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Trumpian Economics: Mine Is Shorter Than Yours!

By David Stockman. Posted On Monday, July 22nd, 2019

When you have dunces sitting atop the financial system, it might be worth considering the possibility that something could go very wrong. And that's especially the risk given that the relentless financial asset inflation of the past 30 years is neither the natural product of healthy markets nor would it be sustainable much longer even if stable geniuses were actually in charge.

As per the dunce piece of the equation, consider first how the Donald keeps tweeting proof of his own entitlement to this moniker. In fact, the one he posted on Friday morning reached an altogether new level of cluelessness:

@realDonaldTrump: Because of the faulty thought process we have going for us at the Federal Reserve, we pay much higher interest rates than countries that are no match for us economically. In other words, our interest costs are much higher than other countries, when they should be lower. Correct!
Leave it to the Donald to argue that mine needs be much shorter than yours!

Still, if you ever needed a definition of beggar-they-neighbor and a no-holds-barred call for a currency race to the bottom, the bolded sentence is it. Besides, who ever said that interest rates are some kind of attaboy reward, whereby stronger growth is meted out lower rates?

Worse still, the man apparently thinks that interest rates---the most important and sensitive prices in all of capitalism----are just another presidential bargaining chip in his whacky world of winning so much you can't stand it. Literally, there has never before been anything this stupid interjected into the policy arena---even by economic illiterates like LBJ and FDR.
Yet after emitting his "lower for stronger" call, the Donald was by no means done braying his incoherent prattle. He went on to attack the Fed's modest effort at QT (quantitative tightening) as if the massive aberration of QE (quantitative easing or money printing) had not happened first:

I like New York Fed President John Williams first statement much better than his second. His first statement is 100% correct in that the Fed “raised” far too fast & too early. Also must stop with the crazy quantitative tightening.
Right. The Keynesian statists at the Fed appointed by the last so-called conservative GOP administration (Bush the Younger) blew the Fed's balance sheet sky high, thereby monetizing trillions of public debt with fiat credit plucked from thin air.

As it happened, Bernanke quintupled the Fed's balance sheet (purple area) in barely five years. Yet even Helicopter Ben promised that as soon as the "emergency" ended, the Fed's hideously swollen balance sheet would be normalized and brought back to earth.

But now the next Republican economic yokel served up by the purported conservative party is denouncing even the baby steps toward normalization that were belatedly undertaken by Powell's Posse of dithering dopes.
Needless to say, the Donald has no clue about the historic track of the Fed's balance sheet shown below, nor that the small QT downward hook toward shrinkage in the upper right corner of the graph is not the "crazy" part. The parabolic eruption during the prior QE phases was when "crazy" really happened.
Indeed, the purple area of the chart tracks the injection of monetary kerosene that has egregiously inflated the S&P 500 index to 3000, where it constitutes one bigger, fatter, uglier bubble than the2100 level the Donald denounced during the 2016 campaign for being exactly that.

Thus, S&P 500 GAAP earnings adjusted for the corporate rate cut will likely post at about $120 per share during the June LTM period and $135 per share as reported. So that's 25X earnings absent the Uncle Sam's credit card-financed tax cut and 22X what is actually being reported.

But here's the bubble thing. Back in June 2014, S&P 500 earnings posted at $106 per share on an LTM basis, meaning that the S&P index, which then stood at 1960, was capitalizing earnings at 18.5X.

During the interim, earnings have grown at only 4.9% and 2.5% per annum with and without the corporate rate cut, respectively. Yet the PE multiple has expanded substantially, even as the business cycle has reached record old age at 121 months.

In other words, since the fall of 2008 the Fed has spawned a massive stock market bubble, which has grown even more precarious since November 2016.

Nevertheless, the Donald now demands that it double down on its subsidy to Wall Street gamblers by not draining the massive excess liquidity shown below, as if plying the stumbling drunk with a few more shots of whiskey won't end up with him falling on his face.

The truth is, the Donald rode the New York City real estate bubble for 40 years on the back of the Fed's easy money and declared himself a business genius for the effort. So he actually knows nothing about economics or economic policy, and takes pains to actually prove it almost daily.
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That would be dangerous enough even without the Donald's monumental megalomania. But owing to the latter, Trump apparently thinks the global economy amounts to some kind of beauty pageant starring himself, and that his otherwise winning ways have been jeopardized by the Fed's tiny steps toward monetary sanity during 2017 and 2018.

