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Leave Them Laughing When You Go

That’s what I hope to do by
retiring now after more than 26
years crunching LBMC’s
monthly economic and market
forecasts. Stipulating of course
that Joni Mitchell meant laugh-
ing with, not at (or cursing)—
like many in these turbulent
years. In this final issue of
LBMC’s Economy Watch, I've
compiled the recent summary
of LBMC’s history and meth-
ods in Economy Watch and Mar-
ket Watch, as a sort of coda.

By John D. Mueller

Also as a thank-you from ‘M’
to those with and from whom
I’'ve been privileged to work
and learn, starting with

‘L’ (Lewis E. Lehman), ‘B (Jeff
Bell) and ‘C’ (Frank Cannon),
our clients, and ‘R’—L’s’ great
mentor Jacques Rueff, whose
analysis of the dollar’s ‘reserve
currency curse’ (July & Oct 14
EW) and Rueff’s Law of Un-
employment (Sept & Dec 14
EW) we tried to implement. If
I had to cite one contribution

to economic forecasting, it’s
using the ‘World Dollar Base’
to predict the commodity-led
price inflations (Augl4 EW)
that triggered recessions in
1991, 2001 and 2007. It’s
LBMC’s strategy for stock-
market investing in market
tforecasts (Aug 14 MV & chart
below). I plan to keep applying
such principles at the nonprofit
Ethics and Public Policy Center
(www.eppc.otg/programs/
economics) to fix public policy.

S&P500 Total Real Return vs LBMC Strategy

(S&P500/CPI, D59=1; Investment in S&P500 on "buy,"; Treasury bills on "sell")
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Last signal: "buy" based on data reported 15 November 2011.

Contents: page 1 of LBMC LLC’s Economy Watch and Market Watch, June to December 2014.
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An LBMC Retrospective: The Rueffian Synthesis

LBMC has been in business
for 26 years, for the last 13 as
LBMC LLC. LBMC origi-
nated in 1988 as Bell Mueller
Cannon, Inc., becoming
Lehrman Bell Mueller Can-
non, Inc. in 1990 when
joined by LBMC’s chairman
Lewis E. Lehrman. All four
original principals had back-
grounds in American politics
including connections with
then-Congressman Jack
Kemp, who persuaded
Ronald Reagan to adopt the

LBMC LLC recog-
nized and formalized
the logical separation
of for-profit fore-
casting and non-
profit public policy
applications. What

successes we’ve had

ey

=rank Zancn
Hargia Disitor

Sukh Bankay
.

The LBMC Report
June/Tuly 1991

The Rucffian Synthesis

are due in large part
to the successful
translation of the
ideas of the great
French economist
Jacques Ruetf (1896-
1978: see January

T which LEMCYs cpurcach recess o mume, Heniha & refuied
o the rethacks of the anpplieside movemen! are exnlained.

Ey Joho Muslier
¥ier Prosldeni and Chief Ecomomisy

Tn ks fafe af O Fleeor, James
Buemell coperbes Samuel Jomeons
pewdive w e Uwory ol Geunys
Rerkolay, Rishop of Uoane, Rerleoloy's
theory cipdmed 1o cimrwc e enlezenes
ol thy wfvz il unw 52, 0 the grounds

Ahat it exsts ordy nan don o e nind
'l obgarved,” Boswell rezalls tolling

Jabmanr, "tha: thoagh we ars sabisticd Fis

dietring i& wat mae, it is imposible

refute i, L neser sl lorge: (e aboerily
wills whthch Toluwus asswe.et, sieklig

hia frnt wirhs peiphay foree agalnatalarge
stone, 1] ae rebounded frem o, - T
refuea it

