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Where’s the Recovery?

This quarter’'s economic commentary will be
a review of the points we made at our recent
economic seminar held on March 8, 2011.

Where We Are Now—Era of Tribulation

Peak Today
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It has always been our opinion that the long
bull market in stocks peaked out in late
1999. At the same time, the long secular
boom in our economic condition also came
to a close. Please note that there has been
absolutely no real advancement in the U.S.
economy over this entire 10 year timeframe.
What little improvement that took place was
occasioned by an increase in federal gov-
ernment debt from 57% of GDP to 94% - a
65% increase. That doesn’t seem like much
progress to us.

Where We Are Now—Comparison to Re-
covery from Last Recession

1. GDP was up an average of 6.4% from
the prior peak at this point in the last two
cycles, and only 0.2% now.

2. New home sales were up 23% then;
down 47% now.

3. Retail sales were up 14% then, 1% now.

4. Industrial production was up 2.5% then,
down 5.6% now.

5. Non-farm payroll employment was down
0.1% then, down 5.2% now.

6. Personal income was up 11% then, 4%
now.

7. New orders for durable goods were up
6.2% then, down 2.2% now.

8. Initial weekly unemployment claims were
down 8% then, up 22% now.

Adapted from Comstock Funds

The recovery from 6/30/09 to date has been
the weakest of any by far. Two trillion dollars
of government stimulus spending has es-
sentially been for naught. From all appear-
ances, the housing market is just now enter-
ing its second leg down. Construction
spending is very weak, retail sales are very
slow, and personal income is lagging. Only
Wall Street and the Washington, D.C. area
are booming. The rest of us are sucking
wind.
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The Commerce Department unemployment
numbers are somewhat flawed in that they
do not include the workers who have given
up and are no longer looking for work. The
Gallup numbers shown in the previous chart
count these people. We believe the latter is
more accurate. Bottom line—whenever the
headlines shout 9%, the real number is clos-
er to 10%. Over the last year, there has
been no improvement in this number, but, of
course, we have saved Wall Street at least
for now.

Problems—Inequality of Income

The Top Ten Percent Income Share, 1917 - 2008
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Income is defined as market income (and excludes government transfers).
In 2008, top decile includes all families with annual income above $109,000.

Source: Thomas Piketty and Emmanuel Saez

Adapted from Slate.com

As public policy has saved the big boys and
let the rest of us to twist in the wind, we
have 1929-like inequality of income. This
brings no good to the social structure of our
country. We wonder—could middle east un-
rest come to our shores?
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Problems—Growth of Total Debt
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This is a huge problem. We are in a neces-
sary period of deleveraging, which can only
result in slow to no growth.

Problems—Growth of Financial Sector
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While the real economy has grown little, the
financial paper shufflers have taken over.
The help has come from their friends in
Washington, D.C. We suggest that this can-
not go on forever. This economy needs real
economic activity growth.



Problems—Wages: Public vs. Private

Figure 1. Average Wages
Federal Civilian vs. Private Industry

$85,000

s $81,258
Federal civilian ;

$65,000

A m

$38,862
Private industry

$25,000
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
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The private sector pays for the public sector.
Does this look right to you? Strong organic
growth can only come from a reversal of this
trend.

Problems—Food and Fuel

Food and Fuel Expenditures as a % of Wage and Salary
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Adapted from Bureau of Economic Analysis

The Federal Reserve’s monetary policy has
led to speculation in oil and other commodi-
ties. This acts as a tax on an economy as
demand for these items is inelastic. In other
words, no substitutes.

Future—The Fourth Turning

The best book written on long social and
economic cycles is The Fourth Turning by
Strauss and Howe. We would urge all to
read this book. There is an updated version
to the 1997 published edition.

Their analysis fits perfectly with recent aca-
demic work done by Reinhart and Rogoff as
well as Baro and Romer. The bottom line—
we are in a long crisis period of weak eco-
nomic performance and social unrest. Cau-
tion is the word.

Conclusion

We have not faced such daunting economic
problems since the 1930s. We believe mon-
etary and fiscal policy on the part of our gov-
ernment is simply horrible. It may be that a
change in fiscal policy is coming (away from
tax and spend). Hopefully there will not be
another quantitative easing on the part of
the Fed. If both of these changes come to
fruition, there can be a light at the end of the
tunnel.
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