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I believe the historical record makes 
clear that the stock market is apolitical. 
I try to be as independent, and unbiased 
as I can in my analysis.

Nevertheless, I did like Ronald Reagan, 
and believed his policy was a miracu-
lous success in a very inflationary and 
unsettled economic climate. A big part 
of his policy was deregulation, huge tax 
cuts (and tax reform), and a considerable 
buildup in defense spending, (which I 
felt helped break up the Soviet Union). 
Clearly, there are Reaganesque planks 

in the Trump program in terms of de-
regulation, tax cuts (and tax reform), 
and a defense/infrastructure buildup. 
My guess is that many people thought 
about the Trump policies, and came up 
with quite the rational narrative that the 
future looks like Reagan Part II.

The optimists could certainly be right. 
I hope they are. However, I have a skepti-
cal nature. As I look at the background 
faced by Reagan and Trump, they look a 
lot like day and night to me. Therefore, 
I'd like to share with clients some of the 

background factors facing Trump and 
Reagan. The clients can decide for them-
selves if my skepticism is warranted.

The chart (below) shows the marginal 
tax rate for income tax. When Kennedy 
proposed cutting taxes, the top rate was 
91%, and when Reagan did it, it was 70%. 
Lowering that to 28% was an incredible 
incentive to work and increase income. I 
am not sure if a drop from 39.6% to 33% 
has the same kick in terms of incentive.

The Trump Policy Narrative

MACRO UPDATE

S&P 500 = 2246.19
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U.S. Top Marginal Income Tax Rate Yearly Data 1913-12-31 to 2016-12-31
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U.S. Top Marginal Income Tax Rate Yearly Data 1913-12-31 to 2016-12-31
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(E700)

Monthly Data 1/31/1962 - 10/31/2016

Forecast of Falling Inflation Rates

Forecast of Rising Inflation Rates

Correct Signals: 73%
Inflationary Mode GPA: 4.6%
Disinflationary Mode GPA: 3.3%
Buy-Hold GPA: 3.9%

10/31/2016 = 1.6%

Source: Bureau of Labor Statistics
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NDR Inflation Timing Model -- Signal Basis

Consumer Price Index (Year-to-Year Change)
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With inflation soaring, and the U.S. 
dollar weak in 1980, interest rates also 
soared making our currency “King Dol-
lar.” This helped greatly to bring infla-
tion down. See I230 (at right) with an 
undervalued, multi-decades low U.S. 
dollar in 1980, versus a strong and 
overvalued dollar currently.

Also, inflation started to plunge in 
1980 (see E700, below), but it seems to 
be on the rise, increasing from -0.2% in 
April 2015 to 1.6% currently.

Monthly Data 1/31/1973 - 10/31/2016 (Log Scale)

(I 230)

Purchasing Power Parity Using the Long-Run
Averaging Approach of Historical and Current

Inflation and Exchange Rates
(Shown With 10% Bands)

Dollar Overvalued vs. Euro

Dollar Undervalued vs. Euro

U.S. Dollar % Over/Under Valued
vs. Euro = 13.6%

NDR Modified Concept Courtesy: McKinnon and Ohno

Actual Rate 10/31/2016 = 91.03
( )

PPP Rate 10/31/2016 = 80.11
( )

Source: Bloomberg Finance L.P.62.1
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Total Credit Market Debt's (All Sectors, as a % of GDP) Potential Impact On Growth
Quarterly Data 1951-12-31 to 2016-06-30 (Log Scale)
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Total Credit Market Debt's (All Sectors, as a % of GDP) Potential Impact On Growth
Quarterly Data 1951-12-31 to 2016-06-30 (Log Scale)
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Nominal GDP

Gain/Annum When

Debt/GDP is:
% Gain/
Annum

% of
Time

* Above 318 3.40 17.82

  Between 160 and 318 6.31 38.38

  Below 160 7.51 43.80

Real GDP
Gain/Annum When

Debt/GDP is:
% Gain/
Annum

% of
Time

* Above 318 1.51 17.82

  Between 160 and 318 3.16 38.38

  Below 160 3.57 43.80

Nonfarm Payrolls
Gain/Annum When

Debt/GDP is:
% Gain/
Annum

% of
Time

* Above 318 0.73 17.82

  Between 160 and 318 1.54 38.38

  Below 160 2.26 43.80

CPI Inflation
Gain/Annum When

Debt/GDP is:
% Gain/
Annum

% of
Time

* Above 318 2.08 17.82

  Between 160 and 318 3.64 38.38

  Below 160 3.92 43.80

Real Non-Residential Investment
Gain/Annum When

Debt/GDP is:
% Gain/
Annum

% of
Time

* Above 318 2.41 17.82

  Between 160 and 318 5.13 38.38

  Below 160 8.97 43.80

Non-Financial Productivity
Gain/Annum When

Debt/GDP is:
% Gain/
Annum

% of
Time

* Above 318 1.23 17.82

  Between 160 and 318 2.28 38.38

  Below 160 2.31 43.80

Debt Low

Debt High

2016-06-30 = 352.34%Source:   Bureau of Labor Statistics, Department of Commerce, Federal Reserve Board
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*Composite long-term yield until 7/28/2000, average of 10-, 20-, and 30-year note yield thereafter Source:Source:   Ned Davis Research, Inc.

