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Jim Bianco, President, Bianco Research: Good
morning, everybody. This is Jim Bianco. Welcome to
the conference call.

Summary

Let's see, what are we going to talk about today. Can
the dovish tone from the Fed, and there was even
more dovish tone from the Fed today outweigh some
of the bearish tones in the market. The Federal
Reserve has talked about this idea of they're going to
be patient and they're going to be flexible. Today in
the Wall Street Journal there was a story by some
Fed staffers, but no one official other than the
Kansas City Fed said that they might back off of
reducing the balance sheet earlier than most people
think.

Call me skeptical. The reason | say call me skeptical
is the Fed spent 18 months telling us markets don't
matter for policy, markets don't matter for policies.
Then the market dives in December and they're
trying to tell us that they're going to tear all this up
and now they're just going to let the market dictate
policy. | do believe they're going to let the market
dictate policy for now, but if it stays at these levels or
lower the answer is yes they're going to talk very
dovish. If the market rallies, | suspect the Fed is
going to go right back to some of their hawkish talk
about wanting to raise rates. They're not going to sit
there and watch the economy continue to advance
and not think that they need to raise rates and
reduce

the balance sheet, like they did a month ago, before
the markets declined.

After that, there are a number of bearish factors we
need to address starting with the big two. The U.S.
economy and especially the European economy are
slowing quite a bit. This is a big problem, especially
in Europe. There's a lot of uncertainty. I'll show you
some charts on the uncertainty stuff that is slowing
everything down.

The next thing that we'll need to look at is earnings.
Earnings are really decelerating quite quickly. Now
this could be a little deceiving because what we're

talking about is 2019 earnings, first quarter, second
quarter, all of 2019. 2018 earnings is still benefiting
from the year over year comparison of 35% tax rate
to 22% tax rate, but 2019 is put on the same tax
rate. Q1 estimates are now under 2%, and that is
below the inflation rate. And so earnings are really
just decelerating.

Predicting a recession, | did want to talk about the
big problem with predicting recessions. This was the
topic of my last call, but I do think it's worth
mentioning again. No recession has ever been
predicted by the consensus, ever. I'll show you some
charts on that. Don't expect this one to be predicted
as well either. They never are as well.

The shutdown, | think we're at a very important
moment with the shutdown right now. My fear is that
the shutdown is going to become a much bigger
deal. Just as this call was starting there was stuff, a
news flash on my computer screen, that said that
LaGuardia airport has been closed because of a lack
of FAA staffing. Here we go with the blue flu out
because they're not being paid. This is going to one,
either force the shutdown to end here soon, or it's
going to continue for a while. Now why would it
continue for a while, because the polling data, as I'll
show you in a second, is not showing any one side
or the other is being punished. Let me blunt about
this, the media is anti-Trump, they highlight the data
this is down for Trump, but the reality is it really isn't
moving either way.

Now the point about this is the American public
needs to make up their mind. Either punish Trump
and he'll cave, or punish or have Trump's approval
rating go up punish the Democrats and they'll cave.
But if you don't punish either both sides will dig in,
both sides will say good the FAA is going to shut
down LaGuardia, that's going to force the other side
to capitulate and we continue to go. | think we're at a
moment now in the shutdown where we're either
going to get a deal now, now being the next few days
to several days, or | have a feeling or my fear is this
bleeds into the debt ceiling. March 2nd we hit the
debt ceiling. I'll explain that when | get there. When
we hit the debt ceiling then all of a sudden the
shutdown becomes part of the debt ceiling, becomes
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rolled up into one big ball of wax, and then the
stakes go up quite a bit as well too.

Finally, 1 want to talk a little bit about the balance
sheet and the outlook for interest rates. | still don't
think that there's a lot of upside in interest rates. That
would also suggest a bear flattening might be
coming.

