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The Trump Trade 
The stock market has risen significantly since the election, 

largely on expectations of a rollback in regulations, a large 
infrastructure spending package, and a reduction in taxes.  
Normally, any of these would add to growth.  However, labor 
market constraints may be binding.  Fiscal stimulus would then 
likely show up through higher inflation or an asset price bubble.  
Higher wages could lead to a more efficient allocation of labor, 
boosting productivity and offsetting wage pressures, but a wider 
budget deficit will boost long-term interest rates. 
 

Early in the Obama Administration, Democrats in the House 
and Senate passed the American Recovery and Reinvestment 
Act of 2009.  More than a third of the roughly $800 billion 
package was tax cuts.  A shift from spending to tax cuts was the 
cost of getting three Republican Senators to vote for the bill, 
even though most economists would tell you that tax cuts in a 
recession aren’t very effective (they are more likely to be saved 
than spent, giving you very little bang for your buck).  John 
McCain would have also proposed a large stimulus bill if he had 
won the presidency, but no Republican in the House voted for 
the ARRA.  Spending was spread out from 2009 to 2011.  A third 
of the ARRA was aid to the states, which (because of balanced 
budget requirements) faced large shortfalls (as tax receipts 
dried up).  In the end, ARRA was mostly about plugging holes.  
While large, it wasn’t big enough relative to the magnitude of 
the economic downturn to really add much to GDP growth.  
“Fiscal stimulus” quickly became a dirty word in Washington and 
the White House did not acknowledge ARRA much in recent 
years, although it played a key part in containing the recession. 
 

About 1/5 of the Obama stimulus was infrastructure spending 
and most of that represented projects that the states were set 
to jettison.  Shovel-ready projects were few and far between, 
but the aid to the states did prevent the recession from 
becoming a lot worse.  State budget pressures continued in the 
following years, and spending cuts were a restraint on GDP 
growth – something that has never happened in a modern 
recession (government spending usually provides a base level of 
support for the economy during a downturn).    
 

Other countries instituted fiscal stimulus during the financial 
crisis, but attitudes soon shifted toward austerity, which made 
their economic recoveries weaker.  The U.S. did less austerity 
than other advanced economies, but a payroll tax increase and 
the sequestration (restraint on spending) shaved a point and a 
half off of GDP growth in 2013. 
 

Both presidential candidates proposed large fiscal stimulus in 
the campaign.  The question is how to pay for that.  Hillary 
Clinton wanted to finance infrastructure spending by raising 
taxes on the wealthy, which seemed very unlikely to pass the 

House.  Donald Trump wasn’t exactly clear how he would 
finance infrastructure spending.  Since the election, the 
discussion seems to be on using private funds.  It’s unclear how 
that would work.  Private businesses don’t usually give away 
vast amounts of money for large-scale public works.  One 
possibility is to privatize roads, bridges, ports, and so on, but 
that would likely be met with resistance from the general public.  
One might try tax incentives, but that seems like a nonstarter, 
especially if tax rates are going to be cut anyway. 
 

Many believe that the Reagan era tax cuts boosted business 
fixed investment and the overall economy.  However, the dirty 
secret about the Reagan years is that, while tax rates were 
lowered early on, they were raised almost every year following 
that (“revenue enhancements,” the Gipper called them).  
Business fixed investment rose no faster that in the previous 
decade or in the following decade – but the stock market rallied 
considerably, which is something. 
 

So what happens now?  With a Republican-controlled 
Congress, the incoming administration should be able to get a 
lot done.  However, there is bound to be some infighting with 
the establishment Republicans in Congress and the budget 
scolds who are still around.  Infrastructure spending is unlikely 
to be as strong as many believe.  Trump’s tax cuts proposals 
from the campaign are massive, and would add trillions of dollar 
to the national debt over the next several years.  These will 
surely be scaled back, but we’re still likely to see lower taxes.  
 

As Fed Chair Yellen cautioned, the economy may be close to 
full employment.  As such, fiscal stimulus could end up adding 
little to overall growth and boosting inflation.  There may be a 
lot more slack in the job market than is currently thought, but 
we know the demographics.  Labor force growth is going to be a 
lot slower than in previous decades (when the baby-boom 
generation entered and we had rising female labor force 
participation).  Yellen indicated that the Fed isn’t going to try to 
guess what sort of fiscal policy will come out of Washington in 
the next year, but she said that the Fed will respond to changes 
in the economic outlook.  That could mean faster rate increases 
as the Fed tries to keep inflation in check.  The bond market is 
already expecting larger federal budget deficits.  The 10-year 
Treasury has risen about 50 basis points since the election, with 
many anticipating a further trend higher in the months ahead. 
 

