
Last week, the family and I took a few days off, and went to Kiawah Island off the coast of South 
Carolina. It is roughly 30 minutes away from Charleston, so those are the newspapers available in 
the grocery and convenience stores. On Saturday morning, I picked up a copy of the New York 
Times and the free rag on the local entertainment scene. In the back of the latter, there were any 
number of listings for residential real estate.  

As the late Yogi Berra was famous for saying: “it was like déjà vu all over again.”  

The prices these people wanted for what I would consider modest homes were, let’s just say, 
“frothy.” Things have apparently gotten so hot in the Charleston housing market the real estate 
agents are advertising gutted to the studs, abandoned shotgun shacks, literally and seriously, at 
prices per square foot that would get you a very comfortable, updated home in a nice neighbor-
hood with a good public school system in the Birmingham metro area.  

Hey, I am not talking Kiawah, Edisto, Seabrook, Isle of Palms, or Sullivan’s Island; I am talking 
about formerly blighted sections of downtown Charleston. If you want a place in those vacation 
destinations I listed, well, I would fill up the kiddie pool in the backyard, grab a beer, and wait for 
the next bubble to burst.  

Now, Boston? San Francisco? Seattle? New York? I suppose that type of thing is to be expected  
in those markets, but, Charleston, South Carolina? Really neat place, easily one of the coolest pop-
ulation centers in the South, if not the coolest, but, really?  

No matter how much you read and how much economic data you analyze, it is hard not to let your 
eyeballs impact your outlook in some form or fashion. By that I mean, if you live in New York, 
the local economy will creep into your macroeconomic forecasts, in some form or fashion. If you 
live in, say, Birmingham, the same thing will happen, even if only on the margins. To that end, 
immediately after 9/11, the research coming out of Wall Street was horribly depressing. However, 
as awful as things were for the economy in New York, you know, Birmingham was actually in 
pretty decent shape, as were many other areas of the country.  

So, in looking out my window at Birmingham, and Alabama in general; in analyzing the macroe-
conomic data and financial markets coming across my computer screens, I don’t think the Fed 
should be too aggressive in tightening credit at this point in time. I can point to things like the offi-
cial inflation gauges and the Employment to Population ratio, and make a very coherent argument 
for the Fed to sit on the sidelines. As a whole, I would submit our nation is far from hitting on all 
its economic cylinders, and we are facing 2-2.5% GDP growth, comfortably below the accepted 
historical average, for as far out as anyone can see.  

However, some areas are doing much, much better than others. As such, a one size fits all mone-
tary policy will have disparate economic impacts across our massive country. The same can be 
said of a standardized minimum wage or any other blanket economic or employment policy com-
ing out of Washington. As George Orwell wrote in Animal Farm: ““All animals are equal, but 
some animals are more equal than others.” That is also true when it comes to a national economy 
with extremely regionalized aspects and results.  

All animals are equal / but some animals are 
more equal than others!  
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For instance, consider the minimum wage. As you know, the Federally mandated minimum is currently $7.25/hour, 
and there is much political pressure to increase it. In New York, that amount won’t get you much, but what about in 
places like Wilcox County, Alabama? That is a great question.  

According to the Census Bureau, the median household income in Wilcox County, using what it refers to as 2010-
2014 data, was/is $23,406 in 2014 dollars, and the per capita income was/is $13,881. What does that mean, other than 
it is a poor place? Well, it means two individuals living together, working 40 hours a week at the Federal minimum 
wage for 50 weeks a year, would have a household income of $29,000. Doing some quick, easy math, that same mini-
mum wage worker would make  $14,500/year, which is 4.5% higher than the county’s per capita income.  

Further, if you dig a little deeper, you find the accepted Labor Force Participation Rate in Wilcox County, using the 
Census’ same 2010-2014 data, was/is only 39.6%, compared to 63.5% for the nation as a whole. Currently, the accept-
ed Unemployment Rate for Wilcox County was 15.4% in February 2016, and there were, get this, only 2,346 payroll 
jobs there that month. Since the Census Bureau currently estimates the population in the county to be 11,307, that 
means the Employment to Population ratio is roughly a pitiful 21%.  

As a result, you can reasonably intuit the market equilibrium clearing rate, where the supply and demand curves meet, 
for labor in Wilcox County, Alabama, is probably lower than the Federal minimum wage. As a result, we have a sur-
plus of unskilled labor there (over 75% over 16 and eligible to work aren’t), and a vicious cycle: few people have a job 
because the Federal price floor for labor is above the clearing rate, which means few people are developing the work 
skills and ethic that come with official employment. Intuitively, as people become more skilled, they will demand 
higher levels of education and training for their communities, and a virtuous cycle begins. Unfortunately, the price for 
labor in the county remains lower than the floor, and it will only get worse, if even possible, if Washington raises the 
blanket minimum wage again.  

