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Improving Economic Outcomes Need Better Policy 

The IMF released its forecast for world $ GDP in October.  Its projections were upbeat, as is typical.  For 2018, 

they expect the world to grow real GDP 3.1% on a market exchange rate basis (on a nominal dollar basis they 

expect the world to grow 6.4%).  In the chart below we show that the forecast from October 2011 (grey line) for 

2016 was for a $91.6 trillion global economy, an increase of $21.6T.  The actual number for 2016 is $75.4T, an 

increase of only $2.2T and a $16.2T shortfall.  To give some perspective on this, the post crisis 2009 level of global 

GDP was $57.7T and only $6.4T lower than the pre-crisis forecast of $64.1T.  Most investors do not realize that 

2015 had three times the negative nominal dollar impact on the global economy than the 2008 crisis. 

Forecasts by the IMF and others are consistently modeled with excessive optimism not just because they miss 

extraordinary events like the 2008 crisis, but because consistent and normal business cycle downturns often have 

a much greater impact, as seen when comparing 2015 to 2008.  The latest IMF Forecast suffers from the same 

optimistic bias.  It currently expects a global economy of over $103 Trillion in five years, which we think is 

overenthusiastic.  While they do mention geopolitical and other exogenous risks, we think they are 

underestimated given the structural changes to the global economy.   

World $ GDP forecast from IMF 
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The Federal Reserve has also consistently over-estimated growth and is not immune to this bias in its 
other forecasts.  The spearhead of monetary policy has been quantitative easing and getting to 2% 
inflation.  There is little evidence of success in targeting inflation.  Furthermore, the Federal Reserve 
economic models have not worked and should not be the basis for a new policy regime. 
 
Over the last forty years, as shown by the grey line in the following chart, inflation has grown over 300% 
and represents an almost 75% reduction in purchasing power.  During that same time period average 
hourly earnings has kept pace at almost exactly the same rate.  If the CPI represents the typical purchase 
basket for consumers, then for the last forty years those purchases have cost the same relative to the 
average wage, even as the average number of hours worked has gone down. The result has been a multi 
decade stagnant standard of living in the U.S.  In the meantime, oft criticized Europe and Japan have 
improved their standard of living even with slower GDP growth. That is because inflation has been lower 

https://www.imf.org/en/Publications/WEO/Issues/2017/09/19/world-economic-outlook-october-2017
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in those regions.  The question of why we would want higher inflation now has not been answered 
adequately.   
 

Average Hourly Earnings, CPI and 2% Inflation Target 
 

 
 

Source: Bureau of Labor Statistics 
 

The supposedly low 2% inflation target compounded over forty years (a working lifetime) reduces buying power 
by more than 50%, a very regressive tax on the people.  Actual CPI has compounded at 3.7% and has magnified 
this erosion of wealth.  It is a tax that affects the poor and middle classes more so than the wealthy who can hold 
assets to shield themselves. The stock market, house prices and gold have all increased in value relative to wages 
over the last 40 years, helping the affluent offset this tax.  
  
Average Hourly Earnings vs. Stock Market, Gold, and House Prices 
 

 
 

Source: Bureau of Labor Statistics, Standard & Poor’s 
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It would be better for a broader segment of the population if the Federal Reserve were to focus policies on 
helping increase real growth rather than lift inflation to an arbitrary standard.  In the current state of near full 
employment, that means increasing investment, innovation, skills and entrepreneurship that will improve 
productivity from the lowly 0.5% annual growth of the past decade.  This will require forecasts emphasizing 
different economic drivers, especially as the contracting demographics of the world will not support most growth 
models being used as proxies to economic well-being.  Raising inflation would simply be a deduction from nominal 
growth in the determination of real growth and lower the standard of living. 
 
The employment data also has contradictions.  The latest establishment survey showed an increase of 261,000 
jobs in October and the unemployment rate fell to 4.1%.   While these headline numbers support continued 
strength in an economy, they mask several disturbing trends.  In the same report, the household survey showed a 
decrease of 484,000 jobs as the labor force shrank by 765,000 jobs.  The civilian working age population increased 
204,000, causing the participation rate to decrease to 62.7%.  Jobs, the labor force and the participation rate all 
need to increase to support higher economic growth. 
 
While we welcome a low unemployment rate, greater emphasis should be placed on declining labor force 
participation.  The participation of men has been in a declining trend since the 1950s, while women’s participation 
peaked in 2000 and has been declining since. 
 
Labor Participation Rate by Gender 
 

 
 

Source: Bureau of Labor Statistics 
 
Meanwhile, youth participation has fallen as they have been encouraged to pursue educational goals through 
expensive institutions and the incurring of significant debt, for skills that are often misaligned with the needs of 
the labor market.   
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Youth Participation Rate 
 

 
 

Source: Bureau of Labor Statistics 
 
Participation among those 55 and over has increased over the last thirty years.  That has been necessary as the 
population has aged, lives longer, and are often not economically prepared for retirement.  Structural reform will 
be needed to address these issues in order to improve standards of living even as demographics continue to 
pressure economic growth.  Encouraging a longer work life, part-time employment, and flexible hours will help. 
 
Flawed economic models are leading to erroneous expectations and policy.  Poor forecasts heavily influence 
governments and the revenue and profit models on Wall Street.  Consistently overinflated growth expectations 
lead to misallocation of capital, excessive debt, bubbles and busts.  Earnings forecasts consistently predict growth 
of 20% or more for the next twelve months in a highly suspect manner.  Over the last 30 years, the actual growth 
of Operating Earnings per Share has compounded at a 5.7% annual rate, and reported Earnings per Share at an 
even lower 5.2%.  Measuring more appropriate economic metrics and less forecast error are important steps that 
will support better policy and business decisions that can improve economic outcomes.  
 
  
Sincerely, 
 
 
Convector Capital Management 
 
 
 
 
 
 
 
 
 
 
Notes: Convector Capital Management does not accept liability for the content, or for the consequences of any actions taken on the basis of the information 
provided.  The information is not necessarily complete, and we make no warranty as to its accuracy. 
 


