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In “The New World”, the band X sings:

“Honest to goodness

The bars weren’t open this morning

They must have been voting for the president of something...
It was better before

Before they voted for what’s-his-name

This was supposed to be the new world”.

“Don’t stop thinking about tomorrow
Don’t stop, it’ll soon be here
It’11 be, better than before

Yesterday’s gone, yesterday’s gone”. Fleetwood Mac, “Don’t Stop”
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OVERVIEW AND CONCLUSION

What marketplace consequences will ensue from Donald Trump’s surprising “populist” victory?
Much obviously depends on how successfully the new President implements his campaign
agenda. Some aspects of his plans in principle and practice require clarification. And he might
elect to change his current political views and aims. However, at present one should assume this
leader generally will seek to accomplish the broad outlines of his recent messages, particularly in
the economic arena.

In trade and several other matters, the President retains substantial freedom relative to Congress.
However, even though the Republicans control the Senate and House of Representatives, passage
of the new President’s proposed legislation is not guaranteed. The Republican Party has
significant divisions. Senate Democrats, as they control well over 40 seats, likely can block many
executive branch proposals.

Moreover, in a globalized and multipolar world, America’s political and economic fields, even
after dramatic change such as that represented by Trump’s triumph, of course do not move
independently of other realms. In addition, numerous assorted and entangled variables and trends,
not just those closely linked to the 2016 election and American political (economic) scene,
influence financial marketplaces in the United States and elsewhere. Besides, benchmark interest
rate, currency, stock, and commaodity benchmarks themselves intertwine. The economic game,
like the political one, moves as it plays.

*kk*k

With such complexities and caveats in mind, let’s concentrate on three key parts of the American
and global financial marketplace pictures, the United States Treasury 10 year note, the broad real
trade-weighted US dollar (“TWD”), and the S+P 500. The long run yield trend for the UST
probably is up. In the near term, the dollar will challenge and perhaps break modestly above its
January 2016 high. However, as time passes and the new President and his friends fight to
implement his policies, the trade-weighted dollar probably will embark upon a notable bear trend.
Though it is a very difficult call, the S+P 500 probably will not surpass 8/15/16’s record high at
2194 by more than five percent.



To some extent, and although not exclusively, the patterns of rising interest rates and the
(eventually) weaker dollar probably will derive from a growing lack of domestic and international
confidence in American political and economic leadership and policies. America’s ongoing
severe political and other cultural divisions likely will interrelate with this eroding trust. The
passing and outcome of America’s Election Day 11/8/16 did not bury the nation’s substantial
conflicts. Widespread support for Trump and Sanders showed that American “populist”
ideologies, whether within so-called right wing/conservative congregations or left wing/liberal
fraternities, likely will not soon surrender their attractiveness or fervor. But the “establishment”
(elites) have not fled the battleground or abandoned their doctrines.

UPCOMING MARKETPLACE ADVENTURES

“Fasten your seatbelts, it’s going to be a bumpy night!” advises Margo Channing in the movie
“All About Eve” (Joseph Mankiewicz, director)
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The aftermath of Trump’s victory saw the UST 10 year note yield jump sharply, breaking above
3/16/16’s 2.00 percent. Yet recall that UST yields had been climbing higher several months prior
to his win; recall 7/6/16’s 1.32 percent bottom. US inflation expectations also have ascended
since early summer. The St. Louis Fed’s measure of expected inflation (on average) for the five
year period that begins five years from today has risen from 1.41 percent (7/5/16) to over two pc
recently (11/10/16’s 2.06pc).

Why should US Treasury 10 year note yields keep rising from current levels around 2.25 percent?

