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The Fourth Turning? 

Widening income inequality had been on my radar long before COVID-19 came along. The 
pandemic and ongoing actions by the Federal Reserve have widened the gap much further. 
We are now in a situation where society’s upper echelon can easily stay safe and 
prosperous while the lower segments live precariously and dangerously. As we sit today, 
income (and wealth) inequality are completely out of control and need to be addressed. 
Something needs to change, or the future could be one of social unrest. Take your pick. 

Let’s take a look at a few graphs that highlight the widening gap between the “haves” and 
“have nots.”  

First, the Gini index measures the extent to which the distribution of income among 
households deviates from a perfectly equal distribution. A Gini index of zero represents 
perfect equality, and 100 perfect inequality. As shown below, since the 1970s the U.S.’s 
income inequality index has risen 37% from 35 to 48.       

 

The Congressional Budget Office (CBO) defines before-tax income as “market income plus 
government transfers,” or, in other words, how much income a person makes counting 
government social assistance. In 2019, salaries averaged $38,923 for the bottom 90%; 
$320,096 for the top 5%; $758,434 for the top 1%; and $2,858,981 for the top 0.1%. 

During the last economic expansion, from 2009 to 2019, average yearly wages for the 
bottom 90% of workers rose 8.7% after adjusting for inflation, according to the Social 
Security Administration. Meanwhile, pay for most of the top 10% rose 13.2% – while 
earnings for the top 1% jumped 20.4%. 
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Today, the top 10% of income earners average more than nine times as much income as the bottom 90%. Think about 
that.  

And get this. The top 1% of income average over 39 times more income than the bottom 90%. But that gap pales in 
comparison to the divide between the nation’s top 0.1% and everyone else. In this elite club, you are making over 196 
times the income of the bottom 90%. Yes, indeed, it is good to be king! 

 
Source: CBO 

As shown below, income concentration today is as extreme as it was during the “Roaring Twenties.” Is it any wonder 
people want to join the elite club? But it is not easy to make it into the club. In fact, most Americans struggle to make 
ends meet. Nearly two-thirds (63%) of Americans say they’ve been living paycheck to paycheck. That number has been 
increasing since March. Prior to the pandemic, just 53% said they were living paycheck to paycheck – about 10 
percentage points less than the current rate. And this comes at a time when we are already bitterly divided in so many 
other ways. 

 
Source: CBO 

Why does this matter? 

In addition to excess debt and demographics, I have argued for many years that rising income and wealth inequality is 
another big reason why U.S. economic growth has slowed over the past decade. Simply put, rising inequality reduces 
aggregate demand. Studies show that if incomes are more equal among people, people who are less well-off buy more. 

Good 
to be 
King!  

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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In other words they have a greater propensity to spend. More consumption to a consumer-based economy means more 
growth. Finally, inequality prevents people with less income and wealth from reaching their potential in terms of 
education and productivity.  

LEFT BEHIND 

Many have argued that education is the key. To a large extent that is true. Yet, as shown below, college enrollment is no 
higher today than it was a decade ago. Clearly, this does not spell good news for skills or future productivity growth. 
Furthermore, the educational system today does not work well for everyone. It is the field of study that determines 
whether or not the cost of education is worth the price. It is not just grades. Regardless, millions load up on debt trying 
to get degrees (some are virtually worthless in today’s economy). As a result, many young Americans find themselves 
without the necessary diplomas but still saddled with the debt.  

And it’s not just college degrees; people go into debt seeking law, MBA, medical, and other credentials they think will 
open the desired doors. Then you end up with a group of potential educated elites who cannot attain or maintain the 
status they think they deserve. That frustration of not being able to live the American Dream has left them behind, 
which leads to social unrest and conflict.  

College Enrollment, 2010-2020 

Public                                         Private 

 
Source: Statista  

Today, almost one in five “kids” between 25 and 34 are living with Mom and Dad. Maybe we are turning Japanese in 
more ways than one. There are consequences of living with the folks past a certain age. For one, romance under your 
parent’s roof is not that much fun. As such, marriage is being delayed like never before. Plus, let’s face it, why date when 
you could play Call of Duty in the basement.  
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Young Americans Living at Home 

 

The demographic consequences are significant. Record-low fertility rates and birth rates equate to declining population 
growth and a lower labor force. Population growth is key to economic growth. Maybe the best stimulus is to start 
mailing out baby-bonus checks (maybe this gets the 30-something year-old children out of the house). $10,000 for the 
first baby, $20,000 for the second... Just have the MMT advocates finance it. 

