2020 1ST QUARTER ECONOMIC OUTLOOK
I’ve been watching the economy and markets for almost 40 years and I understand and know
how to monitor both. My market and economic outlooks are filled with graphs, charts and
tables from government agencies, well known and respected economists, analysts and
independent economic and market research firms. I spend a lot of time understanding where
the markets and economy are and I find the charts, graphs that prove the trends and metrics
of both that are included in my monthly Outlooks. I also provide the bullish and bearish case
for investing.
I listened to the State of the Union, SOTU, on February 5th and when it came to the economy
it was filled with misinformation. Click here to read the SOTU transcript. A few days later
Vice President Pence did an interview with CNBC telling the same untruths.
Below I address some of the misleading comments regarding the economy and markets
made in the SOTU with charts, graphs, and proof where the economy and markets are.
GDP Growth
Here are two statements from the President in his SOTU “I am thrilled to report to you
tonight that our economy is the best it has ever been.” “Our roaring economy”
I’m on the board of the local Chamber of Commerce and Rotary and most members tell me
the economy is booming, echoing the President. Even CNN, MSNBC say the economy is
strong.
Is the economy booming, roaring, the best it’s ever been?
If the President would have said – the economy is the largest it’s ever been, he would have
been correct, below is a chart showing the size of the economy:

Source: FRED (Federal Reserve Economic Data)

Yes, the size of the economy is the largest in our economic history, but you can say that
every year except when we have a recession. U.S. real (inflation adjusted) GDP is about $19
trillion. GDP is about $22 trillion non-inflation adjusted
What is more important than size, is the growth rate of the economy. It’s growth that creates
jobs, and prosperity. . When the President was campaigning he said his aim was to grow the
economy about 4% to 6%. Most of us knew this was not sustainable with a $22 trillion
economy. It’s hard to move the needle on an economy this large. In 2017 I wrote an article
Trumponomics and the New Normal about why our economy would grow slower, even with
President Trump’s pro-business economic agenda. Click here to read the article.
Below is a chart that shows the long-term growth of our economy:

The chart shows that this economic cycle/expansion is the slowest in our economic history.
In 1950 the U.S. economy was almost $300 billion and it was easier to grow 8%. The law of
large numbers tells us that as the economy get bigger growth slows. The economy is slowing
down again:

Source: WSJ

This economic expansion began in 2009 and was extended under President Trump thanks
his pro-business policies including tax cuts and deregulation at the national level. Growth
did grow above the trend of this cycle in 2018 but now growth is expected to slow below
this cycle’s growth rate in 2020.
Unfortunately the growth comes with deficits (government revenue minus government
spending) from lower tax revenue and increased spending. Here is a chart showing the rise
in our deficits:

Tax cuts, military spending and baby boomers retiring with increased Social Security and
Medicare expenses are causing our deficits to increase. Deficits are expected to reach around
$1 trillion this year.

When we go into a recession, our deficits will explode as tax revenue will be reduced and
unemployment expenses rise. The deficits could be as worse during the Great Recession that
started in 2008.
The deficits are causing our debts to increase:

Source:Statista

Many economists and analysts are concerned about our rising deficits and
debts.
Conclusion: The economy is NOT “the best it’s ever been” and it’s NOT
“roaring”. The economy is slowing to below this cycle’s trend, and it’s below
the historical average growth rate for this economy, about 3%.
Also, the growth was financed by deficit spending and was not organic. Rising
deficits and debts will likely become economic headwinds in the future.
Jobs, Wages and Confidence
Jobs
“Three years ago, we launched the great American comeback. Tonight, I stand before you
to share the incredible results. Jobs are booming, incomes are soaring, poverty is
plummeting, confidence is surging”
“The unemployment rate is the lowest in over half a century. (Applause.) And very
incredibly, the average unemployment rate under my administration is lower than any
administration in the history of our country. (Applause.) If we hadn’t reversed the failed
economic policies of the previous administration, the world would not now be witnessing
this great economic success. (Applause.)”
“Jobs Are Booming, and the Unemployment Rate Is the Lowest In Over Half a
Century”

Yes, unemployment is at historically low levels:

But, most of the decline was made before he became President:

The Great Recession caused unemployment to spike from around 4% to about 10%. Before
President Trump was elected unemployment fell more than 5%. Since the President’s
election, unemployment has fallen about 1.5%.
Conclusion: Yes unemployment is close to the lows made 50 years ago. But employment
dropped more than 5% before he became President. Unemployment dropped about 1.5%
since the start of his presidency. At best, he is overstating his accomplishment in
bringing down unemployment.

