
covery has begun.  Even 

so, it is the longest, and 

likely most severe, reces-

sion since World War II.  

Like other severe down-

turns in our history, this 

one owes to major dis-

ruptions in the financial 

sector. 

Recessions are com-

monly thought to be de-

clines in output and em-

ploymentñsome regard 

them to be two consecu-

tive quarters of real GDP 

declines.  The National 

Bureau of Economic Re-

search (NBER) is re-

garded as the official ar-

biter of business cycle 

dating.  They apply com-

plicated and judgmental 

methods to a wide vari-

ety of production and 

spending indicators.  

They are said to be look-

ing for the ò3 Dsó: the 

depth of the contraction 

its duration and its dif-

fusion (pervasiveness of 

the weakness).  Based on 

these considerations, the 

NBER has determined 

that the current recession 

began in December 2007.  

A growing number of 

analysts concluded that 

the trough was reached 

this summer, and the re-
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The big negatives pulling 

down aggregate output 

have fadedñresidential 

housing construction 

(now, only a fourth of 

its peak level) inventory 

liquidation and business 

spending on equipment 

and software.  Also, 

consumption spending, 

which registered an ex-

traordinary drop last 

year, has begun to climb 

ñowing partly to fiscal 

stimulus.  Moreover, the 

competitive position of 

U.S. goods is being im-

proved by recent weak-

ness of the dollar. 

Problems in the commercial real estate sector continue to mount, and the overhang of commercial 

properties is depressing construction of income properties.  Moreover, banks and other lenders have 

become more restrictive providers of credit by continuing to tighten underwriting standards and terms. 

What Makes Us Think that We Have Started to Turn Up?  

Still Some Headwinds 

òConsumption 

spending, which 

registered an 

extraordinary 

drop last year, 

has begun to 

climb recently.ó 
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The recovery is likely to 

be sluggish, at least for a 

while, and may not feel as 

though conditions are ac-

tually improving.  It will, 

over the next few quarters, 

be among the most ane-

mic of the postwar period.  

The expansion in output is 

unlikely to prevent the 

unemployment rate from 

rising further over the 

coming months.  Unem-

ployment should start to 

turn down by mid-2010.  

Meanwhile, slack in the 

economy can be expected 

to pull inflation lower in 

the foreseeable future.  

Lurking on the horizon, 

though, are massive 

amounts of liquidity that 

will need to be absorbed 

by the Federal Reserve 

once the  expansion gains 

traction ñ if a flair-up of 

inflation is to be avoided.   

Output around Postwar Troughs 
(Relative to Trough Level)  


