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THE CURRENT ECONOMIC CONDITIONS 
A “Confidence Crisis” 
 
The last few months have been a shocking reminder of how dependent capital-
ism is on confidence.  Recently, I read an article by James W. Paulsen, Ph.D. of 
Wells Capital Management (a subsidiary of Wells Fargo Bank) concerning the 
real problem facing our financial markets – confidence.  I felt that this article 
was probably the most insightful discussion of our current economic condition 
that I had seen, and I would like to share some excerpts with you.  The article 
states: 
 

A dollar bill is simply a worthless piece of paper without confidence in the full faith and 
backing of the U.S. government.  The price of any asset (e.g. a stock or bond) without 
“confidence” becomes dislodged from its value.  If faith in the process is lost, asset prices 
become totally divorced from their future earnings potential (i.e. discounted future cash 
flows) and are left only to the vagaries of emotional nightmarish scenarios.  When this 
happens, the price of fundamentally sound assets can become worthless nearly overnight 
simply because nobody will bid at any price if all become convinced the price will still de-
cline further.  Without confidence in the process, asset pricing leaves the fundamental 
ranch, and rather than being based on a careful assessment of future earnings potential 
and risk-versus-reward analysis, potential bidder considerations are reduced to simply 
waiting until sanity returns.  Of course, when all bidders wait, prices fall further, exacer-
bating the downward spiral. 
 
The bad news?  The U.S. is facing one of its most severe confidence crises in its history and 
it has little experience in dealing with such a deep and prolonged period of widespread and 
dominating fear! The economic toolbox has always been full of “fixes” for fundamental 
economic problems.  Tax and interest rate cuts, fiscal spending hikes and monetary ac-
commodations help improve weak balance sheets and speed up slow income statements. 
But the toolbox is notably empty when it comes to “confidence fixes.” In the last year, and 
particularly in recent weeks, policy officials have been treating fundamental economic 
problems with stronger and stronger doses of traditional medicines.  While these applica-
tions have certainly improved fundamental issues, they have done little for the primary 
problem that has long been facing the economy – worsening fears and a deepening loss of 
confidence! 
 
The good news? Although the U.S. has some serious fundamental economic problems and 
is likely headed for a recession, this is a crisis more of confidence than fundamentals.  Fear 
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Building Confidence to Use Liquidity 
 

Dr. Paulsen’s article continues on with considerable additional data to sup-
port the claim that our country is not in an economic crisis, but it is in a confi-
dence crisis.  He states in conclusion:  
 

It is time to slow down the treatment of fundamental economic problems that are now 
adequately addressed and give more thought and effort to the treatment of fear and con-
fidence.  Indeed, continued panicky policy responses thrown at perceived fundamental 
economic issues may be making confidence worse...  However, the problem from here is 
not more liquidity.  The problem is building the confidence to use this liquidity.  The 
problem is no longer ensuring further reductions in risk-free interest rates.  The problem 
is convincing lenders and investors that the level of interest rates outside of the Fed’s 
control is finally high enough in relation to fundamental credit risks. 

 

Through these past few months of uncertain economic times, FDLIC has con-
tinued to do economic and financial research to determine the true nature of 
our nation’s current financial instability, and we have seen opportunity, not 
gloom and doom despair.  We have remained confident in our investment 
strategy and confident in the recovery of the U.S. economy. 
 

A Return to Normalcy 
 

Consequently, FDLIC has used this market uncertainty to improve our in-
vestment position and to strengthen our investment portfolio for the future.  
We are convinced that the U.S. financial market will return to stability and 
normalcy.  Will it take 6 months?  Will it take 12 months?  Will it take 24 
months?  No one knows, but the important thing to keep in mind is that our 
markets will recover, and if all of us have a longer term perspective than one 
year, we will achieve success. 
 

We believe that it is time for U.S. leadership and the media to warn the public 
less about how bad things are and to ensure the public more that what has 
already been put in place by our government will work.  Dr. Paulsen finished 
his article with the following paragraph, which concisely delivers FDLIC’s 
current investment position: 
 

We have gone full circle, which markets often do, time and time again.  Of all the unique 
features evident in this crisis – all the “worst evers since the Great Depression” – one 
commonality is noticeable and has been around for as long as man!  Fear and Greed!  In 
the late 1990s, we experienced Human Greed at its maximum and the thing to do was bet 
against it.  Today, we are experiencing maximum Human Fear and again, inves-
tors will be best served betting against it (emphasis added). 
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