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“WASHINGTON, WE HAVE A PROBLEN"
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In this past weekend's missive, | discussed the failure of Congress to get the Affordable Care Act
(ACA) repealed, much less replaced. The problem, of course, is the failure to repeal the ACA
leaves in question the ability to pass other agenda based items such as tax reform, border wall
construction, repatriation or immigration reform. As | noted the debt ceiling debate, which is rapidly
approaching, is the next major hurdle. To wit:

"With the government currently at the 'debt ceiling limit,'sand the June 1st
deadline approaching for 'extraordinary funding measures,'«Congress will need to
address the FY18 budget resolution before it can act on tax reform. This is
necessary to provide the ‘reconciliation instructions’sthat allow Republicans to
pass tax legislation with only 51 votes in the Senate (and therefore no Democratic
support).sReaching an agreement on the FY budget resolution will not be easy; in the
past, conservatives have demanded a balanced budget within ten years but this would
require endorsing spending cuts (in non-binding form) that some centrist
Republicans might oppose along with the BAT. Given this backdrop, tax reform will
probably not begin to move through the legislative process until after June at the
earliest.«Of course, while Wall Street believes 'tax reform'swill be a much easier
process than repealing health care, the reality is it could be just as tough as
government entitlement programs, funding for Planned Parenthood, and other
programs central to the Democrats, and some left-leaning Republicans, come
under attack. For the markets, which have ramped up since the election on 'hopes'sof a
qguick implementation of reforms under the new Administration, the risk of
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disappointment is running high.?e

This assessment has not changed in the past week, and already we are beginning to discussions
of border wall construction being postponed, along with infrastructure spending, and tax cuts
being whittled down to just 28% for corporations vs. 15-20%.¢The last point is the most
important given that current valuations in the market are currently being supported by the notion
that tax cuts will lead to a profits expansion. The issue, however, remains that while profits may
expand from paying lower taxes, and could be much less than currently hoped for, top line
revenue growth still remains a missing ingredient as shown in the chart below.e
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While anything is certainly possible, there is the simple issue that economic cycles do NOT last
forever. With wage growth still stagnant, debt levels rising and inflation coming from all the wrong
areas (health care, rent & gasoline), the risk of disappointment in the "hope" trade is very high. Of
course, you combine the risk of a "fiscal policy" error with the Fed on a "monetary policy tightening"
cycle and you have all the ingredients for a bad outcome. But then again, maybe this time will
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indeed "be different.” Just some things | am thinking about this weekend as | catch up on my
reading.
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?The United States have developed a new weapon that destroys people but it
leaves buildings standing. It's called the stock market." - Jay Leno

Questions, comments, suggestions ? please email me.
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