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The	Victory	of	Miserabilism
If	it	ain’t broke…	don’t	fix	it
• US	GDP	is	growing	slow,	but	it	is	growing
• Fundamentals	are	fine,	no	chance	of	recession	

(for	now)
• U.S.:	5%	world’s	population,	20%	of	the	world’s	

consumption
• Real	incomes	have	been	rising,	true	well-being	

even	more	so
• Labor	markets	are	tight
• Inflation	slow,	interest	rates	low
• Business	investment	solid,	profits	are	high
• US	energy:	too	successful	for	its	own	good
• Manufacturing:	doing	fine
• Housing	market—signs	of	progress
• California	still	way	out	in	front

The	true	challenges
• Slow	growth	due	to	self-inflected	wounds	/	

political	gridlock
• The	global	commodity	glut
• State	and	Local	budgets	still	stressed,	

decaying	Infrastructure	
• Health	cost	inflation
• Underfunded	pensions	and	entitlements
• An	under-performing	housing	market	/	bad	

financial	regulations	(Dodd-Frank)
• Growing	wealth	inequality		
• The	shift	to	the	information	economy
• The	growing	disconnect	between	political	

debate	and	reality
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GDP:	Accelerating	Despite	Weak	Start
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Real	GDP	Growth	(Y-o-Y) 2016 2017
II III IV I

GDP 1.40 3.50 2.10 0.70
Final Demand 2.38 2.16 2.91 1.56

Consumption 2.88 2.03 2.40 0.23
Goods 1.51 0.77 1.29 0.02
Services 1.37 1.26 1.11 0.21

Investment -1.34 0.50 1.47 0.69
Structures -0.06 0.30 -0.05 0.55
Equipment -0.17 -0.26 0.11 0.49
Intellectual	property 0.35 0.13 0.05 0.08
Residential -0.31 -0.16 0.35 0.50
Change	inventories -1.16 0.49 1.01 -0.93

Net	Exports 0.18 0.85 -1.82 0.07
Exports 0.21 1.16 -0.55 0.68
Imports -0.03 -0.31 -1.27 -0.61

Government -0.30 0.14 0.03 -0.30
Federal -0.02 0.16 -0.08 -0.13
State	and	local -0.28 -0.02 0.11 -0.17
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Production	Activities
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ISM	Indices	Smoothed	to	
April

Manufacturing

Non-Manufacturing
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Industrial	Production	
Growth

Manufacturing Mining

Industrial	Production	Growth	Rates	
(yoy)

Sector	
Share

17 15-16 16-17

Total IP 100.0 -2.7 2.2

Information
processing 2.2 0.2 5.4

Industrial
and other 5.3 -6.8 1.4

Equipment
parts 5.1 -5.1 1.6

Energy 17.2 -7.1 4.2
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Profits	and	Investments
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Corporate	profits	with	
inventory	valuation	and	capital	

consumption	adjustments

Investment
2017 Gr	15 Gr	16

Total 2,869.1	 0.7% 3.0%

Structures 465.9	 -2.9% 6.1%

Commercial	 164.1	 16.3% 6.7%

Mining	 71.7	 -45.4% 43.5%

Equipment 1,060.0	 -2.9% 1.8%

Information	 364.1	 2.4% 5.0%

Industrial	 222.0	 2.7% 4.3%
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Global	Economy:	Stronger
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China	Growth	Real	Trade
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External	Accounts
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Consumer	Spending
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Q3-Q4 Q4-Q1 Diff
PCE Total	(Real) $100.8 $9.7 -$91.1
Motor	vehicles	and	parts $16.8 -$19.6 -$36.4
Health	care $27.0 $15.8 -$11.2
Other	durable	goods $3.3 -$3.6 -$6.9
Other	services $11.5 $5.2 -$6.3
Food	and	beverages	 $13.6 $8.7 -$4.9
Clothing	and	footwear $0.0 -$4.8 -$4.8
Gasoline	and	other	energy -$1.2 -$5.9 -$4.7
Housing	and	utilities -$7.1 -$11.6 -$4.5
Transportation	services $4.7 $1.1 -$3.6
Recreation	services $6.0 $4.2 -$1.8
Furnishings $4.0 $2.5 -$1.5
Financial	services $3.9 $3.4 -$0.5
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Autos	and	Savings
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Smoothed	Auto	Sales	(3	Month)

April:16.8m
Up	400k	from	
March
Avg 2016:	17.4m 5.2
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Labor	Markets
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Change	Payroll	Jobs