One possibility is that higher wage growth will force firms to 
reallocate labor and employ more labor-saving capital projects.  
The late 1990s, for example, had a very high level of job 
destruction, but the period had an even higher rate of job 
creation.  That could happen again, but it’s hard to say for sure. 
 

Another possibility would be to boost immigration, but that 
doesn’t seem very likely.   
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Treasury Yields Dollar Equities 

 13-wk 26-wk 52-wk 2-yr 3-yr 5-yr 10-yr 30-yr $/Euro $/BP JY/$ CD/$ NASD SPX DJIA 

10/21/16 0.34 0.47 0.66 0.84 0.98 1.25 1.74 2.48 1.087 1.221 103.96 1.332 5257.40 2141.16 18145.71 
11/11/16 0.48 0.59 0.72 0.92 1.17 1.56 2.15 2.94 1.088 1.252 106.56 1.347 5237.11 2164.45 18847.66 
11/18/16 0.44 0.61 0.77 1.07 1.36 1.78 2.34 3.02 1.059 1.235 110.86 1.351 5321.51 2181.90 18867.93 

 

Recent Economic Data and Outlook 
The “Trump trade” continued, although stock market participants 
paused in their enthusiasm.  Fears of rising budget deficits 
(infrastructure spending and tax cuts) pushed long-term interest 
rates higher.  The dollar continued to strengthen.  Fed Chair 
Yellen nearly wrapped up a December 14 rate hike. 
 

 
 
In her testimony to the Joint Economic Committee, Fed Chair 
Janet Yellen said that (at the November 2 FOMC meeting) 
policymakers felt that the case for a rate hike had continued to 
strengthen and such a move “could well be appropriate 
relatively soon if incoming data provide some further evidence” 
of progress toward the Fed’s goals (the “relatively soon” 
language is new).  Yellen also cautioned that if the economy is 
getting close to full employment (as most Fed officials believe), 
fiscal stimulus could prove to be inflationary. 
 
Retail Sales rose 0.8% in October (+4.3% y/y), while figures for 
August and September were revised higher.  Ex-autos, sales rose 
0.8% (+4.0% y/y).  Ex-autos, building materials, and gasoline, 
sales rose 0.6%, following +0.4% in September (+4.1% y/y).  
Unadjusted sales for the last three months were up 3.1% y/y 
(core sales +3.6%, autos +4.0%, electronics and appliances  
-4.0%, gasoline -4.4%, clothing +0.5%, department stores -7.2%, 
non-store retailers +13.1%, restaurants and bars +4.8%) 
 
Business Inventories rose 0.1% in September (+0.6% y/y), less 
than assumed in the advance GDP report.  Business sales rose 
0.7% (+0.8% y/y). 
 
Industrial Production was flat in October (-0.9% y/y), held down 
by a 2.6% drop in the output of utilities (warm weather).  Oil and 
gas well drilling rose 9.0% (down 76% from late 2014 to May of 
this year, it rose 24.5% in the last five months).  Manufacturing 
output rose 0.2% (flat y/y), led by a 0.9% increase in auto 
production (+5.0% y/y).  Ex-autos, factory output rose 0.1%  
(-0.6% y/y).  Capacity utilization edged down to 75.3%, no threat 
to the inflation outlook (from production constraints). 

The Consumer Price Index rose 0.4% in October (+1.6% y/y), 
boosted by a 7.0% increase in gasoline prices (+1.8% before 
seasonal adjustment, and -0.9% y/y).  Food was flat, but the split 
continued between food at home (-0.2% m/m, -2.3% y/y) and 
food away from home (+0.1% m/m, +2.4% y/y).  Ex-food & 
energy, the CPI rose 0.1% (+0.149% before rounding, +2.1% y/y).  
Shelter rose 0.4% (+3.5% y/y).  Ex-food, energy, and shelter, the 
CPI was flat in October (+1.2% y/y). 
 
Real Hourly Earnings edged up 0.1% in October (+1.2% y/y).  
While growth in nominal hourly earnings has picked up (+2.8% 
over the 12 months ending in October), growth in inflation- 
adjusted earnings has moderated (real hourly earnings had risen 
2.8% over the 12 months ending October 2015). 
 
The Producer Price Index was flat in October (+0.8% y/y), 
despite a 9.7% jump in wholesale gasoline prices (+4.4% before 
seasonal adjustment, and +0.8% y/y).  Food fell 0.8% (-3.5% y/y).  
Ex-food & energy, the PPI fell 0.2% (+1.2% y/y), down 0.1% if 
you also exclude trade services (+1.6% y/y). 
 
