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Recent Economic Events

ÅThe US economy has been contracting at 

an accelerating rate the past 18 months:
ïHousing prices began to decline

ïMortgage backed securities lost value

ïHighly levered financial institutions that held 

substantial MBS were imperiled

ïDeleveraging precipitated by Lehman failure 

led to meltdown in financial markets

ïSharp decline in wealth caused contraction 

in spending and employment
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TED Spread

http://upload.wikimedia.org/wikipedia/en/7/70/TED_Spread_Chart_-_Data_to_9_26_08.png
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Job Loss in Recent 

Recessions

Source: Bureau of Labor Statistics

'73-'74

'81-'83

'90-'91

'01-'02

Current

-4.50%

-4.25%

-4.00%

-3.75%

-3.50%

-3.25%

-3.00%

-2.75%

-2.50%

-2.25%

-2.00%

-1.75%

-1.50%

-1.25%

-1.00%

-0.75%

-0.50%

-0.25%

0.00%

0.25%

0.50%

0.75%

1.00%

1.25%

1.50%

1.75%

2.00%

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27



Job Loss Comparison

Source: Bureau of Labor Statistics
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An Unsustainable Economy?

ÅThe common view today is that recent 

growth was built on unsustainable demand 

(i.e., economic ñhouse of cardsò):
ïFalling personal savings rate

ïRising consumption relative to GDP

ïGrowing federal budget deficits

ïGrowing current account deficitsð

borrowing from abroad
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Consumption/GDP

1960-2008
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Current Account/GDP

1980-2008
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The Glass Half Emptyé

ÅLax lending standards and low interest 
rates fueled an unsustainable boom in 
housing and consumer spending.  
ïFinancial system is broken?

ïConsumers chronically overextended?

ïCapital misallocated to housing industry?

ÅWas strong performance a mirage?  For 
how long?



Or Half Full: The Long View

ÅAfter a difficult period in the 70s and early 

80s, the U.S. economy performed well for 

the next 25 years:
ïSolid real GDP growth

ïStrong underlying growth in productivity

ïLow unemployment rates

ïRobust stock market

ïRapid rise in the stock of wealth



Unemployment Rate

1960-Present

Source: Bureau of Labor Statistics
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S&P 500 Average 

1970-Present
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