Johasom's Enswer cure to mwind when -
Tour 3 recent =tsck upon LBMC soC x|
i wrrkn by dode Wsnmiski o of
Polyeonomies, 3. Along with his naw
s sl Dend] Groldioes, Weudshd
nndsrtakes boochallenze I oome
sentin that the wWirld Daoller Base cas
bo wsed weoelp prediol iflatien more
T Luein pereas nadiaane - acd tha. Lhis

basic economic principles of 2000 L.BMC Report, wﬂﬁ«f@iﬁ%ﬁ%}?ﬁ}?ﬁf3:,:;“:1{*,,
. . . .. . Feslum i b eliabin bt w et (v fhs ace: Fasy o rorpheaness
his two presidential admini- available at http:// i i i
. w1703 M.uu [ e P
strations. Lehrman neatly eppc.otg/ o

became governor of New
York in 1982; Bell defeated
N.J. Senator Clifford Case in
1978 and is now GOP candi-
date for U.S. Senate. Mueller
was Kemp’s economist from
1979-1988; Bell and Cannon
played key roles in Kemp’s
1988 run for president. In
part, the formation of

publications/jacques-rueff-
political-economist-for-the-
21st-century/) In coming
months we plan to summa-
rize the principles of what
Mueller described in the
June/July 1991 L.LBMC Report
as “The Rueffian Synthesis™:
http:/ /www.
thegoldstandardnow.org/ the-

rueffian-synthesis). These have
permitted LBMC’s predictions
of commodity-led inflations (e.
g. the 1988-90 and 2000-2008
energy spikes which triggered
the 1991-2 recession and Great
Recession of 2007-9) as well as
our longer- and shorter-term
stock and bond market fore-
casts.

Contents: Commodities: p. 2. Interest rates: p. 4. Equities: p. 6. Currencies: p. 8.
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An LBMC Retrospective: The Reserve Currency Curse (1986)
By John D. Mueller

As I noted in the June 2014
issue of LBMC’s Market

Watch, in coming months we |
plan to summarize the prin-
ciples of what I once de-
scribed as “The Rueffian
Synthesis”—named for the
great French economist
Jacques Rueff (1896-1978),
whose protege was LBMC’s
chairman Lewis E. Lehrman
(http:/ /www.
thegoldstandardnow.org/ the-
ruetfian-synthesis). LBMC’s
pre-history included a 1986
Wall Street Journal Op-Ed arti-
cle, “The Reserve- Currency
Curse,” which (following
Rueff) described the peculi-
arities of the U.S. dollar’s role

LI WALL. STHEET JOURNAL THIEIEDAY. SFCYLMSIR 4. 1%

The Reserve-Currency Curse

ha - 1l = stz dwmisrd, « noingt wearld g

as the world’s chief official can still be viewed on the web-  change the policy, we founded
reserve currency. Since the site of the non-profit Ethics LBMC to predict the conse-
article’s implications were and Public Policy Center: quences of that failure, as they
chiefly for public policy http://eppc.org/publications/  work their way through the
rather than investing—I was  the-reserve-currency-curse/) world’s markets for money (p.
then-Congressman Jack Having failed despite many 3), prices (pp. 4-7) and real
Kemp’s staff economist years of trying to convince U. quantities of goods (pp. 8-
when I wrote it—the article  S. economic policymakers to 10) .

Forecast summary: page 2; economic policy: page 3; inflation: page 5; real growth: page 8.
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LBMC’s Stock-Market Forecasts: Long-term (1997)
In one of three 1997 papers growth-falls-to-1-4-what- 1921, from 1928 to 1948, and
analyzing plans to “privatize”  happens-to-the-stock- from 1962 to 1982.” Also, “the
pay-as-you-go Social Security,  market/). It concluded that ~ same projections imply an avet-
we showed that “the stock the Social Security “actuaries’ age real return on the stock
market, apart from random projections imply that the market of 3.2% over the next
variation, is largely deter- same factors that drove av- 75 years.” The chart compares
mined by...the rate of eco- erage real stock market re- the model with the stock mar-
nomic growth, the varying turns up to 10% in the past ket’s performance since, meas-
size of generations, and the 20 years will drive returns ured relative to real GDP. Also
market’s volatility down to 1.5% in the next 20  shown: the widely used (but
risk” (http://eppc.otg/ years — almost exactly like  wildly optimistic) extrapolation
publications/if-economic- the periods from 1901 to of equity returns since 1926.