Weekly Data 1966-03-11 to 2016-12-02S&P 500 Index vs. Long-Term Treasury Bond Yield

Signals Generated When Smoothed Treasury Yield:

Falls By 8.7% From A Weekly Peak = Buy

Rises By 11.7% From A Weekly Low = Sell

Buy = Long S&P 500

Sell = Long Commercial Paper

Strategy Performance

Full History:Full History: 1966-03-11 to 2016-12-02

Signals

% Gain/

Annum

%

Profitable

% Gain/

Trade

Trades/

Annum

% of

Time

All 9.7 91.8 11.6 1.0 100.0

Buy 12.3 83.3 17.4 0.5 55.8

Sell 6.4 100.0 6.1 0.5 44.2

Buy/Hold 6.5 -- -- -- --

Last Signal: Sell (2016-10-14 = 1720.84)

S&P 500 Index (2016-12-02 = 2191.95)

Long-Term Treasury Bond Yield* (Three-Week Smoothing) (2016-12-02 = 2.64%)

With inflation breaking, long-term 
interest rates plunged from nearly 14% 
when Reagan took office to below 2%. 
They currently appear to be on the rise 
though, as featured on S947 (at right).

DAVIS144 (below) shows that the to-
tal credit market debt was quite low 
when Reagan took office. It did rise 
under Reagan, but debt is now already 
at very high levels. We also have some 
$100 trillion of unfunded, mostly en-
titlement liabilities, not yet included in 
this total that are supposedly coming. 

National Debt (Government) was 
$930 billion when Reagan took office. 
It will be over 21 times that amount 
(see E301, top, page 4) when Trump  
takes office.

http://www.ndr.com
http://www.ndr.com/invest/products/DAVIS144.pdf?include=1
http://www.ndr.com/invest/products/S947.pdf?include=1
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Stocks were very cheap relative to Gross Domestic Income in 1980-1982. S702A (below) now shows they are very high. 
Stocks are overvalued. Reagan started at the end of a major bear market period. Trump comes in after a major bull market.

Monthly Data 12/31/1924 - 11/30/2016 (Log Scale)

(S702A)

8/31/1929 = 85.7%

6/30/1932 = 26.3%

11/30/1936 = 70.7%

4/30/1942 = 18.9%

12/31/1965 = 69.9%
11/30/1968 = 73.8%

1/31/1973 = 77.1%

9/30/1974 = 35.3%

7/31/1982 = 31.4%

10/31/1990 = 42.6%

3/31/2000 = 164.0%

5/31/2007 = 124.8%

2/28/2009 = 58.1%

5/31/2015 = 137.0%

Very Undervalued

Overvalued

Bubble Territory

NDR Estimated value of 3900 U.S. common stocks: $24. 46 trillion
U.S. Gross Domestic Income (latest figure): $18. 99 trillion
Current ratio for 11/30/2016 ( ):  128. 8 %

GDP used prior to December 1946 (NDR Estimates prior to December 1928)
Gross Domestic Income used after December 1946

Calculation uses NDR Estimated Common Stock Market Capitalization of U.S.-based Companies
Dow Jones Total Stock Market Capitalization used from January 1973 through September 1980

NYSE Market Capitalization used prior to January 1973

Sources: S&P Dow Jones Indices, Ned Davis Research,
Bureau of Economic Analysis, Department of Commerce
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Quarterly Data 12/31/1951 - 6/30/2016

(E301)

Gross Federal Government Debt
6/30/2016 = $19.4 Trillion

Log Scale Right

Source: Department of Commerce
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Monthly Data 1/31/1968 - 11/30/2016

(E102B)

11/30/2016 = 4.640%

Source: Bureau of Labor Statistics
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Construction Unemployment Rate Monthly Data 2000-01-31 to 2016-11-30
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Construction Unemployment Rate Monthly Data 2000-01-31 to 2016-11-30
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Next, the Unemployment Rate was 
very high in 1980 and 1982, as featured 
on E102B (at right). Thus, the Reagan 
stimulus was able to create jobs with-
out forcing upward pressure on wages. 
Now the Unemployment Rate is fairly 
low, and companies complain they 
cannot find skilled workers. Where will 
we find the skilled construction/de-
fense workers? See chart (below). 
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Finally, I am not going to try a com-
plicated interpretation of the last two 
charts, except to note that S01727 (top, 
below) shows that the "working age" 
population was destined to soar with 
"baby boomers" starting around 1980, 
and while NDR thinks U.S. demograph-
ics are in relatively good shape look-
ing forward, clearly the population is 
"more mature" now.

The last chart (below) shows legal 
immigration to the United States since 
1920. A surge in immigration during 

the 1980's-early 90's (considered pro-
growth at the time--due to both a Rea-
gan amnesty and George H. W. Bush's 
immigration reform) probably also 
helped keep wages down, and inflation 
pressures falling. The Trump program 
could see less immigration.

