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The Trump Policy Narrative

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

Nevertheless, | 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 |
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, | have a skepti-
cal nature. As | 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
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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. |
am not sure if a drop from 39.6% to 33%
has the same kick in terms of incentive.

U.S. Top Marginal Income Tax Rate

Yearly Data 1913-12-31to 2016-12-31
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K K Monthly Data 1/31/1973 - 10/31/2016 (Log Scale)
Purchasing Power Parity -- U.S. Dollar vs Euro
149.1 11491
1457 + Actual Rate 10/31/2016 = 91.03 Purchasing Power Parity Using the Long-Run 11457
142.4 | (—) Averaging Approach of Historical and Current 11424
1392 | PPP Rate 10/31/2016 = 80.11 Inflation and Exchange Rates 1 139:2
136.0 L (—) (Shown With 10% Bands) 11360
132.9 11329
1299 ¢ U.S. Dollar % Over/Under Valued 11299
126.9 - vs. Euro = 13.6% 1126.9
1240 11240
1212 + {1212
With inflation soaring, and the U.S. 18.4 11184
. . 1157 ¢ Dollar Overvalued vs. Euro  { 115.7
dollar weak in 1980, interest rates also ik 1
soared making our currency “King Dol- iégg r 1 i(l)gg
lar.” This helped greatly to bring infla- 105.5 11055
tion down. See 1230 (at right) with an }gg; ] igéé
undervalued, multi-decades low U.S. 98.5 - N 1 985
. 96.2 N e S {962
dollar in 1980, versus a strong and 940 1 i > . 1 940
overvalued dollar currently. g(‘)g I / A ] z;g
: ; : 8771 ' ’ a7
Also, inflation started to plunge in a7l (11, ' 1 457
1980 (see E700, below), but it seems to 83.8 1 1 838
.. . . 81.9 1 819
be on the rise, increasing from -0.2% in 800 | L 1 500
April 2015 to 1.6% currently. 782 ’, . 1782
76.4 | A . 1 764
a1l {747
73.0 - "o A 130
73t o 4713
w1t 1 69.7
68.1 | 1 68.1
66.5 1665
65.0 1650
63.5 1635
62.1 F Source: Bloomberg Finance L.P. Dollar Undervalued vs. Euro NDR Modified Concept Courtesy: McKinnon and Ohno 62.1
L B L A B T L
(1230 1975 1980 1985 1990 1995 2000 2005 2010 2015
. Monthly Data 1/31/1962 - 10/31/2016
Consumer Price Index (Year-to-Year Change)
«—<Forecast of Falling Inflation Rates 10/31/2016 = 1.6%
14 4 14
12 r Correct Signals: 73 % 1 12
Inflationary Mode GPA: 4.6%
10 r Disinflationary Mode GPA: 3.3% 1 10
Buy-Hold GPA: 3.9%
8 4 8
6 4 6
4 4 4
> Ld 1,
0 VT T T Forecast of Rising Inflation Rates B 0
2 . 4 -2
Source: Bureau of Labor Statistics
—r 1 T 1 T L L L Y L L L L L R B
1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015
21 E High Inflationary Pressures 4 21
18 4 18
15 4 15
12+ 4 12
9 4 9
6 - ,, JLA Y AN N (L A Y IR | SO || IR (SN S I P I ,,, N | S D O B Y 6
3 b Neutral [ i 3
Zone \ |
0 r JRL I I By o L 1 0
|
30r ] 4 -3
-6 L] f 4 -6
o + Wk - ‘ 4 9
12+ et e N 4 -12
-1s | 4 -1s
-18 b : 4 -18
Source: Ned Davis Research, Inc. Low Inflationary Pressures 10/31/2016 =7
(E700) NDR Inflation Timing Model -- Signal Basis

Please see important disclosures at the end of this report. 2 www.ndr.com | Periodical | Issue #HOT201612091


http://www.ndr.com
http://www.ndr.com/invest/products/E700.pdf?include=1
http://www.ndr.com/invest/products/I230.pdf?include=1
http://www.ndr.com/invest/products/E700.pdf?include=1
http://www.ndr.com/invest/products/I230.pdf?include=1

NED DAVIS RESEARCH GROUP Ned's Insights: Institutional Hotline | DECEMBER 9, 2016

S&P 500 Index vs. Long-Term Treasury Bond Yield Weekly Data 1966-03-11 to 2016-12-02
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L. Quarterly Data 12/31/1951 - 6/30/2016
Government Debt - Its Growth Rate - And the Cost of Servicing the Debt
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Stocks were very cheap relative to Gross Domestic Income in 1980-1982. 5702A (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.
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Monthly Data 1/31/1968 - 11/30/2016
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Finally, | 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.

| 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 |E821B.

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. | am skeptical if
that will produce similar results, but |
hope I'm wrong.
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