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If the Trump administration is so chaotic, why are markets so resilient and risk-embracing?

As we visit with and talk to clients around the world every day, we see a Update to
strong consensus that despite the pro-growth potential of the Trump strategic view
presidency, little will actually come from it because of the apparent chaos

in_his new administration. The latest chaos is the resignation of National US STOCKS, US

MACRO: Clients are

Security Advisor Michael FIy_nn, and reports,of leaks alleging dea_llng_s with i ng s they are skeptical
Russia by the Trump campaign, with Trump’s opponents comparing it to that Trump's growth
Watergate and talking about impeachment. Trump tweets that the leaks agenda can survive the
are “illegal,” and typical of Washington and the “failing” New York Times. apparent chaos that

seems to have engulfed

L . his administration. But
o We are much more optimistic. To be sure, there is the outward stocks are at all-time

appearance of chaos (we wouldn’t dare to play the drinking game highs, volatility is near all-
proposed by Scott Adams, that you turn on CNN tonight and take a  time lows, risk premia and
shot every time someone uses the word “chaos”). credit spreads have
o . narrowed, and there aren’t
o Remember, for the medla_, it is absolutely stentlal as a matter of even any dips to buy. The
dollars and cents to exploit the greatest Cinderella story ever told. chaos is mostly a
e Both Trump’s opponents and Trump himself feed it. His opponents ma“UfaCéUl;EdA"US'OE;
think it will wear away at confidence in him. For Trump it’s an g%?:ﬁﬁg tﬁletg?eg]tizslta
entre_:preneurial management style that breaks Washington norms,  cinderella story ever told,
and it cements his position as the Tribune of the People. by Trump’s opponents
o But the key is that markets are acting as though the chaos doesnt  trying to portray him as
really exist. /t’s “fake news.” US stocks are at all-time highs. The T“”p'es'qe”t'a" and by
e L2 rump himself who
VIX measure of S&P 500 volatility is near the lowest in history believes his improvisations
(please see the chart below). You barely get dips to buy anymore.  are required as the
Tribune of the People. We

. . . . are turning from the era of
= VIX S&P 500 option-implied volatility index “secular stagnation” to a

new epoch of revived

70 “animal spirits” which has

60 produced unconventional
leaders globally. There is

50 always headline-risk —
remember that Reagan

40 was shot just 69 days into

30 his first term. And there
are always corrections. But

20 this seeming chaos is a
feature, not a bug.

10

0 [Strategy dashboard]

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

Copyright 2017 Trend Macrolytics LLC. All rights reserved. This document is not to be forwarded to individuals or organizations not
authorized by Trend Macrolytics LLC to receive it. For information purposes only; not to be deemed to be recommendations for buying
or selling specific securities or to constitute personalized investment advice. Derived from sources deemed to be reliable, but no
warranty is made as to accuracy.


https://www.nytimes.com/2017/02/13/us/politics/donald-trump-national-security-adviser-michael-flynn.html
https://www.nytimes.com/2017/02/14/us/politics/russia-intelligence-communications-trump.html?_r=0
http://nypost.com/2017/02/15/dan-rather-warns-flynn-scandal-may-be-the-next-watergate/
http://nypost.com/2017/02/15/dan-rather-warns-flynn-scandal-may-be-the-next-watergate/
https://www.theguardian.com/commentisfree/2017/feb/14/mike-flynn-resignation-trumps-nightmare-begun-mar-a-lago
https://twitter.com/realDonaldTrump/status/832197515248275456
http://blog.dilbert.com/post/156679738146/introducing-the-chaos-drinking-game
http://blog.dilbert.com/post/156679738146/introducing-the-chaos-drinking-game
https://www.youtube.com/watch?v=bg8lSyGavc4
https://en.wikipedia.org/wiki/Tribune_of_the_Plebs
http://trendmacro.com/strategy

Yields on safe-haven assets have risen as demand for them
evaporates. Equity risk premia worldwide have narrowed, as have
credit spreads.

e You can say this is evidence of complacency. You can say the
market is fragile and overdue for a correction.

o Talking to clients, we sure don’t see complacency. That said, we
don’t see any serious fear, either. What we see is a great deal of
skepticism and mystification.

