
Going into 2017, the U.S. economy was likely to grow about 
2.0% to 2.5%, not counting the potential benefi ts of policy 
changes promised by the Trump Administration. Investors 
focused on those potential benefi ts have driven equities to 
record levels on the belief that economic growth and corpo-
rate earnings will rise signifi cantly as reductions to individual 
and business tax rates, increased infrastructure spending, and 
regulatory rollbacks are enacted.

Broadly speaking, there are fi ve key areas where policy 
changes will impact GDP, earnings, and the markets. Th ey 
can be grouped under the acronym START. Let’s take a look at 
each one:

• S – Stimulus from Washington in the form of increased 
defense and infrastructure spending would have a signifi -
cant impact. However, higher defense spending would be 
much more meaningful as the federal government does not 
spend that much on infrastructure.

• T – Tax reductions for individuals and businesses can 
have a very positive impact – if the reductions are targeted 
correctly. Th e key is to alter tax rates and regulations in 
ways that make it likely that those receiving the additional 
income will increase their spending and investments, thus 
benefi tting the overall economy.

• A – Attitudes matter. Individuals and companies spend 
and invest largely based on their confi dence – or lack 
thereof. Higher confi dence (Figure 1) across the board 
will generate favorable and self-fulfi lling momentum for 
economic growth.

• R – Regulatory reform can create enormous long-term 
benefi ts – again, if the reforms are targeted correctly. In this 
regard, we believe the conduct of regulators is much more 
important than the rule books themselves. As one example, 
prudent but reasonable implementation of bank regula-
tions could unlock billions in potential lendable capital. 
Handled correctly, regulation can benefi t consumers as well 
as create stronger economic activity.

• T – Trade policy is a delicate area where signifi cant changes 
should be considered carefully to guard against nega-
tive consequences. For example, tariff s meant to protect 
domestic industries can invite retaliatory tariff s from other 
countries that hurt U.S. exporters, while complicated 
“border adjustment” policies can impact global value 
chains and raise prices for consumers. We are monitoring 
this area very closely.

Another area we are watching carefully is health care reform, 
a highly complicated issue that could consume Washington 
for the next few months and thus delay passage and imple-
mentation of the important policy changes summarized as 
START. Republicans have unveiled a new plan that, among 
other things, would end Obamacare’s mandate that most Amer-
icans obtain health coverage, repeal the requirement that larger 
companies provide health insurance to full-time employees, and 
also eliminate most of the current health law’s taxes starting in 
2018.

Th ere is no way to estimate the economic eff ects of what 
will fi nally emerge as the new health care system. In a perfect 
world, the new system would shrink overall healthcare expenses 
as a percentage of GDP over the next 25 years and thereby 
fi nally take a stand against at least one area of unsustainable 
federal spending. We will see what we actually get (Figure 2).
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Figure 1. Conference Board Consumer Confi dence Index

Source: The Conference Board Inc. As of February 2017.
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Figure 2. Projected Federal Spending for Major Health Care 
Programs (% GDP)

  

   

      Source: The Congressional Budget Offi ce. As of January 2017.

It is worth noting that while investors have driven stock prices 
to record levels based on their belief in positive outcomes 
in START’s key areas, they have not done so in a vacuum. 
Although GDP growth has been steady, corporate earnings 
are rising, payrolls have increased for 76 straight months, 
unemployment has been at or below 5.0% for a year, infl ation 
and interest rates remain low, and there are signs of economic 
expansion around the globe.

If START is implemented correctly, we will see continued 
positive eff ects on the economy, earnings, and stock prices. 
However, we are also at the beginning of several interest rate 
hikes promised by the Fed, which will impact bond prices, 
and the timing and extent of START policy changes remain 
unknown. Where that leaves us is to anticipate volatile markets 
and a potential pullback in stock prices if investors lose faith in 
Washington’s ability to focus on what really matters, but also 
with the promise of even higher prices for equities a year or so 
out if things go well.
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Index Defi nitions

The U.S. Consumer Confi dence Index is an indicator designed to measure consumer confi dence, which is defi ned as the degree of op-
timism on the state of the economy that consumers are expressing through their activities of savings and spending. Global consumer 
confi dence is not measured.

Indices are unmanaged, and one cannot invest directly in an index. Index returns do not reflect a deduction for fees or expenses.

Important Disclosures 

The information presented does not involve the rendering of personalized investment, fi nancial, legal, or tax advice. 

Certain statements contained herein may constitute projections, forecasts, and other forward-looking statements, which do not refl ect 
actual results and are based primarily upon a hypothetical set of assumptions applied to certain historical fi nancial information. Certain 
information has been provided by third-party sources and, although believed to be reliable, it has not been independently verifi ed and 
its accuracy or completeness cannot be guaranteed.

Any opinions, projections, forecasts, and forward-looking statements presented herein are valid as of the date of this document 
and are subject to change.

There are inherent risks with equity investing. These risks include, but are not limited to, stock market, manager, or investment style. 
Stock markets tend to move in cycles, with periods of rising prices and periods of falling prices. 

Investing in international markets carries risks such as currency fl uctuation, regulatory risks, and economic and political instability. Emerg-
ing markets involve heightened risks related to the same factors, as well as increased volatility, lower trading volume, and less liquidity.  
Emerging markets can have greater custodial and operational risks, and less developed legal and accounting systems than developed 
markets.

There are inherent risks with fi xed income investing. These risks may include interest rate, call, credit, market, infl ation, government policy, 
liquidity, or junk bond. When interest rates rise, bond prices fall. This risk is heightened with investments in longer duration fi xed-income 
securities and during periods when prevailing interest rates are low or negative. 

Investments in below-investment-grade debt securities, which are usually called “high yield” or “junk bonds,” are typically in weaker fi nan-
cial health and such securities can be harder to value and sell and their prices can be more volatile than more highly rated securities. While 
these securities generally have higher rates of interest, they also involve greater risk of default than do securities of a higher-quality rating. 

All investing is subject to risk, including the possible loss of the money you invest. As with any investment strategy, there is no 
guarantee that investment objectives will be met and investors may lose money. Diversifi cation does not ensure a profi t or protect 
against a loss in a declining market. 

Past performance is no guarantee of future performance.

This material is available to advisory and sub-advised clients of City National Rochdale, LLC, a Registered Investment Advisor and 
a wholly owned subsidiary of City National Bank.
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