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   April 12, 2010


How Bad OFF is the USA?
The most questions and objections I hear causing concern out there are how all the spending the USA is doing will affect things down the road.  It’s a good question, because given they are our biggest trading partner and still the largest consuming and producing economy in the world, how they go affects everyone.
When the Great Depression began in 1929, US government spending was only 11.27% of total GDP.  When the war was won in 1945, government spending was approximately 53%, and back to 20.50% by 1948.  Fast forward to the end of 2009, and government spending has exploded at 53% or so, with only WWII having higher government spending as a percentage of GDP.  This is simply unsustainable and any logical assessment will say it’s the greatest threat to the long-term economic health of the USA.  Right now however, the emphasis is on spending, the redistribution of wealth, and political power.

So am I concerned?  Yes, of course, but I am not losing sleep over the US debt, for in my entire tenure in the industry, everyone has always been worried about the US debt situation and as I have heard decade after decade, the US is doomed to fail.  In 1975 the US debt was unsustainable.  We were told that in 1985…and again in 1995…and in 2005.
As a percentage of GDP, how bad off is the USA?  As a percentage of GDP last year, US debt was already stated at 53%, and rising.  But when we consider our own (Canada’s) debt to GDP is 72%, it kind of puts things into perspective.  France is at 80%, the UK 69%, India 60% and Japan….an incredible 192%.  The tipping point seems to be when the figure hits 90%, as at that point, historically, nations suffer as incomes are used entirely to pay interest on the debt, leaving no capital for investment for roads, schools, bridges, factories, etc…  FYI, Greece reached the 90% figure last year.  So I guess that means until all those other countries get into trouble (including Canada!), the US should be OK?

Market wise, the markets have been up six weeks but not much in terms of percentage; and volume has been Christmas-time type volume, it’s been very quiet and volatility has disappeared.  Markets are looking a little tired or may be simply waiting for the next earnings period which kicks off tonight with Alcoa.

I will say in the last two weeks, there have been virtually zero negative pre-announcements, so does that mean it will be a good earnings quarter?
More and more investors have been standing with their noses pressed against the glass from the outside looking in.  History tells us these markets are going a lot higher over the next 18-24 months, but of course with the occasional pull back here and there.  The economic numbers have been mixed, especially with those big ones: housing and jobs.  We need those to really pick up to get the really big move.  Like the US banks, shippers, technology, Pengrowth, etc…right here.

Stay Tuned 
Vito Finucci

Vice President & Director

Private Client Division
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