S&P 500 Return Relative to GDP

vs. 1997 LBMC prediction based on generation size and market volatility
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LBMC LLC (previously Lehrman Bell Mueller Cannon, Inc.)
Relative stock market return: S&P500 total return/GDP, risk adjusted; 2000=1

Contents: Commodities: p. 2. Interest rates: p. 4. Equities: p. 6. Currencies: p. 8.
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LBMC Retrospective: ‘CPIl at 7%? Bet Your Reserve Dollar’ (1989)

As I noted in the June 2014
issue of LBMC’s Market
Watch, for the rest of this
year we plan to summarize
the principles of what I once
described as “The Rueftfian
Synthesis”—named after the
great French economist
Jacques Rueff (1896-1978),
whose protege was LBMC’s
chairman Lewis E. Lehrman
(http:/ /www.
thegoldstandardnow.org/ the-
rueffian-synthesis). Our first
big call applying Rueffian
analysis predicted a jump in
CPI inflation, then about
4%, to a peak of 7%, trigger-
ing a mild recession when
the Federal Reserve applied
the brakes; both duly fol-
lowed as predicted. (Due to
its public policy implications,
the Wall Street Journal article
can still be viewed on the
website of the non-profit
Ethics and Public Policy
Center: http://www.eppc.org/

By John D. Mueller
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CPIat7%7? Bet Your Reserve Dollar

By Jonw MurLLer
The “surprise’” jump In producer and

This change had an tmportant, bul over- elgn central banks hold an cver expand-

consumer price Inrlaci-n s not & surprise |m|n-d conzequence for Lhe LS, “twin def- able base inow about um billicn) In U5,
when you understand the political and eco- leits”: budget and trade. Under the dollar doliar assets (including " Eurodallars") as
nonic Jgic of using one natlon's domestic standard—as under gold standird—he backing for wthelr currencies

currcney—the U5 :Ia lar—asinternational rest af the world must consume and invest

money.
have been fooled because US. Inflation re-
spands to the world wide supply of dollars,
not just these In the U.S.

The Bush administration fervently
hopes the [atest [Igures are just an ab-

overall

with cautian. IThe Carter admn Bul It's

used to tell us that if you took away food.
energy and housing, the underlying rate of  their d
crude oll Jumped more than $5 2 barrel
kncw what ofl prices were, and they ]
=ull su oreover, oil prices f

sharply for mast of 1388 without 2 fall I||

EVELYONE c

broader acceleration

In charge af this "rhvcking account™

is
lJesz than Its Income In order to acquire e- the U5, government. Farelyn dollar re-
serves (sought for reasons I shall note ). In serves witimately are debis of the ULS. gov-
eccnomic jargon, this s called running an ernment. and the bulk
“‘balance of-payments  surplus.”
IU's amalogous (o the fact that 1o put more

1k are invested di-
rectly In Treasury sccurities.
when central banks create half-a-

cash in your wallet. you must pay out less n— llion dollars worth of net dallar reserves,
erration. Such arguments must be used than you eamn, beg or

Congress gains the potential abil-

for the reserve-cur- it Yto spend up to 3500 billlon more than it
rency country. if other countries [ncrease taxes from ULE. citizens or borrows From
ollar reserves, th
Inflation was only 9%.) True, the price of out more than it receives—run a chronic
“balance-of-payments deflein”
[rum Nuvember to Japuary. But analysts  rough idea of u'.:dm([!rence. imagine that could have, In the 19702, the expanston of

2 U.S. must pay privale Investors.
Congress dows not have 1o do o, and for
To Eet & many years it did not spend as moch as it

ur personal checks daollar reserves was so vast that even alter

ya

arcund in his wallet Instead of meney. You financing growing U.S. trade deficits. there
wouldn'l need (0 carcy any cash—just your was enough fo fiood the Danking system
the inflatlon raic. Everything poinls te a” checkbook. And with 50 many of Your with U.S.