First, America’s debt was rather lofty and likely to trend higher over the next decade (and
probably thereafter) even before Trump’s win. See the Congressional Budget Office’s “An
Update to the Budget and Economic Outlook: 2016 to 2026 (8/23/16; this study did not include
Trump’s plans). Second, and very importantly, most experts believe Trump’s (Republican) tax
and spending (think of infrastructure projects to help make America great again) proposals, if
enacted, will result in even more massive budgets deficits. Gaping budget holes, especially those
lasting for several years, represent a demand for cash to fill them. Who will do so, and at what
price? For many months (a long time before the November 2016 election), foreign official
institutions have been notable and consistent net sellers of UST notes and bonds (next Treasury
International System/TIC release is 11/16/16). See the essay “Running for Cover: Foreign
Official Holdings of US Treasury Securities” (10/13/16).

Moreover, the Federal Reserve Board, which has for several years repressed the Federal Funds
rate (and thus the government yield curve) at artificially low levels, again has hinted it will
gradually normalize rates. The next Fed meeting is 12/13-14/16. Admittedly, inflation
benchmarks such as the consumer price index and personal consumption expenditures have not
marched above the Fed’s beloved two percent target. The Fed nevertheless nowadays likely will
be more inclined to push rates higher. Not only is the election past, but also the likelihood of
monumental US fiscal stimulus (huge budget deficits) encourages rate hikes. In addition, headline
unemployment is around the Fed’s goal. Asset prices such as stocks (S+P 500) and real estate
have soared from their international economic disaster depths.

In his political apprenticeship on the campaign trails, Trump criticized Fed rate suppression.
Perhaps he should have been more careful regarding the higher policy rates for which he



implicitly asked. Since Trump and others criticized the Fed for keeping rates on the ground floor,
they hardly can complain (at least for a while) about upward Federal Funds rate moves.

In addition, keep in mind that the Fed for several years engaged in mammoth money printing
(quantitative easing). Although the Fed ceased QE, it has not reversed its money printing actions.
Thus though some inflation measures (such as the CPI) are low, even before the election 2016
outcome, there arguably was potential for eventual inflation ascents as a consequence of the Fed’s
ardent QE monetary stimulus. Assuming the new US political regime enacts hefty individual (and
corporate) tax cuts and embarks on its infrastructure schemes, Trump’s festive tax and spending
party will intertwine with this earlier Fed money printing extravaganza. Also, the European
Central Bank and Bank of Japan continue to print money.

Signs of US wage inflation have appeared. There remains some pressure to boost the minimum
wage. Would a big infrastructure plan, if it occurs a time of low headline unemployment, lift
labor prices? Also, suppose the US deports a significant number of illegal (undocumented
foreign) workers; that will tend to push wages and thus interest rates higher, though gurus can
guarrel as to how much.

Suppose inflation marches higher and sustains levels around the Fed’s two percent weathervane.
To (finally) give savers (creditors) a decent return relative to inflation, UST rates obviously
should be above that goal. Focus on the UST 10 year. A one pc premium (100 basis points)
makes the UST 10 year yield 3.00pc, well above current levels. The 6/11/15 top was 2.50pc.
Above that stands 1/2/14’s 3.05pc peak. A two pc premium makes the UST 4.00pc. Obviously,
no guarantee exists that the inflation level, if it advances, will halt at two percent (or that the Fed
immediately will fight vigorously to contain inflation once it touches two pc).

Suppose US government (and many other related) interest rates rise from low levels. Will current
debt holders start to run for the exits? Supply from those sellers of “old” debt may supplement the
US government’s effort to sell “new” securities to finance tax cuts and spending programs.

Finally, suppose America imposes tariffs to ensure “fair” trade. Viewed alone, this perhaps will
tend to increase the price of goods and services sold in the US. Of course other nations may
respond. Some may cut prices to retain access to the American marketplace. Or, a genuine trade
war could help weaken world (and US) GDP and keep prices and rates low.
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Higher US government rates are not inevitable. Worldwide economic growth is sluggish in many
regions. Inflation remains “too low” in many places. Key central banks such as the European
Central Bank and Bank of Japan continue to gobble up their government debt securities as part of
their money printing campaigns. Such diminution of supply tends to drag their rates lower. As to
some extent global yield curves of major industrial nations interrelate, repressed rates overseas
help to keep US ones low.

