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The Old Normal?
1t was the best of times, it was the worst of times. . .it was the season of Light, it was the season of Darkness, it was the spring of hope, it was the
winter of despair. ..
- Chatles Dickens, “Tale of Two Cities”

...And it was the age of the “New Normal,” it was the age of the “Old Normal.” Much attention has been given to
the idea the world is entering a period in which investors should expect lower growth, and ergo, anemic returns on their
investments. One obvious premise behind this assumption is our economic ship has entered into completely unchartered
waters. But this assertion is flawed as history is replete with examples strikingly similar to those headwinds which appear on
the current investment horizon. The 1994 mid-term election, the “double-dip recession” of 1938 and the “depression that
never was” in 1946 bear direct parallels to challenges the economy faces today. In all three cases, history provides several
valuable lessons: An economic recovery can occur without government spending (and further, even massive government cuts
in spending); governments are inefficient in creating long-term sustainable economic growth; and there is an opportunity cost
for those too fearful to invest during the markets’ recoveries.

“Growth Scares”
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The “growth scares” seen in the markets

recently have been trumped, however, by the “Nightmare on Pennsylvania Avenue.” However, change may be on the

horizon. The Declaration of Independence states, “Governments are instituted among men, deriving their just powers from

the consent of the governed, that whenever any form of government becomes destructive of these ends, it is the right of the

people to alter or abolish it, and to institute new government.” A recent ABC News/Washington Post poll? showed a
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majority of Americans desire improved checks and balances in Washington. To date, voting leading up to the mid-term
elections have witnessed incumbents failing to win primaries for their respective parties.

Similarly, leading up to the mid-term elections in 1994, public confidence in government had reached new lows.
Unemployment had been stubbornly high. The Savings & Loan crisis of the late 1980’s had resulted in the worst real estate
crisis since the Great Depression, and the slowdown in the finance industry and the real estate market were a contributing
cause of the 1990-1991 economic recession. Republicans ran for office in the 1994 mid-term elections with the slogan of
“Contract with America,” a pledge that their policies would be “designed to enhance private property rights and economic
liberty and make government more accountable.” The campaign worked. The Republicans took control of the House of
Representatives for the first time in 40 years. By December 1995, the Dow Jones Industrials had gained 45.2% from its April
1994 low. Fiscal restraint imposed by Congtress helped lead to budget surpluses later in the decade. By December 1999, the
Dow had more than doubled its 1995 peak level.

“Double-Dip Recession” of 1938

Now contrast 1994’s Republican platform of enhancing private property rights and limiting government with those
of the Great Depression. It was an era chock-full of the “duality” expressed in Charles Dickens’ 19% century novel, “Tale of
Two Cities.” In the years following the stock market crash of 1929, government policies were implemented that facilitated
the destroying of crops and livestock while millions of Americans were starving; price-fixing on milk and other staples while
people needed Wal-Mart-like bargains; the harassment of employers and the discouragement of investment when the former
needed incentives and the latter needed encouragement. While a select few benefitted from these policies, the country as a
whole suffered.

By late 19306, the economy was in a recovery mode from the depths it had reached in 1932 and there was a sense of
exuberance that the worst was over. Unemployment had fallen to 14.3% by 1937 from a high of 24.9% in 1933, and the
Dow Jones Industrial Average was up over 370% from its low in
July 1932. Gross National Product (GNP) grew by a record 14.1%  Headed for Another Fall?