Ioans to “develaping"” countries.

of inflation.
While some paint

| main cause of tha | 3%
1 current Inflation Is

World Dollar Base vs. U1.S. Consumer Prices
Annuallzed rata of changs frum six monthe enrlier; dollar base lagged 29 mantha.

i I ¥

past expansion of
what my forecasting

firm calls the "“world
dollar base —the

30% ._w

stock of high-pow-
ered moncy {cur-

rency plus bBank re-
: serves) in the 115,

plus e dollars held
o

dollar base Ls key be-

cause the world op-

erates on a kind of
“dollar  standard "
Other currcm:tta nre

Source: Bell Meniler Cznmom, fns. . 1

1 % 3 3 W W

no on

the ﬂnﬁ:r Bul mo> currencles, Including checks foating around permanently un- Bul ln e course of the 1970% and 1980, Lhe

the Japanese yon and West German mark, eashed.

wyou would always have & [at whele $500 billion has gone ta flnance U.S.

are backed with dollars., as currencies checking-account balance at your dispoeal, deficit spending and lrade deficits. Obvi-
wed,

once were hacked by gold réserves. The fAr beyond what o

Likewise, the U's now has aboul 2500 |cit, Hm’, It |3 probably no colncidence that
bil:llon in lis “checking aceount.” U.5. mo- th

dollar shared this role with gold under the
Ereiton Woods monetary system of 1944-71.
But since 1971, the dollar has been llle un
challenged “reserve curren

mark by small countries.

docLib/20050921 muellerscan4.
pdf). Our early Rueffian analy-
sis was far simpler than it is
now, yet still good enough to
predict a major episode of
commodity-led inflation and
recession most other forecast-
ers missed. We have continued

the universal resorve currency: and ior

had sa ously, other factors influence the rade def-

tn 100 biillon less In mlzn exchange than ahg saoo bllilon today] approximately
somewhat greater use of the yen and me would be necessary L

the doflar were nol
" This & impiles that, apart [rom the

ever since to predict the con-
sequences of U.S. policymak-
ers’ failure to reform the
monetary system, as they work
their way through the world’s
markets for money (p. 3),
prices (pp. 4-7) and real quan-
tities of goods (pp. 8-10) .

Forecast summary: page 2; economic policy: page 3; inflation: page 5; real growth: page 8.
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LBMC'’s Stock-Market Forecasts: short— to medium-term (2001).

Continuing our retrospective
overview of LBMC’s basic

methodology, we focused last
month on our long-term (75-

year) forecast of the U.S. eq- OTHER VOICES
uity market, which we first VIEWS TAGM BEYOWD THE BARRONY STAFF
elaborated in a series of re-
N Drwmg the Market

pOftS eglnnlng n ctober Lavideing ferr s retionial theory of IVE ragios
1997. Though remarkably pre- I
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subsequent decline, any
method based on annual data
necessarily falls short when
advising whether to be long
the stock market at any given

moment. Three years later, in e - L o T oo R e
the April 2000 LBMC Report, R A

we put forward “A Rational 2 S S iy o )
Explanation for P/E Ra- s
tios” (later summarized in the

nearby Barron’s article —which
didn’t appear until June 2001). e B Pl o L v e e
Then in the April 2001 LBMC e eI e Bl T

Tha shark aigmy

P hkee s
EEH 41 r v

Report we posed the question, R L R S T R T T
“Is Equity-Market Timing b te relatt
Possible?” We answered with 1O 0 convert the relation- ¢ is now LBMC’s Equity

“q qualiﬁed ‘yes,,” ShOWing Shlp b.etween'producer O‘th— BUY/SCH Slgnal (pages 6—7)
put pI'lCCS to lnput costs 1nto

TG

e e L
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Contents: Commodities: p. 2. Interest rates: p. 4. Equities: p. 6. Currencies: p. 8.
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LBMC Retrospective: Rueff’s Law (1993-4)
By John D. Mueller

As noted in the June 2014 issue
of LBMC’s Market Watch, for
the rest of this year we are
summarizing the principles of
what I once described as “The
Rueffian Synthesis”—named
after the great French econo-
mist Jacques Rueff (1896-
1978). One of the most fruitful
is “Rueff’s Law”—the relation
between the share of labor in-
come in total national income,
and the unemployment rate,
with which Rueff explained the
unprecedented appearance of
chronic unemployment in the
U.K. in the 1920s and 1930s.
We explained and updated
Rueff’s Law in a series of
LBMC Reports in 1993-94, in-
cluding ‘How Can Wages Fall
While Unemployment

Rises?” (Match 1994: http://
eppc.otrg/publications/how-
can-wages-fall-while-
unemployment-rises/), dem-
onstrating the relation for the
United States, and ‘A Challenge
to Conventional Labor Market
Wisdom’ (May 1994: http://
eppc.org/publications/a-
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Times, above). An updated U.S.
chart is shown at the top of page
9, also compared with the pre-
tax, pre-transfer measure used by
French socialist Thomas Piketty
in Capital in the 21st Century.