That is to say, forget about the entire business cycle and history that had gone before his arrival in the Oval Office on January 20, 2017. Everything is to be assessed in Donald time on the Donald's dime:

We are in a World competition, & winning big but it is no thanks to the Federal Reserve. Had they not acted so fast and “so much,” we would be doing even better than we are doing right now. This is our chance to build unparalleled wealth and success for the U.S., GROWTH, which would greatly reduce % debt. Don’t blow it! Fed: There is almost no inflation!
Let's be clear. This is a guy pontificating about matters on which he is abysmally ignorant and self-evidently unburdened by facts.
If the last bolded sentence had any connection to reality at all, it would mean at best that the longer-term pace of consumer inflation is slowing.

But where?

During the last 12 months, the CPI less food and energy posted at 2.13% on a year over year basis, and the 16% trimmed mean CPI came in at 2.14%. Compound either of these "no inflation" rates and you get a 20% loss of purchase power over the span of two presidential terms, and a 45% wipeout over a 35 year working lifetime.

More importantly, there has simply been no slowdown in the inflationary assault against savers and wage earners on the Donald's watch. During the seven years between June 2012 and June 2019, in fact, the 16% trimmed mean CPI rose at a 1.92% CAGR and the CPI less food and inflation posted at1.95%, meaning that there has been a slight acceleration during the last year.

In other words, the Donald is just tweeting fact free talking points from his two in house Wall Street-servicing shills: 
· Larry Kudlow, who never saw a market which shouldn't go higher if you spin the incoming data correctly; and 
· Kevin Hassett, who is still desperately cheering for the DOW 36,000 prediction he made 20 years ago!
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Moreover, not only have they pumped the vacant area under the Orange Mop full of nonsense about no inflation, they have even more outrageously convinced the innumerate Trump that he can keep making big spending deals with the bipartisan gaggle of fiscal delinquents on Capitol Hill because of "GROWTH, which would greatly reduce the % debt".

No it won't. The Donald is flat out-of-time on the current business cycle, and staring straight into the jaws of the next deficit-ballooning recession.

After all, even if the current record business cycle runs to 136 months---- for which there is no historical precedent whatsoever--- it would put the next recession at October 2020 and $2 trillion per annum of red ink would follow in a heart-beat.

Yet he is apparently fixing to sign on to what the Committee for a Responsible Budget calls the worst fiscal deal ever enacted. That is, busting the spending caps by $320 billion over the next two years (and by implication $2 trillion over the 10-year budget cycle) in return for a massively excessive defense budget and a debt ceiling increase that would last through the next election.

Oh, yes, it also includes a ludicrous "off-setting" $80 billion cut in Medicare reimbursement to providers that will not take effect until 2028!
When the K-Street lobbies are done, of course, nobody in their right mind could believe it will ever see the light of day.
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The fact is, the current policy baseline will generate $15 trillion of new public debt over the next decade even with nominal GDP growth 33% higher than during the last decade and without an intervening recession. That is to say, after 240 months of recession-free business expansion for which there is absolutely no precedent.

The more likely scenario, therefore, is $20 trillion of new debt over the next decade in the event that the laws of economics have not been repealed and that the US economy somehow manages to grow at the same rate as the last 10 years.

Even then, the public debt to GDP ratio would top out at 140% of GDP.

In short, the Donald is pushing the Imperial City into a fiscal and monetary catastrophe of truly biblical proportions. Yet the robo-machines and day traders keep buying the dip because after all these years of monetary and fiscal fraud they are as clueless about what lies ahead as the Donald himself.

If you need any proof of that, just consider what the king of global asset gathers, Larry Fink of $6 trillion Blackrock fame, had this to say last week.

Back in the day no self-respecting Wall Street titan would have even imagined begging central banks to buy some of their own merchandise, but here was Fink right out there with his digital basket held wide-open:

“If the ECB is really going to try to re-stimulate the economy in Europe, they are going to have to buy equities,” BlackRock CEO Larry Fink said on CNBC
As Sven Heinrich quickly retorted,

 Capitalism has now been reduced to CEOs going on TV and asking central banks to buy stocks directly.
Exactly so. The dunces are evidently in charge all around.
