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Bubble or Boom?

One of the central questions that underlies
our outlook for U.S. stocks, bonds and the
dollar is whether the U.S. economy is in a
speculative bubble or a productivity boom.
We lean toward speculative bubble, but we
have not studied the question thoroughly
enough to have a strong view. As we
discussed last week, today’s innovations are
certainly changing the world, but past
innovations also changed the world. Are
today’s technological advances more
significant than past innovations such as
electricity and the telephone? And a more
relevant question is, what are the projected
growth, inflation and earnings impacts of
today’s advances and are these higher or
lower than what is discounted in today’s
prices?

We do not have satisfactory answers to
these questions. But we are working on
answering them. We will pass along our
answers and observations as we develop
them.

So far most of our work has focused on
understanding today’s conditions in the
context of the way that we would expect
things to normally work. How much of
today’s conditions can be described by
normal influences? How much appears to
be new and unaccounted for by normal
drivers? Can these unaccounted for
conditons be  described by new
technological advances, increased global
competition, or other paradigm shifts?

In pursuing this end our first step is to tear
apart the financial structure of the U.S.
economy. Let's get away from theories and

focus on cash flow and very clear cause-
effect linkages.

Demand:

The first observation is that demand is very
strong. This simple observation triggers a
string of questions: What is stimulating that
demand? How is that demand being
financed? What resources are being used
to meet that demand? What are the inflation
implications of meeting demand in that way?
How is that demand affecting corporate
revenue? How much of that revenue is
going to workers vs. corporate earnings?
What type of equity market returns would be
justified by those earnings? P/E’s are rising.
How much future earnings growth is implied
by that and how does that compare to actual
earnings growth? How much different would
the future have to be in order to justify that
level of earnings growth? Who is buying the
equities, pushing those P/E’s up? How are
they financing their equity purchases? We
won't answer all of these questions today
but we will hit the first few.

Certainly, demand is strong, especially
private sector demand, which is the bulk of
total demand (the other sources of demand
are government and foreign). The following
chart shows the smoothed annual growth in
the two major sources of demand, personal
spending and business fixed investment.
Each is shown according to its contribution
to total GDP growth. While both sources of
demand are strong, it is also interesting that
they move together. We tend to think of
business fixed investment as something that
is unique relative to personal spending. And
that fixed investment is something that




provides for a better future by way of higher

productivity. But it looks a lot more like
businesses spend money on fixed
investment in response to consumer

demand and either directly or indirectly
respond to the same forms of stimulation
that influence consumer demand.
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We also see that fixed investment tends to
systematically lag productivity rather than
lead it. We see the same across all
countries. Based on this, it is hard to argue
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that strong fixed investment has caused
productivity, although the argument could
still be made over longer time frames.

2Yr Change in Productivity vs 2Yr Change in Private Fixed Investment
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Because the two forms of demand are so
similar, we combine them into a single
measure of total private demand. This is
shown below. Real private sector demand

growth has been very strong, just below its
40 year peaks set in 1968, 1972, 1978 and
1985.



Private Sector Demand, y/y 12ma
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Stimulation of demand:

One of the things that makes this strong
demand unique is that it is occurring
independent of Fed stimulation. It is as if
the economy has achieved a self-
perpetuating higher level of output on its
own. But when you look a bit further you
see that other sources of stimulation have
provided the juice the Fed has not. Two of
these are capital gains on mutual fund
holdings and capital gains on home
appreciation. These are important sources
of stimulation because they represent two
sources of household cash flow that occur in
addition to current income. Greenspan has
clearly identified these two forces as
important drivers of recent strong demand.
In his November 2, 1999 testimony to
America’s Community Bankers he said the
Fed economists estimate that 40% of the
recent growth in household mortgages
outstanding represents the extraction of
capital gains from home appreciation.