Economic Growth Trends

Okay with that said as a backdrop, let me turn us to
the second page here on our handout at here, | want
to talk about the economy and | want to talk about
the slowing of the economy. My favorite Powell
guote, which I'm going to use quite a bit as we go
forward from here over time, "There really is no
reason to think that this cycle can't continue for quite
some time, effectively indefinitely,” Jay Powell said
on October 4th. I'll get back this quote a little bit later,
but | do think that this was part of that October 4th
speech when he also said that rates could go up a
lot more that really bothered the market quite a bit.
But within that, if you look at the data, you'll see that
what we've got is we've got the data all moving much
lower over the period.

Economic Growth Trends
igroup Econ 1 Change Indice:

Now this is the CitiGroup economic change data.
What is the CitiGroup economic change data? That
is that one half of the surprise index. All you need to
know about this is that zero on the chart is your one
year average. It measures economic data coming in
versus its one year average. Below zero means that
the U.S. in blue, the G10 countries in green, and
emerging markets in red are all below zero and
they're all heading lower. They're below their one
year average and they're heading much lower as we
go forward from here. The data is weakening.

U.S. Economic Data Is Weakening

Let's look at the U.S. data and how it's weakening.
Now you can break down this data change into two
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categories: the hard data or the official components
in blue, and the soft data, or the surveys in orange.
What jumps out at the chart is two things. First of all,
there's been a big dive down in the soft data where
the hard data has been moving sideways. What has
been weakening in terms of the economic data over
the last several weeks or so has been the survey
data. That's what's been the big weakening.

Survey-Based Data Collasping
Citi US Data Change Indices

......

Now what is causing the survey data to weaken? If
you read the stories theyll say the shutdown is
causing it, trade is causing it. Let me violently
disagree with that. The survey data has always been,
and I've written about this for many years, driven by
the stock market. When you ask purchasing
managers their question, because remember the
purchasing managers is a survey, when you ask
business confidence, when you ask consumer
confidence, and any other survey in between,
whether it's the regional Fed surveys as well, these
are abstract questions. How is your business doing,
well | can answer that. How is the general outlook for
business. That is a question the NFIB asks. The
general outlook for business, no one knows how to
answer that question. What's the weather like in the
United States? It's minus three degrees as | speak
here in Chicago. If you're watching the golf
tournament, it's 75 degrees. It's everywhere.

So what do you do to answer that question, the
general outlook in business, you describe the stock
market. What | think this big dive down in the last
month was December stock market, was the
damage that the stock market did on the psyche.
That's where | think that we are. What will it take to
get confidence to go back up would be a massive
stock market rebound. Maybe that's underway now,
we'll see if it is. We've roughly retraced 50% of it as
well.

One other word about these surveys. Recall that with
these surveys I've not been a big fan of surveys. |
think we way over read the meaning of surveys
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except when they make jarring moves. When the
surveys shot up right after Trump was elected into
March of 2017, they were right, we were about to
have a year of very strong growth. When they dove
down into the $26 crude oil collapse and stock
market collapse in March of 2016 and November of
2011, they were right, we went through a period of
weaker growth. But everything in between, if you're
not sitting at some kind of an extreme in these
surveys, | think we tend to way over read what they
mean. What's happening in the U.S. is we're seeing
a slowing in the economy. The official data is not
slowing as much, but the sentiment data is hard on
its low. Now if it rebounds strongly, then that would
be something good, otherwise not.

ISM Manufacturing PMI SA

| w1l o ||||||||| | || 110 ||| |||| | |l | _l|||||| I||I|||||
||| T ||||| ||||| | IIIl||II||I I I| | I| ||II'I‘I' L) ||||||

Now just a quick word about how the sentiment data
works. Here's the ISM purchasing manager's index.
December's number fell 5.2%. You've got to go back
to the great recession to find something like that. Did
purchasing manager's business change that much in
December, or was that inspired by the stock market?
| think that that was inspired by the stock market is
what we saw there.