Monthly	Change Smoothed
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Unemployment
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US	Unemployment	Rates
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Local	Economic	Performance
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Alaska 6.9 Wyoming 5.3 Iowa 4.2
New	Mexico 6.7 Missouri 5.2 Maryland 4.2
Louisiana 6.4 Oklahoma 5.2 Maine 4.1
DC 6.1 Georgia 5.1 Wisconsin 4.1
Mississippi 6 Kentucky 5 Arkansas 4
Nevada 5.8 New	York 5 Minnesota 4
West	Virginia 5.8 South	Carolina 4.9 Virginia 4
Pennsylvania 5.7 Ohio 4.8 Idaho 3.8
Rhode	Island 5.6 Texas 4.8 Colorado 3.6
Washington 5.6 Florida 4.7 Massachusetts 3.6
Arizona 5.5 North	Carolina 4.7 Utah 3.4
California 5.5 Michigan 4.6 Hawaii 3.3
Illinois 5.5 Tennessee 4.6 Vermont 3.3
Oregon 5.5 Indiana 4.5 Nebraska 3.2
Alabama 5.4 Kansas 4.4 North	Dakota 3
Connecticut 5.4 Delaware 4.3 New	Hampshire 2.9
New	Jersey 5.3 Montana 4.3 South	Dakota 2.9

State	Unemployment	Rate	Nov	2016
Minnesota 70.2 Pennsylvania 62.8

Wisconsin 68.0 Ohio 62.5

Maryland 66.8 California 62.2

Colorado 66.7 Georgia 61.3

Missouri 65.6 N	Carolina 61.2

Virginia 65.2 New	York 61.1

Mass. 64.9 Louisiana 60.5

Illinois 64.7 Michigan 60.3

New	Jersey 64.1 Arizona 59.8

Indiana 63.7 Tennessee 59.3

Texas 63.7 Florida 59.3

Washington 63.0 S	Carolina 59.0

State	Participation	2015
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Population	Shifts

14

-0.3% 
-0.2% 
-0.1% 
0.0% 
0.1% 
0.2% 
0.3% 
0.4% 
0.5% 
0.6% 
0.7% 
0.8% 

2011 2012 2013 2014 2015 2016

Net	Migration	(%	of	Pop)	by	region

Northeast	Region Midwest	Region

South	Region West	Region

Florida 1.51% Ohio -0.05%
Nevada 1.27% Penn -0.06%
Colorado 1.10% Wisconsin -0.08%
Oregon 1.08% Michigan -0.08%
South	Carolina 1.04% New	Jersey -0.14%
Washington 0.99% Vermont -0.19%
Arizona 0.96% W	Virginia -0.26%
Texas 0.90% New	York -0.27%
North	Dakota 0.79% Mississippi -0.28%
Idaho 0.77% Kansas -0.30%
Delaware 0.66% Connecticut -0.32%
North	Carolina 0.66% Wyoming -0.35%
Montana 0.60% New	Mexico -0.47%
Georgia 0.54% Illinois -0.58%
Tennessee 0.53% Alaska -0.73%
Utah 0.49%

Net	Migration	by	State	14-16
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Income	Stagnation?

• What	is	better	today?
– Communications
– Medical	care,	

Pharmaceuticals
– Entertainment	options
– Transportation
– Shopping,	Product	quality
– Food	quality	/	variety
– Access	to	information
– Environmental	conditions
– Legal	Marijuana

• What	isn’t?

15

$50,000

$60,000

$70,000

$80,000

$90,000

$100,000

19
80

19
84

19
88

19
92

19
96

20
00

20
04

20
08

20
12

Real	Mean	Household	
Incomes

Census	Cash BEA	Disposable



Analysis.	Answers.

Secular	Stagnation?
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Immigration
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California	fact	versus	fiction
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As	for	California
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5 Year	Change	in	Payroll	Jobs	by	State
New	Jobs	 Ann	Gr US	Share

