)

A financial-industry guide for classifying industries that is used by investors around the world. The GICS
structure consists of 11 sectors, 24 industry groups, 68 industries and 157 sub-industries, and Standard
& Poor’s (S&P) has categorized all major public companies into the GICS framework.

Price-to-Earnings Multiples, or P/E Ratio
A valuation metric using the ratio of the company’s current stock price versus its earnings per share.

S&P 500 Pure Growth Index
A style-concentrated index designed to track the performance of stocks that exhibit the strongest growth
characteristics by using a style-attractiveness-weighting scheme.

S&P 500 Index
The S&P 500, or the Standard & Poor’s 500, is an index based on the market capitalizations of 500 large
companies having common stock listed on the NYSE or NASDAQ. The S&P 500 index components and
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their weightings are determined by S&P Dow Jones Indices.

S&P 500 Pure Value Index

The S&P 500 Pure Value index is a style-concentrated index designed to track the performance of stocks
that exhibit the strongest value characteristics by using a style-attractiveness-weighting scheme. The
Pure Style index series identifies approximately one quarter of the parent index’s market capitalization as
Pure Growth and one quarter as Pure Value. There are no overlapping stocks, and these indices do not
have the size bias induced by market capitalization weighting. Rather, stocks are weighted in proportion
to their relative style attractiveness.

View More Information About Our Firm: FINRA's BrokerCheck

Before investing, consider the funds' investment objectives, risks, charges and expenses. To
obtain a prospectus or summary prospectus which contains this and other information, call 1-866-
787-2257 or visit www.spdrs.com. Read it carefully before investing.

This material is for your private information. The views expressed are the views of State Street or the
author and are subject to change based on market and other conditions. The opinions expressed may
differ from those with different investment philosophies. The information provided does not constitute
investment advice and it should not be relied on as such. It does not take into account any investor's
particular investment objectives, strategies, tax status or investment horizon.

This material is for informational purposes only and does not constitute investment or tax advice and it
should not be relied on as such. It should not be considered a solicitation to buy or an offer to sell a
security. It does not take into account any investor’s particular investment objectives, strategies, tax
status or investment horizon. There is no representation or warranty as to the current accuracy of, nor
liability for, decisions based on such information.

Circular 230 Disclosure: This communication is not a covered opinion as defined by Circular 230 and is
not intended or written to be used, and cannot be used, or relied on, by the taxpayer, for the purpose of
avoiding federal tax. This communication was written to support the promotion or marketing of the
transaction(s) or matter(s) addressed in the written communication; and the taxpayer should seek advice
based on the taxpayer’s particular circumstances from an independent tax advisor.

ETFs trade like stocks, are subject to investment risk, fluctuate in market value and may trade at prices
above or below the ETFs net asset value. Brokerage commissions and ETF expenses will reduce
returns.

Diversification does not ensure a profit or guarantee against loss.

Forecasted asset class returns are based upon estimates and reflect subjective judgments and
assumptions. There can be no assurance that developments will transpire as forecasted and that the
estimates are accurate.

Foreign investments involve greater risks than US investments, including political and economic risks and
the risk of currency fluctuations, all of which may be magnified in emerging markets.

The use of leverage, as part of the investment process, can multiply market movements into greater
changes in an investment's value, thus resulting in increased volatility of returns.

Securities lending programs and the subsequent reinvestment of the posted collateral are subject to a
number of risks, including the risk that the value of the investments held in the collateral may decline in
value and may at any point be worth less than the original cost of that investment.

Frequent trading of ETFs could significantly increase commissions and other costs such that they may
offset any savings from low fees or costs.

Passive management and the creation/redemption process can help minimize capital gains distributions.
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Commodity funds may be subject to greater volatility than investments in traditional securities.
Investments in commodities may be affected by overall market movements, changes in interest rates,
and other factors, such as weather, disease, embargoes, and international economic and political
developments.

REIT funds may be subject to a high degree of market risk due to lack of industry diversification. REIT
funds may be subject to other risks including, but not limited to, changes in real estate values or
economic conditions, credit risk and interest rate fluctuations and changes in the value of the underlying
property owned by the trust and defaults by borrowers.

Actively managed ETFs do not seek to replicate the performance of a specified index.

ETFs typically invest by sampling an index, holding a range of securities that, in the aggregate,
approximates the full Index in terms of key risk factors and other characteristics. This may cause the fund
to experience tracking errors relative to performance of the index.

There are risks associated with investing in Real Assets and the Real Assets sector, including real estate,
precious metals and natural resources. Investments can be significantly affected by events relating to
these industries.

Risks associated with investing in the natural resources sector include large price volatility due to non-
diversification and concentration in natural resources companies.

Increase in real interest rates can cause the price of inflation-protected debt securities to decrease.
Interest payments on inflation-protected debt securities can be unpredictable.

The use of short selling entails a high degree of risk, may increase potential losses and is not suitable for
all investors. Please assess your financial circumstances and risk tolerance prior to short selling.

Select Sector SPDR Funds bear a higher level of risk than more broadly diversified funds. All ETFs are
subject to risk, including the possible loss of principal. Sector ETFs products are also subject to sector
risk and non-diversification risk, which generally results in greater price fluctuations than the overall
market.

