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The First 100 Days

Jack P. Mcintyre, CFA |

President Trump just completed his first month in office and to call the first 30 days eventful would be an
understatement. With more than two months to go, I'm offering a couple ideas on what investors would like
clarity on during the remainder of Trump’s first 100 days in office.

Fiscal Stimulus

People have tried to draw parallels between presidents Reagan and Trump, so | thought I'd resurrect a popular
phrase from the 80s: “where’s the beef?” in terms of economic stimulus. Executive orders, diplomatic relations,
and cabinet picks are getting all of the attention right now. The president has already spent a lot of his political
capital during his first month, and has offered few details regarding his fiscal policy initiatives that would
benefit U.S. businesses, such as regulatory reform, tax reform, and a stimulus package. Despite the absence of
details, indicators like small business confidence have recently soared. Check out the Chart of the Moment for
more on small business optimism.

Reform

So far the president has gone after the “low hanging fruit,” such as the decisions that mainly lie within the
Executive branch or can be influenced by it. However, President Trump will need help from Congress to make
impactful and lasting changes to the U.S. economy. That means real regulatory reform, not just saying the plan

is to eliminate two regulations for every new one. As for corporate taxes, will they truly be reformed or will

there be a simple tax cut? Infrastructure stimulus will by far be the most ambitious plan and will take time to
iron out details like public and private partnerships and weed out proposed funding for bridges to nowhere from
meaningful and necessary projects.

Even if details on Trump’s fiscal package emerge during his first 100 days, | don’t think the U.S. economy will
benefit from the effects of his pro-growth policies until the back end of 2017, or 2018 at the earliest. There are
still influences like the dollar, bond yields, and commodity prices that are slowing down U.S. economic
activity—more on those later. Hence, there’s a timing mismatch between existing headwinds to the U.S. economy
and actually implementing fiscal stimulus. Equity market performance shows this disparity.

Tighter Monetary Conditions

The lack of details may also put the Federal Reserve (Fed) in a holding pattern regarding its 2017 dot plots.
Chair Yellen recently told Congress that a March rate hike was still on the table, but | suspect the Fed wants the
market to view every meeting as a live meeting. Furthermore, | think the Fed will backload its rate hikes during
2H17. President Trump’s trade and fiscal policies, along with dollar strength, will also factor into the Federal
Open Market Committee’s (FOMC’s) decision to tighten. In terms of inflation, I think the Fed will weigh cyclical
factors like the growth rate, the output gap, and labor market tightness more closely than secular issues like
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globalization, automation, debt, and demographics.

Trade Policy

The investment community as a whole, including the Fed, is waiting for the president’s trade proposals. Trade
was at the centerpiece of Trump’s campaign, and we still need clarity on his actual trade policies. Protectionism
is redistributive, not pro-growth like the rest of his agenda. If the U.S. does go down this protectionist rabbit
hole, unintended consequences to the global economy will be very high; | believe the odds of a worldwide
recession will meaningfully increase. Even if U.S. exports become more competitive, what's the point if our
trading partners lose the ability to import American goods? The Smoot-Hawley Tariff of 1930 is an example of a
seemingly insignificant piece of legislation that ended up having enormous unintended consequences. | think
the world economy hasn’t forgotten the impact of Smoot-Hawley and hopefully President Trump understands
that the global economy is not a zero-sum game. But in the meantime, countries that run a trade surplus with
the U.S. may be in store for some fiery rhetoric from President Trump.

The U.S. Dollar

As the Fed mulled rate hikes over the last two years, we've continually said that a strong dollar environment is a
form of tightening. Rising bond yields and oil prices will only further tighten financial conditions. Therefore, I'm
not sure who supports a weaker dollar even more, the Trump Administration or the Fed. Both should take the
dollar into account in setting policies. So far, the administration has used rhetoric to manipulate the dollar—it
has fallen against most currencies since President Trump’s inauguration—while the Fed only tightened once in
2016 due to the universally strong dollar.

Outlook

We are still constructive on U.S. economic growth—the chance of a recession is a long shot in our opinion—but
we think 1Q17 will come in closer to 4Q16’s growth rate of 1.9% rather than 3Q16’s 3.5%. The reason for this
lower growth rate is the dollar’s strength since May 2016, which at the margin, is a drag on economic growth.
The back up in bond yields since last July is also at the margin a drag on economic activity, particularly housing
as mortgage rates increase. So throw in rising energy prices with rising real estate prices, and we can expect the
burden to fall squarely on the shoulders of the consumer.

Groupthink is bad, especially at investment management firms. Brandywine Global therefore takes special care
to ensure our corporate culture and investment processes support the articulation of diverse viewpoints. This
blog is no different. The opinions expressed by our bloggers may sometimes challenge active positioning within
one or more of our strategies. Each blogger represents one market view amongst many expressed at Brandywine
Global. Although individual opinions will differ, our investment process and macro outlook will remain driven by
a team approach.
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