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Wave of Strong Data Greets New President

President-elect Donald Trump, now just weeks away
from beginning his term as president, campaigned success-
fully by portraying the U.S. economy as broken, failing and
saddled with regulation. Yet the data that is ringing out the
current president’s final days in office suggests underlying
strengths that will both facilitate and complicate the aggres-
sive agenda envisioned by the new administration.

Certain policies, such as cuts in corporate and per-
sonal tax rates, will cheer small businesses and other con-
stituencies. Other policies, such as private and public infra-
structure investment meant to drive job creation, will run
up against the reality that unemployment (though not job
quality) is at low levels that are historically associated with
full employment. Already, the Federal Reserve is signaling
the need for more-restrictive monetary policy, even as the
new president and Congress are getting ready to enact sig-
nificant fiscal stimulus. The potentially rapid unwinding of
the Affordable Care Act, without clear and economically
sound alternatives in place, threatens to mute some of the
“Happy Days Are Here Again” sentiment currently found
throughout Washington.

Some of the positive data — particularly diffusion
indexes that are effectively sentiment measures — are a di-
rect expression of optimism regarding the new team in Wash-
ington. Equally true is that the U.S. economy has core
strengths that were obscured in the past few years by un-
common volatility in currencies, commodities and energy,
as well global disruption related to the intensifying war
against terror.

In any event, the incoming president will begin his
term in a much-more-friendly environment than greeted
President Obama eight years ago. The opportunity to enact
significant change, along with generally solid economic
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conditions, has cheered investors — who expect a good start
to the stock-market year at the very least and (assuming some
success in enacting a “change agenda”) a potential return to
consistent double-digit gains in the early Trump years.

CONSUMER, INDUSTRIAL ECONOMY
FLASHING POSITIVE SIGNS
While some investors identify the “Santa Claus Rally” as
any upward movement in stocks during December, the gen-
erally accepted definition is a positive surge in the week be-
tween Christmas and New Year’s Day. Reaching back to the
final trading week before Christmas, investors were cheered
in the days leading up to Christmas by November existing
home sales, which rallied for a third consecutive month. Ac-
cording to the National Association of Realtors, existing home
sales rose 0.7% from October to a seasonally adjusted an-
nual rate (SAAR) of 5.61 million homes in November.

The November SAAR was the highest since February
2007, and was also 15.4% higher than the existing homes
SAAR of 4.86 million reported a year earlier in November
2015. Strong activity also drove home prices higher. The
median existing home price (for all housing types) for No-
vember 2016 was $234,900, up 6.8% from $220,000 in No-
vember 2015. Existing home prices have now risen on an
annual basis for 57 consecutive months.

New home sales data for November, released on 12/
23/16, also affirmed the strong trend in the housing sector.
The November new home sales SAAR of 592,000 rallied
5.3% from October and was much stronger than the 575,000
consensus forecast. In November, two forces may have been
driving both existing and new home sales: the still-low level
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of mortgage rates, and fears that low rates will not last.
Economists expect December home sales data to be

impacted by the Fed’s mid-December rate hikes, but not that
deeply. This early in the rate cycle, the desire to get a favor-
able mortgage rate before it’s too late is still superseding the
depressive effect of higher rates on buyer qualification.

With consumers remaining positive on the housing sec-
tor, the University of Michigan’s final Consumer Sentiment
reading for December came in at 98.2 — its highest level
since 2004. In this survey, an uncommonly high percentage
of consumers (18%) specifically pointed to the expected fa-
vorable impact of Trump’s policies on the economy. That is
about twice the percentage who cited the incoming president
in 1981, when President Reagan was ready to take office.

Two days after Christmas, with trading desks at skel-
eton-staff levels, the Conference Board reported that Con-
sumer Confidence shot to a 15-year high in December. The
index gained 4% month over month to reach its highest level
since 2001. Once again, survey respondents specifically
pointed to the expected lift from the incoming president’s
policies. Within the survey, the Future Expectations compo-
nent surged by 12% month over month and reached a 13-
year high.

The industrial side of the economy sent its usual mixed
message. Total durable goods orders for November declined
4.6% month over month, reversing October’s 4.8% gain. But
this datapoint is distorted by commercial aircraft orders, which
are inherently lumpy. Durable orders excluding transporta-
tion were up 0.5% in November, better than the 0.2% fore-
cast — although down from 0.9% in October. And so-called
core capital goods orders, which strips out both aircraft and
defense orders, were up 0.9% in November after a 0.2% gain
in October.

Non-defense capital goods orders excluding aircraft are
considered a proxy for business spending plans. The Novem-
ber surge was driven by demand for machinery and primary
metals, in a sign that the depressive impact of weak Energy-sector
capital investment may have started to moderate.

On the first trading day of 2017, stocks were initially
buoyed by positive news on construction spending and the
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ISM index. U.S. construction spending in November rose
0.9% from October (which had risen 0.6% from Septem-
ber) and hit its highest level in 10 years. In addition to afore-
mentioned gains in residential construction, spending was
positively impacted by non-residential building and govern-
ment construction activity.

Total construction spending in November came in at a
$1.18 trillion SAAR, the highest level since April 2006. In
terms of manufacturing, the Institute for Supply Manage-
ment (ISM) said its index of national factory activity, or pur-
chasing managers’ index (PMI), rose 1.5 percentage points to
54.7 in November — the highest level since December 2014.

CONCLUSION
From a technical perspective, after a high-single-digit per-
centage run for most stocks (and more for small-caps) since
the election, a certain amount of retracement is possible.
Fundamentally, investors who delved deeper into the ISM
PMI data were confronted with an 11 percentage point surge
in the ISM’s Prices index, which was up for a 10th straight
month and which reached its highest level since 2011.

The sector winners in 2016 included a traditional yield
sector (Telecom) but also Energy and Basic Materials, which
represent “wealth in the ground.” Given that wealth in the
ground sectors are seen as providing an inflation hedge, in-
vestment trends appear to reflect a growing concern that
inflation could reemerge in 2017.

But let’s not get ahead of ourselves; the new president
has yet to take office and his honeymoon period has yet to
begin. But late in December, as the dollar was surging to
new highs, oil prices were at their highest in 18 months.
That represents a potentially worrisome break in the strong
dollar-weak commodities trend that typically prevails, at a
time when a big slug of Trumpian stimulus is coming down
the pike.

As the bull market enters its ninth year, it is worth
remembering that bull markets do not die of old age. Their
demise is usually linked to recession, a bursting asset bubble
— or inflation. We would be particularly mindful of pricing
trends in 2017.

Jim Kelleher, CFA,
Director of Research
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