
WSJ Article Explains Poor Economy Job Prospects What to Do 
 
(ARTICLE NOT COMPELETLY FINISHED) 
 
This article by Michael Spence, 2001 Nobel Prize for Economics, Kevin Warsh, Former Fed Governor is 
the best explanation I have seen of several key questions  – which leads to what we can do about it: 

1. WHY DOES THE MARKET for JOBS and NEW PROJECTS (whether IT or operations) SEEM SO 
STRANGE, ANEMIC, GOOFY? 

2. “I WAS PERFECT FOR THAT OPPORTUNITY – WHY DID IT GO NOWHERE”??? 

3. Why have the stock market and other financial assets boomed while the real economy has been 
sluggish, anemic, not making sense, hard to get a job, hard to make real progress? 

4. Artificially low interest rates since 2008 – near 0% - MUST have some consequences.  What are 
these and what can I do about it? 

 
This is CRITICAL for those of us in IT or CONSULTING because we depend on new projects.  Here are the 
key points: 
 
KEY DEFINITION, SIMPLIFICATION:  View the economy in two pieces: 

a) The FINANCIAL ECONOMY, which includes financial engineering such as share buybacks, piling 
on debt, complex stock, derivatives, hedge transactions, accounting rule changes, currency and 
stock price arbitrage, mergers, acquisitions, consolidation of operations, keeping money and 
investments offshore for tax purposes, etc. which DO NOT CREATE VALUE IN THE “REAL 
ECONOMY” 

b) The REAL ECONOMY, which is defined as GROWING HAPPY CUSTOMERS at a PROFIT.  The real 
economy requires investment in plants, computer projects, new products, geographic 
expansion, customer service improvements, marketing, sales, etc.  Usually this is called “capital 
spending”. 

 
UNDERSTAND HOW INVESTOR RISK AVERSION HAS REDUCED INVESTMENT IN THE REAL ECONOMY TO 
ABOUT 25% OF NORMAL – ALMOST RECESSIONARY.   

1. Artificially low interest rates have made investments in the financial economy more attractive 
to investors than investing in the real economy.  

2. Liquidity = Survival for many investors who were “near death” during the recession.  If an 
investor puts money into a share buy-back or a stock or debt instrument that can be readily sold 
it is MUCH EASIER to get their money out than investing in a plant or computer system that 
might produce a 100% return in five years.   

3. Investors, Shareholders, Mutual Funds, etc. are choosing a modest 2-3% return with low risk 
instead of 20-50%+ returns investing in new projects, systems, plants, products… 

4. So, investors put money into the Financial Economy (hoping to prop up the price of a stock 
with financial maneuvers) instead of investing in the real economy. 

a. This will change eventually – but it will take time. 
 
SOME ADDITIONAL FACTS FROM THE ARTICLES: 



1. In 2014 big companies crossed the line to spending more money on share buy-backs that on 
capital investment.  Prior to this period about 3 out of 4 dollars were spent on capital 
investment where one was spent on share buybacks or other financial engineering. 

2. TRUE OPERATING PROFITS AND BUSINESS INVESTMENT IN THE REAL ECONOMY ARE 
ACTUALLY are ABOUT 25% of previous recoveries – JUST BARELY GROWING ENOUGH TO STAY 
OUT OF RECESSION.  The key reason is that financial engineering (in this case, share buy-backs) 
account for almost 50% of reported operating profits.  

3. Third Quarter, 2015 GDP Growth Was a Negative 0.7% in Business Spending and a Positive 
2.2% Consumer Spending resulting in about 1.5% Growth. 

 
SO WHAT – I’VE HEARD ALL THE BAD NEWS.  WHAT SHOULD JOB SEEKERS and those selling 
CONSULTING, PROJECTS, ETC. DO???  I can’t speak for all, but here is what I am doing: 

1. Realize that Business spending on projects, plants, buildings will continue to face headwinds 
for 12 to 24 or more months.  It will eventually get back to normal but may get worse – even 
recessionary – until it gets better. 

a. In Texas, we are also dealing with the price of oil being down – hard – and no prospect 
for it increasing soon.  This hurts many businesses in our area. 

b. Consumer side businesses are getting some mild tail winds.  The low price of oil has 
boosted the auto industry and housing continues to do well.  I am focusing on some 
Consumer side businesses, niches and job prospects  

c. There are some bright spots in Business side.  In Dallas, Construction, Transportation, 
Wholesale and some utilities remain strong.  I am focusing on a niche with Private 
Equity investors where I think the down business economy helps. 

2. I am personally reducing spending and debt wherever possible – be as ready as possible for a 
downturn 

3. Be able to make a living with Contract work.  For those of us in IT it is likely that full time 
employment will continue to decrease.  I have benefitted from taking contract work to pay the 
bills while I build my high-margin consulting business.  We need to find ways to prosper in the 
“gig” economy 

 
I am an optimist and have seen American ingenuity, values and hard work overcome big problems many, 
many times.  Things will get better.  I write the above because it helps me understand – as Warren 
Buffett would put it – where to look for tail winds and avoid headwinds. 
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