“Incomes Are Soaring”
After decades of flat and falling incomes, wages are rising fast — and, wonderfully, they
are rising fastest for low-income workers, who have seen a 16 percent pay increase since
my election. (Applause.) This is a blue-collar boom. (Applause.)
Our economy started as an agrarian economy, transitioned to an industrial economy and now
is a service, knowledge, technology based economy. The chart below shows the growth
trend for services and manufacturing:

As the chart reads, manufacturing is contracting (below 50), but service/nonmanufacturing is
slowing but remains in an expansion mode (above 50).
Manufacturing is only 12% of the U.S. economy. Services make up about 80% of the
economy. We would be in a recession if we were a manufacturing based economy.
Unfortunately most of these service jobs (retail restaurant, hotel….workers) are low quality.
The chart below shows that most of the jobs being created are low quality jobs with low pay,
with little job security, and little to no benefits (healthcare, retirement accounts, life
insurance….).

“ they are rising fastest for low-income workers”. This statement is basically true, but, as
mentioned above the majority of new jobs are lower quality jobs with low pay and benefits.

Higher wage gains for lower wage earners is not that unusual. Wage gains are NOT
“soaring”
Conclusion The service economy is large and is where many of the jobs are being created,
but most of these jobs are low quality with little job security and low wages. Wages are
growing fastest for low wage earners, but it’s not unusual that they are growing faster than
higher wage gains.
On an absolute basis, a wage increase means much more for a high wage earner and less for
a low wage earner: A person making $30,000 and get’s a 5% raise would mean an extra
$1,500. But a 3% increase for a person making $100,000 would be a $3,000 increase, twice
as much as the low wage earner.
Wages are NOT soaring.

Unemployment for Blacks and Hispanics Is the Lowest in History
“The unemployment rate for African Americans, Hispanic Americans, and Asian
Americans has reached the lowest levels in history”
This is basically true, but it’s not the whole story:

Blacks and Hispanics had the highest unemployment and they were the largest group of
unemployed and are the largest groups to employ. It makes sense that as other groups are at
full employment, employers are going to offer jobs to the groups that are unemployed.
Also similar to the employment trends, most of the gains were made before President Trump
took office. Black and Hispanic and women wages remain significantly below Anglos as the
text from the Bureau of Labor Statistics reads:

Conclusion Yes, Black and Hispanic unemployment is the lowest in history and the
extending of this expansion is helping. Most of the gains were made before he became
President. Also, Blacks and Hispanics earn significantly lower wages than their Anglo
counterparts.
Did the President have specific policies to help Black and Hispanics unemployment – NO.
Blacks and Hispanics were the largest groups of the unemployed and if you need service
workers you would have to consider Blacks and Hispanics.
Again, the President claims credit where it is not warranted.

Confidence Is Surging
“Consumer confidence has just reached amazing new highs.”
Below is a chart for consumer confidence:

Consumer confidence dropped dramatically during the Great Recession. It bottomed close to
20 and rose to about 100 before the President took over. Consumer confidence did leap from
around 100 to close to 140, but it’s peaked and is now about 126.5.
Also consumer confidence was higher under President Bush early in his term.
CEO confidence has dropped significantly:

CEO confidence has dropped about in half since his election. Most of the loss of confidence
has to do with the trade wars with Mexico, Canada, Europe, China and sanctions against
Iran, Venezuela, and North Korea.
Small business confidence did spike:

Source: WSJ, the Daily Shot

Small businesses liked the prospect of a billionaire businessman becoming the President
with tax cuts and deregulation. Small business confidence has also peaked.
Conclusion, “confidence is surging” Consumer confidence collapsed during the Great
Recession and recovered before the President was elected. Consumer confidence rose again
after the elections, but they have peaked. It is not true “Consumer confidence has just
reached amazing new highs.” See the above consumer confidence chart. It was higher
during the Bush years. Consumer confidence is NOT soaring.
CEO confidence has dropped about half mostly due to trade wars.
Small business confidence did spike, but it has peaked.

