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TUG OF WAR 
According to the Oxford English Dictionary, the phrase “tug of war” was initially 

interpreted as “the decisive contest; the real struggle or tussle; a severe contest 

for supremacy.” There are well known athletic applications going back centuries 

and practiced in numerous civilizations from ancient Greece, the Tang Dynasty, 

India, and the Vikings. Today there are international organizations dedicated to 

the sport, and the concept remains true to its ancient roots: teams pulling from 

opposite sides of a rope in a test of strength, with the winning team harnessing 

the entire rope. 

And back in 1982, following the 1980 murder of John Lennon, there was Paul 

McCartney’s highly acclaimed comeback album, “Tug of War,” in which he sings 

about the push/pull of modern life, the nuclear arms race, the divide between 

the rich and poor, and questions whether or not he would ever see a world free 

of struggle. 

Broader interpretations are used in politics, especially contemporary politics, 

which many have called a blood sport, one ideological side pitted against 

the other, winner takes all. Just ask President Trump after the “Repeal and 

Replace” battle. Within the world of economics and investing, there is a 

seemingly less dramatic application of the term, yet the consequences of which 

side is winning can have dramatic consequences for markets. All in all, a tug of 

war, no matter the context, seeks to determine the winner by stamina, strength, 

ideas, or direction.  
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THE TRUMP AGENDA AND THE MARKETS 
U.S. markets focused squarely on President Trump’s 

pro-business agenda during most of the first quarter, 

and swiftly saw through headlines questioning 

Russian involvement in the campaign, the haphazard 

implementation of the ban on visitors from several Muslim-

majority nations, as well as the rancorous proceedings 

leading up to the health care debacle. Indeed, the Dow 

Jones Industrial Average climbed to 20,000 on January 

25th, and to 21,000 on March 1st before pulling back, 

clearly embracing the tempting promise of a “phenomenal” 

tax reform plan once the Affordable Care Act was replaced. 

Scathing editorials in both “The New York Times” and “The 

Wall Street Journal” did little to dent the embrace. To be 

sure, economic data releases were solid, corporate earnings 

continued to improve, and Chair Janet Yellen, while raising 

rates in March, assured investors that the rate hike path 

for 2017 would be gradual. Global economic data showed 

signs of improving and fears of nationalist political victories 

within the Eurozone began to fade, all helping to underpin 

global markets. 

Besides a strong stock market in the first quarter, U.S. 

corporate executives are clearly optimistic about the 

country’s economic and business outlook. According to 

the Business Roundtable CEO Economic Outlook Index, 

U.S. chief executive officers are more positive about the 

future than they’ve been since the fourth quarter of 2009. 

The chairman of the Roundtable, Jamie Dimon (CEO of JP 

Morgan), said,

“I am enthusiastic about the opportunity to 
enact a meaningful pro-growth agenda that 
will benefit all Americans. As these results 
confirm, business confidence and optimism have 
increased dramatically. Our CEOs are committed 
to working collaboratively with policymakers 
to drive policy solutions, starting with far-
reaching tax reform and a smarter approach to 
regulation.” 

Similarly, consumer confidence remains strong. Markets 

began getting choppy with interest rates receding as 

concerns - and uncertainty - grew over the ability of the 

White House to garner enough votes to get the health 

care package through the House of Representatives. But 

if commentators were suggesting that the White House 

was in disarray and blaming one another, President Trump 

appeared calm an hour or so after the vote was called off. 

“I would say that we will probably start going 
very, very strongly for the big tax cuts and tax 
reform,” he told reporters. “That will be next.”  

With the launch of extensive damage control, the  

White House has now moved tax reform legislation  

up on the agenda, and not exactly under the most  

desirable conditions. But for the business community  

and the markets it could be the silver lining in an  

otherwise complicated political maelstrom. There are,  

of course, significant worries that, given Trump’s defeat 

within his own party, tax reform is going to be an 

increasingly difficult process. And the market, which 

factored in broad tax cuts for corporations and individuals, 

is going to have to recalibrate its projections. Initially,  

the market priced in the repatriation of nearly $2 trillion  

of corporate profits held outside of the U.S., which could 

be used for capital investments, which in turn could lead to 

stronger productivity. 

Coupled with this, under a comprehensive tax reform plan, 

the statutory corporate tax rate on domestic profits was 

expected to be lowered to a more competitive rate of 20-25 

percent from the current burdensome rate of 35 percent. 

The U.S. corporate tax rate is the highest in the developed 

world, and second highest globally. Other countries with 

rates this high include the Congo, Chad and Argentina. 

