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The Election and the Economy 
Following the surprising election of Donald Trump and the 

news that Republicans had held on to the House and Senate, the 
stock market rallied.  Optimism on near-term economic growth 
may be warranted, but investors should also be realistic.  
Growth over the next couple of years will be restrained by the 
demographics (slower labor force growth) and fiscal stimulus is 
more likely to fuel inflation and boost long-term interest rates. 
 

Heading into Election Day, polls had suggested that Hillary 
Clinton would likely win enough Electoral College votes to gain 
the presidency.  However, given the uncertainties in polling 
results and turnout, Donald Trump still had a path to victory.  It 
boiled down to the key battleground states.  He won Ohio, 
where polls had had him ahead.  He won Florida and North 
Carolina, where the two candidates had been polling neck and 
neck.  That left him with a good chance to win if he could flip 
one of Hillary’s “firewall” states, Pennsylvania, Michigan, or 
Wisconsin, where she had been polling ahead in each.  He won 
Pennsylvania and Wisconsin (and likely Michigan), lifting him 
over the 270 Electoral College votes needed. 
 

A couple of weeks before the election, Democrats appeared 
to have a strong chance of regaining control of the Senate.  The 
Republicans were defending 24 seats this year.  The Democrats 
were defending 10 and needed to pick up four seats (five if 
Trump won).  They led in six of the Republican-held states, but 
that faded as the election neared.  Instead, Democrats flipped 
just two seats, leaving control with the Republicans, who also 
retained control of the House of Representatives. 
 

With Republicans controlling both chambers of Congress, 
President Trump should be able to achieve much of what he 
wants.  And with Trump in the White House, congressional 
Republicans should be able to get most of what they’ve wanted, 
including the repeal of the Affordable Care Act.   
 

Interestingly, we’re now hearing talk of fiscal stimulus (tax 
cuts or additional spending to spur growth).  Trump, like Hillary, 
promised more infrastructure spending during the campaign.  
However, getting that through Congress may be tough.  The 
House no longer has earmarks, which makes it difficult to reach 
a broad agreement on additional spending.  Moreover, 
members of the Freedom Caucus, an extension of the Tea Party 
Republicans, are expected to resist more spending. 
 

The one area on which all can agree is tax cuts.  The 
nonpartisan Tax Policy Center estimates that Trump’s proposed 
tax cuts would reduce federal revenues by $6.2 trillion over the 
next 10 years, and with the added interest expense, would add 
$7.2 trillion to the national debt.  However, it’s widely expected 
that tax cuts will be scaled back from what was promised.  The 

economy is already close to full employment.  Hence, large-scale 
tax cuts may be more likely to fuel bubbles. 
 

The budget deficit and national debt (which is the 
accumulation of past deficits) received little mention during the 
election.  It’s said that the federal debt only matters when the 
other party controls the White House, and it wasn’t clear who 
would win.  Additional infrastructure spending and large-scale 
tax cuts, on top of increasing expenditures on Social Security 
and Medicare, will require the federal government to borrow 
more.  Bond yields will be higher than they would be otherwise.  
The extra interest income should be helpful for retirees and 
other savers, but we’ll also see increases in mortgage rates and 
the cost of business borrowing. 
 

Could lower tax rates speed up economic growth and boost 
revenues and offset themselves?  Not likely.  While there is still 
some slack remaining in the job market, labor force growth has 
slowed, limiting the upside potential for growth.  That’s simply a 
reflection of the demographics (slower population growth) and 
expectations of moderate growth in labor productivity.  
Advances in robotics and artificial intelligence could lead to 
some significant labor savings in the years ahead, with displaced 
workers helping to relieve some of the impact of slower labor 
supply, but it’s hard to say with any certainty.  We could 
increase immigration to offset the demographic shift, but that 
seems like a non-starter. 
 

Trump campaigned on renegotiating or pulling out of NAFTA.  
Trade negotiations are extremely complex.  They take a lot of 
time and manpower.  Should Trump pull us out of NAFTA and 
other trade agreements, we could see a number of unfavorable 
developments.  Higher tariffs will add to consumer price 
inflation.  Retaliation or a full blown trade war would disrupt the 
global economy and hurt U.S. exporters. 
 

The bottom line is that financial market participants face 
uncertainty in the near term.  Tax cuts and infrastructure 
spending should support growth, but will boost the deficit and 
long-term interest rates.  Trade disruptions are a genuine risk. 
 

