
The danger lies in how great will be 
the spill-over from the financial 
sector into the real economy.  Al-
ready lending banks are finding it 
more difficult to pass on credit risk 
and are therefore imposing stricter 
limits on borrowers. That could rein 
in consumer spending which, fu-
elled by easy credit limits and re-
leased equity from a property price 
boom in developed nations, has 
been a key driver of economic ex-
pansion in recent years.  If Ameri-
can consumers husband their re-
sources, growth will slow and un-
employment may rise.  With a third 
of the Canadian economy depend-
ant on the US, we will not be im-
mune to an American slow down. 
Even an American slow down may 
feel like a recession. 

And yet it is important to keep 
things in perspective. 

Over the past twenty-five years, the 
US has had a total of five negative-
GDP quarters.  In other words, the 
American economy has been in 
growth 95% of the time and in re-
cession only 5% of the time over 
that period. That contrasts sharply 
with the twenty years prior to 1980 
when the US economy was in re-
cession about a third of the time. 
The reader will recall that the ear-
lier period was a time of high infla-
tion, of high taxation and of over-

regulation of the economy, which 
caused the US to appear weak 
while the Soviet Union looked 
strong.  Clearly, things have 
changed; prosperity has become 
the rule and not the exception. 

Three fundamental reasons point 
to the cause of this long lived pros-
perity.3 

First, capitalism has spread glob-
ally.  Free market capitalism has 
triumphed over the socialist central 
planning model. This result can be 
laid directly at the feet of the two 
leaders who were in power while 
historical forces were aligning to 
push markets in the free markets 
direction: Prime Minister Margaret 
Thatcher and President Ronald 
Reagan. 

Over the subsequent two and a half 
decades, the capitalist model has 
spread around the world, from 
China and India to Africa, Eastern 
Europe and Russia. There is little 
sign of capitalism retreating except 
amongst some South American 
countries (Venezuela, Bolivia and 
Nicaragua) and a former African 
bread-basket now basket-case 
(Zimbabwe).  Consequently, hun-
dreds of millions of people have 
been lifted out of poverty.   Middle 
classes everywhere are growing 
and will grow for a long time. 

“May you live in interesting 
times.”  Chinese curse 

 

We have reached that point in the 
economic cycle where fear has 
overtaken greed.  Bad news about 
the American consumer or about 
the US housing market, which in-
creases the likelihood of recession, 
is seized on anxiously.  Good 
news, such as buoyant sales fig-
ures or rising productivity, is ex-
plained away gloomily. 

It’s a fair observation.  America’s 
financial sector may well deterio-
rate before it improves.  Over 
US$350 billion of adjustable rate 
mortgages (ARMs), designed to 
lure borrowers in with a cheap 
teaser rate that rose substantially 
over time, are coming due in 2008 
with more maturing through 2010.1  
The International Monetary Fund 
estimates that at the end of 2006 
about 15% (approx. US$1.5 tril-
lion) of outstanding US mortgages 
were sub-prime, and 90% of those 
were ARMs.2 

The Bush administration’s sub-
prime rescue plan may blunt the 
sharp edge of the housing crisis for 
a small group of borrowers but it 
will not keep the industry’s his-
toric slump from deepening. 
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Perspective 



vances.  The world has seen a 
complete shift in the intellectual 
thought of economics, and that 
shift has created more growth, 
prosperity, progress and business 
opportunities that anyone could 
ever have dreamed imaginable. 

History would suggest the right 
perspective should be one of hope 
and of promise. 

We do live in interesting times. 
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Capitalism works. 

Second, income taxes have been 
lowered.  A low income tax rate has 
tremendous power to change eco-
nomic behaviour.  Economic free-
dom suggests that people should 
keep more of what they earn after 
tax.  Even some politicians under-
stand this principle.  Low tax re-
gimes give a big boost to the overall 
economy and to the investment sec-
tor in particular. Tax cuts work. 

Third, central bankers have done an 
exemplary job of controlling infla-
tion. The meanest tax of all is infla-
tion because it distorts everything 
and hinders investment and growth.  
Thirty years ago, central bankers 
believed inflation was the price that 

had to be paid to have low unem-
ployment. That belief led directly to 
the double-digit rates of inflation 
the West experienced in the 1970s 
and 1980s. Since then, central bank-
ers have demonstrated vigilance 
against inflation. That vigilance 
helped pave the way for more than 
twenty-five years of prosperity. 
Low interest rates have been the 
result.  Prosperity likes low interest 
rates. Low inflation works. 

Never before in human history have 
so many people climbed out of pov-
erty. Never before have so many 
people had abundance in their lives, 
have so many peoples’ lives been 
improved by technological innova-
tion or been saved by scientific ad-

 Perspective (  cont’d) 

The Advisor 

The information contained herein has been prepared from sources believed reliable but is not guaranteed by us as to its timeliness or accuracy.  The views expressed in this com-
mentary reflect those of TFP Investment Counsel Corp (TFP IC) as of the date of this commentary. These views are subject to change at any time and TFP IC disclaims any 
responsibility to update such views.  These views may not be relied upon for investment decisions and should not be considered a recommendation by TFP IC to purchase or sell 
any security.  This data is intended solely for our clients, is for information purposes only, and may not be publicly disclosed or distributed without our prior written consent. 