Impact of Lower Taxes
“From the instant I took office, I moved rapidly to revive the U.S. economy — slashing a
record number of job-killing regulations, enacting historic and record-setting tax cuts,
and fighting for fair and reciprocal trade agreements. (Applause.)”
Record-Setting Tax Cuts
The corporate tax cuts were NOT the largest in history, but overall they were the fourth
largest.
Tax cuts have run its course. I wrote a report in 2017 on Trumponomics and Tax Reform.
One of the main points of the report was that tax cuts to the wealthy and corporations has a
very low multiplier effect. Below is a chart from the report:

As the image shows, corporate tax cuts to corporations and high income earners have a low
multiplier effect, (a ripple impact on the economy) in this case a pebble and not a boulder.
Click here to read the article. The article has been basically correct.
Conclusion, The tax cuts were not the largest in history, yes business tax cuts were. Tax
cuts have run their course and now the economy is slowing down.
The cuts have created significant deficits and is causing our debts to increase. This should
concern everyone.
“Slashing Regulations”
It is difficult to determine the economic impact of the deregulation efforts of President
Trump according to BusinessWeek. Click here to read the article. Also, most of the
regulations are at the state and local levels and the federal government can do little to
change that.

Conclusion, “Slashing Regulations”. Research indicates that it’s hard to measure the
impact of deregulation at the federal level. The President overstates the impact of
deregulation. The President can do very little about state and local regulations.
“U.S. stock markets have soared 70%”
“Since my election, U.S. stock markets have soared 70 percent, adding more than $12
trillion to our nation’s wealth, transcending anything anyone believed was possible.
This is a record. It is something that every country in the world is looking up to. They
admire. “
Which markets? Let’s review the S &P before President Trump was elected:

Source: www.erlangerchartroom.com

The markets were going sideways from 2014 to 2016 and admittedly we could have entered
a bear market as growth slowed and earnings were flat. The slowdown was due a change in
China’s economic policy and nations (Brazil, Canada, Australia….) that supplied Canada
went into recessions causing the U.S. economy to slow.
Investors were concerned about candidate Trump’s trade policies would lead to trade wars.
When Clinton’s poll numbers dropped, the markets dropped.

The 70% increase is based on the bottom made in October and not when he got elected in
The night of the election, the markets start collapsing as it looked like Trump might win the
Presidency:

The morning after the election, the President sent his economic team to the cable financial
news channels touting President Trump’s economic policies and the markets rallied
strongly. The President continues to send his economic team to the financial cable networks
to talk up his economic policies. These visits are losing their effectiveness on the markets.
But, the President has lots of cheerleaders (especially Jim Cramer) on CNBC and especially
on Fox Business helping the markets.
If we’re generous and use the market price when it was announced he was elected and the
close of the day of the 2020 SOTU (very close to peak prices since his election), here are
what the numbers look like: (3334.69 minus 2060.50)/2060.50 = 1274.69 = 61.87%,
annualized 3 years (should be 3.33 years) 20.62%. These are great numbers.
If we use the market price at the time of this writing, here are the numbers: (2978 minus
2060.50)/2060.50 = 44.52%, annualized 14.84%, still very good numbers. Most of the gains

were made the first year, 2017 about 40% (day of election and the peak made in January
2018).
The strong performance made the markets very overvalued:

