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As | was writing the newsletter this past weekend, the following email rolled into my inbox:

"The S&P will double. And not just eventually. But over the next 5 years (or sooner).
Sounds like a Herculean task on the surface, but it's really not. My 5-year doubling
thesis also means that we won't see another recession until stocks double again, nor
will we see another bear market until stocks double again. Got it?"

The email goes on to make the case as to why the markets will do something that has never
occurred before in history, or "why this time is different,"which can be summed up in one word -¢
"Trumponomics”

"It's no secret that the market has been re-energized this year on the Trump
administration's pro-growth agenda, which includes the highly anticipated corporate tax
cuts. There's no doubt some of that will go to stock buybacks. But with the US suddenly
becoming one of the most business-friendly countries in the world, you will see massive
new corporate investment. These tax cuts alone could usher in decades of new
prosperity. And it should be noted that these aren't one-time stimulus packages that
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provide only temporary incentives and modest economic benefits. We're talking about
transformational growth due to long-term structural changes in how companies do
business in America. Instead of the subpar 1.5-2.0% annual GDP that the market has
been struggling to achieve over the last 8 years, the economy is expected to double that
pace to 3-4%. But even with the weaker than normal economic pace we have been
going through, the market in just the last 5 years has produced a total compounded
return of 98.2%. So it's not hard to imagine that if GDP were to double, earnings would
soar, and stocks could easily gain another 100% over the next 5 years, and likely a
whole lot more!"e

Pretty incredible. Too bad it's complete nonsense. According, to the email, the longest bull
market in history was betweensDecember 1987 and March 2000 as the market rallied for 12.3
years, gaining 582% along the way. But that's not exactly true, because as shown in the table
below, there was a recession in 1990-91 that lead to a 20% decline in stocks.

Recession Recession Recession Length-  RecoveryLength-  S&P Peak Prior To S&P Trough During S&P 500 Decline -

Start Finish No Of Months No Of Months Recession Recession Peak To Trough
Oct-1873 Mar-1879 b6 35 Aug-1871  93.34 Jun-1877 66.10 -32.7%
Mar-1882 May-1885 19 pil Jun-1881  168.86 Jun-1884  123.07 -21.12%
Mar-1887 Apr-1388 14 26 Nov-1886  183.45 Mar-1838  149.85 -18.31%
Jul-1390 May-1891 1 19 Sep-1880  174.26 Dec-1890 1482.3 -18.38%
Jan-1893 Jun-1804 18 17 May-1802  103.17 Jul-1893 141.15 -26.93%
Dec-1895 Jun-1897 19 3 Sep-1895  171.80 Aug-1896 143,15 -13.77%
Jun-1399 Dec-1900 19 20 Mar-1899  224.99 5ep-1900 18152 -19.32%
Sep-1902 Aug-1904 pl EYi Jun-1901  276.13 Oct-1903  186.81 -32.35%
May-1907 Jun-1908 14 18 Jan-1906  284.61 Nov-1907  170.63 -40.05%
Jan-1910 Jan-1912 5 1 Aug-1909  261.25 Jul-1910  213.20 -18.39%
Jan-1913 Dec-1914 P 4 Aug-1912 246,82 Nov-1913  194.62 -21.15%
Aug-1918 Mar-1919 8 9 Dec-1915 224.74 lan-1919  116.17 -48.31%
Jan-1920 Jul-1921 19 pil Jul-1919  133.45 Dec-1920 871 -35.77%
May-1923 Jul-1924 15 26 Oct-1922 13539 0ct-1923 113,34 -16.29%
Oct-1926 Nov-1927 14 20 5ep-1926  185.85 Nov-1926  181.96 -2.09%
Aug-1929 Mar-1933 4 4 Sep-1020 44178 Jun-1932  85.64 -80.61%
May-1937 Jun-1938 14 19 Nov-1936  302.73 Apr-1938  170.06 -43.83%
Feb-1945 Oct-1945 9 36 Sep-1939 22499 May-1942 118.79 -47.20% Declined In Adv Of Recession
Nov-1943 Oct-1949 12 e Jun-1948  170.42 Jun-1949 142,73 -16.25%
Jul-1953 May-1954 1 38 Aug-1952  230.28 Sep-1953 1.3 -3.27%
Aug-1957 Apr-1958 9 3 Apr-1956  436.16 Dec-1957  346.75 -20.50%
Apr-1960 Oct-1960 1 105 Jul-1959  499.56 Oct-1960 440,25 -11.87%
Dec-1969 Mov-1970 12 35 Jan-1966  716.56 Jul-1970 474,08 -33.84%
Nov-1973 Mar-1975 i 57 lan-1973  678.65 Sep-1974 38.72 -51.56%
Jan-1980 Jul-1380 1 1 Sep-1976  447.23 Apr-1980  310.50 -30.57%
Jul-1981 Mov-1982 i 0 Nov-1980  387.54 Mar-1982  286.29 -26.13%
Jul-1390 Mar-1991 9 119 Aug-1987  703.07 Oct-1990  561.73 -20.10%
Mar-2001 Sep-2001 9 n Aug-2000 2,099.04 5ep-2001 1,430.60 -31.84%
Dec-2007 Jun-2009 19 04 Jul-2007 1,782.63 Mar-2009  869.14 -51.24%
Mean 18.24 .17 -29.13%
Median 14.00 32.00 -26.93%
Mode 14.00 35.00