Commodity prices in general (for example, the broad Goldman Sachs Commaodity Index), and
particularly within the petroleum complex, though they stand well above their first quarter 2016
trough, remain feeble relative to their spring 2011 and mid-year 2014 summits.

The global petroleum marketplace has high inventories and remains oversupplied. OPEC oil
ministers gather 11/30/16. Will that group formally agree upon and actually implement specific
crude oil production cuts? To what extent will key non-OPEC players such as Russia agree to
reduce, or at least freeze, production?



Plus not all potential risks are inflationary. Distressing economic (or political) phenomena may
inspire fearful “flights to quality” into the supposedly safe haven UST constellation.
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The broad real trade-weighted US dollar’s (“TWD”) January 2016 plateau was 100.9. (monthly
average, March 1973=100; Federal Reserve Board, H.10). The ascent to this height was long
running; recall July 2011°s major bottom around 80.3. After this steep 25.7 percent climb, the
TWD depreciated 4.8 percent to 96.1 in April 2016. However, it thereafter appreciated again,
moving back over 96.7, its key March 2009 pinnacle during the 2007-09 global financial disaster.
As of November 2016 to date, it probably stands close to January 2016’s height.

The nominal broad trade-weighted TWD, unlike the broad real TWD, has daily data. The nominal
broad TWD made its high on 1/20/16 at 126.0. The nominal TWD toppled 6.3pc following its
January 2016 summit to 118.1 on 5/2/16. However, as of 11/10/16 (the most recent data point), it
was 125.6, bordering January 2016’s top.
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Assorted variables account for the broad real TWD’s dramatic rally from July 2011 to its January
2016 height and its renewed advance from April 2016’s depth up to and after the November 2016
US election. This foreign exchange story of course is more complicated than a brief list can
detail. Factors influencing particular nations (or regions) relevant to individual US dollar cross
rates can vary, sometimes substantially. And the TWD has twisted and turned during its overall
upward travel; obviously the TWD has faced bearish considerations over this time span.

But in any case, the US economy’s relative strength in comparison to that of many other
advanced (OECD) nations likely encouraged the TWD’s bull move. The Fed’s highly
accommodative monetary policy eventually became less lax than that of the European Central
Bank and Bank of Japan. Note also slowdowns in GDP growth in various key
developing/emerging nations such as China. The strengthening dollar itself pointed to and
arguably helped to encourage fears regarding debt problems and growth rates in many emerging
nations. Commodities in general slumped from spring 2011 and particularly from mid-year 2014
elevations. The UK’s shocking late June 2016 Brexit Leave outcome underlined ongoing political
(and economic) divisions within the European Union (and Eurozone) landscape, not just within
individual countries.
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A survey of the trading weights with the broad real trade-weighted dollar offers insight regarding
not only dollar appreciation prior to the 11/8/16 election of Trump (and Republican control of the
Senate in addition to the House of Representatives). It also offers guidance regarding the further
TWD climb since America’s vote to change political regimes.

What are the current largest percentage weights for countries within the broad real TWD? China
captures a 21.9 percent share in the TWD. The Euro FX represents 17.1pc (United Kingdom is an
additional 3.7pc), Mexico owns a 12.6 percent share, more than Canada’s 12.0 pc and Japan’s
6.3pc.

The incoming President’s policies in theory and practice will not affect America’s trading
partners (he might call them competitors) in exactly the same way. Trump threatens tariff
increases. Such boosts, if instituted, likely will target or otherwise affect some trading partners
(such as China and Mexico) more than others. So will “tearing up” or dramatically changing



existing trade agreements (picture NAFTA). In any event, the new US political leadership
arguably in general will make it more challenging for key American trading partners to maintain
(or expand) exports into the huge American marketplace unless they depreciate their currencies
relative to the dollar.