Utah 226	 3.5% 1.8%
Nevada 188	 3.1% 1.5%
Florida 1,207	 3.1% 9.5%
Idaho 96	 3.0% 0.8%
Colorado 344	 2.9% 2.7%
Oregon 228	 2.7% 1.8%
Washington 401	 2.7% 3.2%
California 2,038	 2.7% 16.1%
Georgia 521	 2.5% 4.1%
Texas 1,425	 2.5% 11.2%
Arizona 298	 2.3% 2.3%
South	Carolina 220	 2.3% 1.7%
Tennessee 314	 2.3% 2.5%
North	Carolina 421	 2.1% 3.3%
Montana 40	 1.8% 0.3%
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State	Employment	/	Income
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California	Employment
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Feb-17 1	Yr Ch
Total	Nonfarm 16676.1 1.9% 315.8
Education 370.2 5.7% 19.8
Government 2538.2 1.9% 46.4
Wholesale	Trade 738.1 2.5% 18.3
Financial	Activities 830.6 1.7% 14.1
Health	Care 2222.8 3.2% 69.3
Prof	Sci	Tech 1241.8 2.7% 32.9
Other	Services 565.3 2.3% 12.9
Retail	Trade 1688.9 0.7% 11.3
Management 227.9 1.2% 2.8
Logistics 593.9 3.3% 18.9
Manufacturing 1299.7 -0.7% -9.6
Information 532.2 3.1% 15.8
Hospitality 1928.6 2.6% 48.9
Admin	Support 1091.6 0.0% 0.5
NR/Construction 806.2 1.7% 13.6
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Business	Activity
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State	Taxable	Sales
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Where	is	Growth?

23

Payrolls Mar-17 15-16 16-17
California 16,694.0	 2.8% 2.1%
Inland	Empire 1,433.7	 4.0% 3.5%
Oakland	(MD) 1,156.2	 3.3% 2.8%
Ventura 306.9	 1.2% 2.8%
Fresno 340.5	 3.5% 2.7%
San	Francisco	(MD) 1,110.4	 4.5% 2.5%
Sacramento 957.9	 3.5% 2.0%
Stockton 228.3	 3.9% 2.0%
San	Diego 1,436.8	 2.7% 2.0%
San	Jose 1,081.0	 3.3% 2.0%
Santa	Barbara 183.1	 0.7% 1.8%
Los	Angeles	(MD) 4,429.6	 2.6% 1.7%
Orange	County	(MD) 1,591.5	 2.7% 1.3%
Santa	Rosa 201.7	 2.5% 0.6%
Bakersfield 257.8	 -0.8% 0.6%
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Proximate	v	Ultimate	Causes
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Total,	All	Industries 1,085,100 36,100 14,500 -21,600
Computer	Mfg 52,200 6,800 500 -6,300
Construction 47,200 4,600 -200 -4,800
Administrative	 61,300 2,700 -2,000 -4,700
Educational	Services 44,900 1,500 -1,700 -3,200
Computer	Systems	 75,800 5,300 2,200 -3,100
Wholesale	Trade 36,600 700 -1,400 -2,100
Finance	&	Insurance 20,800 1,000 -800 -1,800
Health	Care	 120,900 5,600 4,400 -1,200
Retail	Trade 84,900 0 -1,000 -1,000
Real	Estate	 14,100 500 100 -400

Government 96,700 800 1,100 300
Information 76,200 3,500 3,900 400
Semiconductor	Mfg 38,400 -2,700 -1,000 1,700
Leisure	&	Hospitality 102,800 2,000 5,700 3,700
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Wages
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Average	Wage	by	industry,	Santa	Clara	County

Industry Q3-16
YOY	Growth	

(%)
Manufacturing 190,396 15.1
Information 313,138 14.1
Other	Svcs. 42,622 10.7
Health	Care 68,785 8.6
NR/Construction 79,002 8.3
Prof,	Sci,	Tech,	and	Mgmt 175,322 7.8
Admin	Support 69,317 7.6
Leisure	and	Hospitality 29,103 7.3
Education 80,625 3.8
Transport/Warehouse/Util 61,256 3.3
Wholesale	Trade 126,836 0.0
Fin.	Svcs.	and	Real	Estate 126,789 -0.3
Retail	Trade 50,021 -3.7
Total	Private 124,353 8.7
Government 79,538 10.9
Total 120,535 8.8
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West	Bay	Venture	Capital
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Nonresidential	Construction
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Nonresidential	Building	Permit	Values
San	Jose	(MSA),		Q1-05	to	Q1-17

San	Jose	(MSA)	Nonres.	Building	Permit	Values

Permit	Type
2016	
($000s)

YOY	Change	
($000s)

YOY	Growth	
(%)

New	Commercial 2,064,456 725,636 54.2

Office	 1,296,213 610,961 89.2

Retail 232,308 26,582 12.9

Hotel 113,985 89,423 364.1

Industrial 49,257 -57,844 -54.0

Other 438,969 97,599 28.6

Total	Nonresidential 4,564,376 1,204,479 35.8
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The	Ultimate	Cause
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Quiz	Time
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Match	the	payroll	employment	growth	rate	(letters)	
(1995-2015)	to	the	California	region	(numbers)