Averages Since 1900

However, for the moment, let's look at the drivers behind the "greatest bull market of all-time."e
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Beginning 1983, the secular bull market of the 80-90's began. Driven by falling rates of inflation,

interest rates, and the deregulation of the banking industry, the debt-induced ramp up of the

90's gained traction as consumers levered their way into a higher standard of living.
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While the Internet boom did cause an increase in productivity, it also had a very deleterious effect
on the economy. As shown in the chart above, the rise in personal debt, which was fostered by 30
years declining borrowing costs, to offset the declines in personal income and savings rates
supported the "consumption function" of the economy. The*borrowing and spending like mad"
sprovided a false sense of economic prosperity.During the boom market of the 1980's and 90's
consumption, as a percentage of the economy, grew from roughly 61% to 68% currently. The
increase in consumption was largely built upon a falling interest rate environment, lower
borrowing costs, and relaxation of lending standards.¢Think mortgage, auto, student and sub-
prime loans.) In 1980, household credit market debt stood at $1.3 Trillion. To move consumption,
as a percent of the economy, from 61% to 67% by the year 2000 it required an increase of $5.6
Trillion in debt. Since 2000, consumption as a percent of the economy has risen by just 2% over
the last 17 years, however, that increase required more than a $6 Trillion in debt. The
importance of that statement should not be dismissed.«lt has required more debt to increase
consumption by 2% of the economy since 2000 than it did to increase it by 6% from 1980-
2000.sThe problem is quite clear. With interest rates already at historic lows, consumers already
heavily leveraged and economic growth running at sub-par rates - there is not likely a capability to
increase consumption as a percent of the economy to levels that would replicate the economic
growth rates of the past.

"But tax cuts are going to give wage earners a huge boost, right?"

Uhmmm...No. Despite tax cuts from previous administrations, as shown below, the surge in
corporate profitability, particularly in recent years, is a result of a consistent reduction inewage
growth. This has been achieved by increases in productivity, technology, and off-shoring of labor.
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This drive to increase profitability did not lead to increased economic growth due to increased
productive investment and higher savings rates as personal wealth increased. The reality was, in
fact, quite the opposite as it resembled more of a "reverse robin-hood effect" as corporate greed
and monetary policy led to a massive wealth transfer from the poor to the rich.
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It is easy to understand the confusion the writer has from just looking at the stock market as a
determinant of economic prosperity. Unfortunately, what was masked was the deterioration of
prosperity as debt supplanted the lack of personal wage growth and a rising cost of living. Most
importantly, with respect to "Trumponomics,” as shown with the data above there is NO
EVIDENCE tax cuts lead to increases in economic growth rates, higher levels of
consumption or personal prosperity. As | noted just recently:

"The differences between today?s economic and market environment could not
be starker. The tailwinds provided by initial deregulation, consumer leveraging and
declining interest rates and inflation provided huge tailwinds for corporate profitability
growth. The chart below shows the ramp up in government debt since Reagan versus
subsequent economic growth and tax rates. Of course, as noted, rising debt levels is
the real impediment to longer-term increases in economic growth. When 75% of
your current Federal Budget goes to entitlements and debt service, there is little left
over for the expansion of the economic growth."
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"Thestailwinds enjoyed by Reagan are now headwinds for Trump."

Do not misunderstand me. Tax rates CANemake a difference in the short run particularly when
coming out of arecession as it frees up capital for productive investment at a time when
recovering economic growth and pent-up demand require it. Where you are in the current
macroeconomic cycle has everything to do with the benefit you receive from economic
stimulus.«Given we are in the third longest economic expansion in history, it is quite unlikely any
type of tax reform will have much impact on creating higher rates of economic growth. In other
words, we are holding the wrong end of the stick. While it is quite apparent the ongoing
interventions by Central Banks have boosted asset prices higher, there has been little improvement
in economic prosperity. The wideningewealth gap between the top 10% of individuals that have
dollars invested in the financial markets, and everyone else, continues to expand. However,
while increased productivity, stock buybacks, and accounting gimmicks can certainly maintain an
illusion of corporate profitability in the near term, the real economy remains very subject to actual
economic activity. The inherenteinability to re-leverage balance sheets, to any great degree, to
support further consumption provides an inherent long-term headwind to economic
prosperity. While the "bullish" mantra of an additional doubling of the S&P 500 is certainly
appealing, from an economic perspective it is quite impossible to replay the secular bull market of
the 80-90's. While | would certainly welcome such an environment, the more likely scenario is a
repeat of the 1970's.sThe trick will be remaining solvent for when the next secular bull market does
indeed eventually arrive.
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