Notice that earnings have barely moved but the markets have become speculative
(acceleration of prices) and overvalued, market prices (blue trendline) are moving much
faster than the growth of earnings (orange trendline). These are not healthy markets.
Conclusion, “U.S. stock markets have soared 70%”. If we use the price when he was
elected and the day of the 2020 SOTU the S & P is closer to 60% and currently it’s about
52%, on an annualized basis it’s about 17.43%, great numbers. There is no need for the
President to exaggerate these numbers.
What is concerning is the overvaluation and speculation of these markets. We can see what
happens when stocks are overvalued and speculative and the declines that happen. We had a
violent correction in December 2018 and currently during the uncertainty to the global
economy and Coronavirus. When prices rise because of speculation and not investing
conviction, just as fast as these speculators move the market up, they will get out much
faster.
I will write more about the Coronavirus in my Market Update next month.
Energy
“Thanks to our bold regulatory reduction campaign, the United States has become the
number one producer of oil and natural gas anywhere in the world, by far. (Applause.)
With the tremendous progress we have made over the past three years, America is now
energy independent”

This is a complicated story, where do I start?
“Thanks to our bold regulatory reduction campaign, the United States has become the
number one producer of oil and natural gas anywhere in the world
The first part is not true, the second part is. Below is a table that shows the history of U.S.
energy production including exports and imports:

Source: U.S. Department of Energy, Energy Information Administration

Peak oil (oil reserves and production would peak then decline) dominated energy thinking
for years. In 2008, it was thought that peak oil was realized. U.S. oil production bottomed
and it was thought the U.S. would have to import most of its oil. We use about 20 million
barrels of equivalent, boe, a day. In 2008 U.S. oil production was only 5 million barrels per
day. Today oil production is about 12 million barrels a day.

If we use about 20 million boe a day and we produce about 12 million, where does the rest
come from? It comes from wind, solar, and natural gas liquids. Natural gas liquids (ethane,
propane, butane….) has become an important part of meeting our energy needs and natural
gas liquids are a byproduct of fracking. The rest comes from IMPORTS, yes we import oil.
Fracking technology (horizontal and hydraulic drilling) has been around since the civil war
and is the main reason why oil and natural gas production has increased, not lower
regulations. It was started being used to develop and produce our huge shale reserves (oil
and natural gas trapped between rocks beneath the earth’s surface). Fracking started with
shale natural gas reserves. The success of shale natural gas fracking was soon after used to
develop shale oil reserves.
Advanced fracking started around 2009, before the President was elected, when total oil
production (oil, natural gas liquids) was about 7,267 boe per day. 2020 estimates for total oil
production is about 17,989 boe per day. Again, advanced fracking NOT degregulation
caused the U.S. to be the number one producer of oil and natural gas liquids in the world.
Below is a table that shows our net imports. Our oil companies make more money overseas
because prices are higher in global markets versus domestic markets, so they export some of
their production. This means we have to import oil to meet our energy needs.

Source: U.S. Department of Energy, Energy Information Administration

The table shows the countries that import to us. Canada is the largest import of oil to the
U.S. We are NOT energy independent.
We are the number one producer of oil, but in terms of proved reserves we are number ten.
The chart below shows the top ten countries with the highest proved oil reserves.

Source: World Atlas

According to first table in this section, we produce about 18 million boe per day. This means
we will run out of oil in about 6 years at current production and with the amount of U.S. oil
proved reserves. 6 years = 39.23 billion barrels of proved reserves divided by 6.57 billion
boe per year (18 million boe per day times 365 days). Rather than being the largest producer
in the world it would make more sense for the U.S. to import more abundant, cheaper
reserves from OPEC and Canada to make our proved reserves last.
80% of petroleum use is for transportation. There are still about 1.4 billion cars in the world
plus planes, trucks, boats that need petroleum products. It could be over a decade where
combustion engines dominate transportation around the world. Trucks and SUVs remain the
biggest sellers in the U.S.
Conclusion: we are the largest oil producer in the world and it’s NOT because of
regulation, its because of advanced fracking technology. We are NOT energy
independent. We do import and export oil.
At current production, we may run out of oil in about 6 years. We need to import oil from
other countries that have cheaper and more abundant proved reserves.

