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We have been working on this 
thread for some time, as part 

of a long-term "scan" of systemic 
liquidity -- of the very long-term variety. 
What is telling about the most recent 
projections of the Congressional 
Budget Office is that they have shown 
a forecast of a top in growth in 2018, 
and a subsequent growth recession 
from late 2018 to 2020.

We have been using the graph 
below as part of our long-term 

"scan" of systemic liquidity - the very 
long-term variety. It has also provided 
as a general view of what could be 
the next growth crunch -- and indeed, 
a likely top in GDP growth this year 
may possibly morph into a recession 
until 2020. We are still working out 
the details (looking at other long-term 
variables) if GDP growth (AR) falls below 
zero in 2020, or not. But we believe we 
could see it coming close to zero, at the 
very least. (see 1st graph on this page)

The 2nd graph on this page is one of 
the best charts for predicting the 

recession that starts after late 2018. 
Here, one can see that the CBO expects 
real GDP to lift into late-2018 and then 
fall into 2019 and bottom in 2021. That 
is the first and next recession. The 
reason for the recession (from this 
construct) is that, at the end of 2018, 
private tax relief clauses expire. All of 
a sudden, tax rates rise and extract 
billions of dollars out of the economy 
where they will appear on no measure 
of the money stock, not M1, M2, 
M3. We challenge anyone to show 
where these tax dollars are stored for 
later usage – they are not. When one 
extracts dollars from an economy, it 
has to shrink by that amount, and that 
is shown in the CBO chart.

The CBO chart on this page (3rd chart) 
predicts that GDP growth peaks in 

2018 and falls thereafter for a decade. It 
seems from the CBO that all the things 
we do not want increase after 2018. 
Inflation goes up; unemployment goes 
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up. In 2019-2020, payroll employment 
falls off a cliff, which heralds in the 
recession identified in the first chart in 
the series.

Here is a zoomed view:
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In the CBO graph on this page (1st 
graph), we can see, on a tax-for-tax 

basis, how much money the Fed gov will 
extract from the economy and destroy 
out to 2028. All taxes are harmful and 
damage the economy – when taxes 
are going to rise quickly as the CBO 
forecasts foretell, the economy is in 
trouble.

We take another look at a 
streamlined view of the first 

two graphs shown in the article. What 
is especially relevant and telling, in 
our opinion, is the sharp decline in 
fiscal discretionary spending from late 
2018 to 2020 (brown line in the 2nd 
graph  on this page). It resonates with 
us because the changes in this data 
lead the changes in GDP and changes 
in risk asset prices. The sharp fall in 
fiscal discretionary spending after 
2018 could lead to growth recession 
in 2019-2020, and that would bring 
down the price of risk assets (see 3rd 
graph on this page).

Nonetheless, the short term for 
risk assets may still be all right but 

we may be looking at this period with 
fond memories during the 2019 - 2020 
blah period.  Take advantage of the run 
up into the end of July when the tax 
exemptions are at their maximum. But 
do not overstay -- take profits late in 
the month. Have  exit strategies ready 
by late July. The economy is also at risk 
for the rest of year if the Fed follows 
through on their rate hike regime of 
two, possibly three more this year, 
which could morph into a deflationary 
bust. We discussed this in detail in last 
month’s Capital Observer issue. 

A monetary policy tightening in 
the entirety of 2018, and fiscal 

consolidation in by late 2018, extending 
into 2019-2020, are scary prospects, as 
they would be happening at the same 
time. But there is still time to benefit 
from the recent up welling of growth 
world-wide as it would spill over into 
risk assets over the next few weeks. 
Why are we telling this to you now? It 
is because it is early July, and we have 
an opportunity to take advantage of this 
phase.  


