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USUS Great RecessionGreat Recession--Emerging Trends Emerging Trends 
““Structural Changes Will Dominate Federal Stimulus ProgramsStructural Changes Will Dominate Federal Stimulus Programs””

 RecoveryRecovery--L, V, U, WL, V, U, W…….Slow.Slow
 JobsJobs –– Weak (aka) Jobless RecoveryWeak (aka) Jobless Recovery
 InflationInflation –– Lots of Underutilized Lots of Underutilized 

CapacityCapacity
 Deficits/ DebtDeficits/ Debt –– Stretching beyond the Stretching beyond the 

horizon at all three levels of governmenthorizon at all three levels of government
 Structural ShiftsStructural Shifts –– More Savings/ More Savings/ 

Depleted Wealth/ Less ConsumptionDepleted Wealth/ Less Consumption
 RegulationsRegulations –– Less Less ““creative creative 

destructiondestruction””



The Effects
Feeling Squeezed?



USUS Decline in Real GDPDecline in Real GDP
((YY--OO--Y Change, Billions 2005$)Y Change, Billions 2005$)



USUS GDPGDP--How Bad is it?How Bad is it?
((IndexIndex QQ--OO--Q Change from start of recession)Q Change from start of recession)



USUS W&S Employment DecliningW&S Employment Declining
YY--OO--Y Change by Month 1939Y Change by Month 1939--20092009



USUS JobsJobs--How Bad is it?How Bad is it?
((IndexIndex MM--OO--M Change from start of recessionM Change from start of recession))



USUS Unemployment Rate RisingUnemployment Rate Rising
(Monthly rate, Seasonally Adjusted)(Monthly rate, Seasonally Adjusted)



USUS Plenty of Unused CapacityPlenty of Unused Capacity
Percent Production Capacity UtilizedPercent Production Capacity Utilized by by Month 1972Month 1972--20092009



USUS Production CapacityProduction Capacity--How Bad is it?How Bad is it?
((IndexIndex MM--OO--M Change from start of recession)M Change from start of recession)



USUS-- Real Retail Sales Down & FlatReal Retail Sales Down & Flat
(Monthly, M$, 1992(Monthly, M$, 1992--2009)2009)



USUS Retail SalesRetail Sales--How Bad is it?How Bad is it?
((IndexIndex MM--OO--M Change from start of recession)M Change from start of recession)



USUS Deflation Deflation (Decline in General Price Level)(Decline in General Price Level)
YY--OO--Y Percent Change by Month 1915Y Percent Change by Month 1915--20092009



The Response
Are We in Good Hands?



USUS Federal Public Debt Has Nearly QuadrupledFederal Public Debt Has Nearly Quadrupled
YY--OO--Y Change by Month, M$, 1966Y Change by Month, M$, 1966--20092009



USUS Federal Funds Rate Federal Funds Rate 
Reduced to Reduced to ““0 0 -- .25.25””



USUS Money Supply IncreasedMoney Supply Increased
YOY Change by Month, $B, 1959YOY Change by Month, $B, 1959--20092009



USUS Borrowing from Federal ReserveBorrowing from Federal Reserve
(Change Y(Change Y--OO--Y in monthly borrowings, B$)Y in monthly borrowings, B$)



USUS Monetary Base & Excess ReservesMonetary Base & Excess Reserves
(Change Y(Change Y--OO--Y, B$)Y, B$)



The Recovery
What Comes Next? 

Are Past Recoveries a Good Guide?



Why Slow Job Growth?Why Slow Job Growth?
Did Federal Stimulus Expenditures Generate Earnings?Did Federal Stimulus Expenditures Generate Earnings?

 Employment Multiplier is zeroEmployment Multiplier is zero
 Job created is offset by a job lost. Job created is offset by a job lost. 

Government spending moves jobs & Government spending moves jobs & 
resources away from private to publicresources away from private to public

 Employment Multiplier is oneEmployment Multiplier is one
 Each dollar spent adds one dollar to GDP. Each dollar spent adds one dollar to GDP. 

Government spends on idle resources.  Government spends on idle resources.  
 Employment Multiplier exceeds oneEmployment Multiplier exceeds one

 Earnings from newly employed resources Earnings from newly employed resources 
create jobs for other idle resources.create jobs for other idle resources.



USUS $787 Billion Stimulus Package$787 Billion Stimulus Package
 Targeted Stimulus (multiplier > 1)Targeted Stimulus (multiplier > 1) $62B$62B

-- Tax incentives for homes and carsTax incentives for homes and cars
-- Education layoff prevention Education layoff prevention 

 Discretionary Spending (multiplier << 1)  Discretionary Spending (multiplier << 1)  $428B$428B
-- Jobless benefitsJobless benefits
-- Health care for needyHealth care for needy
-- Medicaid costsMedicaid costs
-- Job training Job training 
-- Affordable housing programs  Affordable housing programs  

 Tax Incentives & Breaks (multiplier = 0)   Tax Incentives & Breaks (multiplier = 0)   $279B$279B
-- Renewable energyRenewable energy
-- Home energy efficiencyHome energy efficiency
-- Faster depreciation for capital investmentsFaster depreciation for capital investments
-- Tax credits for workersTax credits for workers



Right Sizing BusinessesRight Sizing Businesses
Unintended ConsequencesUnintended Consequences

LosersLosers
 Creative DestructionCreative Destruction
 Favors Small Favors Small 

BusinessesBusinesses

WinnersWinners
 Too Big To FailToo Big To Fail
 Favors Big Favors Big 

BusinessesBusinesses



USUS Banks Are Not LendingBanks Are Not Lending
(Y(Y--OO--Y Percent Change)Y Percent Change)



SDSD Less Venture Capital FundsLess Venture Capital Funds
Less Fuel for High Tech Jobs, M$ per YearLess Fuel for High Tech Jobs, M$ per Year
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USUS Household Credit Debt OutstandingHousehold Credit Debt Outstanding
(Billions $)(Billions $)



SDSD HousingHousing--Reverse Wealth Effect Reverse Wealth Effect 
““Great Consumer ContractionGreat Consumer Contraction””, M$ per year, M$ per year

-$2,500
-$2,000
-$1,500
-$1,000

-$500
$0

$500
$1,000
$1,500
$2,000
$2,500
$3,000

2000 2002 2004 2006 2008



USUS Savings Rate RisingSavings Rate Rising
(Monthly, SAAR)(Monthly, SAAR)



SD OutlookSD Outlook-- Decline in Taxable Retail SalesDecline in Taxable Retail Sales
YY--OO--Y Percent Change, Fiscal YearsY Percent Change, Fiscal Years
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The Job AheadThe Job Ahead
Turn our Shopping Malls Into FactoriesTurn our Shopping Malls Into Factories



2010 2010 OutlookOutlook Key AssumptionsKey Assumptions
““Structural Changes Will Dominate Federal Stimulus ProgramsStructural Changes Will Dominate Federal Stimulus Programs””

 Negative Growth Behind UsNegative Growth Behind Us
 2% not 7% Recovery2% not 7% Recovery
 U Rate Remains HighU Rate Remains High
 Consumers Repair Balance SheetsConsumers Repair Balance Sheets
 Wealth Effect Declines PersistWealth Effect Declines Persist
 Steepening Yield CurveSteepening Yield Curve
 More Deficits: Stimulus II, Health More Deficits: Stimulus II, Health 

Care, War on TerrorCare, War on Terror
 Weak DollarWeak Dollar
 Wild CardsWild Cards--Housing, Autos, Housing, Autos, 

Business InvestmentBusiness Investment
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