Import Prices rose 0.5% in October (-0.2% y/y), reflecting a 7.5% 
rise in petroleum (+4.5% y/y).  Ex-food & fuels, import prices 
edged down 0.1% (-0.7% y/y). 
 
Building Permits rose 0.3% in October, to a 1.229 million 
seasonally adjusted annual rate (+4.6% y/y), with single-family 
permits up 2.7% (+5.1% y/y).  Housing Starts surged 25.5%, 
likely aided by relatively mild weather. 
 
Homebuilder Sentiment held steady in November, but the 
survey did not yet capture the impact of higher mortgage rates. 
 
The Index of Leading Economic Indicators rose 0.1% in October, 
consistent with a further expansion of the economy into 2017. 
 

Economic Outlook (4Q16): GDP growth near a 2.0% annual rate. 
 
Employment:  The trend in nonfarm payrolls appears to have 
slowed somewhat this year, but job growth remains relatively 
strong (beyond a long-term sustainable pace).  
Consumers:  Strong job growth and moderate wage gains are 
supportive.  Spending growth appeared to lose some 
momentum in the third quarter.  
Manufacturing:  Mixed across sectors, but relatively soft overall.  
Lean inventories suggest some potential for a pickup in 
production, but a soft global economy isn’t helping exports.  
Housing/Construction:  Supply constraints and affordability 
issues remain important restraints for residential construction 
and the pace of home sales.  Mortgage rates have remained low 
and job growth has been supportive.  
Prices:  Ex-food & energy, the PCE Price Index has continued to 
trend below the Fed’s 2% target.  There is little inflation in 
consumer goods.  Inflation in consumer services has been 
boosted by higher rents.  Wage gains are moderate, but rising. 

Interest Rates:  The Fed remains in tightening mode, but is 
expected to proceed cautiously as it normalizes policy.  Most 
Fed officials expect to raise rates by the end of 2016.   
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This Week:     forecast last last –1 comments 
Monday 11/21 8:00 Fed VC Fischer Speaks     “Long-Term Challenges for US Economy” 
  1:00 Treasury Note Auction     $26 billion in 2-year notes 
         Tuesday 11/22 10:00 Existing Home Sales, mln. Oct 5.48 5.47 5.30 seen little changed 
      % change  +0.2 +3.2 -1.5 and a relatively strong pace 
  11:30 FRN Auction     $13 billion in re-opened 2-year FRNs 
  1:00 Treasury Note Auction     $34 billion in 5-year notes 
         Wednesday 11/23 8:30 Jobless Claims, th. 11/19 265 235 254 rebounding from holiday week 
  8:30 Durable Goods Orders Oct +1.1 -0.3 +0.2 aircraft expected to rebound 
     ex-transportation  +0.3 +0.1 +0.0 moderate 
     nondef cap gds ex-aircraft  +0.4 -1.3 +1.2 moderate (watch for revisions) 
  10:00 New Home Sales, th. Oct 595 593 575 still strong 
      % change  +0.3 +3.1 -8.6 but reported with a lot of uncertainty 
  10:00 UM Consumer Sentiment  91.0 87.2 91.2 91.6 at mid-month 
  11:30 Treasury Note Auction     $28 billion in 7-year notes 
  2:00 FOMC Minutes     still pointing toward a December move 
         Thursday 11/24  Thanksgiving Holiday     markets closed (mmm, tryptophan…) 
         Friday 11/25 8:30 Adv. Econ Indicators Oct    markets close early 
         Next Week:         
         Monday 11/28  no significant data     Jean-Baptiste Lully b. 1632 
         Tuesday 11/29 8:30 Real GDP (2

nd
 estimate) 3Q16 +3.0% +1.4% 0.8% +2.9% in the advance estimate 

   Priv. Dom. Final Purchases  +3.4% +3.2% +1.1% +1.6% in the advance estimate 
  10:00 Consumer Confidence Nov 100.0 98.6 103.5 a partial reaction to the election results 
         Wednesday 11/30 8:15 ADP Payroll Estimate, th. Nov +150 +147 +202 moderately strong 
  8:30 Personal Income Oct +0.4% +0.3% +0.2% led by strength in wages and salaries 
   Personal Spending  +0.6% +0.5% -0.1% partly higher gasoline prices 
   PCE Price Index   +0.1% +0.1% +0.2% the core CPI rose 0.149% 
  9:45 Chicago PM Index Nov 51.5 50.6 54.2 uneven in recent months 
  10:00 Pending Home Sales Index  +1.0% +1.5% -2.5% before the recent rise in mortgage rates 
  2:00 Fed Beige Book     more “moderate,” less “modest”? 
         Thursday 12/01 8:30 Jobless Claims, th. 11/26 255 265 254 holiday adjustment adds uncertainty 
  10:00 Construction Spending Oct +1.0% -0.4% -0.5% seen higher, led by residential 
  10:00 ISM Manf. Index Nov 51.6 51.9 51.5 mixed, but generally lackluster 
  tbd Motor Vehicle Sales, mln Nov 17.7 17.9 17.7 seen a bit lower 
     domestically built  14.0 14.1 13.9 seasonal adjustment can exaggerate 
         Friday 12/02 8:30 Nonfarm Payrolls, th. Nov +155 +161 +191 moderate, but some seasonal uncertainty 
     private-sector  +150 +142 +188 unadjusted: retail ↑, goods-producing ↓ 
   Unemployment Rate  4.9% 4.9% 5.0% seen about steady 
     employment/population  59.8% 59.7% 59.8% likely to trend gradually higher 
   Avg. Weekly Hours  34.4 34.4 34.4 expecting little change 
   Avg. Hourly Earnings  +0.3% +0.4% +0.3% wage pressures picking up (revisions?) 