The S&P 500 before and after recovery highs on March 10, 1937, and April 23, 2010
{percentage change).
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Fast forward to today, the Wall Street Journal recently suggested employers have not begun to replace their shrunken
employee ranks — despite having the highest cash levels in 50 years — due to the “destructive impact that higher taxes, trade
restrictions, and more regulation” could potentially have on business activity. Several months ago, the Healthcare Bill was
passed despite being extremely unpopular among voters and with no obvious source of funding. More recently, the 2,400
page Frank-Dodd Financial Reform Bill effectively raises bank reserve requirements when commercial and industrial (C&I)
lending has declined 17.9% in the last 12 months and overall lending has declined 3.5%.> Similar to the healthcare bill, “the
main problem with the (financial reform) bill is that it is based on a misdiagnosis of the causes” of the recent financial crisis
according to John Taylor, Professor of Economics, Stanford University, leading many Americans to believe this is nothing
more than another Washington pork-barrel bill.
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1946 - The Depression That Never Was

“The ‘Depression of 1946” may be one of the most widely predicted events that never happened in history.”¢
Immediately after V-] Day, the government began to disband military personnel, closed down armament manufacturing
plants, cancelled war contracts and, in total, reduced government spending from “$84 billion in 1945 to under $30 billion in
1946.”6 Consensus among economists, since many believed wartime stimulus had ended the Great Depression, was removal
of this government spending would certainly lead to chronically high unemployment and another prolonged severe economic
downturn. The direst predictions forecast unemployment to rise as high as 35% in 1946!

Yet, by 1947, the government was paying back its massive wartime debts by running a budget surplus of close to
6%.” While more than 10 million military personnel were returned to civilian life after WWII, unemployment remained
under 4.5% in the first three postwar years.¢ Civilian employment expanded by over 4 million between 1945 and 1947. How
could this happen when so many were predicting economic Armageddon? The fact of the matter is government pay outs
come directly or indirectly from taxation, resulting in less money for both people and businesses to spend or invest. This
example of “spending restraint” following the end of WWII clearly illustrates what can happen if government expenditures
do not "crowd out" private sector spending and how the economy can thrive when the government’s shadow is dramatically
reduced.

It is All About Creating Jobs
Few would argue that the private sector, not government, transformed the United States from a fledgling economy
to the economic powerhouse it is today. If government jobs were the secret to an economy’s success, Cold War Soviet
Union and Argentina would certainly have been roaring successes. Private sector job expansion is important to the
government because of the taxes they produce.
Ask any private sector employer and he or she will tell you that some or all of the following ingredients are necessary
for them to be compelled to hire additional employees, i.e., create jobs:

e Predictable rules — What are the implications of Frank-Dodd “financial reform” legislation or “Obamacare” to the
private sector? No one will be able to answer these questions for years to come, making planning for long-term
commitments of capital difficult and risky for companies of all sizes.

e  Sound money — U.S. fiscal policy is clearly deteriorating the U.S. Dollar. Additionally, tax payers and corporations
alike need to see that the Government (Federal, State and Municipal) is rightsizing salaries, benefits and size to
correspond with global realities.

e Fair and predictable tax policy - Targeted programs like “cash for clunkers” will not help create long-term
sustainable jobs but rather provide merely a temporary sugar high for the parts of the economy. Likewise, efforts to
soak “the rich” will backfire because “the rich” are needed to create private sector jobs.

e Protection of private property - The President’s decision to coerce (read extortion) Chrysler senior bondholders in
late 2008 to take a back seat to the unions during bankruptcy proceedings went a long way to destroying the view of
the safety of private property in America, further curtailing willingness to make long-term investments needed to
spur job growth.

Corporations in America are doing what they should — accumulating as much cash as they can and “hunkering
down” until they know long term demand has returned. Non financial companies have amassed $1.8 trillion in cash,
approximately 25% more than was on corporate balance sheets prior to the current recession.” Dr. Mohamed El Erian,
CEO of bond behemoth PIMCO, refers to the cash-building as “self-insuring.” Likewise, profit margins for S&P 500
companies in the first quarter were the best on record. Large corporations are the healthiest part of the U.S. economy, far
healthier than the deleveraging consumer and the levering Federal Government. With cash and profits, they have the
options to increase stock buybacks, to make acquisitions, pay out dividends, augment capital spending and begin hiring. In
the following chart, you can note that durable goods orders have been a solid, accurate predictor of capital spending (real
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things government officials can do is get out of the

