
 
 

 
 

     

 

To a Man with A Hammer, Everything Looks Like a Nail 

- Article by Mark Lazar 

 

When my information changes, I alter my conclusions. What do you do, sir? John Maynard Keynes 

 

September was whirlwind of headlines; Israel held snap elections, Saudi oil facilities were attacked, the 

Federal Reserve reduced its target rate (Federal Funds) by .25%, Ukraine became a political lightening 

rod, and the Patriots, Chiefs, and 49ers are undefeated. 

 

In spite of impeachment rumblings and the threat of oil supply shock (Saudi output represents 5% of 

global oil supply), the US stock market is up nearly 20% Since January. While it’s easy to get caught up 

in political theater, some of the reasons for Mr. Market’s enthusiasm  include real wage growth of over 
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https://www.aljazeera.com/news/2019/09/saudi-oil-attacks-latest-updates-190916102800973.html
https://tradingeconomics.com/united-states/wage-growth


5% year-over-year, new home sales are experiencing the best YTD growth since 2007, and retail sales 

are up over 4%.  Admittedly, there are a number of global concerns; however, the US economy, at least 

today, doesn’t appear to be one of them. 

 

Item Data point 

S&P 500 Return YTD 19.94% 

Bond Index Return YTD 8.47% 

Foreign Index Return YTD 13.18% 

Emerging Market Index YTD 3.70% 

U.S Forecast GDP 2019 2.50% 

Unemployment Rate 3.70% 

*All hyperlinked data as of 9/29/2019 

 

As the presidential debates heat up, the candidates have largely avoided addressing economic policy 

other than broad generalities. This is a good time to discuss two opposing schools of thought; supply 

side versus demand side economics. John Maynard Keynes is more or less the father of demand side 

theory. Keynes believed that while a free market system is generally efficient, it’s prone to periodic 

dislocations or collapse in aggregate demand. He postulated that during these times the government 

should goose the economy via monetary stimulus (i.e. low interest rates, expanded money supply, etc.), 

and/or fiscal stimulus (government spending programs). Examples include the Bush tax rebate checks 

and Cash for Clunkers, both of which ultimately failed to move the economic needle yet cost the 

taxpayers $101 billion and $3 billion,  respectively. Washington bureaucrats did high fives while the 

taxpayer wrote the check. 

 

By contrast, supply side economics takes money from the government’s hand and returns it to the 

consumer, who instead of buying a new car, might choose to remodel a bathroom, take the family to 

Disney World, buy a new eBike, or some combination of spending and saving. Supply side economics 

focuses on cutting tax rates, reducing regulatory hurdles, and shrinking government, which ultimately 

competes with the private sector for resources, such as labor and capital. In other words, government 

spending crowds out the private sector, redirecting resources towards less efficient endeavors. 

 

Proponents of Keynesian policies often cite the multiplier effect, which supposes that every dollar 

injected into the economy—presumably from government coffers—ultimately increases output by a 

factor of about 2.2 times. This is wrong for two reasons; first, the US, or any other developed country, 

for that matter, doesn’t have a surplus treasury. Rather, they have debt, and a lot of it. In order to spend 

that additional dollar, they must borrow, tax, or print it. Deficit spending today results in a drag on the 

economy tomorrow. In other words; there ain’t no free lunch.  

 

The second reason the multiplier effect is an obvious fallacy is that, if true, no country would ever 

experience a recession, since they could simply spend their way out of it. A glaring example being the 

Great Depression, which started in 1929 but lasted until 1941. Despite (then) record deficit spending via 

FDR’s New Deal programs, the economy suffered an unprecedented twelve year contraction.  

 

While every country must maintain basic infrastructure, politicians on both sides of the aisle love to sell 

big infrastructure spending programs. Inevitably, these programs overspend and under-deliver. Roads, 

bridges, public buildings, water systems, and such should be maintained in similar fashion to a home; 

one year you paint the exterior, remodel the bathrooms the following year, the next year the roof is 

replaced, etc. But it would be foolish to replace a roof that still has a decade or more of useful life simply 

for the sake of keeping the roofer busy. This is what is known as the broken window theory.  

 

https://tradingeconomics.com/united-states/wage-growth
https://tradingeconomics.com/united-states/retail-sales-annual
http://news.morningstar.com/index/indexReturn.html
http://news.morningstar.com/index/indexReturn.html
http://news.morningstar.com/index/indexReturn.html
http://news.morningstar.com/index/indexReturn.html
https://www2.deloitte.com/us/en/insights/economy/us-economic-forecast/united-states-outlook-analysis.html
https://www.bls.gov/news.release/pdf/empsit.pdf
https://www.investopedia.com/terms/s/supply-sidetheory.asp
https://www.investopedia.com/terms/s/supply-sidetheory.asp
https://www.investopedia.com/ask/answers/040915/what-demandside-economics.asp
https://www.thebalance.com/bush-economic-stimulus-package-3305782
https://www.politico.com/story/2013/10/brookings-cash-for-clunkers-program-barack-obama-administration-cars-stimulus-099134
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC3522430/
https://www.politico.com/story/2013/10/brookings-cash-for-clunkers-program-barack-obama-administration-cars-stimulus-099134
http://www.investorwords.com/1226/crowding_out.html
https://www.investopedia.com/terms/m/multipliereffect.asp
https://www.investopedia.com/terms/d/deficit-spending.asp
https://www.thebalance.com/great-depression-timeline-1929-1941-4048064
https://en.wikipedia.org/wiki/New_Deal
https://www.investopedia.com/ask/answers/08/broken-window-fallacy.asp