Similarly, on the next chart if you look at consumer
confidence, the January number in consumer
confidence fell 7.6% from 98.3 to 90.7. That is one of
the four or five largest one-month declines in
consumer confidence we've seen in the post-crisis
era. July 10, March 11, August 11, and December
12th were also big stock market decline months.
What's got sentiment down? | think what's got
sentiment down here is the stock market.
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University of Michigan Consumer Sentiment
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Europe& Slowing Economy

EU Real GDP Median Forecast

Let's stick with economies and let's talk about
Europe. Europe's economy is slowing. There's GDP
for the Euro zone. It's down to .2. You can see that
pretty much in the post-crisis era you've got to go
back, this is about the slowest growth we've seen in
the last five years out of Europe right now. You can
see here this chart shows you the median forecast.
The red line is for Q4 for Euro zone GDP, the blue
line is for Q1 of 2019, and the orange line is for Q2.
All you need to see here is that we've got a big down
trend going, and we are at some of the lowest
numbers we've seen for European growth over the
next couple of years.




Bianco Research, L.L.C.

Economic Actors In The EU Are Very Worried
Citi EU Soft vs. Hard Data Change Indice

W Citi EU Data Change - Hard Data (Official Releases) Component
Citi EU Data Change - Soft D:

R

The orange line is the soft survey data. Europe's
data is as bad as it's been on the soft survey data
that we've seen for the last six or seven years. Their
hard data is slightly below zero. But is definitely the
case in Europe that the survey data is very bad right
now. Now that could be driven a lot by yellow vest
protests, political instability out of Italy, and of course
Brexit.

Brexit, What Will Happen?

W Will the UK et Brexit referendum by Mar. 31, 20192
Will the United Ki icially Brexit by March 29
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Here what we're looking at on the chart on slide nine
is the betting for Brexit. | highlighted two outcomes
for Brexit. One is that there's an official exit of Brexit
by March 29th in orange. That is 31%. The other one
is that there will be a second referendum announced
by March 31st. That is 28%. If you add that together
that is 59%. That means that there's 41% other.
What is that 41% other? | think it's a combination of
two things. | think it's a combination of one it is that
there could be a hard Brexit that they just leave
without any deal, and two it could be that there's
great uncertainty as to what's going to happen with
Brexit.

One of the things I've talked about with politics that |
personally detest is some of the theater of politics. I'll
use the Kavanaugh hearing. We had the Kavanaugh
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hearing, then comes the Kavanaugh vote. The
media goes and asks all the 100 Senators how are
you going to vote, and the 100 Senators tell them
how they're going to vote and they announce it. It's
written in the paper exactly what the vote is going to
be, but you should tune in, stop what you're doing,
watch the vote because it's very important. Well they
already told, yeah the vote's important, but they
already told us what they're going to vote. The act of
voting is that, and that is a metaphor for all of
politics. A lot of politics we already know what the
outcome is going to be, we just have to get there.

Brexit is an exception and so is the shut down. We
do not know, what the shut down less so, Brexit we
do not know what the outcome is going to be. The
reason Theresa May put the vote up to the
parliament last week and intentionally let it fail was
the thinking was if it failed by less than 100 votes
they could maybe tweak the deal and get 100 people
to switch. But because it failed by 230, they don't
think they could have tweaked the original deal to get
it to switch. The point is they don't know what to do.
No one knows what to do.

Why is the UK economy not collapsing, because
there's this great hope that will sort it out. That might
not be misplaced, but this is definitely a problem with
uncertainty in the economy is that no one is really
quite sure what's going to happen next. There's just
a hope that it will work out. This is usually not the
case. In the case of the shut down, we don't know
exactly when or how, but we know that the shut
down will end. It will end at some point. There will be
a deal. The government is not permanently shut
down. We're still trying to work out some of the
deals. But Brexit's a little bit different.

