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Rosenberg FADE THE FRONT COVER
“When all the experts and forecasts agree — something else
is going to happen.”
Bob Farrell

“Sell the front-page news and buy the back page news on the
way to the front page.”

Don Coxe

Can you believe that we now have three magazine covers talking
about the “Roaring Twenties”?? | don’t think in my entire career | have
seen a fairy tale like this emerge as a given by Wall Street seers and
the mainstream media.

CHART 1: The Roaring 20s? Towards a New Era of Innovation
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Bloomberg Businessweek completes the trilogy of “Roaring Twenties”
magazine covers. What could possibly go wrong?

CHART 3: Will These 20s Roar?
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Rosenberg guess except for the reality that this is the story that most investors
yearn to hear. But outside of the fact that these two periods shared a
health crisis, there are no other comparisons to be made that are
relevant. | would highly recommend that nobody draw inferences from
what happened in the 1920s, for the following reasons (there is no
global boom coming once we get past this crisis — a lot of time and
effort will be spent cleaning up all these debt excesses).

For one, coming out of WWI, which was ending as the Spanish flu was
starting, the U.S. had come to account for half of global
manufacturing production. That’s because the war savaged the entire
European economy and gave U.S. industry the opportunity to grab
global market share in exports and industrial production.

Second, the U.S. dealt with the Spanish flu totally differently. The
economy never went into full lockdown. People just learned to live
with the disease, which ultimately vanished on herd immunity. Back
then, nobody turned to the government for help; it was all about
community and charity. These were the days before welfare and
unemployment insurance benefits and company bailouts. Public
attitudes toward illness and death were far different and there was
no internet or social media to try and influence people’s perceptions
and stir up emotions.

The economy did collapse back then, but the government did not blow
its brains out on fiscal largesse. So, we went into the 1920s with
tremendous pent-up demand once the crisis ended, and balance
sheets were in far greater shape. Government debt-to-GDP was 10%
— not over 100%. And that better public sector balance sheet allowed
the federal government to CUT taxes by the mid-1920s — top
marginal rates for corporations were initially raised from 10% in 1920
to 13.5% by 1926 but cut to 11% by the end of the decade; for
individuals, the rate went from 58% after the war to 24% by 1929.
Does anyone think taxes are going to be coming down in the U.S. any
time soon?

We also have to remember that, in the 1920s, we had a rural
economy become more urban. Half the population back then lived in
rural areas — compared to one in five today. We saw first-hand in
China in the past two decades how urbanizing the population is
massively stimulative to the economy. That impetus to growth hardly
exists today — if anything, people are leaving the inner city to the
sparse areas of the country. And we had a 25% homeownership rate
back then versus 64% today — we were on the precipice then of
people shifting from being renters to homeowners. That arithmetically
is less possible today — but that shift in the “Roaring Twenties” was
very much pro-growth.

And also keep in mind that the share of the economy that was “non-
essential” (that could be shut down) back then was less than 10% (as
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Rosenberg in cyclical services) versus more than 70% today. In the 1920s, we
“made” things — manufacturing commanded one-third of the
workforce compared to less than 10% now. The economy was so
much more geared towards industries that were “essential” (that
could not be closed down) and carried with them powerful multiplier
impacts through the rest of the economy.

There is a common refrain that “demographics is destiny.” The
difference between then and now is that we had a population profile
with so much more vitality in the 1920s. We started that decade with
a median age of the population at 29 years —today it is 38 years. The
share of the population over the age of 65 was 7% in the 1920s;
today that share is on the precipice of hitting 20% for the first time in
recorded history. Not to detract from retirees and their dominance,
but they are savers, not spenders. When you have half the population
under 30 years of age as you did in the 1920s, well, that does blaze
the trail for a spending boom.

And guess what? There was capital deepening back then. Company
executives were less focused on financial engineering but on
improving the capital stock. So the 1920s was renowned for a decade
that saw 5% annualized growth in manufacturing productivity. We had
a central bank then that seems to have understood that we can
actually tolerate mild deflation as was usually the case in peacetime
periods (as my old chum Gary Shilling always points out). Only today
is inflation seen as a desirable outcome — because today’s central
bankers are consumed with bailing out debtors and penalizing
savers. But inflation erodes real purchasing power — something
today’s central bankers don’t tell you.
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So we had solid growth in productivity. We had growth in the working-
age population of around 2.0% annually in the 1920s. For the next
ten years, such growth in the U.S. is destined to come in south of 0.5%
per year. There simply is not the “potential” supply-side dynamics
today compared to the 1920s. Plus, the mild 1.0% per year decline in
consumer prices was tolerated, not resisted, and this massively
supported real spending power. So we ended up with real GDP growth
per capita of over 3.0% in the 1920s. What is the math that brings us
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Rosenber back to that trend in the coming decade? There is no math, that is
B the answer.

As for the stock market, indeed, it did rally 250% from the beginning
of 1920 to the pre-crash 1929 peak. But the starting point on the
CAPE multiple then was below 6x, not at 35x! Even adjusting for
interest rates, the stock market today is two-and-a-half times more
expensive than it was when the “Roaring Twenties” began. So not
only is the outlook for demographic support, productivity, debts and
taxation so vastly different, but so is the starting point on valuations
for the stock market.
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Breakfast with Dave

Our flagship product, Breakfast with Dave, is an
in-depth look into the global financial markets
and the economy. You'll access Dave’s deep
data analysis and assessments of “big picture”
trends, and his advice on how to invest around
them.

