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GDP constant prices,

annual percent change
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GDP constant prices,

annual percent change
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GDP constant prices,

annual percent change
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GDP constant prices, annual percent

change
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World Trade Volumes, Goods and Services,

annual percent change
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U.S. Gross Private Domestic Investment,

Constant Dollar

Seasonnally Adjusted Annual Rate
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U.S Residential Investment
• Fell from a peak of $813.3 billion current dollars

in the first quarter of 2006 (seasonally adjusted
annual rate) to a low of $345.9 billion in the 2nd

quarter of 2009.

• Residential investment increased in the 3rd

quarter of 2009 to $358.8 billion (SAAR, current
dollars).

– The 19% increase in residential investment for 3rd

Quarter 2009 was from a historical low 2nd quarter low
(compared to $346.7 current dollars 1997 Q1).

– Constant 2005 dollar data reported from 1995. Current
residential investment levels lowest in past 15 yrs.
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U.S. Trade Balance, Customs Basis

Seasonally Adjusted
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Crude Oil Weekly Spot Prices, WTI
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Euro Area, US & Japan

Employment Index,2000=100
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US & Canada Employment Index
2000=100
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UK & Euro Area Employment Index
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Employment Index, 2000=100
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Unemployment Rates

US, Canada, UK, Japan, Euro area, & NIC of Asia
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Euro area, US & Japan Employment
in Millions
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3-month LIBOR rates
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3-month LIBOR, United States
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John B. Taylor: Fear of Deflation led to
a Looser monetary policy than

economic conditions warranted:
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John B. Taylor, Getting off Track

Source: Getting Off Track: How Government Actions and Interventions Caused, Prolonged, and

Worsened the Financial Crisis, John B. Taylor, Hoover Institution Press Publication, 2009 p. 15.

http://media.hoover.org/documents/Getting_Off_Track_John_B_Taylor_Ch2_excerpt.pdf
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The Credit Crisis Begins in 2007

Source: Getting Off Track: How Government Actions and Interventions Caused, Prolonged, and

Worsened the Financial Crisis, John B. Taylor, Hoover Institution Press Publication, 2009, p. 16.

http://media.hoover.org/documents/Getting_Off_Track_John_B_Taylor_Ch2_excerpt.pdf
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Crisis worsens:

Source: Getting Off Track: How Government Actions and Interventions Caused, Prolonged, and

Worsened the Financial Crisis, John B. Taylor, Hoover Institution Press Publication, 2009, p. 27.

http://media.hoover.org/documents/Getting_Off_Track_John_B_Taylor_Ch3_excerpt.pdf
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Defaults, bank failures and the
financial market effects:

• Markets for some securities disappeared,
had only the Federal Reserve as buyer.

– The Federal Reserve’s $1.25 trillion program to
buy Fannie Mae, Freddie Mac and Ginnie Mae
MBS is scheduled to end 2010 1st Q.

• Access to capital markets disappeared for
many businesses, developing countries.

– Recession in US, W. Europe and Japan led to
less direct investment, tourism and remittances
to developing countries.
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Financial markets recover, some
normalcy resumes

• Six-month Treasury bonds yields 0.16%
for the week ending January 8, 2010.
– Core inflation 0% in November 2009

– Core index up 1.7% from November 2008.

– Six-month Treasury yielded:
• 01/04/2008, 3.33%, annual core inflation ~ 2.5%

• 01/05/2007, 5.09%, annual core inflation ~ 2.7%

• Long term interest rates are inching up
towards 4% levels (3.85% 1/7/2010):
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10-year Government Bond Yield
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Careful Unwinding of Monetary Policy Needed
(M1 = $1.7 trillion, M2 = $8.4 trillion in Nov. 2009)

1,077,28862,6361,139,924Nov. 2009

559,03650,248609,284Nov. 2008

1,69340,96042,653Nov. 2007

1,68940,59742,286Nov. 2006

$ 1,203$ 37,536$ 38,739Nov. 2000

ExcessRequiredTotal

Reserves of depository institutions

Not seasonally adjusted

US Total, Required, and Excess Banks Reserves
(millions of dollars)
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Demand for loans is low

• General deleveraging is taking place

• Small business sales are slow:

– The NFIB polls members on most pressing
problem: Top problem, cited by 34%, was
weak sales.

• Interest rates and access to capital was a top
problem for only 4% of respondents.

– Only 18% planned capital expenditures in
December 2009, down from 30% in Dec. 07.
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Where do we go from here?

• The recovery is real, government
supported.

• Government proposals are also creating
uncertainty:

– Environment policy, health care policy.

• Commercial real estate investment
remains depressed nationally, despite
pockets of strength.
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Growth forecast is weak:

• World GDP growth averaged 4% from
1997 through 2007, which included 2001
recession growth of 2.2%

• Unemployment and excess capacity are
forecast through 2010.

– The natural unemployment rate has likely
increased to above 6%.

– Long term unemployment, unneeded capital,
will slow growth in potential GDP.
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Upside risks exist:

• Stock markets have recovered, leading to
more consumer spending, slight ratcheting
down of the savings rate.

• Health Care reform is sure to pass, may
not be as de-stabilizing as many fear.

• Environmental reform will reduce costs,
not just increase costs.

• Growth should continue slowly unless an
unforeseen positive shock takes place.
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Contact information:

• Anne Ramstetter Wenzel

http://www.Econosystems.com

Twitter: http://twitter.com/annewenzel
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