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The stock market has predicted nine of the past five recessions—a joke from master Keynesian of decades ago Paul Samuelson. Samuelson’s great rival on the supply-side, Wall Street Journal editorial maestro Robert L. Bartley completed the thought, when he quipped, and in the other four, Washington got the message and mended its ways in time.
The question that all but appears to us today is: is this one of the five or one of the four? The stock market, after all, is wobbling. The Dow industrials are nearing ten percent down from their recent peak, which would be correction range, a place the tech-heavy NASDAQ has already visited.
The market started the wobble in September, with a prefigurement in March. What could it have perceived? Perhaps these three candidates:
The Trump administration’s economic policy is netting to zero. There was a credible tax-rate cut last December. The corporate tax rate at last fell out of the highest-in-the-world rank, and the top income tax rate went down to only nine points above the final Reagan level. But then came the tariffs. The initial promise was that they were a negotiating tactic to get net lowering of tariffs around the globe. We remain stuck with just the new tariffs without the no-tariff payoff, with hopes that a G-20 summit will solve the whole thing. Sure.
Net zero—a decent income tax plus tariffs. The market cannot expect net zero policy reform on the President Barack Obama status quo as a pretext for a renewal of economic growth.
The second candidate is obvious, the Nancy Pelosi House of Representatives. Obama gave us the blunderbuss health care law that Speaker Pelosi passed so that she could read it, the tax cliffs that effectively pushed widely applicable rates in the code near or over 100 percent, a sunsetting of the 2001-03 tax-rate cuts, a spending boom, and regulatory expansion. The Obama-years signature was sub-2 percent economic growth out of the deepest recession trough in anyone’s memory.
If the Democratic political gains of late portend more of that, the market has had every reason to slide.
The third candidate is the renewed indifference to the massiveness of government spending. Federal outlays have now blown through $4 trillion a year. This represents an increase of a third over economic growth this millennium.
Most of the increase has come in health care, benefits, and education. These are natural functions of the market and the economy. If the government is set on taking over traditional realms of business and enterprise, the stock market has no reason but to shake. As the great Salomon brothers bond executive and U.S. Treasury Secretary William E. Simon put it in the 1970s, no economy can survive a structural war conducted against it by the state.
The administration touts its deregulatory efforts, which are admirable. Spending increases cancel them out, making for another net zero. Every government contract and employee bring people and resources in to the dead zone of the federal compliance web. It is impossible to have real deregulation in the context of increasing spending.
The Trump tariffs zeroed out the tax cuts, the spending the deregulation. Two net zeros plus Speaker Pelosi means that the promise of President Obama’s last years—of consigning that era to the past, which was the cause of optimism in the market and the economy in the mid-2010s—will go unfulfilled. The market, and the economy, were banking on a greater departure from the Obama legacy than we have achieved and that appears to be in the offing.
This is the case for the five recessions the market did predict. The case for Bartley’s four recessions, the avoided ones, is based on the reality that the recovery from the Great Recession, indeed the whole slow-growth 2000s, never came.
It is rather incredible that a recession is even conceivable at this point. Job openings outpace applicants available, at least in the usual way these things are counted, by a considerable margin. The number of job openings exceeds the number of unemployed. “Structural unemployment” is supposed to mean the unemployment that still exists at an economic peak. Now we have job openings at an economic peak.
There is something palpably misleading about the jobs numbers. During the Great Recession and its long preparation in the slow-growth 2000s, people quit on the workforce in untold numbers, perhaps by as many as twenty million. We remain nowhere near coaxing all these outcasts back into the labor market. The Great Recession, and the pathetic recovery from it in the Obama years, acclimated these millions to non-work, as the new regulation made it unwise to hire.
We have not even begun to recover. Hence any clear new positive result from Washington—a renewal of the gold standard, spending restraint spawned of gridlock, Democrats rediscovering President John F. Kennedy on the 55th anniversary of his death and consenting to a tax-rate cut—any of these things would get the market moving well past all-time highs and begin the real process of economic recovery.
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