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The Economy 

The U.S. 

Springtime arrived again in March, though not without the usual mix of snow storms here in Colorado.  It is 

spring for the U.S. economy as well, as a recovery continues to take hold.  Across a broad range of metrics, 

the domestic economy is improving, though ploddingly.   

The private sector has led the way recently.  Stripping out government spending and inventories, the private 

sector grew at an annual pace of 3.75% in the fourth quarter of 2012.  American business is actually pretty 

healthy, in spite of myriad factors that could derail a recovery.  Recent positive trends in housing and labor 

markets have improved prospects for the economy in 2013.   

Amid more optimism for the economy and the financial markets, dark clouds remain.  Pip, the protagonist in 

Dickens’ Great Expectations notes: “It was one of those March days when the sun shines hot and the wind 

blows cold: when it is summer in the light, and winter in the shade.”  This description is not unlike the 

current state of economic health here at home.  With GDP growth still below trend and unemployment close 

to 8%, there remains a hint of winter in the data.  The March ISM Manufacturing Index slowed unexpectedly 

to 51.3, reflecting reduced fiscal stimulus in the economy and increased regulatory uncertainty for business 

owners.   

The “wealth effect” is improving the balance sheet of American households.  Improving housing prices have 

increased the net worth of families across the U.S. over the past year.  Many homeowners previously under-

water on their mortgages are now close to break even, a substantial turning point after the collapse of 

residential housing prices in 2008.  The U.S. stock market reached a record high at the end of March, padding 

investment and retirement accounts.  While wage growth remains stagnant in real dollar terms, consumer 

spending can continue to increase on the back of gains in household wealth. 

Consumer spending has held up in 2013, in spite of a payroll tax hike and higher gas prices.  Inflation 

adjusted spending was up 0.3% in February.  The personal savings rate in the U.S. was 2.6% in February, up 

from January but still in a downward trend year-over-year.  Consumer spending has stayed positive as a result 

of less saving by American consumers. 

In an increasingly connected world, the U.S. recovery cannot exist independently.  Continued economic 

concerns from the Eurozone and China, among others, still weigh on global growth prospects.  Particularly 
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with respect to the Eurozone, the current recession there is at risk of worsening.  Europe’s economic 

deterioration will continue to have derivative effects on U.S. growth.    

The World 

Cyprus led the latest panicked European headlines for the month of March, as the tiny island nation received 

a bailout of its banking system.  Facing bad debts from Greek loans, the Cypriot banking industry became 

increasingly insolvent over the past year.  In exchange for a €10 billion bailout from the IMF and its 

European neighbors, Cyprus was forced to raise billions of Euros on its own.  The solution: tax the 

depositors of its banking system who held above €100,000 in their savings accounts.   

While Cyprus itself is an inconsequentially small part of the total Eurozone economy, the ramifications of the 

bailout there could have negative consequences reaching far beyond its borders.  The deal to punish deposit 

holders sets a dangerous precedent for Europe, as such an arrangement could encourage a run on the banks 

of peripheral countries.  A Cypriot bank run can be contained; a Greek or Spanish bank run could do 

devastating damage to the European financial system.  As European leaders continue to bumble through this 

crisis, global financial markets remain wary.         

Throughout modern history, socialist economic policies have been proven to fail time and again.  Massive 

wealth re-distribution, punitive marginal income tax rates on high earners and government spending which 

crowds out private industry: these are the hallmarks of impoverishment.  And so it comes as no surprise that 

France is beginning to implode economically.  The French unemployment rate has risen well above 10% in 

recent months and is expected to increase further.  President Hollande reported last week that France will fail 

to meet its budget deficit targets, as economic growth and tax revenues have declined.  While much of the 

focus in Europe has been on the distress of its peripheral region, it could be France’s economic woes which 

ultimately undermine the Euro currency.       

North Korea has once again embarked upon a strategy of saber rattling.  Not content with its current 

diplomatic and economic standing in the world community, the country has escalated tensions with South 

Korea and the U.S. in recent weeks.  North Korea’s nuclear capability and conventional proximity to South 

Korea’s population make it a serious geopolitical concern.  Regional experts share real concern that North 

Korea is not simply “all bark and no bite.”  Economies and financial markets across Asia may remain wary 

under the threat of regional armed conflict.      