Global Earnings Revision Index

How is this manifesting itself in the global economy?
Here is a chart from CitiGroup called the global
earnings revisions index. They look at the consensus
of all of the global companies and have the analysts
track global stocks. They look at their revisions and
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they put it together as an index, how they're
changing their earnings outlooks. You can see that
by early January we were at the lowest level in 10
years, or thereabouts. You needed to go back to the
great recession to find a time that earnings were
being cut this much. The analysts are hacking
earnings, and theyre hacking earnings quite
aggressively right now across the globe.

Is Poor European Confidence Driving Earnings
Revisions?

Europe plays into this in a big way. How so? Let me
take the next chart. The next chart here, the orange
line on this chart is that soft data survey | showed
you a couple of charts before out of Europe, and the
blue line is the earnings revision index. They're
essentially the same thing. They go up and down
together. The bad sentiment in Europe is showing up
in analysts forecasts and analyst outlooks that
they're very worried about the global economy.

Is Poor European Confidence Driving Earnings Revisions?
3-Week Average

It also might be showing up in the way that the stock
market is trading. The S&P 500, here we're looking
at returns from June 30th, June 30th equals zero on
this chart, is the change in the S&P 500 is in the blue
line. Then the green line is the 125 companies with
the largest U.S. revenue exposure or the smallest
foreign exposure to revenues. The orange line is the
125 companies with the biggest foreign exposure to
revenue. The foreign exposure to revenue
companies have been underperforming rather to the
U.S. ones. Now this is a combination of | think that
the global earnings numbers are going down and the
European economy is not doing well, overseas is
doing poorly, and a fear about trade. This is showing
up in the way that the markets are trading right now.
The way that the markets are trading is they're
suggesting to you that you should be more focused
on the U.S. than you should be on global economies.
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Comparing Returns Based On Foreign Revenue Exposure

Slowing Earnings Expectations

Speaking of the U.S., let me jump to the next chart,
earnings expectations in the U.S. | looked at the
global numbers and | talked about how they're going
down. Here's 2019 earnings expectations. The blue
line on the chart is the year over year growth for the
S&P 500 for the full year. This is the year end, so this
is in 11 months. What are the analysts expecting for
earnings, it is 6.68%. Then if you look at some of the
other lines, if you want to know what ex-energy is in
red, ex-technology is in orange, ex-financials is in
green. We're under 7%, but notice that right at the
stock market peak earnings expectations have been
going down and they have been going down quite
hard.

2019 S&P 500 Earnings Expectations

But if we were to detail that, this chart here, what we
show is the black line is the inflation rate on the
chart. You can see where the inflation rate has been
relative to what is expected for earnings growth.
Remember this is a median of the 500 companies,
this is all the analysts' estimates, median for the
analysts' estimates for each individual company, all
500 averaged together. For the first quarter, which is
in red, we are under the inflation rate. We're at 1.68.
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2019 S&P 500 Operating Earnings Expectations

A little bit later this morning we'll get the update to
this, but we're at essentially, let's just call it
essentially zero real growth on earnings for the first
guarter. That is a problem. The second quarter is not
much better. It is under 4%, 2% real. Notice its trend
is straight down. It's still got another three months so
that it can be cut before it winds up becoming an
actual as well too. Then the blue line on the chart is
the 2019 that | showed you on the previous chart as
well too. Earnings in the U.S. are not doing very well.

What have we talked about so far? The economy is
slowing, especially out of Europe. What's driving it
lower is the sentiment. It's very poor right now.
You've got great uncertainties going on out of Brexit,
out of unrest in Europe, and a general slow down
going on in Europe, which is scaring them. It is also
showing up in the U.S., but the slow down in the soft
data | think is more stock market driven from
December. That's manifesting itself in the global
earnings revision, and the U.S. earnings data is all
looking not good. The fourth quarter will be okay.
Remember that the fourth quarter will be okay
because the fourth quarter will largely be a function
of the tax cuts for the U.S., but it's really about
guidance and it's really about looking forward into the
first quarter and the second quarter, and that's where
we see some issues.