U.S. Fertility Rate, 1800-2020 

 
Source: Statista 

Simply put, delayed marriages plus a lower fertility rate plus a reduced birth rate equals smaller families. Meanwhile, the 
ratio of those aged 65 and over to the population between 15 and 44 is high, and rising, and is destined to make new 
highs in the coming years and decades. The fiscal situation is already a ticking time bomb coming out of all the 
pandemic-related spending, but the demographic pressures on the budget are going to intensify dramatically. Does 
anyone believe their pensions and Social Security are safe? 

Now bring in COVID-19. This pandemic hit our economy like a neutron bomb, wiping out millions of low-wage service 
jobs while leaving the higher income strata unharmed and in some cases actually better. Baby boomers are retiring 
ahead of schedule – a fallout from the pandemic. At the margin, the folks retiring also realize that they may have to fend 
for themselves in their “golden years.” So guess where their savings rates are going down the road (up).    

Lowest 
EVER! 

Highest  
EVER!! 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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THE FOURTH TURNING  

Esteemed demographers William Strauss and Neil Howe’s book, The Fourth Turning: An American Prophecy, postulates 
that a new era in America turns about every 20 years. In simplest terms, the “First Turning” is an upbeat era of 
strengthening institutions. The “Second Turning” is an awakening, a passionate era of spiritual upheaval, when the old 
order comes under attack. The “Third Turning” is an unraveling – a time when individualism is strengthened, and 
institutions are weakened. Sound familiar? The “Fourth Turning” is a crisis, a decisive era of secular upheaval — the old 
order is toppled and a new one put in its place.   

Heres’ a passage from the book: 

“History is seasonal, and winter is coming. Like nature’s winter, the secular winter can come early or late. A Fourth 
Turning can be long and difficult, brief but severe, or (perhaps) mild. But, like winter, it cannot be averted. It must come in 
its turn… The next Fourth Turning is due to begin shortly after the new millennium, midway through the Oh-Oh 
decade. Around the year 2005, a sudden spark will catalyze a Crisis mood. Remnants of the old social order will 
disintegrate. Political and economic trust will implode. Real hardship will beset the land, with severe distress that could 
involve questions of class, race, nation, and empire… The very survival of the nation will feel at stake. Sometime before 
the year 2025, America will pass through a great gate in history, commensurate with the American Revolution, Civil War, 
and twin emergencies of the Great Depression and World War II. 

“The risk of catastrophe will be very high. The nation could erupt into insurrection or civil violence, crack up 
geographically, or succumb to authoritarian rule. If there is a war, it is likely to be one of maximum risk and effort — in 
other words, a total war. Every Fourth Turning has registered an upward ratchet in the technology of destruction, and 
in mankind’s willingness to use it.” 

Let’s all truly hope this is not the case. However, in light of the current polarized toxic political environment, rising social 
tensions and rising income and wealth inequality this book is a timely read.    

 

“History is seasonal, and winter is coming.” – William Strauss, The Fourth Turning: An American Prophecy 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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STUDENT DEBT JUBILEE?  

Last week, Senate Minority Leader Chuck Schumer announced that Biden is “considering” forgiving up to $50,000 in 
student loan debt via executive action on the first day he becomes President.  

Even if legal, this is a terrible idea. It mainly benefits middle-class whites and unfairly so. We cannot give money to 
people at the bottom who have lost their jobs, possibly permanently, due to government decree. But hey, let’s forgive 
$50,000 in debt to the upwardly mobile. 

Demographer Neil Howe makes a compelling case in Is A Student Debt Jubilee Coming? 

“Colleges possess such extraordinary pricing power in part because they bar or discourage new competitors and in part 
because lazy employers rely on a limited number of them to act as credential gate keepers. What federal policy ought to 
do is actively promote new types of educational institutions better fitted to employer needs and to promote measures 
by which families can fairly compare the value-added of different schools. Colleges and collegiate associations actively 
discourage all of the above…   

“In sum, it's a mistake to enact a student debt jubilee without first rethinking and recasting the whole market for 
higher education. Otherwise, we’ll either end up right back where we started (with millions of new students crushed by 
huge debt loads) or somewhere we don’t want to go (with taxpayers committed to covering the cost of whatever colleges 
want to charge... a bit like they now do with healthcare providers).” 