President Trump will appoint the next Fed chair.  Janet 
Yellen’s four-year term ends in February 2018 and her presence 
should provide some near-term stability.  Fed officials appear to 
be on track to raise short-term interest rates on December 14.  
Future policy moves will be data-dependent, but monetary 
policy expectations should adjust to the fiscal policy outlook, 
including the possibility of higher inflation. 
 

Longer term, the population dynamics (the aging population) 
will restrain the economy’s potential growth rate, leading to a 
more challenging environment for investors.  Market 
participants should be optimistic, but also realistic.   
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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 

10/14/16 0.33 0.46 0.66 0.83 0.99 1.26 1.73 2.46 1.099 1.219 104.10 1.317 5214.16 2132.98 18138.38 
11/04/16 0.38 0.52 0.62 0.80 0.95 1.24 1.79 2.56 1.112 1.255 103.02 1.341 5046.37 2085.18 17888.28 
11/11/16 0.48 0.59 0.72 0.92 1.17 1.56 2.15 2.94        

 

Recent Economic Data and Outlook 
Surprisingly, Donald Trump won enough electoral votes to gain 
the presidency.  Republicans lost seats in both chambers of 
Congress, but maintained their majorities. 
 
The stock market rose on the election results, boosted by 
optimism that reduced regulation, lower taxes, and increased 
infrastructure spending will spur economic growth and corporate 
earnings.  Technology and other sectors dependent on global 
economic growth were a little less enthused, fearing the 
possibility of disruptions to trade (or a possible trade war). 
 

 
 
Increased government expenditures (infrastructure spending) and 
tax cuts are expected to lead to a rise in the federal budget deficit 
and the national debt.  More government borrowing means lower 
bond prices and higher yields.  Interest rate-sensitive stocks were 
also affected by the shifting budget outlook.  The Fed remains on 
course to raise short-term interest rates in December, but higher 
inflation pressures could prompt a higher rate path next year. 
 

 
 

 
The shifting budget outlook also had an impact on the exchange 
rate of the dollar.  Canada and Mexico are our two biggest trading 
partners.  The peso fell sharply on fear that the U.S. might exit the 
North American Free Trade Agreement. 
 

 
 
Looking ahead to the 2018 mid-term elections, Democrats will 
be defending many more seats than the Republicans (25-to-8), 
and Democrats typically do not show up for the mid-term 
elections – meaning that the power in Washington appears set 
for the next four years, not just two. 
 
 
 

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. 

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 11/14  no significant econ data      
         Tuesday 11/15 8:30 Retail Sales Oct +0.5% +0.6% -0.2% unit auto sales edged up 
     ex-autos  +0.4% +0.5% -0.2% higher gasoline prices 
     ex-autos, bld mat, gasoline  +0.3% 

% 
+0.2% 0.0% lackluster core 

  8:30 Import Prices Oct NF +0.1% -0.2% still low 
     ex-food & fuels  NF 0.0% 0.0% no pressure 
  8:30 Empire St. Manf. Index Nov NF -6.8 -2.0 your guess is as good as mine 
  10:00 Business Inventories Sep +0.2% +0.2% -0.0% assumed +0.2% in advance GDP estimate 
         Wednesday 11/16 8:30 Producer Price Index Oct +0.5% +0.3% 0.0% some pickup in energy 
     ex-food & energy  +0.2% +0.2% +0.1% mild old core 
     ex-f, e, trade services  +0.2% +0.3% +0.3% moderate trend in new core 
  9:15 Industrial Production Oct +0.5% +0.1% -0.5% moderate 
   Manufacturing Output  +0.5% +0.2% -0.5% aggregate manufacturing hours rose 0.4% 
   Capacity Utilization  75.7% 75.4% 75.3% no threat to the inflation outlook 
  10:00 Homebuilder Sentiment Nov 63 63 65 seen about steady 
  1:15 Fed VC Fischer speaks     “Bond Market Liquidity” 
         Thursday 11/17 8:30 Jobless Claims, th. 11/12 260 254 265 holiday adjustment adds uncertainty 
  8:30 Consumer Price Index Oct +0.4% +0.3% +0.2% higher gasoline prices 
        year-over-year  +1.6% +1.5% +1.1% trending higher 
     ex-food & energy  +0.2% +0.1% +0.3% moderate core inflation 
        year-over-year  +2.2% +2.2% +2.3% steady 
  8:30 Real Hourly Earnings Oct +0.0% -0.1% -0.1 nominal earnings rose 0.4% 
  8:30 Building Permits, th. Oct 1195 1225 1152 a moderate pullback 
      % change  -2.5 +6.3 +0.7 single-family trend is strong 
   Housing Starts  1165 1047 1150 choppy, and likely to rebound 
      % change  +11.3 -9.0 -5.6 but watch for revisions 
  8:30 Philadelphia Fed Index Nov NF 9.7 12.8 strong in September and October 
  10:00 Yellen JEC Testimony     “The Economic Outlook” 
         Friday 11/18 9:45 Fed Gov Powell speaks     “The Global Trade Slowdown” 
  10:00 Leading Econ Indicators Oct +0.1% +0.2% -0.2% mixed 
         Next Week:         
         Monday 11/21  Treasury Note Auction     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 
  1:00 Treasury Note Auction     5-year notes 
         Wednesday 11/23 8:30 Jobless Claims, th. 11/19 260 260 254 some noise perhaps, but a low trend 
  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  NF 87.2 91.2 some reaction to the election 
  11:30 FRN Auction     re-opened 2-year FRNs 
  1:00 Treasury Auction     7-year notes 
  2:00 FOMC Minutes     still pointing toward December move 
         Thursday 11/24  Thanksgiving Holiday     markets closed 
         Friday 11/25 8:30 Adv. Econ Indicators Oct    markets close early 