Additional tax cuts across the board were expected for 

personal taxes. 

Much of this now remains questionable as the tax 

and spending cuts that would have materialized if the 

Affordable Care Act was repealed are no longer available 

for inclusion within a new tax policy. As initially designed, 

the tax package would have moved through the process 
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of budget reconciliation, an action that could be passed 

by a majority vote if it were “revenue neutral”, that is, 

it wouldn’t increase the deficit. Moreover, the border 

adjustment tax, which was to be an integral part of the  

tax plan, is being heavily lobbied by competing interests. 

That it’s complicated is an understatement. President-elect 

Trump told “The Wall Street Journal” that “Anytime I hear 

border adjustment, I don’t love it. It’s too complicated.” 

Still, Congress and the White House continue to discuss 

making health care legislation a top priority in addition to 

overhauling the tax code. Investors are hoping for clarity 

with regard to the time table.

ECONOMIC DATA:  
SELF-SUSTAINING OR PEAKING? 
At the press conference following the mid-March Federal 

Open Market Committee (FOMC) meeting, Chair Janet 

Yellen said: “The simple message is the economy is 

doing well. We have confidence in the robustness of the 

economy and its resilience to shocks.” While economic 

data have been mixed during the first quarter, there is 

a chorus of analysts who point to incoming hard data 

releases that suggest growth is peaking. First quarter 

GDP forecasts have been ratcheted down from over two 

percent to below one percent, replicating a two-decade 

pattern in which first-quarter GDP is weak, only to be 

followed by stronger reports. 

When Chair Yellen was asked by a highly respected 

Bloomberg analyst why the Fed would choose to raise  

rates amid a backdrop of weaker GDP expectations,  

slower consumer spending, and stalling wage growth,  

her response was: 

“So GDP is a pretty noisy indicator.” 

She then discussed the labor market and expected 

improvement in the labor participation rate, to which the 

analyst said: “But what if it doesn’t? What if GDP doesn’t 

pick up? What if you don’t see wage measures rising? Is 

it your view perhaps that if there’s a risk right now in the 

median forecast that it’s fewer hikes this year rather than 

the consensus or more?” Chair Yellen replied: 

“Well, look, our policy is not set in stone. It is 
data dependent and we’re not locked into any 
particular policy path. There’s noise always in 
the data from quarter to quarter. But we haven’t 
changed our outlook.”  

Higher interest rates, margin pressure due to higher wages 

and stronger commodity costs, the strength of the energy 

sector, as well as the possibility that the Trump agenda 

succumbs to internecine machinations, have conspired to 

question the strength of the economy going forward, and 

accordingly, corporate profits in the second half of the year. 

The implications for market expectations are obvious. 

As we enter the third quarter, however, the “push” is  

still towards stronger growth on a global basis: 

 –  Earnings reports from the Eurozone have picked  

up, as have manufacturing and services data, while 

business sentiment is climbing higher. 

 – Chinese data are trending higher. 

 –  Japan’s economy is improving, with export and  

land prices reaching nine-year highs. 

 –  Manufacturing and service sector data in the  

U.S. have come in a touch weaker in some  

reports, while other data suggest a continuation 

of stronger reports. New home sales are strong. 

Employment remains solid. Capital spending has  

been slowly trending higher over the last six months. 

 –  Corporate profits in the U.S. are moving higher  

and expectations are for a positive first quarter 

earnings season, with surprises to the upside. 

The “pull” in the market is the litany of worries that  

can be conjured up as the market climbs the proverbial 

wall of worry. From a stalling domestic economy, to  

rising auto loan delinquencies and slower vehicle sales,  

and North Korean escapades, potential armed conflict  

with Syria, there’s enough for the market to fret about.  

But just like a bad movie that you can’t stop watching,  

the drama that is Washington, D.C., has become the 

“uber” obsession for market participants, not just here  

in the U.S., but globally. Otto von Bismarck, the first 
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German Chancellor, is well known for his universally 

invoked quotes, and the one most fitting for the current 

environment is 

“Laws are like sausages, it is better  
 not to see them being made.” 

The market “tug of war” seems at times to reflect the more 

intense political battle ongoing in the Capitol. The calendar 

of economic data, the incessant parade of Federal Reserve 

speakers, and the release of earnings and guidance should 

help keep the market’s attention on something other than 

the sausage making. Market valuations, however, do need 

to see the president pivot successfully towards tax reform 

and demonstrate that he can deliver the legislation. This 

would not just be a win for markets, but rather for the 

country at large.


