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We are in a period of worldwide stagnation

The big economies are growing slowly











I’m only a little excited about cheap gas

Because it’s a symptom of slow growth



I know it’s technology too, but other commodities prices are falling



Oil and gas prices are likely to rise only a little...





Cheap gas isn’t permanent. Likely to return to “normal” levels

Hydraulic fracturing accounts for about half of current U.S. crude oil production





Where’s it coming from?



U.S. oil production continues to fall: now below year-ago level





In our little region of the oil patch...



OPEC production has not fallen



Is the US teetering on the brink of a new recession?

• Not based on the labor market flows



Labor force participation is a problem

• There’s still a shortfall of employment.



Not based on forecasts of GDP growth

• Predictions are for a pesky, persistently slow growing economy



Are we in for a long term period of slow growth?

• The key ideas:

• Summers: secular stagnation was first put forward by Alvin Hansen in the 

1930s. The economies of the industrial world, in this view, suffer from an 

imbalance resulting from an increasing propensity to save and a decreasing 

propensity to invest. The result is that excessive saving acts as a drag on 

demand,
•Example:  New economy firms generate a great deal of cash, but do not distribute

• Gordon: changing workforce demographics will lead to a fundamental decline 

in the rate of productivity growth

• Bernanke: there is a savings glut emanating from cash thrown off by emerging 

markets.  It’s not secular stagnation, because the low interest rates that come 

with it ultimately make many investments profitable



We may find it easy to forget

Because we live in one of the islands inside the US with a relatively strong 

economy











Fiscal conditions are going to get worse



If we all work together, surely we can find a solution



The political parties are moving apart



Whether or not people are politically engaged

But especially if they are 



...and so are the people who comprise them

• And that’s troubling news because of the…



News from the CBO:  The federal budget



Entitlements have seen the biggest jump



And there’s no taste for addressing them

Quotes from the leading candidates

• Hillary will:

• Fight any effort to privatize or weaken Medicare and Social Security, and expand Social Security 

for future generations by asking the wealthiest to contribute more.

• Expand Social Security benefits for widows and those who took time out of the paid workforce to 

care for a child or sick family member. (Hillaryclinton.com)

• “So raising the retirement age would very well eliminate a lot of hardworking people from getting much 

Social Security at all. I will not do that.” (AARP.org)

• Hillary understands that there is no way to accomplish that goal without asking the highest-income 

Americans to pay more, including options to tax some of their income above the current Social 

Security cap, and taxing some of their income not currently taken into account by the Social Security 

system. (Hillaryclinton.com)



Quotes from the leading candidates

From Donald Trump:

• [T]he Democrats are doing nothing with Social Security. They're leaving it the way it is. In 

fact, they want to increase it. They want to actually give more. And that's what we're up 

against. And whether we like it or not, that is what we're up against. I will do everything 

within my power not to touch Social Security, to leave it the way it is; to make this country 

rich again; to bring back our jobs; to get rid of deficits; to get rid of waste, fraud and abuse, 

which is rampant in this country, rampant, totally rampant. And it's my absolute intention to 

leave Social Security the way it is. Not increase the age and to leave it as is. (AARP.org)



Quotes from the leading candidates

Ted Cruz:

• What I’ve said is, for seniors, we should make no changes whatsoever. For younger 

workers, we should gradually raise the retirement age, we should have benefits grow more 

slowly, we should allow them to keep a portion of their taxes in a personal account that 

they control and can pass on to their kids.

• “If we get back to historic levels of growth – three, four, five percent – everything turns 

around…that enables us to strengthen and preserve Social Security.” (AARP.org)

http://www.c-span.org/video/?c4577386


“Historic” rates of growth not likely any time soon



The problem with benefits…demographics





The bottom line:

• I’m not counting on fiscal policy

• The fundamentals (demographics) aren’t favorable

• The political parties seem unlikely to find common ground without a crisis (which is likely 

still to be a decade away or more)

• The sorts of fiscal policy that are most likely to have positive impacts on longer term 

growth rates are also likely to make the budget situation worse



Well, then how about monetary policy?

• Zero or negative(!) interest rate policies in place 

• Fed’s policy has been in place since 12/08.  Still conducting a nearly zero interest rate 

policy

• Mr. Draghi also cut the rate the ECB pays banks for their deposits to negative-0.4% from 

negative-0.3% (WSJ, 3/10/16) Notably also now buying corporate bonds as part of the 

quantitative easing program(!)

• The Bank of Japan blindsided global financial markets by adopting negative interest rates 

for the first time ever, buckling under pressure to revive growth in the world's third-largest 

economy. (CNBC, 1/29/16)

• Bottom line:  zero interest rate policies are in place in economies comprising large 

proportion of total worldwide GDP



Are zero rates jumpstarting lending?



What is it good for?

• If zero rates aren’t jumpstarting lending or the economy, then what are they 

doing?

• They are depressing returns to savers



Returns to equity have been high

“But you made a lot of money over the past 6 years” (CNN-Money, 8/25/15)



If “you” is a high income household



What monetary policy is good for

• We’re asking monetary policy for solutions that its not equipped to deliver on

• It is not an engine of growth

• It is a mechanism for price stability

• And we had better think hard about the precedent that the ECB is setting by 

buying corporate bonds



Monetary policy is doing its job



Can enlightened regulatory policy help?

• Policy is hard



Example:  Energy policy

Environmental policies increasing the variance of returns in the energy industry

Also creating structural changes in labor markets



Example:  The repeal of ACA

It’s bad:

• CBO and JCT estimate that federal deficits would increase by $353 billion over the 2016–2025 period 

if the ACA was repealed

It’s good:

• Repeal of the ACA would raise economic output, mainly by boosting the supply of labor; the resulting 

increase in GDP is projected to average about 0.7 percent over the 2021–2025 period. Alone, those 

effects would reduce federal deficits by $216 billion over the 2016–2025 period

We aren’t sure (but we’re honest about it):

• For many reasons, the budgetary and economic effects of repealing the ACA could differ substantially 

in either direction from the central estimates presented in this report. The uncertainty is sufficiently 

great that repealing the ACA could reduce deficits over the 2016–2025 period—or could increase 

deficits by a substantially larger margin than the agencies have estimated. 

• However, CBO and JCT’s best estimate is that repealing the ACA would increase federal budget 

deficits by $137 billion over that 10-year period.



Example:  Financial policy

• Ack! let's not have another bubble (even though we’re creating exactly the right conditions 

for them)

• And let's do it by increasing the regulatory burden on the financial sector (especially 

small banks)



Regulatory options run from simple to dramatic

• Simple:  More, better capital

• Not so simple:  “transformational restructuring.” Taxes on leverage, breakups



Why are regulators ascendent?

• Long term economic stagnation gets people thinking hard about alternatives to market 

based economies

• This is not our first rodeo



More recent results

• “Democrats (43%) are also much more likely than either independents (22%) or Republicans (9%) to have a favorable 

view of socialism. Democrats, in fact, are as likely to have a favorable view of capitalism (43%) as socialism. While only 

9% of Republicans see socialism in a positive light, 79% have a good view of capitalism”



The rise of the administrative state

• General sets of guidelines are passed into law implemented by a risk averse, well 

compensated, bureaucratic structure (Example:  Dodd-Frank)
• Strong memo to follow (Harvard Legal Review, 1994)

• And: 

• But, and this is important.  What is the alternative?