  
This Week… 
The economic data bunch up on Wednesday, but the reports on 
durable goods orders and new home sales are among the most 
unreliable of the government’s data reports (choppy and subject 
to large revisions).  The FOMC minutes should show Fed 
policymakers on track for a December 14 increase in the federal 
funds target rate.  On Monday morning, Fed Vice Chair Stanley 
Fischer will speak about long-term challenges for the economy. 

Monday 
Fed VC Fischer Speaks – The Fed’s Vice Chair will speak at the 
Council of Foreign Relations.  He will speak about the economy’s 
long-term challenges, which is most likely to center on the 
slowdown in labor force growth. 

Tuesday 
Existing Home Sales (October) – Home resales are expected to 
have been little changed in October.  Home mortgage rates have 

risen sharply since the election, which makes much of this 
irrelevant.  We should see a slowdown in the near term.  
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Wednesday 
Jobless Claims (week ending November 19) – Adjustments for the 
Veteran’s Day holiday likely contributed to the drop in claims in 
the prior week.  With Thanksgiving on Thursday, this week’s 
release has been pulled forward, but that adds a little bit more 
uncertainty to the mix.  

  
Durable Goods Orders (October) – Defense aircraft orders 
plunged in September, but should bounce back in October. Ex-
transportation, orders are likely to have been mixed, but 
generally lackluster.  Orders for nondefense capital goods ex-
aircraft improved in June, July, and August, giving some hope for 
a rebound in business fixed investment, but they fell back in 
September.  Shipments of capital goods edged higher in August 
and September.  Recent trends in orders and shipments have 
been more akin to a “slow patch” rather than an outright 
recession.  Inventories are generally lean relative to the pace of 
sales.  Note that monthly changes in orders tend to be choppy, 
so there is a good chance of a surprise in either direction.  

  
New Home Sales (October) – The government’s data on new 
home sales are reported with a huge amount of uncertainty, but 
the underlying pace of improvement has been moderately 
strong.  Home mortgage rates have risen significantly since the 
election, which ought to dampen activity in the near term.  
Typically, housing activity will pick up as interest rates begin to 
rise, as those on the fence are prompted into action.  However, 

with a sharp rise in mortgage rates, they may find that they 
have fallen off and landed on the wrong side of the fence, 
unable to qualify for a mortgage.  Higher mortgage rates often 
lead to a softening in home prices.  However, large tax cuts 
centered on upper income households should lead to increased 
demand for vacation homes and second homes.  Hence, we are 
likely to see a split housing market in the months ahead..  

 

Thursday 
Thanksgiving Day – Markets closed. 

Friday 
Advance Economic Indicators (October) – This report, which 
includes figures on foreign trade and inventories, is useful when 
it comes before the advance GDP report (not the case this time). 
 

Next Week … 
Fresh economic figures will arrive, but none of the releases, 
including the employment report, should keep the Fed from 
raising short-term interest rates on December 14.  Nonfarm 
payrolls are likely to post a moderate gain, but seasonal 
adjustment can add noise – with the shift in the weather, we 
normally lose jobs in goods-producing industries and in leisure 
and hospitality, but with the start of the holiday season, we add 
jobs in retail and couriers. 
 

Coming Events and Data Releases 

December 5 ISM Non-Manufacturing Index (November) 

December 14 FOMC Policy Decision, Yellen press conference 

December 26 Christmas Holiday (markets closed) 

January 2 New Years Day Holiday (markets closed) 

January 20 Inauguration Day 

February 1 FOMC Policy Decision (no press conference) 

March 15 FOMC Policy Decision, Yellen press conference 

May 3 FOMC Policy Decision (no press conference) 

June 14 FOMC Policy Decision, Yellen press conference 
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