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MACRO-USA: Macro-Mathematics, Part II  

 
From Albert Einstein ...  
 
...  "We cannot solve problems, by using the same kind of thinking we 
used when we created them."  
 
And ...  

   
... "Any intelligent fool can make thi ngs bigger and more complex. It 
takes a touch of genius, and a lot of courage, to move in the 
opposite direction."  
 

Indeed, raising the debt ceiling at a time when Federal debt is already 
spiraling out o f control ... seems ... foolish ...  to say the least , and 
represents the same old 'kind o f thinking' that got the United States  into this 
mess in the first place.  
 
The intelligent fools on Capitol Hill keep making 'things' bigger and more 
complex, within the context of the Federal deficit, but they repeate dly fail 
to move in the 'opposite direction', towards SMALLER deficits and LESS debt.  
 
Courage and a touch of genius ... are sorely lacking.  
 
Make no mistake about it, the debt ceiling WILL be raised, case closed.  
 
Government debt WILL continue to grow.   
 
Entitlements will NOT be adequately addressed, and the US will continue to 
travel along the same path as Greece, by perpetually 'kicking the can down 
the road', until another crisis develops.  
 
The macro-math linked to the US debt -deficit situation is O MINOUS ...  
 
... and portends problems for the fixed -income market, along with all asset 
prices, if interest rates begin to rise in an increasingly pronounced way.    
 
In the meantime, the Fed's QEII campaign to support the asset markets, and , 
by extension, US Households ... is coming to an END, sending shivers through 
the fixed -income markets, amid a renewed slide in the macro -economic 
situation, as is clearly evidenced by the 'math' on the offer in the latest 
round of macro -economic data releases.  
 
With our trusty data -scalpel in hand, we begin carving ... noting first 
Monday's release of Personal Income and Expenditures data for the month of 
May, which revealed a complete stagnation in both the income and spending 
as it relates to US Households.  
 



Yes, the headline 'math' does indicate that Disposable Income rose during 
May, but by 'only' +0.2%, marking the second straight month to post a +0.2% 
increase, and thus HALVING from the average rise of +0.4% reported in each 
of the first three months of 2011.  
 
More telling is the macro -mathematics ... as per the difference in the 
'equation' when we use 'Chained Dollars', instead of 'Current Dollars', to do 
the calculations. In the case of Chained Dollars, based in 2005, or, BEFORE 
the most recent period of extre me monetary debasement of the US 
currency, we note that the Disposable Income figure reflects absolutely NO 
CHANGE AT ALL, during all of 2011, with a five -month year-to-date change 
of 0.0% cumulatively ... and ... a puny +0.6% yr -yr increase, significantly  less 
than the +3.1% yr-yr increase posted in the Current Dollar calculation.  
 
Of course, at work here is the +2.5% yr -yr increase in the PCE Price Deflator, 
which has accelerated significantly during the last twelve months, MORE 
than DOUBLED since last November, and done a complete about -face from 
the 'low' posted in July of 2009, as evidenced in the data shown below:  
 

May-11 ... +2.5%  
Apr-11 ... + 2.2%  
Mar-11 ... +1.9%  
Feb-11 ... +1.6%  
Jan-11 ... + 1.2%  
Dec-10 ... + 1.1%  
Nov-10 ... + 1.0%   
Jul-09 ... ( -) 1.0%  

 
Digging deeper we also note that Disposable Personal Income Per Capita (per 
person/household) rose by +$69 during May, and by +$840 on a year-over-
year basis, in 'Current Dollars', but rose by only +$4 during May in Chained 
2005 Dollars. while DEFLATING by (-) $71 on a year-year basis. Note the 
sequential slide in 'real' terms, in the year -year change in 'actual' dollars, for 
Per Capita Disposable Income, in the YTD:  
 

May-11 ... ( -) $71 
Apr-11 ... +   $66  
Mar-11 ... + $345  
Feb-11 ... +  $433 
Jan-11 ... + $475  

 
And, even in Current (debased) Dollar terms, the year -year rate of change in 
Personal Income reversed to the downside in May, as seen below, having 
done so from a BARELY positive, sub-par level, relative to past recoveries.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Of great interest from the macro -mathematics perspective is the chart on 
display below in which we take the headline Current (debased) Dollar figure 
for Personal Income, and compare it to the PCE Price Deflator, to achieve a 
calculation for th e 'real', or 'inflation -adjusted', year -over-year rate of 
change in US Personal Income ...  
 
... which has PLUNGED from a post-crisis high of nearly +2.5% yr-yr, to the 
current level of just +0.66% yr -yr.  
 
Also MOST 'telling' as it relates to the 'math' l inked to the long -term secular 
trend in US Income ... is the sequential series of 'lower highs', dating back 
over the last three decades, and the LAME post -crisis high set in the 2010 -
2011 period. We note that past reflation periods have seen 'real' year -year 
gains in 'real' Income pushed well above +6% ... until the 2000 -01 episode, 
wherein the increase fell short of this benchmark level.  
 
Indeed, the most recent reflation has resulted in LESS than HALF the 'normal' 
gain in 'real' Income, as the debasement of the US currency becomes 
increasingly intense, amid the heightened desperatio n shown by monetary 
officialdom , in their campaign to stave off an overt deflationary crisis.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Indeed, US Consumers are FEELING the 'pinch', 'bloated' headlines 
notwithstanding , as reflected in yesterday's release of the Conference 
Board's Consumer Sentiment Survey.  
 
We note the macro -mathematics linked to the Survey of Expectations (six -
months 'forward') for Consumer Income:  
 
Percent of Consumers Expecting Income to Increase  
 

Jun-11 ... 13.9% 
May-11 ... 14.9 %  
Apr-11 ... 17.0 %  
Mar-11 ... 15.2 %  
Feb-11 ... 17.4 %  

 
Percent of Consumers Expecting Income to Decrease  
 

Jun-11 ... 16.5% 
May-11 ... 15.1 %  
Apr-11 ... 14.7 %  
Mar-11 ... 15.5 %  
Feb-11 ... 13.2 %  



In the chart below, which dates back to the removal of the US Dollar from 
the Gold Standard (in 1971), we note the renewed decline, and breakdown 
in the Percentage of Consumers Expecting their Income to Rise over the Next 
Six-Months, with the 20% level re presenting the boom -bust denominator.  
 
Indeed, at a lowly 13.9% ... the current level would represent an ALL -TIME 
LOW, if not for the depressed levels during the 2008 -2010 crisis period.  
 
Of course we also note the increasingly shallow reflation recovery  highs, via 
the sequential series of lower highs, which has become particularly 
pronounced since the late nineties, with the current post -crisis high 
representing the first 'monetary reflation campaign' that FAILED to drive the 
expectation linked to income  reflation, above the 20% level.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Rather, the general 'expectation' that dominates the Consumer mentality is 
based on DEFLATION in Income, as evidenced in the chart below, which also 
dates back to 1971. We note the most recent increas e in the percent of 
Consumers who expect that their Income will be LESS in six-months, than it 
is now, along with the nominal level, which, at 16.5%, would represent the 
WORST (highest) EVER, if not for the readings posted during 2008-2010.   
 
Indeed, Consumer expectations linked to Income are WORSE now, than they 
were at the 'peaks' of pessimism posted in the economic recessions of 1973-
74, 1980-81,1990-91, and during the 2000-02 recession.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


