
 
 
 
 
 
 
 
  

 

There has been a palpable sense of optimism 
since the November elections which has 
translated into steady market gains driven by 
businesses being willing to invest in expansion 
and employment. Real data is behind this. 

For the year’s first quarter, the DJIA returned 
4.56%, the S&P 500 gained 5.53%, the 
NASDAQ rose by 9.82% and the Russell 2000 
lagged the rest with a 2.12% return. Foreign 
markets rose by 7.40%. The DJ Corporate 
Bond Index declined early on, but recovered to 
a decent 1.22% return as the Fed’s rate 
increase regimen came to fruition. All in all, a 
really decent quarter for financial assets. 

There’s no question that the business 
environment has recently improved. Real 
data for employment, business investment, 
and economic activity are all better. The 
Business Roundtable survey of 141 CEOs, 
including some of the largest companies in 
America, found more optimism that has 
translated into company policies. The survey 
found 41% of these CEOs planning to 
increase hiring in the coming six months, 
and increase of more than a third from the 
fourth quarter of 2016. Only 18% plan to cut 
their workforces, a reduction of 30% in 4Q. 
This is in addition to 46% saying they’ll 
increase capital spending, up from 35% last 
year, and 78% expect increased sales in the 
next couple quarters. All welcome news and 
it’s corroborated by other surveys by other 
respected outfits. But if the national agenda 
doesn’t deliver, support will wane and 
market gains will likely retreat in response. 

While what we’ve said many times before is 
true that governments don’t create wealth – 
they merely confiscate and redistribute it – 
the fact remains that government policy does 
substantially affect wealth creation or 
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While this investor optimism has been some-
what vindicated by presidential policy actions, 
real reform of massive programs and laws 
dragging down the economy still need to be 
passed. The Republicans’ failure to come to 
agreement so far on a more market-oriented 
replacement for ObamaCare is a temporary 
setback that will become a significant 
stumbling block if it isn’t corrected. That issue, 
tax reform on both the individual and corporate 
side, and elimination of destructive regulations 
and programs all need to combine to set this 
economy on a healthier long-term footing. If 
that doesn’t pull together soon, the optimism 
that’s driven the markets may dissipate.  

suppression. The best thing government can do 
to aid the economy is get out of the way of the 
private sector. Worldwide, poverty is caused 
by economically-oppressive government 
policies. Public policies do not immediately 
affect market and economic data. It takes some 
time to make the sausage of legislation, then 
have the new law be effective, then have those 
effects show up in the data and the citizenry’s 
consciousness. So, often things must get worse 
before they can get better. Call it positive 
disruption. Let’s look at history’s parallels. 

A generation ago when Ronald Reagan started 
addressing the economic malaise he inherited, 
the stock market fell by about 20%, or 25% 
adjusted for inflation in today’s terms. At that 
time, pundits were declaring “Reaganomics” 
dead – before it barely got started. A large 
reason for this decline was the disruption that 
was created by policies necessary to tame 14% 
inflation, 20% interest rates, declining 
productivity, and stubborn unemployment. The 
government was taking too large a share of our 
national production and both workers and 
companies were burdened. Also, there was a 
delay in the implementation of the growth-
spurring tax rate cuts. What was supposed to 
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be an immediate 30% reduction in rates in 1981 
didn’t get fully-implemented until 1983. To 
make matters worse, talk of suspending these 
cuts because of deficit concerns just added to 
the uncertainty for investors, impeding their 
ability to plan. The ironic thing is, as we’ve 
mentioned in the past, those tax rate cuts 
increased federal receipts by incentivizing 
growth. The subsequent deficits of that decade 
were entirely the result of excessively increased 
government spending – not reduced revenues.  
Don’t confuse cutting tax rates with cutting 
taxes, i.e. receipts. If you want to cut deficits, 
reduce tax rates but don’t increase spending. Is 
it a coincidence that the massive expansion in 
economic growth occurred once these tax rate 
cuts took full effect? We think not; rather it’s 
the very reason – along with reductions in 
stifling regulations – that we had an expansion.  
History repeats itself. We have the same 
arguments today, seemingly unable to learn 
from our own past, and that of other nations. 

Once just the first installment of those rate cuts 
were fully phased in, with individual income tax 
rates declining from a top rate of 70% to 50% 
(is it even moral to take even half of the fruits 
of a person’s labor?), and in phase two all the 
way down to 28%, growth boomed. Added to 
this was cutting taxes on capital formation from 
over 30% to 20%, unleashing one of the 
greatest stock market rallies in history. The 
stock market tripled during this time from its 
depths. And after a brief and shallow exhaustion 
recession precipitated by – you guessed it – tax 
rate increases under Reagan’s successor, the 
market tripled again in the 1990s rally. This was 
aided by more capital gains tax rate reductions 
and a Congress finally controlling the growth in 

As an aside, we wish to remind our clients of our various services. While we’ve specialized in 
portfolio management over the last several years, we continue to provide financial planning 
and insurance services. Longtime clients may have forgotten this, and newer clients may not 
be aware of this. Additionally, we build our business through referrals, and much appreciate 
them. Please keep us in mind as you come across friends, family and colleagues who might 
benefit from our financial services. We appreciate your business. 
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spending under the House Republicans’ Contract 
with America. From 1982 to 2000, the DJIA rose 
from 800 to 10,000 points. And just during that 
second market phase US household equity assets 
rose from $18 trillion to $60 trillion! We can do 
this again, but only if we set aside partisanship 
and pay attention to what history tells us really 
works. This last part is the challenge. 
 
The stock market has also done well over the last 
several years, but most of that has been a 
recovery from the real estate and lending crisis 
bear market, which we’ve discussed many times 
in the past what terrible government policies led 
to that. Adjusted for inflation, stocks aren’t all 
that much higher than they were 17 years ago. 
 
Since reductions in the cost of capital are proven 
boosters of equity assets, our prescription is 
simple: reduce those costs (both taxes and 
regulations) and watch general prosperity rise 
again. Individual income tax rates must be 
lowered to incentivize employers to invest in 
expansion – both on the capital front and labor 
front. Reductions in corporate taxes, which as we 
just explained recently, aren’t actually borne by 
companies anyway - they’re passed on to either 
consumers, employees, or shareholders - need to 
be pulled in line with our competitors. This will 
also allow for the repatriation of overseas capital 
that can be invested in raising our own living 
standards. Capital gains taxes must be reduced 
and simplified to remove distortions to capital 
formation and reorganization. And those 
regulations that aren’t necessary – and there are 
plenty of them – should be removed entirely. 
 
 “If you don’t know where you’re going, you might 
end up someplace else.”     -Yogi Berra 
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