
  

RESEARCH: SOUND NOTE; AUGUST 21, 2017 

 

 

INCAPABLE OF GUILE 

 

A common theme supporting the recent appreciation in the market (S&P 500) has been 

rooted in the ability of the current administration and government to enact new tax plans, 

trade policy, and repatriation (tax holidays) for corporations. The talking heads from the 

brilliant to the inept have been explaining how these changes will have significant economic 

impact. They purport that even if only a portion of the economic plans are passed in the 

House and Senate, we should expect robust Gross Domestic Product (GDP) growth. As 

natural seekers of infinite wisdom, SOUND Wealth Management Group (SWMG) did some 

digging to investigate the validity of these claims (from a historical standpoint) to determine 

if these policy changes have impact or if they are spurious belief; ‘Thomas C.’ put it: “who so 

belongs only to his age, references only popinjays and mumbo jumbos” – as George 

Constanza understands it.  

The cornerstone of the currently proposed tax reform (Bringing Back Jobs and Growth plan) 

exists as a blog post by Director of National Economic Council, Gary Cohn. There is 

conjecture that the proposals are being tossed around the halls of the House and Senate, 

but as of August 21, 2017 we can only go by the written statement on the administration’s 

website. There are no explicit terms on cutting the corporate tax (aside from dividends and 

capital gains being no longer subject to the 3.8% ACA tax), or a repatriation holiday, but 

everyone feels as if they have heard a plan to cut the corporate tax level to 20% (or below) 

and offer a repatriation holiday of foreign dollars at a rate of approximately 10%, and then 

use these “stimulating” measures to influence economic expansion in America. We will 

address the specific aforementioned supposition, and the Bringing Back Jobs and Growth 

issue (https://www.whitehouse.gov/bringing-back-jobs-and-growth), but will warn you: all 

statements are rooted in economics and should in no way be interpreted as an 

endorsement or disapproval for any political administration. Please also note that, when 

speaking politically, we are only doing so with regard to economics, and not social matters. 

https://www.whitehouse.gov/bringing-back-jobs-and-growth


  Firstly, we will address the idea of repatriation, or a ‘tax holiday.’ This is not a novel idea, and 

has been proposed, enacted, and failed (for all intents and purposes) before – as recently 

as 2004. The concept behind this proposal is that multinational companies have entities 

outside of the United States, and if they were offered a reduction on taxes, they would bring 

this money into America and spend it – spurring GDP growth. The first break in this concept is 

that a 10% repatriation tax is a good thing; there are 12 countries with modern tax plans that 

have a 0% corporate tax – including favorites like: Bahamas, B.V.I, Cayman Islands, 

Guernsey, Isle of Man, and Jersey. Nothing beats free, so although 10% sounds nice, a tax 

rate of 0% usually sounds better. Further, repatriation assumes these taxes are a geographic 

concept. As an example: a company like Apple Computer (:AAPL; $157.50)1 has a parent 

company in Cupertino, CA, but operations all over the world – largely in Ireland where the 

tax rate is 12.5%. Earnings in foreign countries are taxed on a deferral basis – meaning the 

U.S. parent company is not paying the taxes until the profits have been sent back to the 

United States – allowing cash to build up. However, this accumulated cash is held in 

domestic banks (Citibank, J.P. Morgan, Bank of America, etc.) and therefore can 

substantiate lending for investment in America while being accumulated in foreign countries 

– lending to invest in “Build America” (for the most part) does not matter if it is repatriated or 

kept in foreign subsidiaries.  

Continuing with Apple as our paragon, as of the Q1 analyst call, CFO Luca Maestri informed 

investors that Apple held $230 billion dollars overseas and $16 billion dollars in the United 

States in cash. J.P. Morgan (:JPM; $90.74)  CEO Jamie Dimon recently said with regard to 

overseas cash: “It is a fuel to the system” and “That money that isn’t brought back is going to 

be reinvested in a foreign country, in a plant or acquisition, which has been happening, and 

never to return.”** Although $16 billion is disproportionately small, it is a significant amount of 

money doing nothing. Apple has enough free cash flow to pay its dividends and still 

accumulate about $4/share in cash. Aside from the $3 billion acquisition of Beats Electronics 

in 2014, most of Apple acquisitions have been below $200,000,000 – they can buy 80 

average companies with their current cash in the United States without having to bring 

money back. They can completely buy JetBlue Airways (:JBLU; $20.28)2  and Square Inc. 