Probability Of A Recession

Let's talk about recessions. | do want to emphasize
this. This is a little bit of what | talked about in the
last call. | want to emphasize this because | think it's
important, the way that recessions come, because |
think people have missed or forgotten what they are.
Janet Yellen was on stage with Jay Powell on
January 4th. "I don't think expansions die of old age.
Two things usually end them. One is financial
imbalances," that's the Fed speak for a crash in
financial markets, "and the other is the Fed." Thank
you Janet for admitting that the Fed kills expansions.
"... And usually the Fed ends an expansion,” she
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corrected herself, "because inflation has gotten out
of control the Fed needs to tighten to bring it down."
I'll disagree with that.

The Fed thinks inflation has gotten out of control,
murders the economy, and | use that word
specifically because look at what Bernanke said in
the next one. "But as Janet says, "expansions don't
die of old age. I'd like to say they get murdered." The
leading murderer for an economy is the Federal
Reserve. They do it on the guise that they think
inflation is coming back. That's why they murder it.
They then tell themselves it was necessary because
if they didn't do it we would have had inflation and
that would have been worse.

Recession Probability - Jeremy Piger Model

h
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A model put together by Jeremy Piger. He is an
economist at the University of Oregon. He works with
Tim Duy who's a lot more higher profile. He uses the
four indicators that the MBE or the recession dating
committee uses to determine when a recession
begins. It's a very good contemporary model. I'm
using this model for one reason and one reason
only. | think it's a good contemporaneous model.
That's what | wanted to say. | don't think it
necessarily gives you any insight.

In January, we're at 3.9%. Oh, okay. So we've got no
worries about a recession. Well, in July of 1990, we
were at 7%. That was the month that the recession
started. Three months later we were at 85%. We
went from 7% to 85% in a heartbeat. In January of
2001, we were at 10%. In February we were at 48%.
In March, the month the recession started we were
at 70%. For the Great Recession, in December we
were at 7.5%. That was the month it started. By
March, we got to 85%.

What | want to show you is, yes we're 3.9%. Yes,
we're not looking at a recession, but what this model
shows you is when we go into recession, it moves up
70 or 80 points in 60 days. That's the way it works.
You go from 3.9% to 80, recession. What just
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happened? That's the way it works on how we get a
recession. Now why do recessions work that way?
Because the mistake that everybody makes when it
comes to a recession is, | use this analogy and I'll
use it again. If I'm in this situation we're watching a
fire fight, |1 could see the biometrics of the soldiers.
I'm kind of using a sci-fi Hollywood version of this. |
see their heart rate, | see their blood pressure and |
see their temperature. Hey, they're all fine. There's
no problem. They're all healthy and they're engaged.
Then one of them gets hit by a bullet and they're
dead. That's exactly the same mistake we make with
the economy.

You hear economists say, "There's no chance of a
recession because employment is doing this and
GDP is doing this and retail sales are doing this,
industrial production is doing that. That's not the way
you predict the recession. That's never going to tell
you recession. What you want to be worried about is,
if somebody's murder the recession to use
Bernanke® term. December | think was about that.
To kind of highlight this a little bit more, the
Philadelphia Federal Reserve does a survey of
professional forecasters. You can see in the bottom
chart, they ask how many forecasters they answered
a particular question.

They Never See A Recession Coming
Probability of Decline in Real GDF in the Next Four Quarters - Average of A Survey of Professional Forecasters

JWWW

Number Of Profession

So for the fourth quarter, 31 of the forecasters asked
the question what is the probability of a decline in
real GDP in the next four quarters? So, over the next
four quarters, what is the probability that we'll see a
negative print on real GDP? This chart goes back to
1970. That's when they first started asking this
guestion. So you've got almost 50 years of data. |
highlight on this chart 50% no one has ever
predicted a recession. They're all shaded. This chart
has never been above 50% in 50 years, 0 for 6. If
you're waiting for the GDP data and you're waiting
for the industrial production data and the payroll data
to tell you a recession, then you know what you need
to do is you need to go back to Piger's model and
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remember, it will go from 4% chance of recession to
85 in 60 days.