I believe that student debt forgiveness is a huge moral hazard with unknown consequences. Discharging debt will do 
nothing to address the cost of higher education. We need more competition, more accredited schools and more 
alternatives. (Hey, what’s wrong with the trades?) 

CUTTING UP THE CARD 

Let’s face it, consuming is Job #1 in the U.S. Spending has been powered by stimulus money and extra unemployment 
benefits, and by a tsunami of mortgage refinancing that resulted in lower monthly payments, which freed up money to 
spend on stuff.  

Some of this money is being spent. Some of it is being used to pay down credit card balances or keep them from 
increasing. To wit, in October, credit card balances and other revolving credit ticked down again from the prior month, 
and plunged by 10.3% from October last year, the steepest year-over-year drop ever, eking past the peak year-over-year 
drop during the financial crisis (-9.9% in January and February 2010).  

Since the peak in December last year, balances have plunged by $151 billion. The mega-plunge in credit card balances in 
April was a result of the dual impact of stimulus payments that were applied to credit card balances and the lack of 
spending opportunities when big parts of the economy, where consumers normally use their credit cards to spend 
money, shut down, such as malls, restaurants, cruises, plane travels and hotels. 

“You don’t need Congress, all you need is the flick of a pen and President-elect Joe Biden — then President Biden — 
can make this happen.” – Senate Minority Leader Chuck Schumer 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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Before the financial crisis, there had never been a year-over-year decline in revolving credit. For decades, Americans had 
been in the mode of piling on credit card debt with astounding passion and double-digit year-over-year surges in the 
early years, which allowed them to buy things and do things that they could not otherwise afford, and it cranked up the 
U.S. economy. The scheme lasted until the blow-up during the financial crisis that caused the first-ever year-over-year 
decline. Now, there’s a second year-over-year decline, and the steepest ever. 

It has now become clear that there have been huge shifts in how and on what consumers spend money in the pandemic 
economy, wiping out entire industries and fattening up others – with the net total still being negative, meaning a decline 
in consumer spending compared to last year. 

 

What exactly are we supposed to make of an economy that is made up of consumer spending to the tune of 70% —
when the same consumer is cutting up his/her credit cards?? 

For those consumers able to pay down their credit cards, that’s a good thing, given that banks and credit card companies 
often charge usurious interest rates, such as 25% or more, in a zero-interest-rate environment. 

On the other hand, banks and credit card companies are not happy when balances decline because with the high 
interest rates they charge, that’s where they make big fat profits. No doubt, the Fed and economists are concerned 
about this development of consumers trimming the banks’ most profitable business. 

But consumers who are able to get out from under their credit card debt, and stay out of it, should rejoice because there 
is a lot of stuff that they can buy with the money they didn’t spend on the 25% interest on $10,000 in credit card debt. 

AMERICA IS ON THE MOVE  

The migration from the North to the South and from California to Texas has continued unabated throughout the year. 
The reasons are straight forward: lower corporate, personal, sales and property taxes, more affordable cost of living and 
cheaper, more spacious homes (critical in this post-pandemic world) and one could argue better weather.    

Elon Musk has moved to Austin. Tesla’s new car plant, its first U.S. factory outside Silicon Valley, is slated to open in 
Austin next year. Also, Mr. Musk’s rocket company, SpaceX, has operations in South Texas. Likewise, tech behemoths 
Hewlett Packard and Oracle were the latest tech company to flee Silicon Valley for Austin.   

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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So it’s no wonder apartment rents are plunging in some cities. In San Francisco, the median rent for a studio apartment 
dropped 35% last month from a year earlier, to $2,100, while costs for one-bedrooms were down 27% to $2,716. The 
declines have steepened from earlier in the pandemic as people with the flexibility to move are leaving an area that’s 
still among America’s priciest for housing. 

The same is true in the Big Apple where Manhattan rents have fallen to their lowest levels in a decade, down a 
whopping 22% year-over-year in November (to a median of $2,743 per month). The market is flooded with incoming 
supply, as new listings have doubled to 15,130 units (New Yorkers are moving south and my biggest fear is that the city 
will never be the same) – prompting 57% of landlords to offer incentives to new leases last month. With the vacancy 
rate at a record-high of 6%, one can assume that more rental deflation is on its way – and make no mistake, New York 
City is one of many suffering this same fate of migration flows out of the urban core. Governor Andrew Cuomo says New 
York needs to raise taxes and is looking at hiking every current tax and likely some new ones that nobody has tried 
before. With New York one of the highest taxed states in the nation, raising taxes will exacerbate the exodus from this 
state.  