I get it that the world changed after 
the 9/11 terror attacks, and Trump says 
there will be doors in his "wall," but 
Reagan was pretty much for free trade 
and immigration.  Trump says almost 
the opposite.

For further study on whether or not 
"working age" population growth cor-
responds to GDP growth and produc-
tivity globally, see IE821A and IE821B.

 In conclusion, the bullish Trump nar-
rative is rational, and has a successful 
historical analogy. Nevertheless, the 
facts indicate the backdrop is very dif-
ferent from 1980-1982. I am skeptical if 
that will produce similar results, but I 
hope I’m wrong.

Yearly Data 12/31/1900 - 12/31/2050 (Log Scale)

(S01727)

Ratio of U.S. Population Age 35-49 to Age 20-34
Scale Left

( )
12/31/2015 = 91.9
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Legal Immigration to the U.S. (Thousands) Yearly Data 1920-12-31 to 2014-12-31
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Legal Immigration to the U.S. (Thousands) Yearly Data 1920-12-31 to 2014-12-31

1924 1929 1934 1939 1944 1949 1954 1959 1964 1969 1974 1979 1984 1989 1994 1999 2004 2009 2014

50
100
150
200
250
300
350
400
450
500
550
600
650
700
750
800
850
900
950

1,000
1,050
1,100
1,150
1,200
1,250
1,300
1,350
1,400
1,450
1,500
1,550
1,600
1,650
1,700
1,750
1,800

50
100
150
200
250
300
350
400
450
500
550
600
650
700
750
800
850
900
950

1,000
1,050
1,100
1,150
1,200
1,250
1,300
1,350
1,400
1,450
1,500
1,550
1,600
1,650
1,700
1,750
1,8002014-12-31 = 1016.52

Source:   U.S. Department of Homeland Security

http://www.ndr.com
http://www.ndr.com/invest/products/S01727.pdf?include=1
http://www.ndr.com/invest/products/HOT201612091B_C.pdf?include=1
http://www.ndr.com/invest/products/IE821A.pdf?include=1
http://www.ndr.com/invest/products/IE821B.pdf?include=1
http://www.ndr.com/invest/products/S01727.pdf?include=1
http://www.ndr.com/invest/products/HOT201612091B_C.pdf?include=1


DISCLAIMER

NDRG EDITORIAL BOARD

VENICE
600 Bird Bay Drive West 
Venice, FL 34285
(941) 412-2300

BOSTON
50 Federal Street
6th Floor
Boston, MA 02110
(617) 279-4860

ATLANTA
400 Northridge Road
Suite 515
Atlanta, GA  30350
(678) 303-0097

SAN FRANCISCO
50 California Street
Suite 1500
San Francisco, CA 94111
(415) 277-5477

LONDON
8 Bouverie Street
London
EC4Y 8AX
+44 (0)20 7779 8114

NED DAVIS RESEARCH GROUP

sales @ndr.com
www.ndr.com
(800) 241-0621

The data and analysis contained herein are provided “as is” and without warranty of any kind, either 

expressed or implied. Ned Davis Research, Inc. (NDR), d.b.a. Ned Davis Research Group (NDRG), any NDRG 

a�  liates or employees, or any third-party data provider, shall not have any liability for any loss sustained 

by anyone who has relied on the information contained in any NDRG publication. NDRG disclaims any 

and all express or implied warranties, including, but not limited to, any warranties of merchantability, 

suitability or � tness for a particular purpose or use.

NDRG’s past recommendations and model results are not a guarantee of future results. This 

communication refl ects our analysts’ opinions as of the date of this communication and will 

not necessarily be updated as views or information change. All opinions expressed herein are 

subject to change without notice. NDRG or its a�  liated companies or their respective shareholders, 

directors, o�  cers and/or employees, may have long or short positions in the securities discussed 

herein and may purchase or sell such securities without notice.

Using any graph, chart, formula or other device to assist in deciding which securities to trade or when to trade 

them presents many di�  culties and their e� ectiveness has signi� cant limitations, including that prior patterns 

may not repeat themselves continuously or on any particular occasion. In addition, market participants using 

such devices can impact the market in a way that changes the e� ectiveness of such device.

Further distribution prohibited without prior permission. For data vendor disclaimers, refer to 

www.ndr.com/vendorinfo.

Copyright 2016 (c) Ned Davis Research, Inc. All rights reserved.

Ned Davis
Senior Investment Strategist

Tim Hayes, CMT
Chief Global Investment Strategist

Joseph Kalish
Chief Global Macro Strategist

Ed Clissold, CFA
Chief U.S. Strategist

Brian Sanborn, CFA
Director of Research Applications

Founded in 1980, Ned Davis Research Group is a leading 

independent research � rm with clients around the 

globe. With a range of products and services 

utilizing a 360° methodology, we deliver award-

winning solutions to the world’s leading 

investment management companies. Our clients 

include professionals from global investment 

� rms, banks, insurance companies, mutual funds, 

hedge funds, pension and endowment funds, and 

registered investment advisors.

Generate alpha. Identify risk. Choose Ned Davis Research.

Macro

Sentiment

Fun
damental

Technical

Idea

360° APPROACH