And in those 60 days, the recession has started and
you've missed it. So do not listen to those that say
look at GDP, look at payrolls. | don't see recession.
Wrong metrics. Look at your soldiers. Their heart
rates are fine, their blood pressures are fine and
then they get hit by a bullet and were killed. That's
what you have to worry about is if the Federal
Reserve or a financial imbalance and | throw one
other in there, a spike in crude ail, is going to murder
the economy. That's the fear. Now, there's another
index that they look at too is the anxious index.
That's their term for it. The probability of a decline in
the next quarter and what you see here is a couple
of instances that they've looked at as a possibility of
a decline in GDP in the next quarter.

The Anxious Index
Probability of Deeline in Real GDP in the Following Quarter

But typically, it's right when the recession starts. So
they're basically announcing to you that the
recession started that morning. They're not giving
you any lead time in terms of what to expect out of
the recession that's coming. | go to the next page
here, slide 19 on the chart. | get a picture on this
slide here of Jay Powell. And I've got some of his
qguotes here that he spoke that turned the market
around with his January 4th speech, particularly with
inflation muted, meetings that we've seen, we can be
patient as we watch and see how the economy
evolves. We will prepare to adjust policy quickly and
flexibly. He said that.

Number Of Professional
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What | want to point out about this is just a little
funny thing. Jay's got a piece of paper in his hand.
When he was asked about what was going on with
the economy, he pulled out that sheet of paper in his
hand and was actually shaking if you see me on the
screen. His hand was shaking. He read his words.
His words were very well picked. This was not a guy
speaking off the cuff here. He was trying to tell the
market that he was backing off as far as what they
were looking at. And why is that? Because if we were
to go to the next chart, this shows you the number of
hikes over the next 12 months. You can see that in
December, it collapsed all the way down to the day
before Powell spoke, January 3. It was pricing in
three quarters of a cut by the next 12 months.

In other words, it was pricing in the first ease that
we've seen, although in '16, it had never gotten down
to more than 50% greater since the Great
Recession. We had not seen it pricing. Why was it?
Because on December 19, Jay, when you said that
the balance sheet is on automatic pilot and then you
also said that there would be two more rate hikes,
the market thought to themselves, this is too much.
You're going to cause a recession so we're going to
price in a recession. The stock market declined 20%
and we priced in an ease by the day before. Or to
stick with Bernanke's metaphor, "Jay Powell pulled
the gun out of it's holster and waved it around and he
scared the hell out of everybody."

You're going to do that, we're going to have a
recession. You're going to murder this economy. So |
might as well price in that you're going to murder it.
Then you pulled out your sheet of paper on the fourth
with your hand shaking and you told me I'm putting
the gun back in it's holster. | am not going to murder
this economy. And you can see that we've
rebounded back to somewhere around zero.
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No Rate Hike Is Priced In

Number of Hikes Over The Next 12 Months

. A
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This chart's a couple days old, but we're still
somewhere around zero, so there's no rate hike or
rate ease priced in. A quick word about this. I've
heard a number of people say, "Well the market
overreacted in December." I'll disagree with that. |
don't think the market overreacted in December. |
think it was necessary for the market to do that to get
the Fed to back off.

They needed to slap the Fed on the side of the head
and said, "You're going to do what Yellen said and
you're going to do what Bernanke said. You're going
to murder this economy with that policy you
announced on the 19th. Stop it." Well, we don't
believe we need to. All right. Watch what we're going
to price in. We're going to price in a recession. All
right. Now, we'll back off. So the question then
becomes, as | go to the next slide, has Powell
figured this out?

Has Powell Learned The Lesson?

Has Powell learned the lesson? Now, this is the real
issue when it comes to the Fed. They tried to do too
much in December 19th. The market rioted. They
heard the message of the market. They backed off.