Risk associated with equity investing includes stock values which may fluctuate in response to the
activities of individual companies and general market and economic conditions.

Investments in smaller companies may involve greater risks than those in larger, better known companies.

Non-diversified funds that focus on a relatively small number of securities tend to be more volatile than
diversified funds and the market as a whole.

Investing in commodities entail significant risk and is not appropriate for all investors.

Bond funds contain interest rate risk (as interest rates rise bond prices usually fall). There are additional
risks for funds that invest in mortgage-backed and asset-backed securities, including the risk of issuer
default, credit risk and inflation risk. Funds that invest in lower-quality debt securities generally offer
higher yields, but also carry more risk.The municipal market is volatile and can be significantly affected by
adverse tax, legislative or political changes and the financial condition of the issuers of municipal
securities. Interest rate increases can cause the price of a debt security to decrease. A portion of the
dividends you receive may be subject to federal, state or local income tax or may be subject to the
federal alternative minimum tax.

Standard & Poor's®, S&P® and SPDR® are registered trademarks of Standard & Poor’s Financial
Services LLC (S&P); Dow Jones is a registered trademark of Dow Jones Trademark Holdings LLC (Dow
Jones); and these trademarks have been licensed for use by S&P Dow Jones Indices LLC (SPDJI) and
sublicensed for certain purposes by State Street Corporation. State Street Corporation’s financial
products are not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, S&P, their respective
affiliates and third party licensors and none of such parties make any representation regarding the
advisability of investing in such product(s) nor do they have any liability in relation thereto, including for
any errors, omissions, or interruptions of any index.



Past performance is no guarantee of future results. It is not possible to invest directly in an index.
Index performance does not reflect charges and expenses associated with the fund or brokerage
commissions associated with buying and selling a fund. Index performance is not meant to
represent that of any particular fund.

Distributor: State Street Global Advisors Funds Distributors, LLC, member FINRA, SIPC, an indirect
wholly owned subsidiary of State Street Corporation. References to State Street may include State Street
Corporation and its affiliates. Certain State Street affiliates provide services and receive fees from the
SPDR ETFs. ALPS Distributors, Inc., member FINRA, is distributor for SPDR® S&P® 500, SPDR®
S&P® MidCap 400 and SPDR Dow Jones Industrial Average, all unit investment trusts. ALPS Portfolio
Solutions Distributor, Inc., member FINRA, is distributor for Select Sector SPDRs. ALPS Distributors, Inc.
and ALPS Portfolio Solutions Distributor, Inc. are not affiliated with State Street Global Advisors Funds
Distributors, LLC.

Important Information Relating to SPDR Gold Trust:

The SPDR Gold Trust (“GLD®") has filed a registration statement (including a prospectus) with the
Securities and Exchange Commission (“SEC”) for the offering to which this communication
relates. Before you invest, you should read the prospectus in that registration statement and
other documents GLD has filed with the SEC for more complete information about GLD and this
offering. Please see the GLD prospectus for a detailed discussion of the risks of investing in GLD
shares. The GLD prospectus is available by clicking here. You may get these documents for free
by visiting EDGAR on the SEC website at www.sec.gov or by visiting www.spdrgoldshares.com.
Alternatively, the Trust or any authorized participant will arrange to send you the prospectus if
you request it by calling 866.320.4053.

GLD is not an investment company registered under the Investment Company Act of 1940 (the
“1940 Act”) and is not subject to regulation under the Commodity Exchange Act of 1936 (the
“CEA"). As aresult, shareholders of the Trust do not have the protections associated with
ownership of shares in an investment company registered under the 1940 Act or the protections
afforded by the CEA.

GLD shares trade like stocks, are subject to investment risk and will fluctuate in market value.
The value of GLD shares relates directly to the value of the gold held by GLD (less its expenses),
and fluctuations in the price of gold could materially and adversely affect an investment in the
shares. The price received upon the sale of the shares, which trade at market price, may be more
or less than the value of the gold represented by them. GLD does not generate any income, and
as GLD regularly sells gold to pay for its ongoing expenses, the amount of gold represented by
each Share will decline over time to that extent. Investing involves risk, and you could lose money
on an investment in GLD. The GLD prospectus is available by clicking here.

For more information, please contact the Marketing Agent for GLD: State Street Global Advisors
Funds Distributors, LLC. One Lincoln Street, Boston, MA, 02111; T: 1-866-320-4053 www.
spdrgoldshares.com.

THIS SITE IS INTENDED FOR U.S. INVESTORS ONLY.
No Offer/Local Restrictions

Nothing contained in or on the Site should be construed as a solicitation of an offer to buy or
offer, or recommendation, to acquire or dispose of any security, commodity, investment or to
engage in any other transaction. SSGA Intermediary Business offers a number of products and
services designed specifically for various categories of investors. Not all products will be
available to all investors. The information provided on the Site is not intended for distribution to,
or use by, any person or entity in any jurisdiction or country where such distribution or use would
be contrary to law or regulation.
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All persons and entities accessing the Site do so on their own initiative and are responsible for
compliance with applicable local laws and regulations. The Site is not directed to any person in
any jurisdiction where the publication or availability of the Site is prohibited, by reason of that
person's nationality, residence or otherwise. Persons under these restrictions must not access
the Site.
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