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June 21, 2019
Turning Japanese
The Vapors wrote a song in 1980 with the lyrics “I’m turning Japanese, I think I’m
turning Japanese, I really think so.” This may describe what is happening in the U.S.
economy.
The 10-year sovereign debt yield of Japan is currently negative -0.18%. This means
that investors in these government bonds are penalized with negative interest to hold
the bonds. They pay interest to own the bonds. Presumably, these investors should be
able to find a better use of capital?
GDP growth in Japan has often been negative since 1993 (a third of the time including
five consecutive years:1998-2003). The average growth rate from 1980 until 2019 is
0.49%. Zero and negative interest rates in Japan have done little to stimulate economic
growth.
The United States is ten years into an expansion cycle with unemployment at 3.6%.
Even in an economy with full employment and rising wages, inflation is only 1.6% and
economic growth struggles to maintain a long-term 2% pace. Historically, when the
economy is at full-employment and in the late stages of an expansion cycle, inflation is
rising and the Fed is lifting rates to cool the pace of growth. The takeaway from the Fed
meeting this week is the next Fed Funds rate move is down, not up.
The Leading Economic Index for May was reported yesterday as showing zero percent
growth over the prior month. The April and March readings were revised lower. The six
month moving average LEI is currently 0.7%.

The LEI showed consistent strength from September 2016 through September 2018.
Since the fourth quarter of 2018, LEI advances are mixed and tepid. The strength of the
two-year period ending September 2018 may be the result of a one-time boost from tax
and regulation reductions.
The U.S. 10-year treasury rate dropped below 2% this week. Will a lower rate stimulate
the economy? Or, like Japan, are we moving into a period when near-zero rates do
little to boost the Main Street economy?
In a growth starved world, U.S. stocks offer growth and some yield. The S&P 500
dividend yield is roughly 1.7%. Earnings are expected to grow in 2020 year-over-year
by about 11%. For the past decade, U.S. stocks have been the best house in a bad
neighborhood with an average annual return of 14.6%. Even in Japan where economic
growth is virtually zero, stocks have risen roughly 130% from the 2009 low.
Arigatōgozaimashita
Give Us a Call Today
We invite you to give us a call at (415) 249-6337, visit www.deltaim.com or email us at
info@deltaim.com if you have questions about how we can assist you in managing your
investment accounts.
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