It is also important to note that while the Fed
is not stimulative, it is also not restrictive.
The best measure of this is the slope of the
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yield curve. Because the Fed controls short
term interest rates, but not long term interest
rates, a steep yield curve indicates a
stimulative Fed policy while an inverted yield
curve indicates a restrictive Fed policy. The
average yield curve, the ratio of short term
to long term interest rates, has been 0.85.
Currently that ratio is 0.80 and over the past
three and five years it has been 0.79. By
this measure the Fed has actually been a bit
stimulative over the past few years. And this
has been sustained while the stimulation
from mutual fund capital gains and home
capital gains has accelerated. In
combination, these three influences are
exerting as much stimulation to the U.S.
economy as at any time in the past forty
years. Furthermore, these measures of
stimulation have been highly reliable
indicators of the growth in demand. The
current strong growth of demand is
completely explained by this immense
amount of stimulation. The following chart
shows private sector demand and the
combined stimulation of Fed policy, capital
gains distributions from mutual funds and
capital gains on home ownership that is
extracted by way of mortgage financing.



Private Sector Demand Growth vs Economic Stimulation
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Most of the stimulation is now coming from
capital gains. The following chart shows the
contribution of the vyield curve and the
contribution of the combined influence of
capital gains on total stimulation. The Fed

gave the economy a big push in the early
1990’s and then shifted to neutral in the mid-
1990’s.  Since then, capital gains have
kicked in and the Fed has allowed the
momentum to build.
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Financing of demand:

Businesses and individuals are buying a lot.
How are they paying for it? They have two
primary sources of payment, income and
savings. Households generate after-tax
personal income. Businesses generate net
cash flow. And for both households and
business we measure savings by way of
their net financial investment according to

the Fed's flow of funds statement. This
measurement of savings gets around
definitional problems because it literally
looks at whether households and companies
are accumulating financial assets or
liquidating financial assets, the bottom line
of a cash flow statement. As shown below,
income growth plus the change in savings
fully accounts for the financing of demand.



Private Sector Demand vs Financing
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Splitting out these two source we see that
private sector income is financing about
70% of demand. The rest, about 30%, has
been financed by a reduction in savings.
Recent dis-savings has been among the
highest of the past 40 years. Connecting
this observation with the observations about
stimulation we might surmise that
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households are spending their mutual fund
and home capital gains as if they are
income. But these transactions represents a
a spending of
Companies in turn are joining in
with a reduction in their own savings rates.

consumption of wealth,
assets.

Contribution of Savings and Income to Financing Private Sector Demand
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We are always a bit suspicious of savings
numbers. As a double-check on the flow of
funds numbers we created an alternative
back-door private sector savings figure. We
estimated private savings by the U.S.
current account balance minus the
government budget balance. We show both
measures of savings below as a percent of
GDP. As you can see, they confirm one

another.

accurate.
sector savings is severely negative.

represents the consumption of expected

future income today.

The fact that these two measures
of savings match one another and that they
reconcile with demand, even though we
have not sourced them from national
account data, implies that they are pretty
Any way you look at it, private



Private Sector Savings
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And by using the current account and government budget data we can see that this private sector
savings rate is also the lowest of the century. This degree of dis-savings is unprecedented.

Private Sector Savings (1900-Present)
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So what we have so far is massive savings. That is enough for now. In a few

stimulation, primarily through capital gains,
leading to strong demand which is financed
70% by income and 30% by a contraction in

days we will look at how this demand is
being supplied and in turn how those forms
of output are affecting inflation.



Important Disclosures

© 2025 Bridgewater® Associates, LP. By receiving or reviewing this material, you agree that this material is confidential intellectual property of
Bridgewater® Associates, LP and that you will not directly or indirectly copy, modify, recast, publish or redistribute this material and the information
therein, in whole or in part, or otherwise make any commercial use of this material without Bridgewater's prior written consent. All rights reserved.

The information provided within this Observations is outdated, does not reflect current market conditions, Bridgewater's current investment strategies,
holdings, or marketing views, and is provided for illustrative and educational purposes only. This is intended to provide context on past market trends
and is not a prediction, endorsement, or representation of future market outcomes. This material is not investment advice, a recommendation, or an
offer to buy or sell any securities. No reliance should be placed on this information for investment purposes.