(:SQ; 24.83)3 with their domestic cash. The take-away is that many of these multinational 

companies already have the cash domestically – there seems to be no shortage of 

available money from these large companies to invest in America and/or create more 

jobs/better pay. It is estimated that $2.5 trillion is held outside of the U.S., but even if it all 

came back, it does not appear that it would trickle down to having any more or less impact 

on the status quo. Further, they can borrow money at extremely inexpensive rates – less than 

the tax spread of repatriation; there is little incentive to repatriate in this environment. 

 



  In 2004, the then Bush Administration worked with congress to pass a repatriation holiday as 

part of the American Jobs Creation Act – sound familiar (Trump: Bringing Back Jobs and 

Growth)? The Congressional Research Service (CRS) – congress’ nonpartisan think tank has 

continued to compile data about the impact, or lack thereof, from the 2004 policy. The 

data showed that 843 (out of 9,700 eligible) companies partook in the 5.25% repatriation tax 

(note: this is lower than the current proposal figures rumored).  The participating companies 

brought home $312 billion dollars at the reduced rate – which sounds pretty effective, right? 

Not quite; the top 15 companies accounted for over 52% of that money, and the top five 

[Pfizer, Merck, Hewlett-Packard4, Proctor & Gamble, and IBM] accounted for 29% - 

according to Lee A. Shepard (generally regarded as one of the Global Tax 50 most 

influential players in international taxation). Shepard and her colleagues also found that 91 

cents on the repatriated dollar went to share repurchases – even though this activity was 

expressively prohibited by Congress. Shareholders were rewarded, so the question is what 

about the trickle down? The top 15 companies attributed to almost 100,000 layoffs within 

two years – missing the operative words “Jobs Creation” in the “American Jobs Creation 

Act,” but hey, when you find a windshield on the side of the road, you make a glass coffee 

table with it – right? Shepard also found that, in the example of Pfizer, they went from $29 

billion in foreign earnings before the JOBS Act to over $60 billion in foreign earnings by 2009. 

Today (8/21/2017) Treasury Secretary Steve Mnuchin held a press meeting at the GLI 

Chamber for an update on tax reform – we gathered more history on Fort Knox than 

anything else of substance. Just because a lot of “smart” people are talking about the 

benefits of tax holidays and repatriation, does not mean it will actually have economic 

benefits. The truth is papier-mâché might not be such a good idea when it rains. 

 



  Border Adjusted Tax  

The corporate and individual tax cuts require money to come from somewhere. The current 

U.S. deficit is approaching $20 trillion dollars, so cutting taxes (the government’s primary 

source of income) does not help manage this debt.  Further, any plan to cut taxes requires 

a neutral impact on the deficit over a 10-year period; this differs from a revenue neutral 

plan – where you cut taxes in one place, you must raise them somewhere else. In order for a 

tax cut to pass Congress, it must show a clear path to not increase the deficit – under the 

Byrd Rule (a United States Senate rule that amends the Congressional Budget Act of 1974 to 

allow Senators during the Reconciliation Process to block legislation if it possibly would 

increase significantly the federal deficit beyond a ten-year term or is otherwise an 

"extraneous matter" as set forth in the Budget Act) – which will block reconciliation. Many 

Democrats inherently oppose the Trump Administration’s tax reform plans, but even 

Republicans will find issues with approving such a large question mark that might challenge 

their reelection. Much of the relief of the deficit relies on sustained above-average gross 

domestic product that cannot be willed or implored. This would bring us to a plan “B;” a 

border adjusted tax.    