This inhibits economic opportunity for the county, as businesses will be extremely hesitant to locate or relocate to area 
where they HAVE to pay more than the actual market price for labor. As a result, I would submit what is well-
intentioned, a Federal minimum wage, is an economic death knell for places like Wilcox County and others like it. To 
be certain, there are more than a few people reading this who will correctly surmise many of the potential workers in 
the county aren’t truly unemployed, as much as officially unemployed to garner benefits while working under the table 
odd jobs and the like. No argument; however, these people are learning and doing what needs to get done in order to 
get by, as opposed to learning the skills and doing the tasks that will help them succeed.  

Clearly, I am using one of the poorest counties in one of the poorest states as an example. However, there are plenty of 
others from which to choose, places like Morrisville New York; Delano, California; Union, Florida; East St. Louis, 
Illinois; Bledsoe County, Tennessee, and literally hundreds of other designated population centers, if not thousands. As 
a result, while the vast majority of American workers are ‘worth’ more than the Federal minimum wage, there are hun-
dreds of thousands, probably millions, who aren’t. Why have a blanket, one size fits all policy for an economy which 
spans the width of an entire continent?  
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To that end, what do Barrow, Alaska, and Camden, Alabama, have in common? Nothing really, but they do have the 
same Federal minimum  wage AND, praise be, the same overnight lending target the Federal Reserve arbitrarily, argu-
ably, sets to thwart inflation and spur employment across the continent, er, country.  

Let me ask you a question: since the Federal Reserve has a so-called dual mandate, keeping inflation in check while 
maintaining a monetary policy which ensures maximum employment, how have these low interest rates done their 
job? Well, the official inflation gauges are largely in check, thanks largely to the rest of the developed world being in 
worse shape than we. Then, you know, employment gains have been pretty robust across the country as a whole, but 
have they been uniform? You can probably guess my answer.  

Including the District of Columbia, South Dakota is the median state when it comes to payroll gains since December 
2008 (through February 2016). Since the end of that year, the economy in that state has created an estimated 20,900 
net, new jobs, for a growth rate of 5.08% (not annualized). That isn’t great, but it isn’t too shabby either.  

Now, the Top 25 states have seen the creation of an estimated 7,594,300 net, new jobs, for a growth rate of 8.87% (not 
annualized). 6 states plus the District of Columbia have seen payrolls increase by more than 10%, with California cre-
ating 1,582,600 jobs and Texas adding another 1,333,100. In aggregate, those 6+ states have added 3,708,600 new jobs 
over that time period. Great work guys.  

Conversely, the Bottom 25 states have seen the creation of 1,173,300 net, new jobs, for a growth rate of 2.40% (not 
annualized). The Bottom 10, and I am admittedly slicing the meat pretty thin here, have created 104,700 new jobs, or 
0.64% growth over the last, gasp, 86 months. That is weak, real weak. These states are: Wyoming, New Mexico, West 
Virginia, Alabama, Kansas, Connecticut, Missouri, New Jersey, Maine, and Louisiana. So, while a few of the usual 
suspects make the list, it is by no means a list of just the usual suspects.  

So, if the Fed’s accommodative policies over the last 86 months haven’t produced the desired dual mandate in, say, 
Wyoming, Louisiana, or Connecticut, why would a more aggressive posture moving forward produce better results? I 
don’t think you should expect that it could, would, or will.  

Increasingly, a few major states skew our nation’s economic data, in a big way. After all, California would be the 
world’s 7th largest economy if it were an independent country, displacing Brazil. Texas would be the 12th, larger than 
Australia, if it were stand alone, and New York would just edge South Korea for the 13th. One more? Okay, Florida 
would be 16th in the world, one ahead of Indonesia. Whew. Those 4 states ALONE constitute about 36% of our coun-
try’s GDP, and would be the world’s 3rd largest economy if combined!  

However, the remaining US states and territories would have a GDP far in excess of $11 trillion, making it the 3rd 
largest global economy as well.  

I throw all this data out today to demonstrate a point: the US economy is so massive, and regionalized at the same 
time, it almost boggles the mind to think we can have blanket economic and monetary policies. I mean the distance 
between Key West and Barrow is a staggering 4,283 miles. That is almost 2.5 times the distance between Paris, 
France, and Moscow, Russia. More? Okay, it is only 70 miles less than the distance between Paris and, get this, Bom-
bay/Mumbai, India.  

Of course, standardized economic policies are going to have disparate impacts depending on location. There is no way 
they wouldn’t.  

