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The phrase you hear a lot these days is
that tax cuts are essential to ‘getting the
U.S. economy moving again’…that a tax
break is what’s needed to jumpstart
growth and to get people working again.

While I agree that broad tax cuts can
provide a nice tailwind to workers,
consumers, and corporations, I do not
quite understand the narrative that tax
cuts are crucial to moving the economy
‘again’. Where does the ‘again’ part
come from? The U.S. economy has been
expanding modestly but sturdily for the
better part of eight years. The S&P 500
has delivered gains of over 230% (as of
this writing) and the U.S. economy has
generated 80+ consecutive months of
job gains, which puts the unemployment
rate down to a very healthy 4.1%. U.S.
Real GDP grew from $14.54 trillion in
2009 to $16.85 trillion at the end of
2016. That’s over $2 trillion of added
output!
Even still, many folks continue to
disapprove of this economic expansion
and bull market. But there’s little reason
to feel that way, in my view – it’s been
one of the longest economic expansions
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and one of the biggest bull markets in
history. And at the rate we’re going, it
could become #1 in both categories
before the business cycle ends.

It’s the Business Cycle – Not Policy –
That Matters Most
Policymakers like to believe that the U.S.
economy is at the mercy of what
happens on Capitol Hill, but the reality,
in my view, is that lawmakers aren’t as
important as they like to think they are.
Business cycles are a force of their own,
and the ebbs and flows of economic
activity are the sum of numerous factors
like interest rates, foreign growth, bank
lending, capex, consumer spending, and
many ‘invisible hand’ forces that cannot
be labeled or quantified. It is the sum of
all of these factors moving and changing
at once that ultimately drives the
business cycle.

To be sure, the government can very
much get in the way, over-regulate, or as
in the case of tax reform, institute policy
that has the potential to provide support
to the business cycle. But, no single
policy is likely to make or break
economic progress. There have been
instances in history when the
government has instituted pro-growth
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policies and the economy contracted,
and times when the government has
raised taxes as the economy surged.
Again, business cycles often have a mind
of their own.
My overarching point here is that even
without tax cuts, the economy probably
would have done just fine in 2018, and
notched another modest growth year.
Global economic fundamentals are
about as strong as we’ve seen them in
several years, and we’re optimistic
heading into the new year.

The deal only gets sweetened with tax
cuts, which are all but certain at this
stage. The biggest tax cut in the entire
package goes to corporations, which
should benefit corporate earnings and
thereby play well for equity investors. It
is unclear how corporations plan to use
their tax breaks, but in many cases, it
could materialize in the form of share
buybacks, increased dividend payments,
private fixed investment, wage growth,
or simply improvement of capital
positioning. Some may hoard the cash in
preparation for the next downturn or
invest in research and development. In
any of these outcomes, shareholders
should see value flow through in some
form or another. In my opinion that is all
the more reason to stay invested if your
objectives allow for it, and perhaps even
seek out companies that might benefit
most from the tax cuts.
Bottom Line for Investors

In my separating business cycles from
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policymaking, I don’t mean to suggest
that tax cuts are worthless or
unnecessary. In my view, cutting the
corporate tax rate by nearly half will
boost corporations’ capital positions
and likely result in material boost to
shareholder equity – both good for
investors. The one distinction I will
make, however, is that it is really the
economic and business cycle that drives
businesses’ and stocks’ growth and
investment, not temporary tax tweaks.
In other words, if you’re bullish, be
bullish because the economy is on firm
footing and the corporate earnings
outlook is strong. In my view, that’s the
case today with or without tax cuts.
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Disclosure:
Past performance is no guarantee of future results. Inherent in
any investment is the potential for loss.
Zacks Investment Management, Inc. is a wholly-owned subsidiary
of Zacks Investment Research. Zacks Investment Management is
an independent Registered Investment Advisory firm and acts an
investment manager for individuals and institutions. Zacks
Investment Research is a provider of earnings data and other
financial data to institutions and to individuals. This material is
being provided for informational purposes only and nothing
herein constitutes investment, legal, accounting or tax advice, or a
recommendation to buy, sell or hold a security. Do not act or rely
upon the information and advice given in this publication without
seeking the services of competent and professional legal, tax, or
accounting counsel. The information contained herein has been
obtained from sources believed to be reliable but we do not
guarantee accuracy or completeness. Publication and
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distribution of this article is not intended to create, and the
information contained herein does not constitute, an attorneyclient relationship. No recommendation or advice is being given
as to whether any investment or strategy is suitable for a
particular investor. It should not be assumed that any investments
in securities, companies, sectors or markets identified and
described were or will be profitable. All information is current as
of the date of herein and is subject to change without notice. Any
views or opinions expressed may not reflect those of the firm as a
whole.
Returns for each strategy and the corresponding Morningstar
Universe reflect the annualized returns for the periods indicated.
The Morningstar Universes used for comparative analysis are
constructed by Morningstar (median performance) and data is
provided to Zacks by Zephyr Style Advisor. The percentile ranking
for each Zacks Strategy is based on the gross comparison for
Zacks Strategies vs. the indicated universe rounded up to the
nearest whole percentile. Other managers included in universe by
Morningstar may exhibit style drift when compared to Zacks
Investment Management portfolio. Neither Zacks Investment
Management nor Zacks Investment Research has any affiliation
with Morningstar. Neither Zacks Investment Management nor
Zacks Investment Research had any influence of the process
Morningstar used to determine this ranking.
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