A 23.6%

B 25.8%

C 27.0%

D 33.8%

E 39.8%

1 Bay	Area

2 Central	Coast

3 Greater	Los	Angeles

4 Greater	Sacramento

5 So	Central	Valley
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Residential	Real	Estate
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Existing	Single-Family	Home	Prices
Santa	Clara	County,	Q1-05	to	Q4-16
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Single	Family	Markets
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Months	Supply

Alameda San	Mateo Santa	Clara

On	Market Total

US 3.1% 7.2%

California 2.1% 4.3%

Santa	Clara 1.2% 2.6%

San	Mateo 1.4% 2.6%

Housing	Vacancy	2015
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Apartment	Rental	Market
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Apartment	Rents	and	Vacancy	Rates
Santa	Clara	County,	Q1-05	to	Q4-16

Cost	of	Rent Vacancy	Rate

Apartment	Rental	Market	by	Submarkets,	Q2-16

Submarket

Cost	of	Rent Vacancy	Rate

Q2-16	($)

YOY	
Growth	
(%)

Q2-16	
(%)

YOY	
Change	
(p.p.)

Northeast	San	Jose 2,468 7.1 6.8 2.5

Campbell/Los	Gatos 1,731 3.8 2.2 -0.6

South	San	Jose 1,482 3.7 3.5 1.0

Central	San	Jose 1,803 2.7 4.1 0.1

East	San	Jose 1,889 2.6 1.1 0.2

Santa	Clara 2,088 1.9 1.7 0.8

Cupertino/Saratoga 2,684 1.7 4.3 1.1

Mtn. View/Los	Altos 2,306 1.5 4.4 1.0

Sunnyvale 2,049 1.4 2.3 0.1
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Residential	Construction
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Residential	Construction	Permits
Santa	Clara	County,	Q1-05	to	Q1-17

Multi-Family Single-Family

Single-Family	Units,	2016

Place Permits	2016
YOY	Level	
Change

YOY	Growth	
(%)

Sunnyvale 230 79 52.3
San	Jose 219 67 44.1
Milpitas 134 61 83.6
Santa	Clara 67 14 26.4
Mountain	View 26 -31 -54.4
Multi-Family	Units,	2016

Place Permits	2016
YOY	Level	
Change

YOY	Growth	
(%)

Milpitas 384 209 119.4
Santa	Clara 351 182 107.7
San	Jose 1,957 93 5.0
Mountain	View 8 8 N/A
Sunnyvale 2 -239 -99.2
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Population
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The	Future	of	Obama-care?
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2015
09-15	

Change

65+ Public 44,731 7,913

Private 1,314 558

Uninsured 392 34

Total Public 117,107 21,831

Private 169,586 9,055

Uninsured 29,758 -15,907
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The	Healthcare	Crisis
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National	Health	Spending	%	GDP

2.1%	/	
Decade

3.3%	/	
Decade

Per	Capita	Healthcare	Spending
2015,	PPP	Adjusted

USA $9,402

Norway	 $7,832

Switzerland	 $7,300

Sweden	 $6,285

Netherlands	 $6,209

Germany	 $6,204

Austria	 $6,143

France	 $5,428

Canada	 $5,421

Belgium	 $5,340

Australia	 $4,873

Finland	 $4,467

Japan	 $4,255

UK $3,717
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Social	Insurance
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2015 2015-2025 2025-2035

Total 321,369	 25,966	 8.1% 23,003	 6.6%

<18	years 73,635	 1,380	 1.9% 2,431	 3.2%

18	to	24 31,214	 (478) -1.5% 154	 0.5%

25	to	44 84,657	 8,772	10.4% 3,552	 3.8%

45	to	64 84,032	 (1,797) -2.1% 3,553	 4.3%

65	years+ 47,830	 18,090	37.8% 13,313	 20.2%

85	years+ 6,304	 1,178	18.7% 4,427	 59.2%

Population	Growth	Projections

Fed	M.	Spending	/	
Senior

1995 $5,461	

2015 $13,531	

2035* $43,395	

Spending	Share	Federal	
Rev

1995 13.0%

2015 18.7%

2035* 41.0%

Medicare	Spending	Projections

Balancing Act: Normalizing the Fed’s Balance Sheet WELLS FARGO SECURITIES 
April 10, 2017 ECONOMICS GROUP 

 

 

 5 

responsive to increases in the fed funds rate, a situation Chairman Greenspan famously referred 
to as a “conundrum.”5 Later in that same year, then Governor Ben Bernanke expanded on the 
potential causes of the Greenspan conundrum, citing an oversupply of investment dollars from 
foreign investors, which drove longer dated bond prices up and pushed yields lower.6 Arguably a 
similar situation exists today and this foreign demand for longer-dated Treasuries becomes even 
more pronounced when volatility contributes to a flight-to-safety move by investors. 

