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Where We’ve Been

• Deepest and 
Longest 
Postwar 
Recession

• Recovery 
Options:
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No Shortage of Optimism

• “Green Shoots” Talk  
Abounds

• Unprecedented 
Market Snapback 
Since March Lows 

• The Question is 
Whether This 
Growth is Real or 
Artificial



Green Shoot 1: Manufacturing 



Green Shoot 2: Housing “Rebound”



Green Shoot 3: Exports



Green Shoot 4: Inventory Drawdown 



Three Drivers of GDP
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How Did We Get Growth? 
Unprecedented US Fiscal Stimulus

James Bullard, Federal Reserve Bank of St. Louis, October 11, 2009



Brown Shoot #1: Unemployment

10-17% Unemployment

10 M People 
Continuing 

Claims

Record Low Capacity Utilization

Still High But 
Declining New 

Claims

High Structural Unemployment will Be a Problem for a Long Time! 



Job Losses in Post WWII Recessions



Brown Shoot 2: Commercial Real Estate

Construction and Sales of Commercial Real Estate Have Plummeted



Haven’t We Been to this Movie?



Even the Fed Fears a CRE Meltdown…

As the industry looks for signs the housing sector is beginning to stabilize, the threat 
of a crash in the commercial mortgage market grows, according to San Francisco 
Federal Reserve president Janet Yellen.

Speaking this week at a bankers convention in Idaho, Yellen said while there are signs 
that the economic growth is beginning to return — house price declines are abating, 
consumer spending is stabilizing and new unemployment is lessening — the recovery 
will be painfully slow and the Fed believes commercial real estate is the economy’s 
next vulnerable spot.

The problem, Yellen said, is maturing loans for commercial properties that lost 
significant value. “Borrowers seeking to refinance will be expected to provide 
additional equity and to have underwriting and pricing adjusted to reflect current 
market conditions,” Yellen said. “In some cases, borrowers won’t have the resources 
to refinance loans.”

Yellen urged the community bankers at the conference to be proactive in preparing 
for a potential downturn, which could include, she said, property value drops as 
high as 30% to 40%. July 29, 2009 



Brown Shoot #3 : Housing



So You Thought Subprime Was It….

You Are Here



No Foreclosure “Supply” Problem! 



Big Prime Loans Joining the Parade…



Oh, and About That NAR Report…

Now the foreclosure 
vortex is gripping higher-
priced homes. A house 
that sold for $600,000 
during the boom and 

$400,000 in foreclosure 
will be recorded by the 
NAR as a $400,000 sale, 

lifting the national 
median but suggesting no 

real improvement in 
housing. 



Brown Shoot #4 : Banking

• Banks Have a Major 
Deleveraging Problem of 
Their Own
– They Are Totally 

Insolvent

• All They Can Do Is:
– Lie About Asset Quality 

(Wink Wink) 
– Avoid Committing 

Money to New Lending
– Charge Savers and 

Chargers As Much as 
Possible

http://www.businessinsider.com/shoesdrop/food-crisis


Real Estate Is Not Banks’ Only Issue



100 Dead Banks This Year So Far

WSJ 8.28.09



Collapse in Bank Lending



Brown Shoot #5 : Consumer

• Mortgage Troubles

• Job Troubles

• Over Levered

• Starting to Save

• Cutting Up the 
Cards

• Getting Older

http://www.businessinsider.com/shoesdrop/option-arm


Low Earners’ Mortgage Trouble



Stretched Consumers

WSJ 10.12.09



Consumer Savings



Rise of the Frugal Consumer 

"People have recognized they
have to live within their means,"
said David Brownlee, who
invests in government securities
at Montpelier, Vt., fund firm
Sentinel Asset Management.

"You can't spend what you don't
have," Mr. Brownlee said. "You
used to be able to."



Frugal for Life?



Brown Shoot #6: State & Local Government

http://www.ritholtz.com/blog/wp-content/uploads/2009/07/0718-nat-states.gif


Political Pendulum
Swinging Past the Middle 

• Class Warfare
– Demonization of Capitalism

• US-China Relations 
– Don’t Irritate Your Banker

• Regulation
• Higher Taxes  

– Cap & Trade = Energy Taxes!
– Government Health Care = Higher Taxes
– Soak the Rich 
– Marginal Tax Rate Diminishing Returns



Class Warfare



If China Stops Buying Our Paper….



Government Percent of Personal Income

“When the people find that they can vote 
themselves money, that will be the 

beginning of the end of the republic.” 

Benjamin Franklin



Government Run Health Care?



200 Years of Contract Law…..



Inflation or Deflation



Monetary Base is Expanding Rapidly

James Bullard, Federal Reserve Bank of St. Louis, October 11, 2009

http://www.businessinsider.com/shoesdrop/north-korea-bomb


You’d Better Like BIG Government



Obscene Federal Debt Growth



TARP Is a Down Payment!



Where Will the Wave of Liquidity Go?

After Retiring Debt, Liquidity Will Drive the Price of “Real Things” Higher



Four Scenarios for Global Business 

1. “GEM” (Global Economic Meltdown) – Synchronized and protracted 
global economic downturn increasingly unlikely. 20% Odds

2. “Japan” – The U.S. mimics Japan’s two decades of weak growth after the 
collapse of their epic housing and stock market bubbles. 30% Odds

3. “That 70’s Show” – Strong global demand for commodities from 
emerging markets (especially Asia) will drive commodity prices 
dramatically higher despite weak U.S. growth…a return of Carter’s 
“Misery Index”. 35% Odds

4. “Reflation” – The economic equivalent a successful “Hail Mary” pass, 
global central banks will stimulate a synchronized global recovery and 
deftly remove excessive monetary stimulus before inflation takes hold. 
High growth rates will push commodity prices higher. 15% Odds



Japan’s Two Lost Decades



Hyperinflation Risk?
Oct. 6, 2009 (Bloomberg) -- Kyle Bass, the hedge-fund 
manager who made $500 million in 2007 betting against 
subprime securities, is buying shorter-term debt and precious 
metals, anticipating hyperinflation will lead to higher interest 
rates. 

Bass compared central bankers’ efforts to combat the global 
recession to a game of “Monopoly,” in which new money is 
introduced halfway through. Inflation is likely to result as 
investors fret that the central bankers which have enabled 
governments worldwide to sell record amounts of debt at low 
rates, will be too slow to reverse their actions, he said. 

“We are today in the midst of what economists often refer to 
as the ‘Golden’ period where everything feels good and the 
long-term effects of deficit spending and money printing 
have not yet been realized,” he said. “This period typically 
lasts 12 to 18 months.” 

http://search.bloomberg.com/search?q=Kyle+Bass&site=wnews&client=wnews&proxystylesheet=wnews&output=xml_no_dtd&ie=UTF-8&oe=UTF-8&filter=p&getfields=wnnis&sort=date:D:S:d1


In Summary…..


