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Confluence Investment Management offers various asset allocation products which are managed using
“top down,” or macro, analysis. \We publish asset allocation thoughts on a weekly basis in a special
section within our Daily Comment report, updating the piece every Friday.
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The election of Donald Trump has been characterized as part of a populist uprising. In the
president’s inaugural address, he talked about the “forgotten” that would have a voice in his
administration. At the same time, we work under John Mitchell’s dictum of “watch what we do,
not what we say.”?

In a recent Bloomberg podcast, Edward Alden, a journalist and fellow at the Council on Foreign
Relations, was asked if the Trump administration favored business or labor. He replied that they
are trying to help both.2 We think Alden is correct in his assessment which is one of the reasons
why analyzing the direction of policy with this administration is so difficult. It appears that one
of the goals of the president’s trade policy is to bring production back to the United States which
would benefit labor. At the same time, tax policy has generally favored capital. But, the most
underestimated benefit to capital may be deregulation.

George Washington University measures the pages of the Federal Register, which is the official
journal of the federal government. It publishes agency rules, proposed rules and public notices.
So, the number of pages in the register says something about the number of regulations. The
idea is that the more pages added to the register signals an increase in regulation.

The decline seen in the first full year of the Trump administration is remarkable.

! http://www.arlingtoncemetery.net/mitchell.htm
2 https://www.bloomberg.com/news/audio/2018-11-27/surveillance-china-general-motors-with-cfr-s-alden-
podcast Alden’s segment begins at 16:00 minutes and the response in question is at 18:40.
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PAGES IN THE FEDERAL REGISTER
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The drop from 2016 to 2017 was 35.4%, which exceeds the 21.2% decline in 1981, Ronald
Reagan’s first full year in office. The only year that was larger was 1947, which saw a 39.6%
slide. That drop was likely due to postwar changes.

Another measure is called the “significant rule changes,” a policy measure created during
President Clinton’s first term. The decline in 2017 was unprecedented.
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Only 55 new rules were added in 2017. That is clearly the fewest on record by multiples.

3 https://www.reginfo.gov/public/jsp/Utilities/EQ 12866.pdf and summarized https://www.epa.gov/laws-
regulations/summary-executive-order-12866-regulatory-planning-and-review
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The drop in regulatory activity is partly why small business sentiment has been so strong.

NFIB SMALL BUSINESS OPTIMISM
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The jump in small business sentiment mostly tracks the drop in regulation. A persistent
complaint from small business leaders during the Obama administration was the regulatory
burden. Not only did President Trump promise to reduce regulation, he actually accomplished it.

Tax changes and deregulation have been supportive factors for equities since the November 2016
presidential election. However, as Edward Alden noted, the Trump administration has tried to
placate both capital and labor. Recent market action, with equities selling off despite a civil
meeting between Presidents Trump and Xi and the yield curve flirting with inversion,* suggests
that the financial markets are pressing President Trump to choose. Will it be capital or labor that
wins out in the end? If capital is going to win, a lasting trade ceasefire needs to be declared. If
President Trump sticks with tariffs, and there are ample indications that he intends to for now,
then the financial markets appear to be preparing for recession. A recession in 2019 will
jeopardize the president’s chances at reelection in 2020. Our expectation is that, at some point,
President Trump will “blink” and tone down the trade rhetoric. But, that is an open question for
now.

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. The investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.

4 For an analysis of the impact of inversion, see our Asset Allocation Weekly (6/29/18).
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