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In consideration of the recent vote by the U.K. to exit (Brexit) the European Union (EU), 
the following are some basics you might find helpful: 

• The EU is a political union with shared economic goals and trade agreements. 
• The EU was created in 1993 and consists of 28 countries, including the U.K. 
• The euro currency was adopted in 1999. 
• The Eurozone consists of the countries within the EU that use the euro as 

their currency. 
• 19 of the 28 EU countries use the euro as their currency - the U.K. does not 

use the euro. 
• The U.K.’s currency is the pound sterling. 
• Sterling is the fourth most traded currency in the foreign exchange market, 

after the Unites States dollar, the euro, and the Japanese yen. 
• The U.K. is the second largest economy in the EU … after Germany. 
• The U.K. produces about 4% of the world’s gross domestic product (GDP) 

and has less than 1% of the world’s population. 
• With voter turnout at 70%, the leave campaign won with only 36% of eligible 

voters backing it.  

  

The Brexit decision may have looked simple on the 
ballot, but in truth no one knows what comes next after 
a leave vote. A country should not be making 
fundamental, irreversible changes based on a razor-thin 
minority that might prevail only during a brief window 
of emotion. 

Kenneth Rogoff – Project Syndicate 6/24/16 
  

 

Rystad Energy estimates total global oil reserves at 2.1 trillion barrels … or about 70 
times the current annual production rate of 30 billion barrels. Further, they estimate 
that the U.S. has more oil reserves than Saudi Arabia and Russia. More than half of the 
U.S. oil reserves are in unconventional shale oil.  

  

Reserves numbers matter, but lots of other factors also 
determine short and long term returns from what the oil 
companies and nations hold. The rise in prominence of 
the U.S. doesn’t diminish the role of Saudi Arabia or 



Russia, which have some of the cheapest to produce oil 
in the world. 

Richard Mallinson, Energy Aspects – CNBC 7/5/16 

  

 
 
Saudi Arabia recently released its long-term economic blueprint for the future, 
entitled Saudi Vision 2030. The regulatory, budget and policy directives are focused on 
making the Kingdom less reliant on oil. The 84-page document includes plans for the 
creation of the world’s largest sovereign wealth fund, raising non-oil revenue, and 
selling less than 5% of the Saudi Arabian Oil Company (Aramco). Aramco is expected to 
have a valuation of more than $2 trillion.   

Due to declining oil prices, the nation recorded a budget deficit of $98 billion in 
2015. With two-thirds of all workers in the public sector, nearly everything in 
the Saudi economy is related to state spending. Corruption and a lack of 
transparency and accountability are obstacles to private sector growth. Total wages 
paid from the private sector amount to just 4% of GDP. 
  

In a situation of austerity, i.e. when oil prices go down 
and state spending has to follow, demand drops 
domestically and the private sector feels that … It’s 
difficult for private industries to thrive within the 
existing structure. 

Steffen Hertog, London School of Economics – CNBC 4/25/16 

  

 
 

 
The Competitive Enterprise Institute recently issued its annual report on federal 
regulation. The regulatory burden was estimated to cost the U.S. economy $1.9 trillion 
annually. That is almost $15,000 per U.S. household and larger than the entire 
economy of Russia. There are also 3,300 additional regulations still in the pipeline. The 
data show that the regulatory burden is tougher on small companies, which suffer 
higher compliance costs per employee. 
  

The Obama administration was the first in American 
history to generate more than 80,000 pages of new and 
proposed rules in the Federal Register in a single 
year. Mr. Obama and his minions have now managed 
that feat three times. They are responsible for six of the 



top seven years of red-tape creation in the country’s 
history. Is it any wonder that the economy wheezed its 
way to 0.5% growth in the first quarter? 

Review and Outlook – WSJ 5/7/16 

 

 
 
Low interest rates have motivated companies to increase their debt levels, as total 
corporate debt has increased by $2.8 trillion over the past five years, and now stands at 
a record $6.6 trillion. During 2015 alone, debt increased by $850 billion … or 50 times 
the increase in cash holdings.  

While corporate cash in at record levels, it is concentrated among Apple, Microsoft, 
Google and other technology behemoths. Cash reserves relative to debt for the bottom 
99% of nonfinancial companies is at its lowest level in a decade. Since 2009, S&P 500 
companies have spent more than $2 trillion to repurchase their own shares. 
  

Companies have been adding to their debt, and their 
debt has been growing more rapidly than their 
profits. That imbalance in the past has usually led to 
problems. It’s premature to predict that the U.S. is 
heading into a recession … yet the pressure on 
companies is a risk factor that’s worth watching. 

John Lonski, Moody’s Capital Markets – Bloomberg Business 6/26/16 
  

 
 
Enrollment in U.S. colleges and graduate schools soared 24% over the ten years ended 
2012. Over that period, total outstanding student loan debt had quadrupled to $1.2 
trillion … mostly financed by government grants, low-interest loans and loan 
guarantees. Seven million student-loan borrowers are in default, and millions more 
appear on the same path. New research concludes that millions of students never 
learned new skills and now carry debt they are unwilling or unable to repay. In effect, 
they are worse off now than if they had never gone to school in the first place.  