This is perhaps the reason why there is so much consternation about the Federal Reserve’s next move(s). Recent US 
GDP growth has been mediocre in aggregate, and very disjointed. To that end, from 2011-2014 (the last year for 
which they have released detailed state GDP numbers in aggregate), the California economy grew 46% more than Ala-
bama’s in nominal terms (13.65% vs. 9.35% not annualized). Florida’s had a 50% higher grow rate; New York’s was 
48% more, and Texas grew 135% more over that 3 year time frame.  

As for the minimum wage, the most recent estimate for the median hourly wage in Connecticut (May 2015) was 
$21.07/hour. In Alabama, it was $15.17, or 28% less. Now, fast food workers have become the face of the argument 
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for an increase in the Federal minimum wage, consider this: the median hourly wage for a worker in the 35-3021 occu-
pation code (Combined Food Preparation and Serving Workers, Including Fast Food) in Connecticut was $10.08/hour 
in May 2015. In Alabama, it was $8.56/hour, or 15%. Clearly, the market clearing price for labor in these two states is 
different, much different.  

As a result, an increase in the Federal minimum wage to the much ballyhooed $10.10/hour will have less of a detri-
mental impact on workers in Connecticut than it would in Alabama, since it is basically the median wage in the fast 
food industry already. Certainly, some workers will benefit and others won’t. However, that floor would be well above 
the median rate for workers in that industry in Alabama. Going back to entry level Econ classes, there is no way that 
won’t create a surplus of workers at that wage….more than likely through displacement rather than people clamoring 
to go fry potatoes, beef patties, and chicken parts, more than likely.  

Clearly, the country needs to have a unified monetary policy due to the globalization of the economy. I am certainly 
not suggesting complete laissez faire, even if I love it in theory, because the current system is too entrenched, and try-
ing to dismantle it would undoubtedly cause more problems than solve. However, the Fed does have 12 regional 
banks, which are supposed to track the economic activity in their area and provide regulatory supervision. So, the in-
frastructure is already largely in place to allow the Fed to keep regional pockets from turning into national problems.  

For instance, in order to keep, say, the Charleston housing market from getting too ridiculous, the Richmond Fed could 
mandate any originating loan or mortgage involving real property in that particular market requires a larger down pay-
ment or loan loss reserve. There are a number of things it could do. Would this be a bureaucratic nightmare? You bet, 
at first. But it would keep a few overheated markets from either upsetting the proverbial apple cart OR distorting the 
overall health of the US economy. In essence, it would make money more expensive in cities where it should be more 
expensive, while keeping it cheap in markets where it should be cheap. As it is now, blanket policies really distort the 
reality of the situation, potentially leading to the misallocation of resources.  

As for the minimum wage, I think there is a pretty simple solution. Instead of a blanket absolute rate, there should be a 
blanket calculation. For instance, the minimum wage will be set as 50% of a state’s median hourly wage for a specific 
industry. More confusion? Sure, but it will allow the supply and demand curves to intersect more freely, and open up 
markets where the only real comparative advantage is the cheapness of the local labor force….and folks would get 
used to it, and we wouldn’t have to have this debate all the dern time. While this approach might seem unseemly in 
fashionable salons and ivied walls, it is the economic reality of places like Wilcox County, Alabama.  

I suppose this rant came from my belief the only thing(s) about which the markets currently care are comments from 
and the mental gymnastics surrounding the Federal Reserve. Will they or won’t they? Who is dovish and who is a 
hawk? What will Yellen do? Does so & so have any weight? Bleah. In truth, places like Charleston, Seattle, New 
York, San Francisco, and others DO need tighter money. On the flipside, there are a LOT of places which don’t, per-
haps maybe the vast majority of the physical space of our country.  

As for the minimum wage argument, to avoid a traffic backup on I-26 about 45 miles east of Columbia last Sunday, I 
detoured onto US 301, and drove through towns most people have forgotten, if they knew they had existed in the first 
place. After driving past umpteen empty storefronts, derelict buildings, and shuttered restaurants (you know a town is 
trouble when the local Chinese joint is closed with broken windows), I thought to myself: “the only economic ad-
vantage this area has is its workforce is cheap, or should be. Why not let these people decide for how much they will 
work, as opposed to politicians in Washington, who couldn’t find this place on a map, doing so? I mean, you can 
throw as many coats of paint on that building as you want; you can cut the grass at that empty factory until it collapses 
for all you want, but if the clearing price for labor in this town is $6/hour, forcing employers to pay them $10/hour is-
n’t going to help.”  

In the end, the recent political campaigns have candidates making a lot of promises about what they will do to make 
“America great again,” and get “America back on track.” I already think we are pretty great, but if we want to get even 
better, why don’t we get out of the business of making blanket economic policies which cover a land area which is two 
times greater than that of the Roman Empire. Yep, you read that right. If we can get away from that, and I know that is 
probably asking TOO much from politicians stumping for votes, good things happen…..a lot of them.   
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