Forecast summary: page 2; economic policy: page 3; inflation: page 5; real growth: page 8.
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LBMC's Bond Market Forecasts: Long-term (1997).

Continuing our retrospective
overview of LBMC’s basic
methodology, we focused in
July on our 1997 long-term
(75-year) forecast of the US.
equity market, and in August
on LBMC’s short-to-medium-
term Equity Buy/Sell Signal
(pages 6-7). Like the 1997
long-term stock forecasts, our
1999 long-term bond forecast
was made in debate

about ‘privatizing’ pay-as-
you-go Social Security retire-
ment pensions (http://www.
gpo.gov/tdsys/pkg/CHRG-
106hhrg57507/pdf/ CHRG-
106hhrg57507.pdf, 87-110).
The Social Security Admini-
stration Trustees’ advisory
committee assumed long-
term Treasury bond yields
2.8 points above long-term
nominal GDP growth. We

pointed out that this would
violate a basic ‘stability condi-
tion,” by requiring public

and private debt to mushroom
without limit. Our alternate
forecast was that long-term
Treasury bond

yields would stay below

the trustees’ projections for
nominal GDP growth. So
far, ours has been far closer
to reality (chart below)

Long-term Bond Yields vs. Average GDP Growth
In the past, yields were usually at or below average GDP growth.
100% [
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An LBMC Retrospective: The Reserve Currency Curse Abroad

As we noted in the June 2014
issue of LBMC’s Market Watch,
for the rest of this year we are
summarizing the principles of
“The Rueffian Synthesis”—
named after the great French
economist Jacques Rueff
(1896-1978). Rueff was the first
economist to describe the
drawbacks of John Maynard
Keynes’s plan to use one na-
tion’s domestic currency, like
the U.S. dollar, as an interna-
tional reserve asset. Predicting
episodes of commodity-price
inflation using the World Dol-

By John D. Mueller

lar Base has been our bread
and butter (page 5). But we’ve
noted similar peculiarities when
monetary authorities issuing
currencies not typically used as
official reserve currencies bor-
row from other central
banks—for example, the Euro-
pean monetary system in 1992
(http://lehrmaninstitute.org/
economic-policy/articles/1993%
2001%2004%020-%20WSJ%20-%
20The%20Curse%200f%20Being
%202a%20Reserve%20Currency.
pdf), Mexico in 1996 (https://

archive.org/stream/

mexicanpesoc-
tisi0OunitH#page/292/mode/2up/
search/mueller, pp. 292-312) and
Israel. The same was true also
of Argentina’s 2001 peso cri-
sis , which scarred a generation
of Argentines, including then-
Cardinal Jorge Bergoglio—now
Pope Francis. As the chart be-
low shows, Argentina erred by
trying to peg its peso to the U.
S. dollar, not by acquiring but
rather borrowing official dollar
reserves—using the proceeds
to finance domestic lending,
chiefly to the government.

Argentina's Official Reserve Assets & Liabilities

As % of monetary base
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Forecast summary: page 2; economic policy: page 3; inflation: page 5; real growth: page 8.
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LBMC's Bond Market Forecasts: Short-to medium-term (2001)

Continuing our retrospective
overview of LBMC’s basic
methodology, we focused in
July 2014 on our 1997 long-
term (75-year) forecast of the
U.S. equity market; in August
on LBMC’s 2001 short-to-
medium-term Equity Buy/Sell
Signal (pages 6-7), and in Sep-
tember on our 1999 long-term
(75-year) bond forecast. We
now complete the cycle with

the methodology of our
short- to medium- term
bond forecasts. Our 1999
analysis had shown that long-
term Treasury bond yields
have stayed below the long-
term average of actual nomi-
nal GDP growth, so our
1999 forecast predicted that
they would stay below the
Social Security trustees’
nominal GDP projections.