  

The U.S. government over the last 15 years made a 
trillion-dollar investment to improve the nation’s 
workforce, productivity and economy. A big portion of 
that investment has now turned toxic, with echoes of 
the housing crisis. Along with the weak job prospects, 
most of these students are now severely behind on their 



payments, damaging their credit and limiting their 
ability to borrow for homes and cars. 

Josh Mitchell – WSJ 6/5/16 

   

Researchers from the Wharton School at the University of Pennsylvania found that Jim 
Cramer’s stock recommendations have underperformed market benchmarks. The CNBC 
personality and “Mad Money” host, was found to have returned 64.5% cumulatively 
over the past 15 years … compared to the 70% return of the S&P 500 Index. The data 
came from the Action Alerts Plus portfolio, which is used by Cramer and TheStreet.com 
to sell $15-a-month newsletter subscriptions. 

  

What the Wharton analysis boils down to is that 
Cramer’s performance against the S&P 500 is no better 
than that of a vast majority of active money managers 
on Wall Street. 

Jennifer Booton – MarketWatch 5/16/16 

  

Ratings for “Mad Money” and subscriptions to Actions Alerts Plus have been on the 
decline. 
  

 

Social Security and Medicare accounted for 41% of federal spending last year, up from 
36% just five years ago. More than 49 million Americans collect retirement benefits 
through Social Security, and 11 million receive disability payments. Medicare’s hospital-
insurance trust fund covers more than 55 million Americans. Program costs are 
anticipated to rise due to the aging U.S. population. The annual report card from 
the programs’ trustees notes the following: 

• The Social Security trust fund faces depletion in 2034, which would require a 
21% benefit cut if Congress does nothing. 

• The Medicare trust fund will exhaust its reserves by 2028 – two years sooner 
than estimated in last year’s report.  

• There are 2.8 covered workers for every beneficiary – down from 3.2 in 
2008. The ratio is expected to decline to 2.2 over the next two decades. 

• Last year, Social Security beneficiaries did not receive any cost of living 
adjustment. The report forecasts an increase of 0.2% this year. 

  



The political campaign has become a complete Alice in 
Wonderland world for entitlement reform. 

Maya MacGuineas – WSJ 6/22/16 
  

 
  

Existing homes make up 90% of the housing market. Employment gains and low 
interest rates have helped existing home sales to rise to their highest level in more than 
nine years. The national median sale price for a previously owned home reached 
$239,700, up 4.7% from a year earlier. Also, spending on home construction and 
remodeling grew at the fastest pace in three years. Home prices, however, are rising 
faster than wages … a trend that cannot be sustained indefinitely. 
  

Low inventory, especially for starter and tradeup homes, 
continues to stifle home sales activity.   Finding a home 
is increasingly a challenge for both first and second-
time buyers. 

Ralph McLaughlin, Trulia’s Chief Economic – WSJ 6/22/16 
  

 
 
 
According to Bruce Greenwald, Professor of Finance and Asset Management at the 
Columbia Business School, the death of manufacturing in export-driven countries 
has paralleled the decline of agriculture in the U.S. following the Great 
Depression. Here are some of his observations: 

• Everyone is trying to preserve their manufacturing sector, and they are trying 
to do it by exporting. The Germans have managed to do it by destroying the 
rest of Europe … China has grown its manufacturing base through exchange-
rate controls, running large and growing surpluses. 

• The global overcapacity in manufacturing is highly deflationary, as is the 
distribution of wealth and income in the U.S. 

• The U.S. economy is much farther along in its shift to a service-based 
economy than the rest of the world.  

• Since 1990, U.S. corporate profits as a share of national income have risen 
from approximately 8.5% to 14% … mostly the result of the concentration of 
service industries. It is not an accident what the stock market is doing 
now. 

• The death of manufacturing has contributed to a “big problem” with the 
distribution of income in the U.S.  



• Roughly 20% of the population has about 50% of the income, and they save 
20% of their income – which results in a 10% savings rate. But the overall 
savings rate in the U.S. is only 5% - so the other 80% of the population is 
dis-saving 10%. That is not sustainable. 

  

 
   
The McKinsey Global Institute reports that gross debt on a worldwide basis has 
increased about $60 trillion, or 75% of global GDP, since 2008. China’s debt has 
increased fourfold since 2007, and its economy now boasts a staggering 282% debt-to-
GDP ratio.   
  
Increasing debt to sustain current consumption is obviously unsustainable, and amounts 
to borrowing future demand. The good news is that China’s debt has been incurred to 
fund investment. The bad news is that much of this investment is in real estate and 
heavy industry with values well below their initial investment. 
  

China’s so-called debt problem is thus not really a debt 
problem, but an investment problem. Many developed 
countries are also failing to invest in high-return assets, 
but for a different reason: Their tight budgets and rising 
debts are preventing them from investing much at all. If 
debt is financing growth-promoting investment, it may 
be a very good idea. If, however, it is financing “current 
operations” and raising short-term aggregate demand, 
it is highly risky. 

Michael Spence, NYU’s Stern School – Project Syndicate 4/27/16 

   

 