The Markets: Mostly Positive 

Risk assets appreciated again in March, capping off very large gains for the first quarter.  For the month, the 

S&P 500 gained 3.75%.  The broad U.S. index rose 10.61% in Q1, finally surpassing the previous all-time 

high set on October 11, 2007.   A combination of positive domestic economic data and continued stimulative 

monetary policy have led stocks higher and higher.        

International equities rose in March, despite the mostly negative headlines from the Eurozone.  For the 

month, the MSCI EAFE Index rose by 0.82%.  Weighing on the EAFE Index’s return was the depreciation 

of the Euro, which has fallen 2.9% against the U.S. Dollar in 2013.  Emerging markets stocks were down in 

March, as the MSCI EM Index declined by 1.72%.  We have seen a decoupling in global stock markets, as 

emerging market indices have fallen even as we witness record levels in the U.S.      
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Bonds were mostly flat in March.  The broad U.S. measure, the Barclays Aggregate Index, gained 0.08% in 

the month.  Improving economic conditions in the U.S. that have placed upward pressure on yields were 

balanced by foreign inflows seeking the safety of U.S. fixed income.  The Barclays U.S. Agg is down 0.12% 

year-to-date.    Investment grade corporate bonds also treaded water and are essentially unchanged for the 

year.  High yield bonds hit their lowest yield-to-worst ever in March, reflecting investor hunger for income.  

Global fixed income declined in March. The Barclays Global Aggregate Index fell 0.25% for the month and is 

down 2.1% in 2013.  Most of the decline in the Barclays Global Aggregate Index has come from weakness in 

the Euro and the Japanese Yen.    

The Dow Jones UBS Commodity Index rose by 0.67% in March.  Year to date, commodities have declined 

1.13%.  Energy prices drove the gains in the month.  Natural gas was up nearly 20% in the first quarter, as a 

prolonged U.S. winter increased heating demand.  West Texas Intermediate crude oil closed at a six-week 

high at the end of March.  Gold has now experienced two consecutive quarterly losses, amid sentiment that a 

slow U.S. economic recovery has tempered inflation concerns.           

 

Closing Thoughts 

We are in an era of unprecedented intervention in the financial markets.  Since the sub-prime crisis began five 

years ago, governments and central banks across the world have unleashed monetary and fiscal stimulus on a 

scale heretofore unseen in developed economies.  The result is that American and EAFE economies have 

grown their deficits and debts, interest rates have dropped to record lows and riskier assets have appreciated 
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handsomely.  As previously mentioned, high yield bonds recently hit all time low yields, while the U.S. stock 

market hit an all time high.   

Investment gains are certainly most welcome and it’s difficult to feel too depressed about a first quarter in 

which U.S. stocks were up 10.6%.  Portfolios have appreciated due to gains in stocks and other asset classes.  

Yet, questions remain as to the long term health of global markets.  Have we created problems for ourselves 

down the road with the unintended consequences of massive government stimulus?     

Writer and philosopher Nassim Nicholas Taleb’s latest book is called AntiFragile: Things That Gain From 

Disorder.  Taleb is the author of The Black Swan, a work that has changed the paradigm of risk taking and 

statistics.  In AntiFragile, Taleb argues that constant government intervention in financial markets, ostensibly 

for the sake of stability, has onerous long term consequences.   

Taleb likens the management of financial markets to the management of forest fires.  Envision a policy in 

which all forest fires, however natural, are prevented and extinguished.  For a number of years, an artificial 

calm is kept.  No fires occur.  But yet, when a forest fire does inevitably occur many years later, it is 

catastrophic.  The same thought process can be applied to a financial crisis that has been artificially repressed.  

One can’t help but worry about the unintended consequences that are being created by our current monetary 

and fiscal policies.     

Inflows continue to be a positive sign for equities.  Investors poured a record amount of money into ETFs in 

the first quarter of the year, according to Blackrock.  U.S. equity funds took in fresh capital for four straight 

weeks in March, the longest inflow streak since the fourth quarter of 2011.  The cash that has been sitting on 

the sidelines is starting to be invested.      

There is an old trader’s axiom that one should not “fight the Fed.”  As long as Ben Bernanke continues with 

our very stimulative brand of monetary policy, risk assets will likely appreciate.  And this is not a bad thing.  

Along with a recovering economy, the stock market’s recent highs signal a returning optimism to our country.  

A well diversified investment portfolio remains the most effective hedge to the uncertainties of the world in 

which we live.      

 

           