Manufacturing
“Likewise, we are restoring our nation’s manufacturing might, even though
predictions were, as you all know, that this could never, ever be done. After losing
60,000 factories under the previous two administrations, America has now gained
12,000 new factories under my administration, with thousands upon thousands of
plants and factories being planned or being built.”
Besides tax and regulation cuts, the President’s economic agenda was trade and bringing
back manufacturing jobs from overseas, especially from China and Mexico.
I could not find data to prove that 12,000 new factories have come back. It’s hard to prove
his statement, thousands upon thousands of plants and factories being planned or being
built.” More important than bring back plants and factories was bringing back
manufacturing, construction jobs.
Walmart could have told the President how difficult it would be to bring manufacturing jobs
back to the U.S. For decades, Walmart encouraged it’s suppliers to use cheaper
manufacturing overseas. In 2013, Walmart announced it would spend $250 million dollars
over 10 years to help bring manufacturing jobs from overseas. Their goal was to bring back
250,000 jobs. By 2016, they brought back only 7,000. The factories that did move back to
the U.S. had to automate to keep their costs low. Click here to read the article about
Walmart’s efforts to bring back manufacturing jobs.
There is more data on manufacturing jobs:

According to the chart, in 1970, manufacturing and construction jobs were about 30% of
total U.S. employment. These type of jobs have dropped more than 50% to below 15%. The
needle has barely moved in increased manufacturing and construction jobs since 2009.
Conclusion: it’s hard to prove his statements about bringing back factories including those
that are being planned or being built. More importantly, Trump voters from Ohio,
Pennsylvania, Wisconsin, and Michigan were counting on these new jobs. As the above
chart shows, manufacturing and construction jobs have barely increased.
It would probably be better for these citizens to learn different skills, and move to areas in
the country where there are abundant jobs.
This is the problem with this President, we are all questioning everything he says
Summary
This Outlook includes the proof on whether the President’s statements in his SOTU
regarding the economy are true. Below is a summary of what is true and what is not:
GDP Growth
Here are two statements from the President in his SOTU “I am thrilled to report to you
tonight that our economy is the best it has ever been.” “Our roaring economy”

Conclusion: The economy is NOT “the best it’s ever been” and it’s NOT
“roaring”. The economy is slowing to below this cycle’s trend, and it’s below
the historical average growth rate for this economy, about 3%.
Also, the growth was financed by deficit spending and was not organic. Rising
deficits and debts will likely become economic headwinds in the future.
Jobs
“Three years ago, we launched the great American comeback. Tonight, I stand before you
to share the incredible results. Jobs are booming
Conclusion: Yes unemployment is close to the lows made 50 years ago. But employment
dropped more than 5% before he became President. Unemployment dropped about 1.5%
since the start of his presidency. At best, he is overstating his accomplishment in
bringing down unemployment.

Wages
“After decades of flat and falling incomes, wages are rising fast,”“Incomes Are Soaring”
Conclusion The service economy is large and is where many of the jobs are being created,
but most of these jobs are low quality with little job security and low wages. Wages are
growing fastest for low wage earners, but it’s not unusual that they are growing faster than
higher wage gains.
Wages are NOT soaring.

Unemployment for Blacks and Hispanics Is the Lowest in History
“The unemployment rate for African Americans, Hispanic Americans, and Asian
Americans has reached the lowest levels in history”
Conclusion Yes, Black and Hispanic unemployment is the lowest in history and the
extending of this expansion is helping. But Blacks and Hispanics earn significantly lower
wages than their Anglo counterparts.
Did the President have specific policies to help Black and Hispanics unemployment – NO.
Blacks and Hispanics were the largest groups of the unemployed and if you need service
workers you would have to consider Blacks and Hispanics.
Again, the President claims credit where it is not warranted.
Confidence Is Surging
“Consumer confidence has just reached amazing new highs.”
Conclusion, Consumer confidence collapsed during the Great Recession and recovered
before the President was elected. Consumer confidence rose again after the elections, but
they have peaked. It is NOT true “Consumer confidence has just reached amazing new
highs.”
CEO confidence has dropped about half mostly due to trade wars.
Small business confidence did spike, but it has peaked.

