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Kim Wallace 

Fiscal Policy 



Fiscal: Twin Test for Prudent Policy 
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Source: CBO 



Europe: Get Out the Paddles  
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Source: Association for Financial Markets in Europe 



Housing: What Rate Can the Market Afford? 
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Source: NAR, Federal Reserve, RenMac 



Energy: The Law vs. Reality 
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Source: EIA 



M&A:  Spinning the Cycle 
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Source: Bloomberg 



Geopolitics:  Vox Unpopuli  
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Source: Pew Research Center, spring 2014 
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Jobs Trump All Else 

Hiring intentions climbing as firings fall Increasing propensity for strong NFP prints 
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Upside to Consumption 

Total income running ahead of spending Limited upside to the savings rate 
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Plastic Making a Comeback 

Durables above normal, nondurable below 

(Y/Y % change, z-score) 

Credit card lending starts to accelerate 
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Global: Growing but Differentiated  

Moderate export growth ahead 

 

Structural problems to global trade 

(year-over-year % change) 
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Inflation Risks Shift to Neutral  

Core bank lending is accelerating 

 

Small businesses signal wage growth ahead 
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Service Sector Inflation Leads the Way 

Services sector inflation picks up 
(3-month % change, annualized) 

 

Rental inflation to rise in 2014 
(year-over-year % change) 
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Fed: Earlier Rate Hikes 

Fed policy gets easier …  

 

… as FOMC objectives are reached 
(Bullard’s objective function, z-score) 
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Trends Unequivocally Positive 
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Overbought and Weakening 
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Momentum Model Close to Turning 
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Seasonality Turning Soft 
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Sentiment is Elevated 

Days Fwd 10 20 30 45 65 90

Average -1.46% -2.85% -1.92% -5.16% -5.46% -5.02%

Median 0.24% -2.83% -1.81% -2.32% -1.28% -0.98%

Max 2.4% 4.2% 4.3% 4.5% 3.9% 4.4%

Min -8.7% -10.6% -12.5% -26.1% -28.0% -25.0%

% Up 50% 13% 38% 25% 38% 38%

% Down 50% 88% 63% 75% 63% 63%

Count 8 8 8 8 8 8

Returns When I.I and Con Inc In 95th Percentile
Days Fwd 10 20 30 45 65 90

Average 0.35% 0.70% 1.05% 1.57% 2.27% 3.15%

Median 0.62% 1.15% 1.40% 1.85% 2.70% 3.64%

Max 12.5% 23.3% 27.2% 36.0% 37.6% 30.9%

Min -25.9% -28.2% -30.0% -36.3% -38.1% -36.5%

% Up 59% 61% 63% 65% 68% 69%

% Down 41% 39% 37% 35% 32% 31%

Count 1591 1589 1587 1584 1580 1575

Normal S&P 500 Returns (1983 - Present)
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Low Quality Outperforming 

Generally a good indication of 
liquidity and “animal spirits”. 
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Credit Conditions are Stable 
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Non-Financial Leverage 
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Yield Curve Contracting is Bullish 
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Multiples and Rates Could Rise 
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Market is Fairly Valued 
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Our Biggest Concern:  
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Small Cap: Mid-Cycle Consolidation or Pending 
Trend Change? 
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Homebuilders: Basing as Demand Gradually 
Improves 
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Banks: Curve Presents a Formidable Headwind 
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Energy: Oversold Condition Provides Buying 
Opportunity Within Uptrend 
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Semis:  Breaking Out of Decade Long Base and 
Look Poised to Challenge ’01 Levels  
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Semis: Improving Fundamentals Provide a 
Bullish Tailwind  
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Thank you for joining us!  
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