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The views that I express are my own 
and do not necessarily represent those 
of the Federal Reserve Bank of New 
York or the Federal Reserve System.



The “Macro” PictureThe “Macro” Picture
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The Recovery Hit Another Soft Patch
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With GDP Still Below the Peak
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And Way Below Any Reasonable Trend
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Ratio Ratio

A Very Unusual Occurrence at This Stage of the BC
Ratio Ratio

Real Gross Domestic Product
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Source: Bureau of Economic Analysis Note: Series Set to 1.00 at NBER Peak.



Probability Probability
Reasons to Worry: Has the Economy Hit Stall Speed?

4-Qtr Growth
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Employment Growth Has Stalled, Again…
Thousands Thousands
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Millions Millions

Leaving a Huge Hole to Fill
Millions Millions

Non‐Farm Payroll Employment

Source: Bureau of Labor Statistics



Ratio Ratio

Also an Unusual Occurrence
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Percent Percent

Unemployment is Stuck, while Participation Falls
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Ratio Ratio

A New Normal? Not so Fast…
Ratio Ratio
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Let’s Break It UpLet’s Break It Up
Where is the Weakness?
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Ratio Ratio

Recall the Big Picture
Ratio Ratio
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Ratio Ratio

Residential Investment
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Ratio Ratio

Durable Goods Expenditures
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Ratio Ratio

Nondurable Goods Expenditures
Ratio Ratio
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Ratio Ratio

Investment in Nonresidential Structures
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Ratio Ratio

Investment in Equipment and Software
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Ratio Ratio

State and Local Government Expenditures
Ratio Ratio
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Ratio Ratio

Federal Government Expenditures
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1973-75 Cycle

1981-82 Cycle 2001 Cycle

Current Cycle
1990-91 Cycle

Quarters Since NBER Peak
Source: Bureau of Economic Analysis Note: Series Set to 1.00 at NBER Peak.



Ratio Ratio

Exports
Ratio Ratio
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Ratio Ratio

Imports
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A Great Contraction?A Great Contraction? 
Consumption, Saving and Debt
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Ken Rogoff’s Thesis: This Time Is Different

 “The Second Great Contraction”
 Great Depression was the first

P i t j t ld Pneumonia, not just a cold
 “In a conventional recession, the resumption 

of growth implies a reasonably brisk return g y
to normalcy. The economy not only regains 
its lost ground, but, within a year, it typically 
catches up to its rising long-run trend.”p g g

 “The contraction applies not only to output 
and employment, as in a normal recession, 
but to debt and credit and the deleveragingbut to debt and credit, and the deleveraging
that typically takes many years to complete.”



Household Deleveraging Means…



% Change – Year to Year Percent

…More Saving and Less Consumption
% Change Year to Year Percent
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Source: Bureau of Economic Analysis
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Ratio Ratio

Has the Saving Rate Stabilized?
Ratio Ratio

Household Net Worth As a 
Percent of Disposable Income 
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Source: Bureau of Economic Analysis and Federal Reserve Board
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If Households’ Net Worth Remains Stable
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Note: Fitted line is from 1983Q1 to 2005Q4.
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The Stock Market is Not Helping Much Lately

S&P 500 I dS&P 500 Index

Source:  New York Times
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Level Level

And Neither is Housing
Level Level
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Percent Percent

Although Nominal Interest Rates Have Moved Down
Percent Percent

10-Year 
Treasury

Source:  Federal Reserve Board
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Percent Percent

Although Down is not Necessarily “Good”
Percent Percent

10-Year TIPS

Source:  Federal Reserve Board
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Percent Percent

Although Down is not Necessarily “Good”
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Source:  Federal Reserve Board
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Reasons to Worry



Reasons to Worry: A Worldwide Slow-down



Reasons to Worry: Greece as the New Lehman?



% Change - Year to Year % Change - Year to Year

In All of This, Inflation Remains Contained
% Change Year to Year % Change Year to Year
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Source: Bureau of Economic Analysis
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While Inflation Expectations Have Been Declining
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In the FOMC’s Own Words (September 21, 2011)

 Information received since the Federal Open Market Committee met in 
August indicates that economic growth remains slow. Recent indicators 
point to continuing weakness in overall labor market conditions, and the 
unemployment rate remains elevated. Household spending has been 
i i t l d t i t th d it iincreasing at only a modest pace in recent months despite some recovery in 
sales of motor vehicles as supply-chain disruptions eased. Investment in 
nonresidential structures is still weak, and the housing sector remains 
depressed. However, business investment in equipment and software 
continues to expand Inflation appears to have moderated since earlier incontinues to expand. Inflation appears to have moderated since earlier in 
the year as prices of energy and some commodities have declined from 
their peaks. Longer-term inflation expectations have remained stable. 

C i t t ith it t t t d t th C itt k t f t Consistent with its statutory mandate, the Committee seeks to foster 
maximum employment and price stability. The Committee continues to 
expect some pickup in the pace of recovery over coming quarters but 
anticipates that the unemployment rate will decline only gradually toward 
levels that the Committee judges to be consistent with its dual mandatelevels that the Committee judges to be consistent with its dual mandate. 
Moreover, there are significant downside risks to the economic outlook, 
including strains in global financial markets. The Committee also anticipates 
that inflation will settle, over coming quarters, at levels at or below those 
consistent with the Committee's dual mandate as the effects of past energyconsistent with the Committee s dual mandate as the effects of past energy 
and other commodity price increases dissipate further. However, the 
Committee will continue to pay close attention to the evolution of inflation 
and inflation expectations. 


