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E C O N O M I C  O U T L O O K 

Market Performance 
The stock markets poor performance over the 
past four years should not be a surprise. History 
shows that when “market bubbles” end, it’s 
usually painful and lasts for an extended period 
of time! As a result, experiences and lessons 
are so significant that “market bubbles” tend to 
be a generational event. It takes a new genera-
tion, yet to experience the “hard lessons”, to 
start the next “cycle” again. Such was the case 
in the 1990’s, many believed that this time the 
economy “really was different”. 
 
Prosperity 
From late 1994 to early 2000, a span of a little 
more than 5 years, the S&P 500 rose 240%. The 
annualized return for that period was 45%, or 
more than 4 times the annual historical return. 
To put it into perspective, the “market bubble” 
created in the late 1990’s was twice the 
“market bubble” reached in 1929. 
 
History 
There are a number of interesting similarities 
between the 1920’s and the 1990’s; low interest 
rates, a strong economy, above average corpo-
rate profits, rising wages and exceptionally 
strong productivity growth. In the 1920’s there 
were new industries leading the way; the tele-
phone, radio, the auto industry and aviation. In 
the 1990’s we had the Internet, computer chips, 
software, bio-technology and cell phones. And 
as was the case in each decade; the outlook 
was so “bright” that it was widely accepted 
that the economy would continue to grow unin-
terrupted, a “new era”.   
 
The Cost    
There was one other significant similarity be-
tween the two periods, a tremendous accumu-

lation of debt. Credit is necessary to support a 
rapidly expanding economy, however, in the 
1920’s and 1990’s debt reached unsustainable 
levels.  In the 1920’s total credit reached 270% 
of GDP while in the 1990’s debt totaled 300% of 
GDP, both records. Too much easy credit re-
sulted in “market bubbles”. We know the even-
tual outcome of the 1929 market, by 1933 the 
market declined 90%. If you invested near the 
top in 1929 and stayed invested through the 
market bottom in 1933, it would have taken 25 
years to recover the original investment! Re-
strictive Fed monetary policy in the 1930’s, al-
though reducing debt, exacerbated the market 
decline. The Fed learned from their “mistakes” 
during the “Great Depression” and today uses 
low interest rates and increased money supply 
to assist economic recovery’s.  
 
Conclusion  
Though “accommodative monetary policy” pre-
vents severe economic conditions it doesn’t 
solve the excess debt problem. In turn, excess 
debt curtails economic growth, job creation and 
the stock market. Japan, over the past 15 
years, is a good example of how poorly an econ-
omy grows with excess debt. First Japan ex-
perienced a stock market “crash”, then a real 
estate market “crash”, followed by deflation 
and near zero economic growth. Excess debt 
can’t be solved by Fed monetary policy without 
severe consequences, i.e. “The Great Depres-
sion”. The “cure” is more likely found in tax re-
form (fiscal policy), such as a “consumption 
tax”, where there are benefits for saving and 
costs for spending. The US is the only major 
economy in the world that does not have a 
“consumption tax”. As a result, it’s no accident 
that the US consumer is the most heavily in-
debted in the world.     


