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How Mild Wasthe Recession?

“Qutput Gap” in this Cycle Compared to History
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Why Was |t So Mild? (1) Strong Consumer Spending

Comparison of recession experiencefor 1-gtr. % changein consumer spending
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. Comparison of recession experience for 4-qtr. % changein residential investment
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What Spurred These Components (Part 1)?

The Fed’s Actions May Have Helped:
10 i Comparison of Real Federal Funds Ratesin This Cycle versus History
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And Now, Please Rise for
Our National Anthem




What Spurred These Components (Part I1)?

The Federal Government’s Spending May Have Helped:
157 Comparison of 4-qtr. growth in Fed. Govt. Spending in This Cycle versus History

This Recession:
A More Rapid
Increase in Spending

=10

-15 - -

—Eﬂl ; | i | | |

0 2 4 B g 10 12
Mumber of quarters after business cycle peak

Heavy black line represents average of recessions
Heavy red line represents current experience

Source: BEA



One Component That Wasn't So Mild: Capital | nvestment

Comparison of Recession Experiences
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Why Was Investment Weak?
20 . (1) Overinvestment in late 90s/2000 —

15

s
5 [ The Investment Boom
= of the L ate 1990s/2000...
of ...Féel Apart as Dot-Com

Companies Failed, the Price
of Used Equipment Fell,
Y 2K -related investment ended,
and Telecomm Over-invested
| (in Fibler Caplacity,letc.). |

159595 1936 1997 13998 1999 2000 2007 2002 2003
Year




Why Was I nvestment Weak?
(2) Overin\_/eﬂment Re§ulted _in Excess Capacity
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Consumption Indicator: Retail SalesHave Held Up Well So Far ...
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12-month % change, annual rate

In Real Terms, AsWell.

12-month % change,
real retail sales
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Recent Forward-L ooking Indicators of Housing Activity Have Held Up Well
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| nvestment Shows Signs of Recovery In Some
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L ooking Forward: Ordersfor Capital Equipment ...
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The Inventoré{1 Dynamic Over the Recession

angein Private Inventories
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The Inventory Dynamic Over the Recession
Change in Privivte linventosics




That Point Should Come Fairly Soon, AsInventory Stocksare LEAN
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TheBig Surprisethis Time: Productivity

Productivity Growth During Recessions
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What Do Real Compensation and Productivity Growth Tell Us About Equilbrium Unemployment
Real wage growth versus productivity growth
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Real Wage defined as 4-quarter growth in employment cost index less 4-quarter inflation in the core PCE chain-weighted price index

Productivity agrowth equals the 12-quarter growth in nonfarm business productivity.
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