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Bush struts his stuff, and the market applauds.  

As a newly re-elected and re-energized George W. Bush strode to the podium shortly before 
11:30 am yesterday to open his first post-election press conference, stocks were little changed 
on the day. After losing steam late Wednesday despite the earlier confirmation of Bush's victory, 
the market's cautious mood was no doubt underpinned by a "news" report in the morning 
papers suggesting the administration's second-term policy options could be severely limited by 
budget and trade deficits and the looming Social Security shortfall. At the conclusion of the 
briefing forty minutes later, the Dow was nearly 50 points higher, en route to its best day of the 
year, up nearly 180 points, while the S&P 500 closed at its highest levels since March 2002, 
after a gain of more than 1.6%.  

With today's blowout jobs report showing payroll gains of 337 thousand last month, we are 
resisting the temptation to declare that everything is going right all at once, but it certainly 
appears that political-economic forces are moving into highly auspicious alignment. Most 
encouraging was the unmistakable message delivered by President Bush yesterday that he 
intends to seize on his decisive victory at the polls to advance a pro-growth agenda that builds 
on his already-impressive first-term policy achievements. "I earned capital in the campaign, 
political capital, and now I intend to spend it," Bush said, putting Social Security and tax reform 
at the top of his list of objectives.  

It was a near perfect-pitch performance by the president. From the outset, he showed full 
appreciation for what the chances afforded not only by his own re-election but by the bolstering 
of GOP majorities in both houses of Congress mean for his second-term domestic policy 
priorities. "The new Congress," he said, "will have serious responsibilities and historic 
opportunities. To accelerate the momentum of this economy and to keep creating jobs, we must 
take practical measures to help our job creators, the entrepreneurs and the small business 
owners." As the questioning proceeded, Bush made it clear that means tax reform that "rewards 
risk" and is revenue neutral. "I don't believe we need to raise taxes," he said. At this point, 
obviously, the details of such a reform proposal remain undefined. Clearly, however, a revenue-
neutral package that cut rates, further reduced the double taxation of income, closed loopholes 
and broadened the base would have highly salutary growth effects.  

Whether it was his intent or not, the president then presented a masterful rebuttal of yesterday's 
alarmist New York Times story which proclaimed that the "ballooning budget deficits…could 
constrain the president's choices far more than they have in the first term." Against the 
deadening influence of such wrong-headed conventional economic wisdom, he made clear that 
he understands that the federal budget's relative deficit/surplus posture primarily reflects the 
broad economic setting, not vice versa. After acknowledging that spending discipline has an 
important role to play in deficit reduction, Bush launched into a fairly detailed exposition on the 
economics of budget balance. "The other way to make sure that the deficit…decreases is to 
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grow the economy," he said. "As the economy grows, three will be more revenues coming into 
the Treasury. That's what you have seen recently….The deficit is less than we thought because 
the revenue is exceeding projections….With good economic policy that encourages growth, the 
revenue streams begin to increase. And as the revenue streams increase, coupled with fiscal 
discipline, you'll see the deficit shrinking." 

Despite the dogged efforts of some mainstream media diehards like the New York Times to 
continue painting economic prospects in the most dreary shades of gray, we suspect that with 
election day having passed, the media characterization of economic conditions could become 
significantly rosier. The shift may have already begun. It's hard to imagine that with its partisan 
shading of economic news during the campaign, ABC News would have reported on the jobs 
data the way it did today: "This is a very strong number, with gains across the board in every 
sector but manufacturing. It's been a good week for the economy. Today's job number tops off a 
welcome drop in oil prices and gains in the stock market. The outlook for Christmas, previously 
bleak, improves with this report." During the heat of the election battle, the report most likely 
would have focused on the lack of manufacturing jobs. 

Meanwhile, encouraged as we are by the flow of political-economic factors, we're by no means 
overlooking the dollar's continued fall this week against foreign exchange and gold. To an 
extent, it appears the currency is responding to increased speculation regarding the ability of US 
to continue attracting financial flows sufficient to finance its budget and current account deficits. 
In the final analysis, however, the currency's value will be determined by the Fed's efforts to 
balance the supply and demand for dollar liquidity. As long as it maintains the pace of rate hikes 
to normalize its policy stance from its still-easy posture, further downside dollar risk should be 
limited.  
 


