Q: What do you think will happen to the U.S. Economy?

A:

I have formed a ‘world” view of the last year’s events that help me to frame some thoughts about the future.  I have no certainty that I’m right, and unforeseen events can change some or all of my assumptions, but here goes:

It is clear that the housing bubble and careless lending based on it led to a situation over 2007-8 in which liabilities far outweighed asset values for our leading real estate and investment firms.  When the music stopped, many were technically insolvent, which led to the financial panic of late 2008.  Stocks however, were fairly valued at that time, and were sucked down by both panic selling and liquidity driven selling.

The government has been “printing money” and guaranteeing debt to stabilize the economy, and that has staunched the panic.  Things seem to be slowly getting better.  There is still a large amount of debt that may need to be cleared by default and bankruptcy, but the trend is rosier than a few months ago.

The next worry I have is inflation, as the rapid growth of the money supply exceeds the growth in the economy.  I also see some parts of the world (Asia and other emerging markets in particular) as having stronger growth than the US over the next couple of decades.  I also believe this growth will provide a demand that exceeds supply for energy, food and other commodities.  
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