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Source: Bureau of Economic Analysis

Real GDP Growth has been uneven & below the 3%-4% historical levels
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To support some growth, the monetary base expanded
(currency in circulation plus bank reserves at the Fed)

Source: Board of Governors of the Federal Reserve System
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Excess Reserves of Depository Institutions Expanded

Source: Federal Reserve Bank of St. Louis
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Money Supply therefore increased by $ 2 bln
(monetary base plus bank deposits)

Source: Board of Governors of the Federal Reserve System
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But commercial and industrial loans increased by 

only $300 bln (15% of MS increase)

Source: Board of Governors of the Federal Reserve System
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And loan to Households (Debt to GDP) even declined

Source: International Monetary Fund
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Household Debt Service as a Percent of Disposable Income is low.
So, who benefitted from the increase in money supply: not industry, no households.

Source: Board of Governors of the Federal Reserve System (US)
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Federal Debt: Total Public Debt as a Share of GDP is too high

Source: Federal Reserve Bank of St. Louis, US. Office of Management and Budget
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Federal Debt as Percent of GDP since the 60s

Source: Federal Reserve Bank of St. Louis, US. Office of Management and Budget
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Federal Debt Held by Foreign Investors

Source: US. Department o the Treasury. Fiscal Service
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But Capacity Utilization is below the 80% norm

Source: Board of Governors of the Federal Reserve System
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Housing Starts are also below historical levels

Source: US. Bureau of the Census
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Home Ownership has been declining

Source: US. Bureau of the Census
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Civilian Labor Force Participation Rate has also declined

Source: US. Bureau of Labor Statistics
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Median Real Household Income is declining

Source: US. Bureau of the Census
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Shares of GDP: Compensation of employees are down (wages and salaries)

Source: US. Bureau of Economic Analysis
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A Gini ratio of 0.00 represents perfect income equality among households

A Gini ratio of 1.00 represents perfect income inequality among households

Ukraine, Slovenia and Norway have the most equal income distributions with ratios of 0.25

South Africa, Namibia and Haiti have the most un-equal distributions with ratios of about 0.62

The US has the more unequal income distribution among all 34 OECD countries 

The US is ranked 116 (out of 180) in income equality (being 1st the more equal-Ukraine).

Income Gini Ratio for Households has deteriorated
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Exports Minus Imports as a percent of GDP

Source: US. Bureau of Economic Analysis
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In Summary:

• The US economy has recovered from the 2008 crises but it is 

running below its potential.

• GDP growth of 2% is below the historical average and was achieved 

thanks to an aggressive monetary policy that led to a public debt to 

GDP of over 100%, an unsustainable level. 

• Nevertheless, the results are disappointing: Neither industry nor 

households benefited:  capacity utilization is low, housing starts and 

home ownership are declining, labor force participation is declining, 

and median household income has declined for over a decade, with 

deteriorating Gini ratios.

• No wonder Trump is so popular!!!  A large segment of the US 

population is unhappy about deteriorating incomes. 

• The country still has a current account deficit which will adds to 

future debt.
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But Not Everything has deteriorated
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Government budget policies have crowed out private 

investments and affected economic performance

• Government spending 

has been increasing 

and now absorbs 

about 40% of GDP.

• This has crowded out 

private investments 

and increased taxes.

• In addition, state and 

local spending are 

now as big as federal 

spending.



W    H    E    R    E       O    P    P O    R    T    U    N    I    T    E    S       E     M    E    R    G    EW    H    E    R    E       O    P    P O    R    T    U    N    I    T    I    E    S       E     M    E    R    G    E

23

Federal spending has continued to growth even during the crisis. 

Therefore, tax revenues had to play the balancing role
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Fiscal Balance as a Share of GDP

Source: Federal Reserve Bank of St. Louis, US. Office of Management and Budget
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The bulk of the 

increases in 

expenditures 

has been in 

entitlement 

programs: 

medicare and 

social security
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Social security and 

health/medicare

now take over 60% 

of expenditures
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These entitlements 

plus growing debt 

interest payments 

will be growing 

fast in the next 

decades and will 

surpass tax 

revenues in the 

future.
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Taxes had to 

growth fast to be 

able to finance 

growing 

expenditures. 
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Income and payroll 

taxes have 

provided the bulk 

of the revenues, as 

the federal 

government does 

not collect 

consumption taxes
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Corporate Tax Rates in OECD Countries - 2016

This has led to the OECD’s highest corporate taxes for the US, 

with serious implications on US international competitiveness
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To gain international competitiveness, many countries reduced 

corporate taxes and increased consumption taxes, but not the US.

http://www.taxfoundation.org/UserFiles/Image/specialbrief/testimony-hodge-20110914-figure1-L.jpg
http://www.taxfoundation.org/UserFiles/Image/specialbrief/testimony-hodge-20110914-figure1-L.jpg
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Maximum Personal Income tax rates

Personal Income Taxes are also high in the US
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Sales-Consumption Tax Rates
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 International Tax Competitiveness Index Rankings
Overall Corporate Consumption Property Individual International 