And this has been far closer to
reality than the advisory com-
mittee’s much higher projec-
tions. Our January 2001 LBMC
Report (“Bond Forecasting to
Maximize Investment Results”)
showed that most bond fore-
casts are systematically biased,
and we have used this knowl-
edge since then to predict long-
term bond yield fluctuations
around that trend (chart below).

LBMC's 30-Year Treasury Bond Model
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An LBMC Retrospective: ‘The LBMC Plan’ (1995), ‘The Agenda’ (2012)

As we noted in the June
2014 issue of LBMC’s Market
Watch, for the rest of this year
we’ve been summarizing the
principles of “The Rueffian
Synthesis”—named after the
great French economist
Jacques Rueff (1896-1978).

Though LBMC has up-
dated and applied Rueff’s
ideas to forecasting the econ-
omy and markets, we have
also proposed U.S. economic
policy reforms we believe are
in the public interest. We pro-
posed the “LBMC Plan” for
income tax and social security
reform to the 1995-96 Na-
tional Commission on Eco-
nomic Growth and Tax Re-
form. And in December 2012,
we summarized a comprehen-
sive economic plan to update
the four basic principles of all
economically and politically
successful American eco-
nomic policy. We called it
“The Agenda: What Is to Be
Done.”

As we noted in the De-

By John D. Mueller

cember 2012 Economy Watch,

“We think the agenda will up-

date and apply these success-

tul principles as follows:

1. “Instead of taxing income
when received by workers
and investors, all labor and
property income will be
taxed when first paid by
businesses, governments
or non-profit foundations,
at a single flat rate, with no
exclusions or credits
(including capital gains and
capital consumption allow-
ances). A single credit for
‘human maintenance,’
based solely on family size,
will rebate income and pay-
roll taxes up to the poverty
level.

2. “Current Social Security,
Medicare and Medicaid
benefits will be balanced
by current payroll taxes
and premiums. But if legal
abortion continues—
which caused the entire
prospective deficits by cut-
ting the workforce and U.

. “Unemployment

. “Automatic

S. total fertility rate (from
2.5 to 1.9 children per cou-
ple)—benefits will be pro-
portional not only to past
contributions but also to
the number of children
each worker has raised.
mnsut-
ance—which added more
than 3 percentage points
to the unemployment rate
when it was extended to as
many as 99 weeks—will be
restored to its original 26-
week limit.

open-ended
financing of Federal defi-
cits by the Federal Reserve
and foreign central banks
will be ended, by defining
the dollar  again as a
weight of gold, while re-
funding existing official
dollar and other foreign
currency reserves, much as
Alexander Hamilton re-
funded the massive Revo-
lutionary War debt.” The
November elections offer
The Agenda new promise.

Forecast summary: page 2; economic policy: page 3; inflation: page 5; real growth: page 8.
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‘The Rueffian Synthesis’ Again (1991)

In the June 2014 issue of LBMC’s
Market Watch we began summariz-
ing the principles of “The Rueffian
Synthesis”—named after the great
French  economist Jacques Rueff
(1896-1978). In founding Lehrman
Bell Mueller Cannon, Inc., of which
LBMC LLC is the successor, we
were motivated not only by the de-
sire to earn a living but also to set-
tle policy disagreements among for-
mer staffers and advisers to then-
Congressman Jack Kemp (1935-
2009) that could not be settled by
differing theories alone.  Lewis
Lehrman had been Rueff’s protégé,
The Lehrman Institute had pub-
lished Rueff’s complete works in
French, and Lew persuaded Rueff
to write his autobiography. At
LBMC we updated and tested
Rueff's theories with empirical evi-
dence. LBMC's first big call was to
predict, based on the 1986-1988
expansion of the World Dollar
Base, the sharp rise in PPI and CPI
inflation in 1989-90 (p. 2), the Fed's
response of interest rate hikes, and
ensuing 1991-92 recession. When
Jude Wanniski at Polyconomics,
Inc., disputed the prediction, I
wrote a long LBMC Report, "The
Rueffian Synthesis," which tried to

By John D. Mueller

explain how we at
LBMC had applied
Rueff's  analysis,
and responded to
Jude's objections. I
showed the basic
trouble with his
proposal of target-
ing the price of

Lenwta E Lehimsan
Chaiman

Jedliay Bel
Preaident
John Mugller

‘e Fresident
Chief Egonomist

Frank Cannon
Wenaging Dirctor

Ralph Benka
Vice Prasidon
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The LBMC Report
June/July 1991

gold: the policy
involves  buying
and selling dollar
securities, initiating
a roundabout ar-
bitrage in the fi-
nancial  markets
and real economy,
while the gold
standard ultimately
involves buying or

The Rueffian Synthesis

In which LBMC's approach recetves a nane, Wanniskd & reflued,
and the setbacks of the supply-side movement are explained.