The proposed border adjusted tax would impose a 20% tax on all imported goods and a 0% 

export tax for goods leaving the United States. The impression is that more goods will be 

created in the U.S. because it would become more economical to avoid the import tax. This 

plan has bifurcated into two groups: the American Made Coalition (AMC) and the 

Americans for Affordable Products (AAP). The AMC represents companies that 

tremendously benefit from making goods to export to the rest of the world – think large 

manufacturers like Boeing5. The AAP represents retailers such as Walmart6 or clothiers who 

would have a direct tax increase effect on its consumers. See Chart below, courtesy of 

Goldman Sachs Research. 

 



  To make up for this Value-Added Tax (VAT), the U.S. Dollar would need to rise approximately 

25% against world currencies to offset the impact to consumers of imported goods. The 

problem is the dollar has gone the opposite direction – see Chart 2 (SWMG Research)7. 

Sending money to the Krakatoan Volcano Relief Fund will still be an illegitimate flow of 

dollars. 

 

 

To add insult to injury, the Renminbi would need to proportionally decrease against the 

Dollar – allowing China to be a “currency manipulator;” since the U.S. trades so much from 

China, the RMB would need to depreciate for imports to benefit from the tax policy change. 

The rising dollar might level the playing field for the import/exporters, but too much so and 

the exporters may run into issues. Couple a potentially rising dollar against America’s trade 

deficit and you have got a lot of variables that leave a tax reform bill near impossible to 

approve. This might be evidenced by the fact that this country has not had a 

comprehensive tax overhaul since 1986 – championed by Bill Bradly (almost as talented as 

DeBusschere) and took 3 years – and came with a massive tax cut for the wealthy and a 

significant increase to corporate tax rates; very different than the current proposal. There 

are very smart people trying to make a tax overhaul work, but there are plenty of people 

with biased interests to oppose at all costs. 

As suggested in our previous SOUND Note “Del Boca Vista Phase III & The Boca Breeze,” we 

mentioned a likely scenario of a Trump presidency – with a majority in the executive, House 

and Senate – he is unique enough to ostracize himself from the traditional GOP agenda. As 

of late, President Trump has castigated important members of the Senate leaving them to 

distance themselves in order to protect their reelection bids in a little over a year (is that 

Karma or Krama?). Further, the Manufacturing Council, Strategic and Policy Forum, and the 

http://www.raymondjames.com/soundwealthmanagement/pdfs/sound-note-10-18-16.pdf


  Advisory Council on Infrastructure have been disbanded. In order to affect change in 

policy (beyond executive order), the administration will need uniformity and “espirit de 

corps” instead of repealing and replacing members of the cabinet. 

The market has rallied on the back of a lack of policy change, the inability for a majority 

political party (GOP) to come together, and significant social gaffs that have led to many 

geopolitical risks. The real reason for the market increase has been investors’ faith in the 

great multinational CEOs (such as Tim Cook1, Mark Zuckerberg8, or Dennis Muilenburg5) and 

lack of alternatives as opposed to the current administration, and that is okay – it has 

always been this way. As we stated in our previous SOUND notes: great businesses with 

expanding profitability will lead to market appreciation. 

 

SWMG compiled the historical annual calendar return since 1957 (the inception of the S&P 

500) to garner averages for the past 60 years. Over that period, there have been 47 

positive years (78% of the time) and 13 negative years (22% of the time). The simple 

averages say the arithmetic average total return for positive years is an 18.07% total return; 

negative years presented a 13.22% loss and the combined arithmetic average is 11.29%. 

When we show long-term average market returns as high single digits – we are adding 

weight to the negative years; if you feel confident of a positive market year, your historical 

average probability is high teens – naturally the past is not indicative of future results, but 



  with the market up 8.34% for the year (without factoring valuations; purely historical 

statistics) more upside should not come as a surprise. This data is expanded upon in a 

previous SOUND Note: “The Assistant To The Traveling Secretary.” An investor should analyze 

many things (beyond history and valuation) to make investment decisions, and SOUND 

Wealth Management Group is here to compile, dissect, and implement strategies that are 

both strategic and tactical. We have full dissertations on each investment in our proprietary 

portfolios, and welcome any questions. 

