
 

 

 

 

‘Golf Cart’ Economy is Less Forgiving 
GLOBAL ECONOMIES REQUIRE MORE DELICATE MONETARY & FISCAL POLICY  

Anyone who has ever driven a golf cart immediately realizes it is different than driving a car. 

Golf carts don’t glide, they slow the minute you lift your foot from the accelerator.  Golf carts 

also tend to have ‘hair-trigger’ brakes, where the lightest pressure can send its passengers 

through the windshield.  Because they are so different than cars, they can take a little get-

ting used to.   

The difference between golf carts and cars is a little like the difference between the econo-

mies of today and the economies of yesteryear.  Today’s economies don’t glide like they 

used to, in fact they seem to slow the minute monetary or fiscal stimulus is removed.  Their 

brakes also seem to be more responsive than ever.  Take the last twelve months for exam-

ple; in the US the Fed’s decision to raise rates to a mere 2.25% nearly put US investors 

through the windshield in the fourth quarter of 2018.  Economically, the impact of slowing 

stimulus has been even worse overseas. Economies, particularly those in Europe and Ja-

pan, have been moving dangerously close to recessionary levels from their central banks 

simply removing their foot from the accelerator.  There are multiple causes for the greater 

responsiveness of global economies; however, there are three drivers that we believe may 

be the greatest contributors.  

THE SHIFT IN THREE TAILWINDS MAY EXPLAIN WHY THE ECONOMY IS MORE RE-

SPONSIVE: Over the last fifty years the world has benefited from three important tailwinds: 

Demographics, declining interest rates, and increased household leverage. These three tail-

winds have provided a steady source of organic growth that has been relatively independent 

of the overall economic cycle.  These three tailwinds provided a more self-sustaining eco-

nomic trajectory, in our view, allowing economies to ‘glide’ once they were stimulated.  Like-

wise, we believe with the three powerful tailwinds, governments and central bankers did not 

have to be so precise when they wanted to slow the economy because the brakes were 

more forgiving.  Unfortunately, the three tailwinds have recently become headwinds, that we 

think may impact the investment climate for many years to come.  

FADING DEMOGRAPHIC 

TAILWIND: Every year from 

1967 to 2014, a greater per-

centage of the global popula-

tion entered the work force 

(ages 15 to 64) than exited.  A 

growing work force is an im-

portant component of eco-

nomic growth, because ‘work-

ers’ earn and spend more 

than those that are not work-

ing.  However, in 2014, that all 

changed when workers 

around the world began ‘aging 

out’ of the 15 to 64-year-old 

population, turning demographics into a headwind.  The aging of the workforce has been 

most acute in the developed world outside the US.  When workers leave the workforce, they 

stop receiving a paycheck and adjust their spending habits accordingly.  
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• Global economies are 

more responsive due to 

the triple headwinds of 

aging demographics, 

declining interest rates 

and deleveraging. 

• Greater responsive-

ness to fiscal and mon-

etary policy has made 

the economy more like 

a golf cart and less like 

a car.  

• For these reasons, 0ur 

portfolios remain ‘neu-

tral’ compared to their 

benchmarks while we 

assess whether policy-

makers can adapt to 

this shifting economic 

environment.  
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DECLINING INTEREST RATE TAILWINDS HAVE 

MODERATED:  Declining interest rates for the past 

40 years provided a natural tailwind for growth 

throughout much of the developed world.  In the left 

chart we show US interest rates, but this phenome-

non has also occurred overseas.   

Interest rates in much of the developed world are 

currently close to their lowest levels since World War 

II.  Central Bank balance sheets have also already 

expanded to levels not seen since the Great Depres-

sion.  With negative interest rates in Germany and 

Japan and exceptionally low rates in the other devel-

oped countries, the opportunity for further declines in 

rates is limited. 

FADING HOUSEHOLD LEVERAGE TAILWIND: 

Since 1983, low interest rates have allowed house-

holds in the US to take on more debt, thereby in-

creasing leverage.   When households take on debt, 

purchases of goods and services are amplified be-

cause consumers are spending more than they make.  

This provided an additional boost to consumption and 

ultimately economic growth. However, household 

debt as a percentage of disposable personal income 

peaked in 2007 in the US and has actually declined 

from roughly over 120% to levels back below 100% 

(Right Chart). This trend has also been mirrored in 

large European economies such as the UK and Ger-

many.  Declining household debt is an admirable 

long-term goal from a personal finance perspective, 

but it is a clear detractor from global economic growth. 

IMPLICATIONS OF A MORE RESPONSIVE ECONOMY: We believe controlling today's global economies is more like 

driving a golf cart than a car.  They may accelerate similarly, but due to the headwinds of aging demographics, declining 

interest rates and deleveraging the economy no longer 'glides' like it used to and can be especially sensitive to braking.   

