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A View Through the Flows of the Economy 

 

 

The Federal Reserve’s Z.1 Flow of Funds report is among the most 

important financial documents that is released every quarter.  It pro-

vides us with one of the most comprehensive macro looks into the 

economy that we can find.   This month’s report shed some light on 

the story of US economy and where we might be headed.   

 

I generally like to look at the global macro picture of the US economy 

before diving into the more important details.  The 3 sector view of 

the US economy gives us a snapshot 

of the health of the private sector.  

As you can see in the chart to the 

right the US private sector has been 

running a very healthy surplus as a 

result of the US government’s 

budget deficit and the improving 

trade balance.   

 

But the 3 sector model doesn’t pro-

vide us with a comprehensive per-

spec*ve of the health of the private 

sector.  In order to really under-

stand what’s driving the US econo-

my we need to dive deeper.   
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If we look at just the pri-

vate sector component of 

the 3 sector model we can 

begin to build out a 

broader understanding of 

the health of the private 

sector.   

 

Over the last 5 years the 

US economy has been 

mired in a household 

credit crisis following the 

housing bubble.  The lack 

of demand for credit meant that the economy was unusually sluggish as consumers were re-

sistant to taking on debt to finance new expenditures.  The government’s deficit bolstered 

households as they underwent this de-leveraging process.  As you can see in the chart above 

the household debt to income ra*o has improved substan*ally in the last 5 years as the de-

leveraging has unfolded.  This is a good sign.   

 

Most importantly, Q3 

2014 showed the first 

year-over-year increase 

in household debt since 

2008.  This is a hugely 

important shi6 in the 

US economy and signi-

fies much healthier 

household balance 

sheets than we’ve seen 

in recent years.   
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If we move to the corporate 

sector we see a bit of a differ-

ent story.  Corpora*ons have 

been one of the stronger com-

ponents of the US economy in 

recent years.  Gross private 

domes*c investment has re-

mained robust over the en*re-

ty of the recovery.  The latest 

reading just under 10% year 

over year growth is far from 

being consistent with a reces-

sion and points to a very 

healthy corporate sector.   The balance sheet of the corporate sector has remained extremely healthy 

despite the household sector’s weakness.  This is one reason why US equity markets have been resili-

ent in recent years.   

 

The health of the corpo-

rate sector is most obvi-

ous in record profits, but 

can also be seen in the 

high levels of corporate 

cash.  Corporate cash as a 

% of GDP is at its highest 

level in 60 years.  If corpo-

ra*ons begin to deploy 

cash as households im-

prove we could begin to 

see a much stronger eco-

nomic environment in the 

coming years.  The health 

of the corporate sector has been a key component of the US economic recovery and con*nues to look 

very healthy.   

 

 



 

All of this has driven the broad improvement in the private sector as a whole over the years.  

The recovery out of the credit crisis has been a long process, but it looks like we’ve finally 

turned an important corner and the private sector is really star*ng to re-leverage now.  This is 

all at a *me when private sector net worth has surged to all-*me highs and as a result aggre-

gate balance sheets are healthier than they have been in a long-*me.   

 

Overall, the Fed’s 

Z.1 report shows 

that the economy is 

much healthier than 

a lot of people 

think.  We’ve made 

enormous progress 

over the last 5 years 

from a historic cri-

sis.  As we enter 

2014 I see extreme-

ly healthy balance 

sheets in the corpo-

rate sector and improving balance sheets in the household sector.  There’s s*ll some work to 

be done, but we’re moving in the right direc*on.  Most importantly, this means the Fed’s 

“tapering” is likely to be less impacAul than many presume as the private sector has started 

to run with the baton and generate the organic growth that it has generally achieved.   
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Important Disclaimer 
Nothing contained herein should be construed as an offer to buy any secu-

rity or a recommendation as to the advisability of investing in, purchasing 

or selling any security. Some of the statements contained herein are state-

ments of future expectations and other forward-looking 

statements. These expectations are based on Orcam's current views and 

assumptions and involve known and unknown risks and uncertainties. Ac-

tual results, performance or events may differ materially from those in such 

statements due to, among other things, general economic conditions, per-

formance of financial markets, Orcam Financial Group, LLC assumes no 

obligation to update any forward-looking 

information contained in this document. 

Orcam	Financial	Group,	LLC	

Orcam Financial Group, LLC is a fee 

only financial services  firm offering 

macro research, personal advisory, 

ins*tu*onal consul*ng and educa-

*onal services.   


