
United States equity markets had another positive 
week as they continue to push further into record 
territory.  The Dow Jones Industrials gained 1.23%, 
the S&P increased 0.85% and the NASDAQ 
registered an advance of 1.22%, a good showing 
indeed.  An interesting and important market 
development was the rise in interest rates.  In fact, 
the rise in interest rates may be more important 
than what happened in the equity markets.

The U.S. Economy
There is very little in the economic statistics that do 
anything to dissuade us of our view that a recession 
in the United States is not in our forecast range, 
twelve to eighteen months.  We keep repeating 
ourselves, but it deserves close and continued 
observation, that the consumer is in fine shape, 
with wage gains and optimism high.  That is telling 
us that 65-70% of the economy is very positive.  
The manufacturing and farming groups are 
pessimistic, mostly due to the tariff war which is 
showing nascent signs of abating.   Some weeks 
ago, we wrote about a new gauge for judging when 
a recession is around the corner.  The economy 
continues to show signs of strength.  That, along 
with the reversal of the short lived negative yield 
curve, confirms what the economic releases have 
been telling us - no recession.

The odd logic of campaigns
It is interesting to us that it has become popular to 
complain about the economic system in the United 
States.  This is not particularly new; it was certainly 
present in the past and most always occurs after 
severe economic shocks.  The most significant 
examples are:  Andrew Jackson’s campaign against 
the Bank of the United States (the Central Bank of 

the United States), William Jennings Bryan’s 1896 
campaign of gold versus silver based currency, and 
Franklin D. Roosevelt’s campaign in 1932 during 
the Great Depression.    

This campaign is interesting because it comes in 
the midst of the longest recovery in U.S. history.  Of 
course, there is still pain and bad memories from 
the recession of 2008, but it is interesting that a call 
for a realignment of the economy should come at 
this time. It is particularly curious that the models of 
change are those economies that have not 
recovered fully from the great recession and are 
mired in slow or no growth.  

Why so much apparent pessimism?  A number of 
reasons, some real, some perhaps not.  Wages did 
not begin to rebound until late in the recovery.  That 
is certainly true, but it can be argued that wage 
growth was not as weak as imagined.  Although 
wages grew at a slow pace, so did inflation.  
Therefore real incomes advanced at a better pace 
than workers thought.  It is a case of what is called 
the “Money Illusion.”  It simply states that people 
fixate on nominal and not real incomes.  Most 
politicians have fixated on wealth inequality as a 
systemic problem in the economy.  Yes, it is a 
problem, but there is an explanation and it is not a 
system problem.  In 2008, when fighting the 
recession, Congress, rather than starting a massive 
fiscal stimulus program, took the politically easy 
path, and left it up to the Fed.  The Fed’s only tool is 
Monetary Policy, so they flooded the system with 
money.  The policy works in two ways:  first, lowers 
interest rates and second, inflates the prices of 
financial assets, encouraging holders to spend 
more.  In other words, trickle down.  This program,
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without any help from fiscal policy, led to a rapid
increase in financial asset prices exacerbating the
tendency toward wealth inequality.  My colleague 
Ryan Schutte prepared this chart, illustrating the 
relationship between monetary policy and wealth 
inequality. 

Another very important factor is the rapid advance 
of globalization.  Many manufacturing jobs were 
lost. There were, and continue to be, two major 
reasons for this:  first, the earlier mentioned 
globalization and second, the relentless advance of 
modern technology in U.S. manufacturing.  Another 
problem is that in the heat of campaigns, politicians 
on both sides play on people’s natural inclination to 
a romantic, but false, sense of nostalgia.  As we 
wrote earlier, it has become a common practice of 
politicians on either side to consistently find fault, 

but not to point out the positive.  Someone should 
defend the system since it is working.  Certainly, it 
could do better but the alternatives are doing worse.  
The United States can do better, much better, but it 
is strange alchemy to think a country can do better 
by emulating countries that are doing worse.

China what’s happening?
Our title “China a failing State?” is a bit 
melodramatic, but is an interesting question.  It is 
clear that China is mired in problems, both political 
and economic.  Every day the news services tell us 
about the problems in Hong Kong.  Disturbances 
like this in Hong Kong are a big deal.  The territory 
is one of, if not the richest, part of China.  It 
certainly is the financial capital.  If analysts outside 
of China are watching this carefully, then we can 
only imagine that it is being closely scrutinized 
within China.  Since President Xi has taken power, 
individual liberties have been taken away and the 
economy has slowed.  China has serious monetary 
policy problems - high debt levels, much of it under 
water.  Although China has a very high GDP, it is a 
poor country.  A much better measure of a country’s 
wealth is GDP per capita.  The United States’ GDP 
per capita is $60,692, ranking 6th in the world, 
China’s is $9,608, ranking 67th, below Mexico and 
one place above Turkey.  We wrote earlier about 
the importance of Hong Kong.  Hong Kong, if taken 
by itself, would rank 16th at a per capita GDP of 
$48,517.  If ever there was an apt comparison 
between a relatively open economy and a 
command economy, this is it.

The views expressed are subject to change.  Any data cited have been obtained from sources believed to be reliable.
The accuracy and completeness of data cannot be guaranteed. Past performance is no guarantee of future results.
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Please click here for the Economic Release Calendar – November 2019.
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