Sample Report

Strategizer

A monthly report designed to produce actionable
investment ideas based on our proprietary
models. The report covers a wide range of asset
classes and sectors and will help investors
identify shifts and opportunities in the
investment landscape.

Sample Report

Webcast with Dave

For these webcasts, David is joined by industry
titans to share their views on the markets and
the economy. Past and future speakers include
Gary Shilling, Richard Bernstein, Niall Ferguson,
Jeffrey Gundlach, and other legends.

Check out our guest line up

Early Morning with Dave

Dave and our team of economists get up early to
prepare this analysis of the overnight markets
and global events. Dave’s take on
macroeconomic trends from his global
perspective will give you the insight you need to
understand the investment landscape for the
day ahead.

Sample Report

Technicals with Dave

Each week Dave and our technical analysts
engage their charting expertise to identify both
broad secular trends and near-term shifts across
all markets, including equities, fixed income,
currencies and commodities.

Sample Report

Special or Thematic Reports

Dave and the team produce periodic, high-level
studies on the secular and structural shifts in the
global economic and financial landscape.

Sample Report

Weekly Buffet with Dave

Cap off your investment week with Dave’s digest
of the key economic themes and investment
ideas that moved the markets this week.

Sample Report

Charts with Dave

Charts with Dave provides regular access to our
latest slide deck. Dave’s charts capture the
current and future trends in economic and
market activity.

Sample Report

Deep Dives & Market Movers

This periodic, event-based report offers analysis
of breaking news and/or data releases that are
affecting the markets and your investments.

Sample Report
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This report comments on the economy and capital markets.
The opinions are those of the author as of the date of the
report and are subject to change without notice. Rosenberg
Research & Associates Inc. (Rosenberg Research) will not
necessarily update the report in the event facts or opinions
change.

This report is for discussion purposes only.

Although Rosenberg Research may provide commentary
relating to investment approaches and opportunities to buy
or sell securities, you should not construe such
commentary as legal, tax, investment, financial or other
advice. Nothing contained in any Rosenberg Research
report or any other content on our web site constitutes a
solicitation, recommendation, endorsement, or offer to buy
or sell any securities or other financial instruments. Consult
your own advisors if you require such advice.

This report should not be regarded by recipients as a
substitute for the exercise of their own judgement and
readers are encouraged to seek independent, third party
research on any companies discussed or impacted by this
report.

This report is not a research report under applicable U.S.
rules and regulations.

Rosenberg Research does not guarantee the accuracy of
any information in this report. This report may contain links
to third-party websites. These links are provided as a
convenience only. By providing these links, Rosenberg
Research is not expressly or impliedly endorsing or
approving these other sites, nor warranting or
guaranteeing the content of the materials on such sites or
the services or products that may be offered on such sites.

Rosenberg Research reports are distributed simultaneously
to internal and client websites and other portals by email
and are not publicly available.

TERMS AND CONDITIONS OF USE

Your receipts and use of this report are governed by the
Terms and Conditions of Use which may be viewed at
[www.rosenbergresearch.com]

ANY USE OF THIS REPORT IS AT YOUR OWN RISK AND
LIABILITY. NEITHER ROSENBERG RESEARCH, NOR ANY
DIRECTOR, OFFICER, EMPLOYEE OR AGENT OF
ROSENBERG RESEARCH, ACCEPTS ANY LIABILITY
WHATSOEVER FOR ANY DIRECT, INDIRECT,
CONSEQUENTIAL, MORAL, INCIDENTAL, COLLATERAL OR
SPECIAL DAMAGES OR LOSSES OF ANY KIND, INCLUDING,

WITHOUT LIMITATION, THOSE DAMAGES ARISING FROM
ANY DECISION MADE OR ACTION TAKEN BY YOU IN
RELIANCE ON THE CONTENT OF THIS REPORT, OR THOSE
DAMAGES RESULTING FROM LOSS OF USE, DATA OR
PROFITS, WHETHER FROM THE USE OF OR INABILITY TO
USE ANY CONTENT OR SOFTWARE OBTAINED FROM THIRD
PARTIES REQUIRED TO OBTAIN ACCESS TO THE CONTENT,
OR ANY OTHER CAUSE, EVEN IF ROSENBERG RESEARCH
IS ADVISED OF THE POSSIBILITY OF SUCH DAMAGES OR
LOSSES AND EVEN IF CAUSED BY ANY ACT, OMISSION OR
NEGLIGENCE OF ROSENBERG RESEARCH OR ITS
DIRECTORS, OFFICERS, EMPLOYEES OR AGENTS AND
EVEN IF ANY OF THEM HAS BEEN APPRISED OF THE
LIKELIHOOD OF SUCH DAMAGES OCCURRING.

If you have received this report in error, or no longer wish to
receive this report, you may ask to have your contact
information removed from our distribution list by emailing
[subscriptions@rosenbergresearch.com].
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