Bridgewater Daily Observations is prepared by and is the property of Bridgewater Associates, LP and is circulated for informational and educational
purposes only. There is no consideration given to the specific investment needs, objectives or tolerances of any of the recipients. Additionally,
Bridgewater's actual investment positions may, and often will, vary from its conclusions discussed herein based on any number of factors, such as client
investment restrictions, portfolio rebalancing and transactions costs, among others. Recipients should consult their own advisors, including tax advisors,
before making any investment decision. This material is for informational and educational purposes only and is not an offer to sell or the solicitation of
an offer to buy the securities or other instruments mentioned. Any such offering will be made pursuant to a definitive offering memorandum. This
material does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual investors which are necessary considerations before making any investment decision. Investors should consider whether any advice or
recommendation in this research is suitable for their particular circumstances and, where appropriate, seek professional advice, including legal, tax,
accounting, investment or other advice. No discussion with respect to specific companies should be considered a recommendation to purchase or sell
any particular investment. The companies discussed should not be taken to represent holdings in any Bridgewater strategy. It should not be assumed
that any of the companies discussed were or will be profitable, or that recommendations made in the future will be profitable.

The information provided herein is not intended to provide a sufficient basis on which to make an investment decision and investment decisions should
not be based on simulated, hypothetical, or illustrative information that have inherent limitations. Unlike an actual performance record simulated or
hypothetical results do not represent actual trading or the actual costs of management and may have under or overcompensated for the impact of
certain market risk factors. Bridgewater makes no representation that any account will or is likely to achieve returns similar to those shown. The price
and value of the investments referred to in this research and the income therefrom may fluctuate. Every investment involves risk and in volatile or
uncertain market conditions, significant variations in the value or return on that investment may occur. Investments in hedge funds are complex,
speculative and carry a high degree of risk, including the risk of a complete loss of an investor's entire investment. Past performance is not a guide to
future performance, future returns are not guaranteed, and a complete loss of original capital may occur. Certain transactions, including those involving
leverage, futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. Fluctuations in exchange rates could
have material adverse effects on the value or price of, or income derived from, certain investments.

Bridgewater research utilizes data and information from public, private, and internal sources, including data from actual Bridgewater trades. Sources
include BCA, Bloomberg Finance L.P., Bond Radar, Candeal, CEIC Data Company Ltd., Ceras Analytics, China Bull Research, Clarus Financial Technology,
CLS Processing Solutions, Conference Board of Canada, Consensus Economics Inc., DTCC Data Repository, Ecoanalitica, Empirical Research Partners,
Energy Aspects Corp, Entis (Axioma Qontigo Simcorp), Enverus, EPFR Global, Eurasia Group, Evercore IS|, FactSet Research Systems, Fastmarkets
Global Limited, The Financial Times Limited, Finaeon, Inc., FINRA, GaveKal Research Ltd., GlobalSource Partners, Harvard Business Review, Haver
Analytics, Inc., Institutional Shareholder Services (ISS), The Investment Funds Institute of Canada, ICE Derived Data (UK), Investment Company
Institute, International Institute of Finance, JP Morgan, JTSA Advisors, LSEG Data and Analytics, MarketAxess, Metals Focus Ltd, MSCI, Inc., National
Bureau of Economic Research, Neudata, Organisation for Economic Cooperation and Development, Pensions & Investments Research Center,
Pitchbook, Political Alpha, Renaissance Capital Research, Rhodium Group, RP Data, Rubinson Research, Rystad Energy, S&P Global Market Intelligence,
Sentix GmbH, SGH Macro, Shanghai Metals Market, Smart Insider Ltd., Sustainalytics, Swaps Monitor, Tradeweb, United Nations, US Department of
Commerce, Visible Alpha, Wells Bay, Wind Financial Information LLC, With Intelligence, Wood Mackenzie Limited, World Bureau of Metal Statistics,
World Economic Forum, and YieldBook. While we consider information from external sources to be reliable, we do not assume responsibility for its
accuracy. Data leveraged from third-party providers, related to financial and non-financial characteristics, may not be accurate or complete. The data
and factors that Bridgewater considers within its research process may change over time.

This information is not directed at or intended for distribution to or use by any person or entity located in any jurisdiction where such distribution,
publication, availability, or use would be contrary to applicable law or regulation, or which would subject Bridgewater to any registration or licensing
requirements within such jurisdiction. No part of this material may be (i) copied, photocopied, or duplicated in any form by any means or (i) redistributed
without the prior written consent of Bridgewater® Associates, LP.

The views expressed herein are solely those of Bridgewater as of the date of this report and are subject to change without notice. Bridgewater may have
a significant financial interest in one or more of the positions and/or securities or derivatives discussed. Those responsible for preparing this report
receive compensation based upon various factors, including, among other things, the quality of their work and firm revenues.