  
This Week… 
Can we get back to the economic data?  Please.  The October 
figures on retail sales and industrial production should be 
consistent with moderate growth in the overall economy in the 
near term.  Inflation gauges are expected to reflect higher 
gasoline prices (amplified by the seasonal adjustment), with 
perhaps some signs of a mild up-creep in pipeline inflation 
pressure.  In an important late addition to the calendar, Federal 
Reserve Chair Janet Yellen will testify before the Joint Economic 
Committee on the economic outlook.  Expect Yellen to set the 
stage for a December 14 rate increase. 

Monday 
No significant economic data. 

Tuesday 
Import Prices (October) – Prices of imported raw materials have 
remained low, but may begin to pick up. 
 
Retail Sales (October) – Unit auto sales rose last month (although 
still down year-over-year).  Gasoline prices were higher.  Core 
retail sales are likely to have risen at a moderate pace, but 
results should remain mixed across sectors (expect continued 
strength in non-store retailers).  Watch for revisions.  
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Wednesday 
Producer Price Index (October) – Wholesale gasoline prices 
normally fall in October, so the seasonal adjustment will add an 
upward bias to the headline figure.  Core inflation should remain 
relatively low, but not as low as earlier in the year.    

  
Industrial Production (October) – Aggregate manufacturing hours 
(from the Employment Report) were reported to have risen 
0.4%.  Hence, manufacturing output should post a moderately 
strong gain.  Auto production should be flattening out, the trend 
evening out relative to sales.  

 

Thursday 
Jobless Claims (week ending November 12) – Adjustments for the 
Veteran’s Day holiday will add some uncertainty. 
 
Consumer Price Index (October) – Retail gasoline prices rose 
about 1.5%, but the seasonal adjustment expects -4.6%.  That 
should boost the headline figure and core inflation is likely to 
trend somewhat higher in the near term.  

  
Building Permits, Housing Starts (October) – Residential 
homebuilding is likely to remain mixed, with single-family 
activity on a moderately strong trend.  Multi-family activity is 
volatile.  Watch for possible revisions. 

Friday 
Leading Economic Indicators (October) – Mixed.  Positive 
contributions from a jump in the factory workweek and the 
slope of the yield curve should offset the negative contributions 
from the drop in ISM new orders, a moderate uptick in jobless 
claims, and a retreat in building permits. 
 

Next Week … 
A bunch of data arrive on Wednesday, but who cares?  Markets 
are closed on Thursday for the Thanksgiving holiday. 
 

Coming Events and Data Releases 

November 29 Real GDP (3Q16, 2
nd

 estimate) 
CB Consumer Confidence (November) 

November 30 ADP Payroll Estimate (November) 
Fed Beige Book 

December 1 ISM Manufacturing Index (November) 

December 2 Employment Report (November) 

December 14 FOMC Policy Decision, Yellen press conference 

December 26 Christmas Holiday (markets closed) 

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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