From a macro perspective, the recent migration trends could be a disinflationary event. This is why: most of the inflation 
metrics are influenced by services and within services, and rents are the primary mover.  

 

Last week, the November Consumer Price Index (CPI) topped expectations but factors supporting a broader, longer-term 
deceleration in price pressures remain largely intact. The CPI and the core index both rose 0.2 in November — and that 
held the year-over-year trends the same as in October, at 1.2% for the former and 1.6% for the latter. By way of 
comparison, the headline inflation rate was sitting at 2.5% at the turn of the year and 2.3% for the core CPI year-over-
year pace. 

 

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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The headlines are filled with pundits forecasting higher inflation next year. But then again, inflation was supposed to be 
the story over the past decade. Take a look at the previous graph. Inflation may not be dead, but it is clearly dormant.  

LABOR PAINS  

Initial unemployment claims jumped by 137,000 to 853,000. That’s the highest since a string of 800,000+ numbers in 
September. The 137,000-jump was the largest since March 28. Initial claims have risen three of the last four weeks. We 
are on the verge of seeing a contraction again in non-farm payrolls.  

The backlog of continuing claims also soared well above consensus levels — rising to 5.757 million in the November 28 
week from 5.527 million the prior week. The consensus was far lower at 5.210 million. That 230,000 surge ended a ten-
week string of declines and there was big movement into the Pandemic Unemployment Assistance program where 
enrollment expanded to 427,000 from 288,000.  

The level of new hiring activity has now declined in four of the past five months and by a total of 1.4 million. Only once 
in history, the five months to April, have we seen hiring tail off so sharply. The worst five-month period in the Great 
Recession of 2008-09 was -789,000, and before that, in the tech meltdown in the early 2000s, it was -613,000. 

So here’s the rub. The renewed spread of the virus and the curbs and restrictions are taking their toll. It is clear that 
long-term structural unemployment is becoming a very critical issue beyond the proverbial light at the end of the tunnel. 
More near-term, the risks of a double-dip recession are back on the rise 

A MAD MAD WORLD 

Courtesy of central bank manipulations, we live in a world where nearly one-third ($18 trillion) of fixed income globally 
have negative yields. Think about how nutty this is. Greek two-year notes trade at -15 basis points, the Italian five-year 
yields are at -3 basis points and the Portuguese 10-year bond at -4 basis points. Meanwhile, Greece has a BB credit 
rating (junk), a 216% government debt-to-GDP ratio and a 428% total debt-to-GDP ratio. Italy is BBB (worst level of 
investment grade), the government debt-to-GDP ratio is 149% and that number is 420% for all-economy debt-to-GDP; 
and Portugal has a government debt-to-GDP ratio of 128% and an all-in debt ratio of 522%.   

 

These less-than-stellar credits are trading below zero because investors know that the central bank will be there to 
backstop their holdings. This was underscored by the European Central Banks (ECB) increasing its emergency bond-
buying program (by more than a third to €500 billion of extra quantitative easing (QE)!) as well unveiling a slate of uber-

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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cheap loans for banks and even more active support for the region’s government finances (the total volume of ECB 
stimulus this year has come to €3 trillion, or $3.63 trillion!). In effect, the ECB is financing the entire budget deficits of 
the eurozone. 

Bottom line: Capitalism has gone on a permanent vacation.  

MARKET OUTLOOK AND PORTFOLIO STRATEGY 

All signs are now pointing to more success on the U.S. budget deal front as well. Friday is deadline day, and a double-dip 
hangs in the balance. Not just for the further reduction in jobless benefits but there are as many as five million American 
households at risk of eviction in January alone if the protections that were put in place do not get extended. By most 
estimates, there is at least $70 billion of back-rent still owing nationwide.  

Meanwhile, trends in the labor market and inflation are not conducive to the Federal Open Market Committee (FOMC) 
making policy adjustments in the near-term. Instead, at the December FOMC meeting this week, the Fed will signal a 
readiness to do more if conditions warrant, while leaving considerations for adjusting QE for a period when its two 
mandates are not slipping further off target.   