More responsive economies mean that investors need to pay more attention to monetary and fiscal policy.  It also means 

that policy makers (legislators and central bankers) need to recognize that the vehicles they are driving may be different 

than the vehicles they have trained on.   

Economies where these headwinds are the strongest, like those in Japan and Europe, appear to now require steady 

stimulus to keep any economic momentum going.  Even slight changes in monetary stimulus like ceasing quantitative 

easing (QE) in Europe or slowing asset purchases in Japan can have far larger impacts than in the past.   Legislative 

policy can also have amplified economic consequences and we worry that the impact of higher tariffs (US) or higher 

value-added-taxes (Japan) may be underestimated.  

This is one of the reasons our equity/bond allocations are neutral to our composite benchmarks, and we are underweight 

international stocks, despite their attractive valuation.  Over the long-term, we feel confident that ‘necessity’ will be the 

‘mother of invention’ and policy-makers will begin to understand the new dynamics they face and re-calibrate their driving 

style by altering the pace and magnitude of new policies and their implementations.    

Important Disclosure Information  

The comments above refer generally to financial markets and not RiverFront portfolios or any related performance. Past results are no guarantee of future 

results and no representation is made that a client will or is likely to achieve positive returns, avoid losses, or experience returns similar to those shown 

or experienced in the past. 

Source: Factset, RiverFront. Past performance is no guarantee of future results.   

Source: Factset, RiverFront.  
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Information or data shown or used in this material is for illustrative purposes only and was received from sources believed to be reliable, but accuracy is 

not guaranteed. 

When referring to portfolio asset class weightings and shifts, we are referring to Advantage portfolios. For more information on our other portfolios, please 

visit our website. 

In a rising interest rate environment, the value of fixed-income securities generally declines. 

It is not possible to invest directly in an index. 

When referring to being “overweight” or “underweight” relative to a market or asset class, RiverFront is referring to our current portfolios’ weightings 

compared the composite benchmarks for each portfolio. Composite and benchmark definitions can be found on our website.  

Technical analysis is based on the study of historical price movements and past trend patterns.  There are no assurances that movements or trends can or 

will be duplicated in the future. 

Investing in foreign companies poses additional risks since political and economic events unique to a country or region may affect those markets and their 

issuers. In addition to such general international risks, the portfolio may also be exposed to currency fluctuation risks and emerging markets risks as 

described further below.  

Changes in the value of foreign currencies compared to the U.S. dollar may affect (positively or negatively) the value of the portfolio’s investments. Such 

currency movements may occur separately from, and/or in response to, events that do not otherwise affect the value of the security in the issuer’s home 

country. Also, the value of the portfolio may be influenced by currency exchange control regulations. The currencies of emerging market countries may 

experience significant declines against the U.S. dollar, and devaluation may occur subsequent to investments in these currencies by the portfolio.  

Foreign investments, especially investments in emerging markets, can be riskier and more volatile than investments in the U.S. and are considered 

speculative and subject to heightened risks in addition to the general risks of investing in non-U.S. securities.  Also, inflation and rapid fluctuations in 

inflation rates have had, and may continue to have, negative effects on the economies and securities markets of certain emerging market countries. 

Stocks represent partial ownership of a corporation. If the corporation does well, its value increases, and investors share in the appreciation. However, if 

it goes bankrupt, or performs poorly, investors can lose their entire initial investment (i.e., the stock price can go to zero).  Bonds represent a loan made 

by an investor to a corporation or government.  As such, the investor gets a guaranteed interest rate for a specific period of time and expects to get their 

original investment back at the end of that time period, along with the interest earned. Investment risk is repayment of the principal (amount invested). 

In the event of a bankruptcy or other corporate disruption, bonds are senior to stocks.  Investors should be aware of these differences prior to investing. 

RiverFront Investment Group, LLC, is an investment adviser registered with the Securities Exchange Commission under the Investment Advisers Act of 1940. 

Registration as an investment adviser does not imply any level of skill or expertise. The company manages a variety of portfolios utilizing stocks, bonds, 

and exchange-traded funds (ETFs). RiverFront also serves as sub-advisor to a series of mutual funds and ETFs. Opinions expressed are current as of the date 

shown and are subject to change. They are not intended as investment recommendations.   

RiverFront is owned primarily by its employees through RiverFront Investment Holding Group, LLC, the holding company for RiverFront. Baird Financial 

Corporation (BFC) is a minority owner of RiverFront Investment Holding Group, LLC and therefore an indirect owner of RiverFront. BFC is the parent 

company of Robert W. Baird & Co. Incorporated (“Baird”), a registered broker/dealer and investment adviser. 

Copyright ©2019 RiverFront Investment Group. All Rights Reserved. 876373 

 
 
 

 

 


