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T
he recession ended in November,

although the National Bureau of

Economic Research (NBER), the

final arbiter of the business cycle, has yet

to make it “official.”

True, Gross Domestic Product (GDP)

began expanding before November.  

So, too, did most other indicators of 

economic performance that NBER 

considers in its determination of a 

cyclic turn. Industrial production, 

after-tax incomes, and merchant sales 

all began moving gradually upward in 

the summer of 2009. 

There was one notable exception, however:

employment. Despite the uptick in general

activity, the nation’s job count continued

to decline. And all of its correlates (e.g.,

unemployment, underemployment, job

seeker discouragement) indicated that the

human costs of the contraction remained

unabated through year’s end.

In November, for the first time since 2007,

U.S. employment increased. A streak of 

22 consecutive monthly declines was broken

and the jobs data began bottom-bumping.

As explained in prior communications,

November’s gain confirmed the other 

indicators and signaled the recession’s end.

That is, the economy had stopped shrinking.

Recent data show that the economy is 

recovering (i.e., rebounding from its 

recessionary lows), but at a relatively 

subdued pace and unevenly across sectors.

It is preliminarily estimated that real 

(i.e., inflation-adjusted) GDP grew at a

5.7 percent annualized rate in the fourth

quarter of 2009. That fell shy of the initial

phase of earlier recoveries and was narrowly

concentrated, driven by inventory liquidation

and targeted incentives (e.g., “cash for

clunkers” and housing credits).

This pattern was to be expected given the

reinforcing interplay between the general

economy’s slowdown and the financial

sector’s meltdown. From the end of 2007,

that negative feedback loop eliminated

8.5 million jobs and, at its most pernicious

point, eradicated $16 trillion of net worth.

Where Does the Recovery 
Go From Here?
After declining for two consecutive years,

consumer spending (which accounts for

more than 70 percent of GDP) has turned

positive on rising after-tax incomes. 

Although the household sector remains

cautious, an improving jobs market should

bolster confidence and lead to increased

spending over the course of 2010.

Private investment should also provide

continuing impetus at an accelerating rate

in the first half of 2010. Having slashed

spending during the downturn, businesses

now need to replace worn-out equipment

and upgrade outmoded systems. Further,

depleted inventories must be replenished. 

Concurrently, private sector employment

(down 8.5 million from its pre-recession

peak) is poised to expand. Through 2009,

firms met rising demand by increasing

the productivity and hours worked by

their current employees; yet payrolls 

continued to shrink (-4 percent year-

on-year).  But private employment 

bottomed toward the end of 2009 and

was virtually unchanged (-0.01 percent)

in January. Increases appear imminent.

It appears, then, that the recovery will be

sustained in 2010 by continued expansion

of private investment and consumer

spending—assuming no external shocks.

But it must be kept in mind that the pace

of private sector growth will be inhibited

by financial constraints (notably, lenders’

deleveraging and borrowers’ legacy debts).

To begin with, given the need to repair

their balance sheets, businesses and

households evidence a reduced appetite

for credit.
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For those businesses looking to expand,

access to bank loans and commercial

paper remains limited. Where available,

it’s relatively expensive. There is an 

exception, however, for those firms 

with platinum balance sheets.  

And while the households are still heavily

indebted, they have made considerable

progress in reducing their non-mortgage

obligations. Consumer credit has steadily

declined since September 2008. 

During the downturn, increased public

sector deficits, most notably the Federal

government’s, partially compensated for

the decline in private demand. Part of 

the increased deficit was the result of 

automatic stabilizers (e.g., higher-income

transfers, such as unemployment benefits;

and lower taxes); the other part came by

way of the $787 billion American Recovery

and Reinvestment Act (ARRA).  

But by mid-2010, the stimulative benefits

of the ARRA will be in the rearview mirror.

Concurrently, state and local governments,

whose 2009 (but not 2010) spending 

was supplemented by ARRA, continue 

to cut spending due to greatly reduced 

tax revenues.

In 2010 the public sector is likely, cet. 
par, to shift from tail wind to head wind;

from pushing growth in the second half

of 2009 to dragging on it in the second

half of 2010. 

On balance, the impetus from increasing

private investment and consumer spending

should exceed the drag emanating from

the public sector, and the economy will

push forward in 2010, albeit slowly. In

other words, things will get better despite

our efforts to improve them. �
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