One final illustration: since 2007, the European Union has relied almost entirely upon Keynesian policies 

to boost their economy. The US initially did the same, then turned to supply side policies favoring lower 

taxes and reduced regulatory drag. By comparison, the EU has grown an average of .93% per year, 

whereas the US has grown at nearly three times the rate, or 2.61%. The reason being that (economic) 

growth is driven by innovation, entrepreneurship, risk-taking, and efficient allocation of capital. 

Disruptive technologies like smart phones, 3D printing, cloud computing, and robotics come from the 

private sector, not the government. Big government doesn’t create; it merely redistributes. 

 

The political equivalent to, “This time is different,” is, “We must do something.” Bureaucrats would be 

wise to put down the hammer and recognize the economy should neither be managed nor controlled. To 

do otherwise simply shackles the free market preventing it from doing what it does best; innovate, create 

abundance, destroy costs, and increase living standards.   

 

 

Wasatch Team Updates 

First of all, Morgan Irvin has left Wasatch Capital Management to pursue other opportunities.  We 

wish her the best of luck!    In other activities….  

 

Mark 
Mark & Savina on a hike in Ithaca, NY this fall.  
 
 
 
 
 
 
 
 
 
 

John 
John & Shawn hiking around Canyonlands National Park 
this month. 

https://data.worldbank.org/indicator/NY.GDP.MKTP.KD?locations=EU&most_recent_year_desc=false
https://data.worldbank.org/country/united-states?view=chart


Beth  
Beth touring the Botanical Gardens in Montreal.    

 
 
 

 
 
 
 
 
   

 
 
 

 

 

Melissa  

On a fall hike in Cottonwood Canyon with friends from California.  
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subject to change without notice. Information contained in this report was received from sources believed to be reliable, but accuracy is not guaranteed. Past 

performance is not indicative of future results. There is no assurance these trends will continue or that forecasts mentioned will occur. Investing always involves 

risk and you may incur a profit or loss. No investment strategy can guarantee success. The S&P 500 is an unmanaged index of 500 widely held stocks. The Dow 

Jones Industrial Average is an unmanaged index of 30 widely held securities. It is not possible to invest directly in an index. Companies engaged in business 

related to a specific sector are subject to fierce competition and their products and services may be subject to rapid obsolescence. There are additional risks 

associated with investing in an individual sector, including limited diversification. Gross Domestic Product (GDP) is the annual market value of all goods and 

services produced domestically by the US. The information in this article is general in nature, is not a complete statement of all information necessary for making 

an investment decision, and is not a recommendation or a solicitation to buy or sell any security. Investments and strategies mentioned may not be suitable for 

all investors. The MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market capitalization index that is designed to measure developed market 

equity performance, excluding the United States & Canada. The MSCI Emerging Markets is designed to measure equity market performance in 25 emerging 

market indices. The index's three largest industries are materials, energy, and banks. The Barclays US Aggregate Bond Index is a broad-based flagship benchmark 

that measures the investment grade, US dollar-denominated, fixed-rate taxable bond market. International investing involves special risks, including currency 

fluctuations, differing financial accounting standards, and possible political and economic volatility. Links are being provided for information purposes only. 

Raymond James is not affiliated with and does not endorse, authorize or sponsor any of the listed websites or their respective sponsors. Raymond James is not 

responsible for the content of any website or the collection or use of information regarding any website's users and/or members. Raymond James is not affiliated 

with any of the organizations listed above. Neither Raymond James Financial Services no any Raymond James Financial Advisor renders advice on tax issues, 

these matters should be discussed with the appropriate professional. Investing in commodities is generally considered speculative because of the significant 

potential for investment loss. Their markets are likely to be volatile and there may be sharp price fluctuations even during periods when prices overall are rising. 

Gold is subject to the special risks associated with investing in precious metals, including but not limited to: price may be subject to wide fluctuation; the market 

is relatively limited; the sources are concentrated in countries that have the potential for instability; and the market is unregulated. Be advised that investments in 

real estate and in REITs have various risks, including possible lack of liquidity and devaluation based on adverse economic and regulatory changes. Additionally, 

investments in REIT's will fluctuate with the value of the underlying properties, and the price at redemption may be more or less than the original price paid.  

Sector investments are companies engaged in business related to a specific sector. They are subject to fierce competition and their products and services may be 

subject to rapid obsolescence.  There are additional risks associated with investing in an individual sector, including limited diversification. 