Lower Taxes
enacting historic and record-setting tax cuts,
Conclusion, The tax cuts were not the largest in history, yes business tax cuts were. Tax
cuts have run their course and now the economy is slowing down.
The cuts have created significant deficits and is causing our debts to increase. This should
concern everyone.
Regulations
“From the instant I took office, I moved rapidly to revive the U.S. economy — slashing a
record number of job-killing regulations
Conclusion, “Slashing Regulations”. Research indicates that it’s hard to measure the
impact of deregulation at the federal level. The President overstates the impact of
deregulation. The President can do very little about state and local regulations.
Stock Market
“Since my election, U.S. stock markets have soared 70 percent
Conclusion, “U.S. stock markets have soared 70%”. If we use the price when he was
elected and the day of the 2020 SOTU the S & P is closer to 60% and currently it’s about
52%, on an annualized basis it’s about 17.43%, great numbers. There is no need for the
President to exaggerate these numbers.
What is concerning is the overvaluation and speculation of these markets. We can see
what happens when stocks are overvalued and speculative and the declines that happen. We
had a violent correction in December 2018 and currently during the uncertainty to the global
economy and Coronavirus. When prices rise because of speculation and not investing
conviction, just as fast as these speculators move the market up, they will get out much
faster.
Energy
“Thanks to our bold regulatory reduction campaign, the United States has become the
number one producer of oil and natural gas anywhere in the world … America is now
energy independent”
Conclusion: we are the largest oil producer in the world and it’s NOT because of
regulation, its because of advanced fracking technology. We are NOT energy
independent. We do import and export oil.

Manufacturing
“America has now gained 12,000 new factories under my administration, with
thousands upon thousands of plants and factories being planned or being built.”
Conclusion: it’s hard to prove his statements about bringing back factories including those
that are being planned or being built. Since being elected, construction and manufacture
jobs have barely increased.
Conclusion
If many of the claims the President made in the SOTU were true, he deserves to be reelected. But most of the statements are not true (the economy is “roaring”), exaggerated
(the” market is up 70%”) or the President is claiming credit when he shouldn’t (Black and
Hispanic unemployment is the lowest in history).
The market was very overvalued for about the last two years based on the belief that the
economy was booming. The Coronavirus and its global economic impact has changed the
outlook and the market is making a violent adjustment.
In many businesses, including the investment business, honesty and integrity is everything.
When I was getting my MBA at UCLA, my investment professors pounded the table on how
important the capital markets were and its ability to raise trillions of dollar to produce new
products, services, colleges, new homes and especially new jobs and increased prosperity.
Keeping the markets honest is crucial and is one of the reasons why the U.S. has done so
well and is the largest economy in the world. In 1991, stock ownership by the public was
about 70%. The bursting of the tech bubble in 2001 and the bursting of the housing bubble
that led to the Great Recession has caused stock ownership to drop to 55%. Hopefully the
popping of this market bubble does not cause more investors to lose confidence in our
critical capital markets.
A high price can be paid by dishonesty.
In a few weeks, I will give an update on the damage done to the markets and with my
normal bullish and bear case, price targets, the technicals and psychology of the markets.
In April, I will provide a quarterly update on the economy. By then, we should have enough
data to determine the damage done to the global and U.S. economy, especially as it relates to
the coronavirus.

Most retirees need safety, income, liquidity and not asset allocation and rebalancing. If
you have a financial planner and would like a free review of the risks, liquidity, fees and
the amount of income your portfolio generates, contact me at danhassey@yahoo.com.
I can also review your portfolio gratis. The review would include: 1.Upside potential 2.
Risks 3. Costs 4. Make sure your portfolio is meeting your financial needs and goals. I
would be willing to spend up to three hours on the free review.
Below is a brief bio. You can also review my LinkedIn profile.
https://www.linkedin.com/in/dan-hassey-7a71301/
Dan Hassey’s passion for investing started at the UCLA Graduate School of Management
where he earned his MBA. After UCLA, Dan started his investment career as a stock broker
for Merrill Lynch in their Beverly Hills office. He has also worked for Paine Webber,
Fidelity Investments, Charles Schwab, and for famed futures money manager John Henry &
Co. Inc.
Dan has also worked as a research analyst covering the markets, and the economy. Dan also
recommended, energy and dividend paying stocks. Contact me if you would like a copy of
my track record of my stock recommendations.