The incoming President’s campaign threats of building a wall and deportation obviously
particularly threaten Mexico’s currency. Will America designate China as a currency
manipulator? One also should look at broad real effective exchange rate levels and trends of
various countries. For example, China began depreciating its broad real effective exchange rate
several months ago, long before the advent of Trump. Low commodity prices particularly
influence exchange rates of key commaodity producers such as Canada and Mexico.

Europe retains its own sets of political and economic challenges. Substantial populist enthusiasm
in Europe (in the European Union in general and in the Euro FX zone as well) existed prior to
Trump’s victory, and that event perhaps will enable Europe’s populists to gain further ground in
coming months. The UK’s Brexit process remains a contentious work in progress. Populist
movements are strong in France, Italy, and elsewhere. Moreover, Europe’s sovereign debt
problems (recall the crisis on the so-called “periphery” of a few years ago) have not disappeared.
Greece is one example. In any case, potential further fracturing (and perhaps break-ups)
ominously looms over the European political and economic theater.
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Many believe Trump’s tax and spending proposals are bullish for US corporate earnings and thus
the S+P 500.

The incoming President, as well as many Democrats, support jumps in infrastructure spending.
New legislation pursuant to Trump’s tax proposals, if enacted, would cut US corporate tax rates.
Such policy moves arguably would help to boost corporate earnings and thus support stock
prices. Also, the President and his allies intend to cut individual tax rates. With more money in
consumer hands, there should be a related boost in consumer spending, right? Greater US
consumer spending may lead to greater US corporate profits, yes? So at least in the short run, if in
general these proposals become law, American GDP probably will start to expand faster. A very
recent Financial Times headline shouts: “Trump sticks to $1tn [yes, trillion] stimulus and tax
cuts” (11/12-13/16, p1). See also the Tax Policy Center’s “An Analysis of Donald Trump’s
Revised Tax Plan” (10/18/16). If US corporations are successfully prodded to repatriate earnings
held overseas, that process also eventually may assist domestic expansion.

*kk*k

The Clinton campaign proposals included increasing taxation on top-earning “haves” and a more
burdensome capital gains tax regime. If she had won, these policies arguably would have
pressured US stocks. Her election defeat surprised most pollsters and pundits; her loss, as it
eliminated such tax risks, probably helped to fuel the S+P 500 rebound after Trump’s win.

Note too that although the S+P 500 tumbled sharply (6/23/16 at 2113 to 6/27/16’s low at 1992 is
about 5.7pc) after the rather surprising Brexit “Leave” vote, it thereafter quickly rebounded.
Perhaps some equity players saw an opportunity for a reprise of the post-Brexit stock rally
following the 2016 US election.

*kk*k

How long and how far will this post-election surge in the S+P 500 continue? Though it is a very
difficult call, the S+P 500 probably will not exceed 8/15/16’s record high at 2194 (a 20pc rally



from 2/11/16’s bottom at 1810 is 2172; 1/20/16 low 1812) by more than five percent. A five
percent jump over 2194 gives about 2304. The likely time for a significant S+P 500 peak is
“around” first quarter 2017. For the S+P 500, this would be a one year calendar bull move from
its first quarter 2016 trough and eight years from the first quarter 2007 major bottom (3/6/09 at
667). In this context, keep in mind that the broad real trade-weighted dollar has established
various key pinnacles in calendar first quarter (see the discussion below)

Keep in mind the S+P 500’s important 5/20/15 high at 2135, as well as five, ten, and twenty
percent falls from an important top above the August 2016 elevation. A five percent fall from
8/15/16’s plateau was 2084 (note 11/4/16’s close at 2085; incidentally, 2082 was 12/19/15’s
notable drop-off point).

CHANGING OF THE GUARD?!

In the Old Testament, Ecclesiastes 1: 9 declares: “there is no new thing under the sun.”
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Does rather widespread current faith about a US stock price boom recall marketplace enthusiasm
during the later stages of the Goldilocks Era? Or, are we instead in some brave new world?

