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The Economy
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Delineating The Crisis
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Credit availability collapsed
Through 20 May 2009
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U.S. House Values
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U.S. Housing Starts

http://research.stlouisfed.org/fred2/graph/?s[1][id]=HOUST
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Unemployment has surged

http://research.stlouisfed.org/fred2/graph/?s[1][id]=UNRATE
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OECD Unemployment
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Final Demand has plunged
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The collapse of confidence has been huge

http://research.stlouisfed.org/fred2/graph/?s[1][id]=UMCSENT
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A Historical Perspective Is Necessary

ÅEconomic conditions are the worst they have been since the Great Depression

Å Even so, they are far less severe than they were at that time. 

ÅFrom World War Two until 2008, economic conditions were relatively better than they had been prior to that 

time, and improved over that six-decade period. 

Å The volatility of economic conditions in 2008 ï2009 have reversed this trend, at least on a 

temporary basis. 

ÅEconomic trends and conditions changed dramatically after the recessions of 1980 ï1982. Monetary policies 

adopted at that time seemed to provide the capacity to manage economic cyclicality better, and to respond to 

economic and financial crises more effectively. 

Å From 1983 until 2008, recessions were less frequent, shallower, and shorter.  Expansionary 

economic periods were longer.

Å Overall economic volatility, from real GDP growth to inflation, was reduced.

Å The policies followed since 1982 provide the basis for many monetary authorities to believe that they 

can sterilize the inflationary risks and consequences of the various stimuli and bail-out programs that 

have been undertaken since 2008. 
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The economy has been less volatile than in the Good Old Days 
U.S. real GDP: 1850 ï1919, 16 recessions, 22 month average length; 

1945 ï2007, 10 recessions, 10 months average length
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éAnd it was even more stable after 1983
U.S. real GDP: 1945 ï1983, 8 recessions, 11 month average length; 

1983 ï2007, 2 recessions, 8 months average length
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1982 as a Watershed Year: U.S. Inflation
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Inflation Fears are Based On Narrow Money Supplyôs Sharp Increase

U.S. M1 through 18 May 2009
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But Inflation May Be Contained: Broad Money Supply Has Not Yet Expanded 

U.S. MZM Broad money supply, through 18 May 2009


