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The First Tee... 

 
The Price is Right?...the Fed appears to be starting to get some long-awaited traction  

   in inflation growth, the financial markets are not enamored (evolution to higher prices has been decade long process):  
• Stock and bond prices have been under pressure (some severe) as global economies accelerate, 

  U.S. debt expands, labor market tightens (wage pressures) and monetary accommodation recedes: 

• The extended easy financial environment could lead to an economic surge with unwanted inflation:  
• An uptick in the pace of inflation growth should result in higher interest rates, increasing borrowing and margin costs  

• Accelerating inflation will keep the Fed raising rate targets, possibly at a faster pace than has been previously anticipated: 

• Phillips Curve Fallout…the economic theory that prices rise when unemployment falls has not been 

evidenced during the current expansion (wage growth has only expanded by 15% since 2011…inflation has gained 11.9% since 2011): 
• Reasons for slowest wage growth of any recovery in 75 years despite transition to full employment: 

• Reduced worker bargaining power: globalization and reduction of labor unions are key factors for worker leverage: 

• Less than 11% of wage and salaried workers were union members last year, down from 20% in 1983 (united we stand?) 

• Globalization has allowed companies to transfer production to where labor costs are cheaper (cost savings in sweat shops!) 

• Workers are content with what they earn: employees are more willing to accept smaller raises if they are  
   confident inflation will remain low…probably more closely related to concerns about job security (silently non-content?) 

• Companies making due with current workforce: besides the trend of doing more with less, employers are retaining 
   workers instead of paying more for new recruits…raising pay only for positions where there is need to attract talent. 

• Stagnant value of workers: the pace of productivity gains have slowed dramatically during this recovery; wage gains  
   restricted to protect profit margins…part of the deceleration in worker efficiency is due to a lack of company investment in equipment and software. 

• Slack in the labor market: the Labor Participation Rate remains close to a 40 year low at 62.7% (hit 67.3% in 2000): 

• The employment-to-population ratio (measure of working age population that has a job) stands at 60.1% (over 4% less than last expansion). 

• Tightness in labor market is more pronounced in skilled positions…becoming more pronounced in technology and construction. 

• Inflation growth remains low: what comes first, higher wages or higher inflation?...i.e. the chicken or the egg?   

• Labor costs are the dominant input expense in almost every industry sector, scarcity of  
  workers will pressure prices higher eventually (expanding international economies will increase demand of overseas labor) 

• The Fed’s most recent Beige Book economic assessment, labor shortage was referenced 20 times:    
• There are currently little evidence companies have the ability to pass along higher labor and supply costs to clients:     

• When labor costs rise, companies typically seek substitutes in technology or a cheaper workforce overseas. 

• In a New York Fed survey, consumers expect earnings to rise 2.73% this year (most since data collection began in 2013) 

• Average Hourly Earnings rose in January by 2.9% versus January 2017 (the fastest pace of earnings growth since 2009). 

• Inflation wellness…a decade of historically low gains in health-care costs could be coming to an end: 

• Medical inflation has been restrained, but indicators are pointing to health-care prices returning to 

  levels that typically have outpaced the broader rate of inflation (hospital prices rose by 2.2% in December, the most in 4 years): 

• Part of the restriction in medical service costs is due to limits on the amount Medicare pays hospitals and doctors 
   under legislation such as the Affordable Care Act (if rise in health costs matches pace of mid-2000s, it would add .3 percentage points to inflation) 

• Despite the recent government focus on prescription drug prices, they only account for 10% of total health spending in U.S. 

• Health-care spending accounts for about 18% of total U.S. economic activity…the highest in the developed world. 

• Home grown…housing has done its part for inflation growth, rising 48% the past 7 years (6.85% price gain per year) 

• Housing comprises 42.8% of the Consumer Price Index…giving credence to lack of pricing power in other sectors of economy. 

• Central Banks have spent the last 10 years trying to re-inflate their economy (they may get their wish!) 

• The IMF is forecasting global economic growth of 3.9% this year (the most since financial collapse in 2007): 

• Fiscal stimulus is supplanting monetary accommodation…driving economies forward into capacity constraints and price pressures. 

 

 

At the turn... 
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The Back Nine… 

 
Dollar Demise…despite tightening monetary policy, rising budget and current account 

deficits are undermining the value of the greenback (buying less (goods & services) with more (dollars)):  
• The value of the dollar is off over 3% in value so-far this year, its worst start since 1987: 

• The dollar endured its worst performance since 2003 last year …losing almost 9% in value: 

• The dollar suffered from Congress raising spending almost $300 billion over the next 2 years, a $1.5 trillion tax-cut, 

  a $462 billion current account deficit in 2017 (largest in the world) and administration officials talking down the currency:      

• A positive current account balance means a nation is a lender to the rest of the world, a negative balance implies a borrower: 

• The current account deficit is the trade balance of goods and services, plus net income and direct payments due from other countries: 

• The European Union has the largest current account surplus at $325 billion (mostly from Germany’s $296 billion surplus); Japan and China are next. 

• The U.S. combined fiscal and current account deficit is nearing 6% of GDP…creating exchange rate vulnerabilities: 

• During the past few years, fairly rigid fiscal policies helped contain the budget gap (along with higher tax-receipts due to a  

    surge in wealth and corporate earnings)…the spike in U.S. shale oil production helped to narrow the current account deficit. 

• Future central bank activity could go a long way in determining the dollar’s trend-line: 

• When the Fed falls behind keeping pace with inflation growth, by not tightening monetary policy fast  

  enough, the dollar has historically weakened (some analysts believe the Fed is already behind the curve, leaving policy too easy too long): 
•  The Fed’s strategy of utilizing atypical monetary tools (quantitative easing) could promote a decline in fiscal discipline… 

    with large deficits not causing borrowing costs to rise because investors believe the Fed will keep a cap on bond rates 

• The softer dollar could force the Federal Reserve to increase rates faster than they are currently projecting. 

•  The dollar tends to be weak when global economies are expanding (as is the current international environment): 

• When global growth is expanding, investors typically favor currencies from countries with current account surpluses: 

• A weaker dollar implies stronger foreign currency rates (especially in emerging market economies), allowing foreign central banks the 

  luxury of not having to be as aggressive in curtailing stimulus…a stronger currency replicates tightening monetary policy. 
 

Savings Secession…as economic cycle matures, consumers are keeping less in reserve: 

•  The savings rate as a share of disposable income has declined to 2.6%...the 3rd lowest rate on record: 

• Given the mediocre pace of wage growth, consumers are funding rising spending levels with savings: 

• With consumption comprising 70% of the U.S. economy, future GDP growth could be hampered by depleted savings: 

• Despite business investment accelerating, at 16% of GDP it cannot replace a meaningful decline in consumption.  

• The last time the savings rate was this low was in 2007, just prior to the start of the Great Recession 

   …how the consumer goes, so goes GDP.  

 
   

19th Hole... 
 

People who are always making allowances for themselves soon go bankrupt. 

               Mary Pettibone Poole  
 