By John Mueller
Vice President and Chiclf Economis

In his Life of Dr Johnsow, James
Bogwell deseribes Samuel Johnson's
reaction to the theory of George
Berkaley, Bishop of Coyne. Berkeley's
theory claimed to disprove the existence
of the physical universe, on the grounds
that it exisis only =5 an idea in the mind.

T observed," Boswell recalls tefling
Johnson, "that though we are satisfied his
doctrire is not tree, it is impassible o
refute it I never shall forget the alacrity
with which Johnson answered, striking

his foot with mighty force against a large
stone, 4l he rehoundad from i, = 'T
refute it thus™

Johnson's answer came to mind when [
read a recent attack upon LEMC and all
s works by Jude Wanaiskd of
Polyconomics, Inc. Along with his new
economist, Devid Goldman, Wanniski
undertakes o challenge LEMC's con-
tention that the World Dollar Base can
be used to help predict inflation more
than twn years in advance — and that this

selling gold, tying
monetary  policy
directly to the

Copyraght © 1291 by Letwman Bal Musber Cannon, InG. Afingion, Va, AR rights reserved, This
work may not be reproducad In wholn ar in part without the axpress prior written oansont of the
capyright cwner The Informetion comained herain has been obtained from sources which wa
believe io be reliabis, but we do not puarnéea s sccuracy or compleinness.

commodity —mar-

ket. The lag be-

tween World Dollar Base changes
and their effect of commodity
markets, including the gold price,
is simply too long to make gold-
price-targeting feasible, since the
Fed would in effect be reacting to
echoes of what it and other cen-
tral banks had done one to three

2119 WILSON BLVD., SUITE 498, ARLINGTON, VA 22201

Phane (703 243-63588  Fax (703) 8415148

years earlier. Lew and I co-authored
a ‘Rueftian’ Wall Street Journal op-ed
article: “How the ‘Reserve’ Dollar
Harms America,” http://online.wsj.
com/news/article_email/how-the-
reserve-dollar-harms-america-
1 416 52 7 6 4 4 -
IMyQjAXMTIONDI4MTcyNjE2W;j
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Rueff's Law in the USA

U.S. Net Labor Cost vs. Unemployment

<Net labor cost (take-home pay + net transfers to persons) / national income
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An LBMC Retrospective: Rueff’'s Law & the Middle-Class Squeeze (1993-2014)

As we proposed in the June
2014 issue of LBMC’s Mar-
ket Watch, for the rest of this
year we’ve been summarizing
the principles of “The Ruef-
tian Synthesis”—named after
the great French economist
Jacques Ruetf (1896-1978).
In a series of L.BMC Reports
beginning in 1993 (and con-
tinuing through 2014), we fo-
cused on an issue that has in-
creased steadily in salience

By John D. Mueller

(most recently by the French
socialist Thomas Piketty): the
“middle-class squeeze.” In
developing our thesis we ap-
plied ‘Rueff’s Law’: the close
relationship, first demon-
strated by Rueff, between
the share of labor income in
total national income
(measured after taxes and so-
cial benefits) and the unem-
ployment rate. As we noted
when analyzing Piketty’s the-

sis in the April 2014 issue of
LBMC’s Economy Watch
(‘Monsieur Piketty, Meet
Monsieur Rueft’), Piketty
measures income before the
sort of steeply redistributive
policies he proposes.
“Workers’ take-home pay has
been reduced,” we showed,
“—but by expanded shares
to the unemployed and those
outside the labor force—not
‘capitalists.””

Forecast summary: page 2; economic policy: page 3; inflation: page 5; real growth: page 8.
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