Country Rank Tax Rank Taxes Rank Taxes Rank Taxes Rank Tax Rules Rank

Estonia 1 1 9 1 2 17

New Zealand 2 21 6 3 1 16

Switzerland 3 5 1 32 4 9

Sweden 4 6 11 6 21 5

Netherlands 5 16 12 23 6 1

Luxembourg 6 29 5 17 13 4

Australia 7 25 8 4 16 18

Slovak Republic 8 17 32 2 7 8

Turkey 9 8 25 7 3 15

Ireland 10 2 24 16 22 23

United Kingdom 11 14 16 30 18 2

Norway 12 18 22 14 12 13

Korea 13 15 3 25 5 31

Czech Republic 14 7 31 9 11 11

Finland 15 4 14 18 27 20

Austria 16 19 23 8 30 6

Germany 17 23 13 13 31 7

Slovenia 18 3 27 15 15 21

Canada 19 22 7 21 19 25

Iceland 20 12 21 22 28 10

Denmark 21 13 20 10 29 22

Hungary 22 11 34 24 20 3

Belgium 23 28 28 20 10 12

Mexico 24 30 18 5 8 34

Japan 25 33 2 27 23 28

Israel 26 24 10 11 25 30

Greece 27 20 26 26 9 29

Chile 28 10 29 12 14 33

Spain 29 32 15 31 26 14

Poland 30 9 33 28 17 27

Portugal 31 26 30 19 32 26

United States 32 34 4 29 24 32

Italy 33 27 19 33 33 19

France 34 31 17 34 34 24
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In Summary: 

• It appears that the fiscal budget deficits and large public debt are 

largely responsible for the deteriorating international competitive 

position of the US.

• Excessive entitlements led to one of the world’s highest tax rates.

• Excessive public debt has also led to uncertainties about future 

prospects for taxation: somebody has to repay this debt.

• A growing government has crowed out private investments

• A growing  government has also led to excessive business 

regulations and red tape: The US ranks 49th in easy of starting a 

business; 53rd in paying taxes; 44th in getting electricity; etc.

• With excessive taxation and excessive business regulations, many 

firms opted to move their production facilities to other countries, 

with a major loss of jobs in the US.
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The World 

Bank’s 

2016 Doing 

Business 

report 

identifies 

large costs 

from 

excessive 

government 

regulations
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• The US loss of competitiveness is also 

shown in the competitiveness rankings 

by the World Economic Forum.

• In basic competitiveness requirements –

Institutions, Infrastructure, 

Macroeconomic and Health/Education-

the US is now ranked number 30.

• Even on technological readiness – an 

area where the US used to excel- it is 

now 17.

• In goods market efficiency, it is ranked 

16.

• Its overall competitiveness ranking is 

good only because of its market size. 

But even here it has competition from 

the EU, China and India.  

US Loss of Competitiveness

13
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Out of the four most problematic factors for doing business in the US, three of them 

are related to the large size of the US Government 

Problematic Factors for Doing Business in the US

14
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TBF’s International Investment Drivers

The following Nine Investment Drivers are the pillars to create a business 

environment that would spur economic growth:

1. Macroeconomic stability: Reduce fiscal expenditures to lower deficits and public debt 

to minimize losses resulting from excessive exchange rate volatility and inflation.

2. Competitive taxation and customs administration: For lower cost of doing business 

3. Efficient government administration : For smaller more efficient government with less 

intrusion into communities; but capable of protecting its citizens' liberty and property.  

4. Adequacy of business legislation/judiciary: To ensure the rule of Law and have ease 

and fairness in legal case resolution

5. De-regulation of  private business: For a free and competitive market, with minimum 

red tape and with low interference of govt in businesses

6. Free foreign trade and capital flows: Low barriers to trade & capital movements to 

promote efficiency and growth, while attenuating negative effects for loosing sectors

7. Sound financial sector: Easy but efficient availability of credits at low cost

8. Low corruption and crime: Good security and low corruption  

9. Low political risk and good country image: Predictability and ability to operate freely
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The U.S. Is growing at about 2% a year, less than the historic average of 3%-4%.

To boost growth the emphasis must be in creating a better business environment. 

The key measures are.

1.  Reduce Federal Expenses (e.g., Social Security & Medicare).

Entitlement reform means fixing Social Security and Medicare which are likely to 

bankrupt or add severely to the national debt.  The only option is to transfer the 

bulk of these programs to the states, which will need to increase consumption taxes 

to pay for them. 

2. Corporate tax reform

The US tax system is uncompetitive internationally. U.S. businesses have moved 

overseas just to lower their tax bills, reducing jobs and household income. 

The top marginal U.S. corporate tax rate is 39%. The next highest rate is France 

with a 34.4% top corporate rate. The worldwide average is under 23%. On top of 

that, the U.S. has a very complex system of credits and deductions.  But a reduction 

in taxes must have a parallel reduction in expenditures through item 1 above. 

What Measures are needed to revive the US Economy
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3. Deregulate Business Activities

Facilitate the easy formation and operations of enterprises, remove red tape.

4.    Invest in Productivity-Enhancing Activities 

Policies that could help beef up U.S. growth include investments in research and 

development, information technology, high-level education for a high-tech 

economy, a better immigration system to prioritize what  the country needs, and 

make more free trade deals.  There is also a need to invest in infrastructure: roads, 

bridges, dams, power lines, etc.  But budget resources can only come from higher 

GDP growth

5.    Reduce uncertainty about other investment drivers  

Uncertainty about the future evolution of investment drivers  is one of the reasons 

that businesses aren't investing.  Will trade deals be reversed?  What about debt 

and borrowing costs? What will happen with Obamacare? How serious political 

risks will be ?  

The next administration will need to provide a clear and predictable vison for 

the key investment drivers in the next 10 years.