¢ How do we square the quiescent behavior of markets with all that
skepticism and mystification? Perhaps it’s too glib, but we might
argue that while there is a great deal of uncertainty about what'’s
ahead, the distribution of possible outcomes is strongly skewed to
the positive.

e Obviously, whether real chaos or fake chaos rules this day, there is
always potential headline-risk. Remember what happened to
Ronald Reagan just 69 days into his first term: he got shot.

e |t was a stunningly unexpected turn of events, and it goes to show
you how fate can intervene in human affairs and the market. The
would-be assassin John Hinckley fired six shots, the first five of
which struck three people other than Reagan. The president was in
the back seat of his limousine, and a sixth wild shot ricocheted off
the open armored door, changed direction 90 degrees, went inside
the car, and struck Reagan within a quarter-inch of his heatrt.

o As itturned out, that particular chaos was instrumental in
establishing Ronald Reagan’s popularity and power.

We are emphasizing to clients that, in the Trump presidency, we are
seeing epoch-making changes in the conduct of politics and policy world-
wide. It is a revolution of devolution, the transfer of power from centralized
authorities to the people who are the only true source of their power. The
colorful and eccentric leaders who have emerged from that devolution
revolution — from Mariano Rajoy in Spain to Narendra Modi in India, from
the advocates of Brexit in the United Kingdom all the way to Donald J.

This is not what we mean by “devolution”
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Trump and beyond — are the effects, not the causes, of a renaissance of
“animal spirits” of the global economy (see “2017: It's Bigger than The
Donald” December 30, 2016).

e When you hear some digressive, improvised, hostile statement by
Trump at a news conference, or read one of his bullying tweets,
frame them within the idea of what John Maynard Keynes meant
when he wrote of “animal spirits” in his 1936 masterwork, The
General Theory of Employment, Interest and Money.

¢ Coming from the father of modern economics, the term “animal
spirits” is especially subversive. It is a confession that for all the
fancy formulas of economists, economics is in fact the result of the
unpredictable attitudes and actions of people — no, not even that, of
people as “animals” — and not their rational minds, but their “spirits.”

e Itis a stark confession that economic activity is an expression of
culture, in fact the kind of self-organizing social system emergent
from chaos — yes, “spontaneous order” from chaos! — that Keynes’s
archrival Friedrich von Hayek described.

e This framework implies that even if, somehow, Trump is felled by
some headline-risk event, the movement toward faster global
growth — finally perhaps exiting the era of “secular stagnation” — will
go on without him. Indeed, Trump himself frequently calls it “the
Movement.” Perhaps on some level he gets that it's never been
about him, or any other individual. It's always been about Hayek’s
emergent-from-chaos self-organizing non-system that is human
culture, which produces, among other things, an economy.

e So don’t expect Trump to become “more presidential” or to stop
improvising or stop tweeting. This is the style demanded by today’s
animal spirits (see “Make My Inauguration Day” January 23, 2017).

o We urge clients to recalibrate their expectations and their norms for
political discourse and political processes. In the decade-plus of
secular stagnation, we've become used to a stagnant — and
infantilizing — style of communications from government. We're
entering a new epoch of animal spirits, in which that style is going
to be a lot more animalistic. That’s a feature, not a bug.

Bottom line

Clients are telling us they are skeptical that Trump’s growth agenda can
survive the apparent chaos that seems to have engulfed his administration.
But stocks are at all-time highs, volatility is near all-time lows, equity risk
premia and credit spreads have narrowed, and there aren’t even any dips
to buy. The chaos is mostly a manufactured illusion, promoted by the
media exploiting the greatest Cinderella story ever told, by Trump’s
opponents trying to portray him as “unpresidential,” and by Trump himself
who believes his improvisations are required as the Tribune of the People.
We are turning from the era of “secular stagnation” to a new epoch of
revived “animal spirits” which has produced unconventional leaders
globally. There is always headline-risk — remember that Reagan was shot
just 69 days into his first term. And there are always corrections. But this
seeming chaos is a feature, not a bug. ¥
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