way. Business recovery, like prosperity, comes from the ground up, not from the top down.” While economic data as of
late has not been robust, the signals are still consistent with an economy on the mend. There will be “growth scares” in
every economic recovery, and this one is not likely to be an exception. If this time proves to be another of the “old normals”
in U.S. history, it will be a time marked by a 1994-like pushback on government spending, money flows in mutual funds
beginning to trickle from bond funds to stock funds and an uncoiling of the “fear trade” that has existed for the past couple
of years. Investors see the risk everywhere, and rightfully so, but those who fail to see the opportunity will miss the reward —
just like during the other “Old Normals.”

Sincerely,

B ANt

Chris L. Doucet
Chief Executive Officer
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Admin Notes:

. Form ADV: Please contact our office at (205) 414-9788 if you would like to receive a current copy of our Form ADV II or
the Schedule H Brochure.

J Proxy Solicitations: If you receive calls regarding proxy voting, we suggest that you inform the caller that you have delegated
Doucet Asset Management full authority to vote the proxy on your behalf. Please note that we are not able to prevent these
calls from being placed to you directly.

The above views are those of Doucet Capital and Chris Doucet, and are not necessarily the views of
Institutional Securities Corporation.

Doucet Asset Management; LLC is independent of Institutional Securities Corporation (ISC).

Chris L. Doucet is a Registered Representative of ISC. Past performance does not guarantee future returns.

REGISTERED INVESTMENT ADVISORY SERVICES PROVIDED BY DOUCET ASSET MANAGEMENT, LLC. SECURITIES OFFERED THROUGH
INSTITUTIONAL SECURITIES CORPORATION, DALLAS, TEXAS, MEMBER FINRA, SIPC (214)520-1115. THIS NEWSLETTER IS FOR
INFORMATION PURPOSES ONLY. NOTHING IN THIS NEWSLETTER CONSTITUTES AN OFFER TO SELL OR A SOLICITATION OF AN OFFER TO
BUY ANY INTEREST IN ANY SECURITY, OR IN ANY INVESTMENT VEHICLE MANAGEMENT BY DOUCET CAPITAL, LLC OR DOUCET ASSET
MANAGEMENT, LLC, OR ANY OF THEIR AFFILIATES. NOTHING IN THIS NEWSLETTER CONSTITUTES PROFESSIONAL OR FINANCIAL ADVICE,
OR RECOMMENDATIONS TO PURCHASE OR SELL A PARTICULAR SECURITY. CERTAIN INFORMATION DISCUSSED IN THIS NEWSLETTER MAY
CONSTITUTE FORWARD-LOOKING STATEMENTS WHICH CAN BE IDENTIFIED BY THE USE OF FORWARD-LOOKING TERMINOLOGY SUCH AS
“MAY,” “WILL,” “SHOULD,” “EXPECT,” “ANTICIPATE,” “TARGET,” “PROJECT,” “ESTIMATE,” “INTEND,” “CONTINUE” OR “BELIEVE,” OR
THE NEGATIVES THEREOF OR OTHER VARIATIONS THEREON OR COMPARABLE TERMINOLOGY. DUE TO VARIOUS RISKS AND
UNCERTAINTIES, ACTUAL EVENTS OR RESULTS OR THE ACTUAL PERFORMANCE OF ANY OF THE INVESTMENTS DISCUSSED HEREIN MAY
DIFFER MATERIALLY FROM THE EVENTS, RESULTS OR PERFORMANCE CONTEMPLATED BY SUCH FORWARD-LOOKING STATEMENTS.
ALTHOUGH DOUCET ASSET MANAGEMENT, LLC BELIEVES THAT THE EXPECTATIONS REFLECTED IN SUCH FORWARD-LOOKING
STATEMENTS ARE BASED UPON REASONABLE ASSUMPTIONS AT THE TIME MADE, IT CAN GIVE NO ASSURANCE THAT ITS EXPECTATIONS
WILL BE ACHIEVED.
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