The Fed is currently buying $80 billion a month in Treasuries and $40 billion a month in mortgage-backed securities 
(MBS) to put downward pressure on real borrowing costs for households and businesses. Nearly two-thirds of 
economists expect the FOMC will extend the average maturity of ongoing bond purchases before the end of 2021. The 
federal funds target range will stay near zero through the end of 2023. 

As for the bond market, it now looks like yields want to break lower. The downgraded near-term economic outlook (as 
shown below) is being recognized as well as the latest round, yet again, of lame and tame inflation data. Treasuries are 
starting to pay attention.    

 

While yields have risen over the past weeks “excess cash” still remains the least desirable asset. With the Fed on hold for 
months and possibly years to come, cash will have a detrimental impact on investment portfolios and balance sheets. 
Rather than holding on to low-yielding cash, please continue to maintain a disciplined and risk-appropriate ladder 
strategy. Should market yields rise near-term, especially on the longer end of the yield curve, credit unions should 
capitalize on the more attractive entry point to put excess cash to work.  

In terms of maturities, the Fed may use its FOMC meeting this week to overweight purchases of long-term U.S. 
Treasuries to create more or reduce longer-term yields. If so, the long end of the yield curve will outperform. In terms of 
sectors, MBS and high-quality bank notes should be overweighted. Agency debentures and CDs should be 
underweighted.  

file:///C:/Users/skelly3/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/HP55F93G/www.alloyacorp.org/invest
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LOAN PARTICIPATION PLATFORM 

At Alloya, we have made it our mission to make loan participations simple 
so you can grow your loan portfolio or free up liquidity with ease. So, if 
you hear “loan participations” and think “time-consuming hassle,” forget 
what you know and reimagine loan participations. 

Think fast, easy and convenient. Think full transparency, trusted service and reliable support. Whether you are a 
seasoned loan participation professional or new to the process, we’re here to help balance your credit union’s loan 
portfolio through the purchase and sale of loans among the largest credit union network in the industry – all in a matter 
of a few clicks from the convenience of the internet. 

Visit www.alloyacorp.org/participateonline or contact your Alloya representative to learn more and get started. 

MORE INFORMATION 

For more information about credit union investment strategy, portfolio allocation and security selection, please contact 
the author at tom.slefinger@alloyacorp.org or (800) 782-2431, ext. 2753. 

Tom Slefinger, Senior Vice President, Director of Institutional Fixed Income Sales, and Registered Representative of ISI 
has more than 30 years of fixed income portfolio management experience. He has developed and successfully managed 
various high profile domestic and global fixed income mutual funds. Tom has extensive expertise in trading and 
managing virtually all types of domestic and foreign fixed income securities, foreign exchange and derivatives in 
institutional environments.  

At Alloya Investment Services, Tom is responsible for developing and managing operations associated with institutional 
fixed income sales. In addition to providing strategic direction, Tom is heavily involved in analyzing portfolios, developing 
investment portfolio strategies and identifying appropriate sectors and securities with the goal of optimizing investment 
portfolio performance at the credit union level.  

The views and opinions expressed herein are those of the author and do not necessarily reflect the views of Alloya Corporate Federal Credit Union, 
Alloya Investment Services (a division of Alloya Solutions, LLC), its affiliates, or its employees. The information set forth herein has been obtained or 
derived from sources believed by the author to be reliable. However, the author does not make any representation or warranty, express or implied, 
as to the information's accuracy or completeness, nor does the author recommend that the attached information serve as the basis of any 
investment decision and it has been provided to you solely for informational purposes only and does not constitute an offer or solicitation of an 
offer, or any advice or recommendation, to purchase any securities or other financial instruments, and may not be construed as such.  

Information is prepared by ISI Registered Representatives for general circulation and is distributed for general information only. This information 
does not consider the specific investment objectives, financial situations or needs of any specific individual or organization that may receive this 
report. Neither the information nor any opinion expressed constitutes an offer, or an invitation to make an offer, to buy or sell any securities. All 
opinions, prices, and yields contained herein are subject to change without notice. Investors should understand that statements regarding prospects 
might not be realized. Please contact Alloya Investment Services* to discuss your specific situation and objectives.  

*Alloya Investment Services is division of Alloya Solutions, LLC. 
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