The flattening of the yield curve first observed by Greenspan in 2005 eventually gave way to an 
inverted yield curve at various points of time between 2005 and 2007 (Figure 6). Since 2014, the 
yield curve has been flattening again, with the spread between the yields on the 10-year and  
two-year Treasury returning to the level that prevailed at the time of the Greenspan conundrum.  

Figure 6 

 

 

Figure 7 

 
Source: Federal Reserve Board, Congressional Budget Office and Wells Fargo Securities 

Our interest rate forecast has short term rates rising faster than longer term rates and thus 
implies a continuation of this flattening trend. In this scenario, the swollen balance sheet of 
today’s Fed offers some additional monetary policy flexibility vis-à-vis the Fed of the Greenspan 
era. Rather than waiting for the Treasuries it holds to come to maturity, the Fed might instead sell 
longer-dated Treasury securities on the open market. All else equal, the additional supply should 
push prices down and drive yields higher at the long end of the curve.  

Relationship between Fiscal & Monetary Policy Isn’t a One-Way Street 
There are a number of Republican members of Congress who would like to see the Fed get out of 
the housing market and unwind some or all of its $1.8 trillion portfolio of MBS and agencies. In 
many instances, these are members of Congress who also place a high value on balancing the 
federal budget.  

As Figure 7 shows, Congressional Budget Office estimates suggest that the fiscal budget deficit is 
poised to worsen over the next few years. Without making a value judgement about whether or 
not the Fed “should” maintain a large balance sheet, the Fed’s large holdings currently help 
reduce the budget deficit. In an environment of rising deficits and policy proposals for which 
finding the funding is often a major challenge, reduced remittances to the Treasury cannot be 
ignored. As illustrated in Figure 8, Fed earnings remitted to the Treasury over the past 12 months 
add up to roughly $90 billion. Without those remittances, last year’s fiscal budget deficit would 
have been 16 percent larger.7 

                                                             
5 Greenspan, A. (February 2005). Federal Reserve Board’s semiannual Monetary Policy Report to the 
Congress. https://www.federalreserve.gov/boarddocs/hh/2005/february/testimony.htm 
6 Bernanke, B. (March 2005). “The Global Saving Glut and the U.S. Current Account Deficit.” Sandridge 
Lecture, Virginia Association of Economists. Richmond, VA. 
 https://www.federalreserve.gov/boarddocs/speeches/2005/20050414/default.htm 
7 For further reading on this topic, see Silvia, J. Brown, M. & Pugliese, M. (February 2016). “The 
Intersection of Fiscal and Monetary Policy.” Wells Fargo Economics. Available Upon Request. 
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Public	Sector
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Tax	Reform	not	Tax	Cuts
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Implications
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Real	Net	Worth

1989 2001 2013

Mean	Net	Worth	by	Percentile	of	Net	Worth

Less	than	
25 -$1.0 $0.1 -$13.0

25–49.9 $41.8 $58.4 $35.9

50–74.9 $162.2 $219.9 $177.7

75–89.9 $411.6 $594.0 $546.3

90–100 $2,294 $3,631 $3,962
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The	Big	Picture

The	Economic	Outlook
• Economic	Growth	Outlook	for	2017:	2-

2.5%	even	with	the	weak	first	quarter
• Labor	markets	to	remain	tight,	wages	to	

put	pressure	on	profits
• Financial	markets	a	bit	frothy,	but	

interest	rates	to	remain	low
• Exports,	business	investment	to	pick	up
• California	to	slow	ut mainly	due	to	

housing	shortage
• San	Jose:	Still	hot- but	growth	is	

constrained	by	housing,	infrastructure

The	Trump	Factor
• The	Good:	Infrastructure,	

Mortgage	Reform,	Government	
Efficiency,	Trade	negotiations

• The	Bad:	Interest	Rates,	Federal	
Deficit,	Personal	Liabilities,	
Deregulation	of	Wall	Street,	
Foreign	policy,	Healthcare	

• The	Ugly:	The	potential	for	a	
trade	war,	Immigration	and	the	
Environment,	Entitlements,	
Revenge	of	the	Left

43
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For		additional	information	visit www.beaconecon.com

Our	Services
ØEconomic	Forecasting
ØRegional	Intelligence	Reports
ØBusiness	&	Market	Analysis
ØReal	Estate	Market	Analysis
ØPorts	&	Infrastructure	Analysis
ØEconomic	Impact	Analysis
ØPublic	Policy	Analysis

To	view	or	download	this	presentation	please	visit:		
www.BeaconEcon.com

Chris@BeaconEcon.com
310-571-3399


