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  Morning Call Notes       
  

The big fix 
   
 
 

Attention MBA Grads: Leave Wall Street and head for engineering school,  
and don’t forget to bring a lunch box (and a shovel).   

Barack Obama set to unveil a new industrial policy 
In our employment write-up on Friday, we finished off with: “The bad news is that 
help is wanted. The good news, given what we know about Messrs. Bernanke and 
Summers, is that it’s on its way.”  Indeed, in our view, Barack Obama is within 
weeks of unveiling a new industrial policy of Eisenhower-like proportions – an 
initiative that is very likely to have an “urban renewal” feel to it.  

A lot of fiscal goodies coming out of Washington 
How do you explain the Dow managing to rise 400 points after what was 
undoubtedly the worst employment report in a decade? It was that it dramatically 
increased the urgency of a large-scale fiscal package. So, while the jobs data 
were yesterday’s story to some extent, if we were to put our optimist hat on, we 
would say that tomorrow’s story is going to be a lot of fiscal goodies coming out of 
Washington. The weekend Wall Street Journal put it just like this:  “Democrats 
seized on the jobless numbers to argue for the urgency of a sweeping stimulus 
plan, and lawmakers will meet next week for a “forum” on the economy.  They 
hope to have the recovery plan on the House and Senate floors in early January, 
with an eye toward putting it on Mr. Obama’s desk by Inauguration Day”. A similar 
story ran on the front page of the Sunday New York Times as well (“Obama Vows 
Publics Works On Vast Scale”).  And Obama himself made it very clear in his 
weekend address.  To wit:  “We can’t worry, short term, about the deficit.  We’ve 
got to make sure that the economic stimulus plan is large enough to get the 
economy moving”.  

Government to forcefully combat deflation and depression 
So we have the Fed embarking on quantitative easing, which means it is going to 
increasingly devote its time and resources towards expanding its already-bloated 
balance sheet.  The central bank is emerging as a direct lender to Main Street to 
offset the contraction in bank lending and the evaporation of the securitized credit 
market.  We also have our fiscal policymakers about to aggressively move to 
arrest the sharp deterioration in the pace of economic activity, regardless of the 
fiscal cost.  The equity market on Friday sent out a very loud message that it will 
dodge the torpedoes if there is someone in Washington willing to move full steam 
ahead.  This may be why the nonfarm payroll report wasn’t bearish for the market. 
It was a cathartic event that is now going to mobilize the government’s resources 
more forcefully in this war against the Double-D (Deflation and Depression).   

 
     

 
Economic Analysis 

 

  
Economics | United States  
08 December 2008 

 
 

 

 David A. Rosenberg +1 212 449 4937 
North American Economist 
MLPF&S 
david_rosenberg@ml.com  
  

 

  

   
         

 

 

 

 

Merrill Lynch does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may 
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their 
investment decision.  
Refer to important disclosures on page 4 to 5.  10793052    

 

  Morning Call Notes       
  

The big fix 
   
 
 

Attention MBA Grads: Leave Wall Street and head for engineering school,  
and don’t forget to bring a lunch box (and a shovel).   

Barack Obama set to unveil a new industrial policy 
In our employment write-up on Friday, we finished off with: “The bad news is that 
help is wanted. The good news, given what we know about Messrs. Bernanke and 
Summers, is that it’s on its way.”  Indeed, in our view, Barack Obama is within 
weeks of unveiling a new industrial policy of Eisenhower-like proportions – an 
initiative that is very likely to have an “urban renewal” feel to it.  

A lot of fiscal goodies coming out of Washington 
How do you explain the Dow managing to rise 400 points after what was 
undoubtedly the worst employment report in a decade? It was that it dramatically 
increased the urgency of a large-scale fiscal package. So, while the jobs data 
were yesterday’s story to some extent, if we were to put our optimist hat on, we 
would say that tomorrow’s story is going to be a lot of fiscal goodies coming out of 
Washington. The weekend Wall Street Journal put it just like this:  “Democrats 
seized on the jobless numbers to argue for the urgency of a sweeping stimulus 
plan, and lawmakers will meet next week for a “forum” on the economy.  They 
hope to have the recovery plan on the House and Senate floors in early January, 
with an eye toward putting it on Mr. Obama’s desk by Inauguration Day”. A similar 
story ran on the front page of the Sunday New York Times as well (“Obama Vows 
Publics Works On Vast Scale”).  And Obama himself made it very clear in his 
weekend address.  To wit:  “We can’t worry, short term, about the deficit.  We’ve 
got to make sure that the economic stimulus plan is large enough to get the 
economy moving”.  

