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Economy Watch: Is There Still Runway?

Is there runway left for a continuing recovery that is
now officially 31 quarters long (through March 2017)?
The average post-WWII economic recovery spanned
19 quarters, with the longest reaching 40 quarters, from
March 1991 to March 2001. Recoveries do not end of
old age. There are always other reasons, with the most
typical being either that boom period excesses come to
an end, or that in its munificence, the Fed artificially
moves interest rates too far above market rates.

The good news about the current recovery is that
there are no systemic excesses in single-family housing,
autos, or commercial construction — the sectors that
have historically been prone to cyclical excess. In
addition, the Fed has forced interest rates so far below
market-driven pricing that inevitable rate increases
will spur the overall economy (though not in every
sector) as market signals take effect. This is in marked
contrast to comparable points in previous recoveries
in which single-family housing, auto production, and
commercial development were all well above historical
norms, while interest rates were above market due to
Fed action. Further, only since the November election
have consumer and business confidence moved notably
above their historic norms. And absent a prolonged
period of excessive consumer and business optimism,
broad-based excesses are unlikely to occur. As a result,
we believe that there is still considerable room for
continued growth, and that the current recovery will
stretch into 2019.
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By the way, the notion that artificially low short-
term interest rates notably stimulate business invest-
ment, or that high rates harm it, is absurd on its face
to anyone who has ever
participated in such deci-
sions. Does the Fed really
believe that a business will
decide to build a factory
because the short-term
rate, which represents at
most 20% of their capi-
tal stack, is reduced by a
couple of hundred basis
points? It simply does not happen that way, as decisions
about long-term capital projects focus on the long-term
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