In any case, entrancing sermons, devout faith, and fevered optimism will not by themselves make
Trump’s “Make America Great Again!” plans succeed over the long run. Even before Trump
won, America’s federal debt was rather high and forecast to climb significantly further over the
next decade (Congressional Budget Office, “An Update to the Budget and Economic Outlook:
2016 to 2026”). Trump’s enthralling vision requires a massive amount of additional borrowed
money relative to (above and beyond) the CBO forecast. The cost of Trump’s assorted budget-
busting tax cuts and spending plans likely will be a massive further expansion in federal debt of
five to seven trillion dollars over the next ten years. Debt as a percentage of GDP will soar,
probably to over 100pc over that span. See “The Committee for a Responsible Federal Budget
(9/22/16) and the Tax Policy Center (10/18/16) viewpoints. Such borrowing demands, especially
if accompanied by rising inflation, likely will propel the ongoing longer run trend of rising US
government (and related) interest rates. Such higher US yields probably eventually will endanger
not only S+P 500 strength, but also the success of Trump’s economic plan.

Resistance for the UST 10 year at 2.50 percent (6/11/15 top) and 3.05pc (1/2/14 high) is not that
distant from current levels. What if inflation overshoots the Fed’s two percent target? The 2/9/11
3.77pc high (2/9/11) to summits around 4.00pc (6/11/09 and 4/5/10)/4.27pc (the 6/13/08 global
financial crisis drop-off point should not be forgotten. Calendar 2017 will usher in the tenth
anniversary of the Goldilocks Era’s UST 10 year yield pinnacle, 6/13/07’s 5.32pc.

What if OPEC finally implements policies to cut back overproduction and thereby propels oil
prices significantly higher?

Stocks indeed bounced up after the Brexit vote. However, dovish central bank talk assisted this
outcome. In contrast, nowadays the odds favor Federal Reserve tightening.
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Substantial and growing American indebtedness may undermine confidence not only in the US
economy but also in the broad real trade-weighted dollar. Foreigners own a substantial share of
US government debt. How long (or at what yields) will foreigners fund America’s awesome



fiscal expansion? Would Trump ever threaten to renegotiate towering US debts? The NYTimes
website (5/6/16) declares: “Donald Trump’s Idea to Cut National Debt: Get Creditors to Accept
Less™.

Despite Republican control of the Presidency and both Houses of Congress, substantial potential
remains for ongoing sectarian conflict and legislative gridlock.
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Maybe the situation in America is and will remain more promising than that in other advanced
and emerging marketplaces. However, US debt and interest rate trends indicate that marketplace
voyagers should pay close attention to the broad real trade-weighted US dollar pattern. A
sustained spike in UST yields eventually may reflect (confirm; encourage) US dollar weakness
rather than dollar strength.

A one percent venture over January 2016’s 100.9 TWD elevation gives 101.9. A five percent
rally through that ceiling equals 105.9, a ten pc spike about 111.0. A TWD five percent fall from
100.9 gives 95.9.

Marketplace history is not marketplace destiny, and history need not repeat itself, either entirely
or even in part. However, several crucial TWD marketplace pinnacles have occurred during the
first quarter of the calendar year. In addition to the important January 2016 top, recall the TWD’s
critical summit in March 2009 at 96.7. Other major TWD peaks include March 1985’s record
128.4, February 2002°s 112.8, and January 1973’s 107.6 (107.0 is a thirty-three percent climb
from the July 2011 major bottom at just under 80.3). Therefore observers should look for the
emergence of a bearish trend in the TWD to emerge “around” first quarter 2017.