Government to forcefully combat deflation and depression 
So we have the Fed embarking on quantitative easing, which means it is going to 
increasingly devote its time and resources towards expanding its already-bloated 
balance sheet.  The central bank is emerging as a direct lender to Main Street to 
offset the contraction in bank lending and the evaporation of the securitized credit 
market.  We also have our fiscal policymakers about to aggressively move to 
arrest the sharp deterioration in the pace of economic activity, regardless of the 
fiscal cost.  The equity market on Friday sent out a very loud message that it will 
dodge the torpedoes if there is someone in Washington willing to move full steam 
ahead.  This may be why the nonfarm payroll report wasn’t bearish for the market. 
It was a cathartic event that is now going to mobilize the government’s resources 
more forcefully in this war against the Double-D (Deflation and Depression).   

 
     

 
Economic Analysis 

 

  
Economics | United States  
08 December 2008 

 
 

 

 David A. Rosenberg +1 212 449 4937 
North American Economist 
MLPF&S 
david_rosenberg@ml.com  
  

 

  

   
         

 

 

TF 



   Morn ing  Ca l l  No tes   
 08 December  2008     

 2 

 
Need $600 billion to offset drop in private sector spending 
Just to offset the withdrawal in private sector spending we expect to see in 2009, 
the government needs to come up with at least a $600 billion stimulus package, 
and in one year, not two.  To just prevent the unemployment rate from rising any 
more than it already has – to nearly a 15-year high of 6.7% – then we would need 
to see a plan closer to $1 trillion in size for next year.  Since prior commitments, 
the automatic stabilizers and the recession’s impact on tax revenues meant the 
deficit was already set to rise to a record $1.5 trillion in the coming year, the 
stimulus plan that would be big enough to stop the recession in its tracks would 
approximate 14% of GDP.  By way of comparison, the highest the deficit-to-GDP 
ratio ever got to in the 1930s was 6% (but there were no automatic stabilizers 
back then such as jobless benefits or welfare), in WWII it reached 30%, and in 
Japan it topped 10% by the mid-1990s.   

Obama will provide immediate near-term relief… 
In terms of strategy, it looks like the Obama team is going to adopt two-pronged 
approach.  The first fiscal volley will be aimed right at the current economic 
malaise. This should include immediate near-term relief in the form of extension 
of unemployment insurance benefits, increased food stamp distribution, 
broadening of the child tax credit, lower payroll taxes, and, we are hearing, a 
possible $500 tax rebate.  That could be some good news for low-end/discount 
retailers, drug stores, food retailers and the like.  We are also hearing that we 
could see as much as $40 bln in Medicaid assistance for the states. This could 
help the strained (but attractively priced) muni bond market – and efforts to restart 
capital spending at the local government level that is ready to go but has been 
shelved due to the financial crisis.  

And then will unveil a dramatic new industrial policy  
The second prong is more strategic in nature. It looks as though Obama is going 
to unveil a dramatic new industrial policy covering a broad range of initiatives:  
renewable or ‘green’ energy projects, upgrade of the electricity grid, refurbishing 
universities/schools, road and bridge repair, water and sewer projects, medical 
technology, and the really big kicker, we believe, will be high-speed rail transit.  In 
fact, if we were advising Obama, we would be talking more about Eisenhower 
than about FDR, because Eisenhower’s legacy was the rollout of the nation’s 
extensive highway network in the 1950s and the future returns on that massive 
capital investment was huge in terms of what it meant for business costs, labor 
mobility and productivity. 