Is it over with? | had a number of debates with
people. Yes, the Fed's got it's message. They're not
going to raise rates this year. They're done. Or, are
they just saying this now to let the market recover
because Bernanke said this. We had the paper
tantrum. We backed of it. The market recovered and
then we went right back to what we were going to do.
So that's all we're doing. We're just mouthing some
words to get the market to recover. Then when it
recovers enough, we'll go right back to what we
wanted to d. That's the real question. Are they
serious about it? Now the problem with Powell is he's
all over the lot in October. The funds rate is a long
way from neutral.
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That was hawkish. In November, the funds rate is
just below the range of estimates. That was dovish.
In December, balance sheet reductions, that
December 19th, are on automatic pilot. That was
hawkish. January 4, the Fed can be patient and
flexible. Dovish. January 10th, the balance sheet will
be substantially smaller. Hawkish. That's the last
time he spoke, January 10th. Jay make up your
mind. Which one are you?

The problem with this is, Powell is not consistent with
anything that he says right now. He's all over the lot
with it and therefore | still think there's a risk that if
the markets recover, they really do want to pull the
balance sheet back by $600 billion, they'd like to do
two rate hikes. If anything, they'd really like to do
three, but they'll settle for two. They still want to do it.
They just won't say it in this environment right now,
because they're so worried about what they saw out
of markets. But | still think the Fed wants to do it and
| still think that's going to be an issue.

Inflation

Comparing Crude Oil and Fed Policy
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M Avg. 12 Month Pace of Hikes (Futures
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Regarding inflation expectations, this seems to be
the big driver of what the Fed is looking at right now,
is inflation expectations. We'll have to see where this
goes. The blue line on this chart you're looking at is
the same chart you just saw before. It's the number
of rate hikes priced in over the next 12 months. The
orange line is WTI crude oil notice that they move
down together. They move up together. So the real
guestion is, what happens if crude oil prices go to
$60 or $65? Does that really put the pressure on the
Fed to start hiking rates some more? Or does the
Fed back off of that? We'll have to see if crude oil
prices stay down in the $45 to $40 range, do we still
continue to talk about the Fed maybe cutting rates?

One of the problems with Fed policy is that it is
dictated by inflation expectations. And inflation
expectations we're going to be looking at TIPS break
evens, the inflation swaps, whether you're looking at
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some of the surveys. ISM prices paid, or anything
else that the Fed looks at for inflation expectations.
So much of inflation is influenced by the price of
energy which is measured by the price of crude oil
because it's 8% of CPI and it's very volatile. Look at
it. We had $75 to $40 dollars in a quarter on crude
oil prices. And it's so volatile that it shows up in all
these numbers that it's, in essence, the driver of Fed
policy is energy prices.

So tell me the next direction in energy prices and I'll
tell you what the Fed's going to do next. I'm thinking
that the next price movement is going to be up in
crude oil, maybe $55-$60 dollars in crude oil. Then
that will in kind show up as higher tax break evens,
higher measures of inflation expectations and then
this dovish talk might turn a little bit. Then we can be
back to some version of December.

The Government Shutdown and Trump&
Approval Rating

Let me turn to a different topic now as a risk. The
shut down. Here's Trump's approval rating since he's
been President. This is a rolling five day average of
all Trump's approval ratings. There's about 50
services that we aggregate together, just do it on a
rolling five day basis. A couple of points about his
approval rating. One, he's never been above 50%.
He's the only President who's ever done that. The
first 365 days you see on this chart is the lowest
approval ratings that a President has ever had. Two,
if you look at his range, the plus minus one standard
deviation from 39% to 43.9%, a 4% range, far and
away the tightest range we've ever seen. That's kind
of what's really interesting about Trump is his
approval rating really doesn't move. He's got a base.
His base is with him. And that's a little bit of what
goes on.

Three about his approval rating, this was the tax
cuts, that going into the tax cuts, the press on the tax
cuts was absolutely awful. It was a giveaway to the