Inauguration Day for President Trump is 1/20/17. Thereafter, the world will see and assess in
practice what he and his cohorts officially propose and actually accomplish. Coincidentally,
Inauguration Day 2017 is the one year anniversary of the high in the nominal broad trade-
weighted US dollar.
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The current overall international debt burden is arguably rather significant. Though debt can
assist growth, it does not inevitably do so. Upcoming rather ravenous US federal debt demands
compete with debt financing needs elsewhere. The US government is not the only sovereign with
substantial debt (picture Japan and Greece). See the IMF’s Fiscal Monitor (October 2016).
Corporate debt (as in China) is substantial in many domains. And watch US consumer debt.
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Suppose that in the near term the TWD does not weaken much (if at all) relative to current levels.
That leaves emerging stock marketplaces vulnerable to a renewed decline. The MSCI Emerging
Stock Markets Index (“MXEF”; from Morgan Stanley) is a benchmark for emerging stock
marketplaces. Recall the sustained bull move in the TWD encouraged the related bear travel in
emerging marketplace stocks that ended in first quarter 2016.
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After the US election, the Mexican peso cross rate versus the US dollar collapsed to around 21.20
(compare the 19.92 low versus the dollar on 9/26/16). It thus rests far under 3/9/09’s 15.59 floor
during the mournful worldwide economic disaster (compare the peso’s 8/4/08 cross peak at 9.86).
As much of Mexico’s trade is with the United States, some of the peso depreciation in recent
months against the dollar reflected the improving fortunes of Trump and his rhetoric.



Recall the Mexican peso crisis and devaluation of two decades ago. Is Mexico relatively (merely)
peripheral to the United States and the global economy? The appearance and consequences of the
dreadful crisis on the European “periphery” (recall Greece, Portugal, and other nations) surprised
many marketplace mavens and political pundits.
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Significant populist political (economic) movements (whether rightist, leftist, or some other label)
exist in Europe and elsewhere. The Brexit outcome and the Trump victory surely inspire populists
(and arguably especially those on the right wing).

Suppose persuasive populist parties campaigning on a platform of “Change” defeat the
establishment (elites) and win overall national power (or at least capture substantial practical
influence) in one or more other key countries. Will the populist leaders (and perhaps even with
the assistance of some lurking members of the establishment) relax budget discipline via higher
spending/lower tax schemes? Such tax and spending sprees arguably will encourage higher
interest rates in the countries engaged in them.
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The world obviously is much different from three decades ago. However, in 1986-87, rising
interest rates accompanied by a falling dollar eventually helped to create weaker American (and

other) stock marketplaces.
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In general (and admittedly with various upward and downward swings), what were the broad
“overall” trends for the UST 10 year note, the S+P 500, the broad real trade-weighted dollar, and
petroleum prices in recent years? Marketplaces of course did not move precisely together. Yet
UST note yields fell (until July 2016), the S+P 500 soared, the TWD (after July 2011) marched
much higher, and oil (until first quarter 2016) slumped.

Of course America is not the only nation on the world stage. Of course Trump and other populists
are not the only participants in political and economic games. And of course numerous other
entangled variables influence marketplace levels and trends and opinions regarding them. But
suppose “Trump equals CHANGE”. Suppose further that the rise of Trump and his success
includes (represents) the rise of populism in general around much of the globe, as well as a
related decline of the so-called establishment (and establishment doctrines favoring
“globalization”). Might this imply eventual change in several long-running marketplace trends? If
it does, UST yields would rise rather dramatically from their July 2016 depth (the Brexit vote
preceded the UST yield bottom). The mighty S+P 500 bull pattern would switch decisively to a
bearish (or at least a sideways) trend. The strong TWD finally would weaken fairly significantly
(or at least venture sideways rather than up). Despite the current global oil oversupply, if OPEC
and non-OPEC producers “finally get their act together” and slash output, petroleum prices may
challenge or surpass their 2016 highs.

*kk*k

For further marketplace analysis, see essays such as “US Election 2016: Rolling and Tumbling
(11/6/16); “Running for Cover: Foreign Official Holdings of US Treasury Securities” (10/13/16);
“Adventures in Wonderland: Commodity Currencies” (9/26/16); “Games People Play: American
Real Estate” (8/28/16); “Ticking Clocks: US Financial Marketplaces” (8/8/16); “Playing in the
Band: OPEC and Oil Prices” (10/25/16); “‘Populism” and Central Banks” (7/12/16); “China:
Behind the Great Wall” (6/7/16).
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