People are radically changing how they move around 
Call it ‘urban renewal’ and it makes a lot of sense because people are in the 
process of radically changing how they move around. Last week, for example, we 
saw that even in the face of sharply lower gasoline prices – down nearly 60% 
from the summertime peaks – motor vehicle sales slipped below an 11 million unit 
annual rate for the second month in a row (10.5 million in October and 10.1 
million in November).  Such a weak back-to-back performance has not happened 
in a quarter-century – and also keep in mind that the population is one-third larger 
today than it was in the early 1980s.  Now, when you multiply the 240 million 
vehicles on the road today by an estimated 5% scrap rate, what that means is 
that any annualized sales number below 12 million units actually removes units 
from the existing fleet.  In other words, at current sales rates, nearly 2 million 
autos are now being taken off the roads – for the first time.   
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Infrastructure focus should be on mass public transit 
This is exactly where urban renewal comes into the picture.  To reiterate, what a 
declining fleet of vehicles means is that the people are already in the process of 
altering their modes of transportation, and this secular change represents a long-
term growth opportunity, not something that is merely cyclical or transitory. So, 
the focus on infrastructure, in our view, should be targeted towards mass public 
transit.  And if we are prescient on this call, the critical challenge for investors will 
be identifying who the next Bombardier is in terms of who the dominant player will 
be to provide the feedstock, for example, for a nationwide high-speed light rail 
system.  Maintaining the country’s labor mobility, which is the envy of the world, 
may depend on it.   

Consumer demand for mass transit is booming 
There has been absolutely no growth at all in the past three years in the federally-
funded transportation capital stock, whereas the capital stock for the country as a 
whole has managed to expand 8%. At least it now looks as though these years of 
neglect are about to end.  At the same time, the growth in consumer demand for 
mass transit is booming, but is bumping against the lack of supply.  We said last 
week that consumer spending in the aggregate has declined at a record 4-1/2% 
annual rate from July to October, and we could only identify four categories that 
have managed to advance – the strongest being spending on mass public transit, 
which ballooned at a 26% annual rate.  Over this time, air travel is down 22%, bus 
demand is down 25% and car/truck purchases are down 40%. So, if we are flying 
less, driving less, and bussing less, then it would stand to reason that any 
transportation infrastructure package would emphasize a national high-speed 
transit system.   

Light rail transit may be where you want to be situated 
To quote the legendary 19th century French economist, Jean-Baptist Say, this is 
a clear cut case of “supply creating its own demand” (for baseball buffs, this is 
akin to “if you build it, they will come”).  If you’re looking for secular growth, in an 
area that has been constrained by supply but facing burgeoning demand, light rail 
transit and anything connected to it is probably where you want to be situated.   
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Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S): 
MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets 

(France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd; 
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Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International Bank Ltd, Dubai Branch; MLPF&S (Zürich rep. 
office): MLPF&S Incorporated Zürich representative office. 

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in 
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing 
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates. 

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and 
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer 
under the Financial Instruments and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong 
Kong SFC; is issued and distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in Malaysia by Merrill Lynch (KL) Sdn. Bhd., a 
licensed investment adviser regulated by the Malaysian Securities Commission; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and 
distributed in Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd (Company Registration No.’s F 06872E 
and 198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. are regulated by the Monetary 
Authority of Singapore. Merrill Lynch Equities (Australia) Limited, (ABN 65 006 276 795), AFS License 235132, provides this report in Australia. No approval is 
required for publication or distribution of this report in Brazil. 

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin. 
Copyright, User Agreement and other general information related to this report: 
Copyright 2008 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and 

may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill Lynch. Merrill Lynch 
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of 
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report 
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including 
any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information. The information herein (other than 
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. Merrill Lynch makes no 
representations or warranties whatsoever as to the data and information provided in any third party referenced website and shall have no liability or responsibility 
arising out of or in connection with any such referenced website. 

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, 
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal 
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may 
receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies 
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. Investors should note that income 
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors may 
receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial 
instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice based on 
their particular circumstances from an independent tax professional. 

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition, 
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk. 

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf. 
Fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current. 
iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks of Merrill Lynch & Co., Inc. iQanalytics®, iQcustom®, iQdatabase® are registered 

service marks of Merrill Lynch & Co., Inc.   
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