Perhaps the past tax initiatives lacked culpability and directive, and the new proposed 

repatriation incentives will do good for our country and economy. We hope, as always, 

that the administration can develop a plan for sustainable economic expansion, and 

continue to afford our citizens the opportunity for the pursuit of happiness with dignity. There 

is  probability of a lite tax reform similar past administration; we will continue to monitor how 

the proposals will evolve and will give the administration (economically) the benefit of the 

doubt that this time will be different – besides, you don’t break up with an IRS agent during 

an audit (“where’s the Pepsi?”). 

Now turn this note upside down and look at the “A Lot of Thought” image. Sometimes, it is 

all about perspective… 

As always, we hope this was helpful and informative. We welcome any and all questions 

and conversations. Please feel free to distribute our SOUND Notes to friends and family or 

anyone who may find them of interest.  

 

We look forward to speaking with you soon! 

 

SOUND Wealth Management Group 
3801 PGA Blvd., Suite 910 

Palm Beach Gardens, FL 33410 

561.293.3500 

www.soundwealthmanagementgroup.com 

 

http://www.raymondjames.com/soundwealthmanagement/pdfs/sound-note-july-2017.pdf


1 As of publication date, SWMG owns (:AAPL) Apple Inc. in the SWMG All Authority and SWMG Ensemble Portfolios.  Tim 

Cook is the current Chief Executive Officer of Apple Inc. 

 
2 As of publication date, SWMG owns (:JBLU) JetBlue JetBlue Airways Corp. in the SWMG Legato Portfolio.  

 
3 As of publication date, SWMG owns (:SQ) Square Inc. in the SWMG All Authority, SWMG Ensemble, and SWMG 

Westbrook Portfolios. 

 
4 As of publication date, SWMG owns (:DXC) DXC Technology Co. (a division of Hewlett Packard) in the SWMG Legato 

Portfolio.  

 
5 As of publication date, SWMG owns (:BA) Boeing Co. in the SWMG Vibrato Portfolio. Dennis Muilenburg is the current 
Chief Executive Officer of Boeing Co. 
 
6 As of publication date, SWMG owns (:WMT) Wal-Mart Stores Inc. in the SWMG Legato Portfolio 

 
7 SWMG Research; source ThomsonOne 

 
8 As of publication date, SWMG owns (:FB) Facebook Inc. in the SWMG All Authority Portfolio. Mark Zuckerberg is the 

current Chief Executive Officer of Facebook Inc. 

 

** Jaime Dimon quotes from March 2017 Business Roundtable (businessroundatble.org) 

 

 

 

This information contains forward-looking statements about various economic trends and strategies. You are cautioned 

that such forward-looking statements are subject to significant business, economic and competitive uncertainties and 

actual results are subject to change at any time and are the opinions of the individual strategist. Data taken from sources 

generally believed to be reliable but no guarantee is given to its accuracy.  

 

Views expressed are the current opinion of the author, but not necessarily those of Raymond James & Associates. The 

author’s opinions are subject to change without notice. Information contained in this report was received from sources 

believed to be reliable, but accuracy is not guaranteed. Past performance is not indicative of future results. Investing 

always involves risk and you may incur a profit or loss. No investment strategy can guarantee success. Information 

provided is general in nature, and is not a complete statement of all information necessary for making an investment 

decision, and is not a recommendation or a solicitation to buy or sell any security.  

 

The S&P 500 is an unmanaged index of 500 widely held stocks that are generally considered representative of the U.S. 

stock market. Inclusion of this index is for illustrative purposes only. Keep in mind that individuals cannot invest directly in 

any index, and index performance does not include cost or other fees, which will affect actual investment performance. 

Individual investor results will vary.  

 

Gross Domestic Product (GDP) is the annual market value of all goods and services produced domestically by the United 

States. Raymond James is not affiliated with and does not endorse the opinions or services of the independent individuals 

or organizations mentioned. 

 

Raymond James, its affiliates, officers, directors, or branch offices may in the normal course of business have a position in 

any of the securities mentioned may not be suitable for all investors. Raymond James & Associates makes a market in 

shares of JBLU, WMT, and FB. 



 


