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LLiikkee  tthhee  OOlldd  MMiissssiissssiippppii,,  tthhee  
RReecceessssiioonn  ““jjuusstt  kkeeeeppss  rroolllliinngg  
aalloonngg..””  

  
BBaasseedd  oonn  aallll  tthhee  ddaattaa  wwee  wwiillll  nnoott  sseeee  tthhee  rreecceessssiioonn  hhiitt  bboottttoomm  

uunnttiill  mmiidd  22001100..    TThhee  rraattee  ooff  ddeecclliinnee  sshhoouulldd  ssllooww  dduurriinngg  tthhee  sseeccoonndd  
hhaallff  ooff  22000099,,  wwiitthh  tthhee  bboottttoomm  ooccccuurrrriinngg  dduurriinngg  tthhee  ffiirrsstt  66  mmoonntthhss  ooff  
22001100..  

TThhee  bbiigg  uunnkknnoowwnn  iiss  tthhee  iimmppaacctt  tthhaatt  ggoovveerrnnmmeenntt  aaccttiioonnss  wwiillll  
hhaavvee  oonn  tthhee  lleennggtthh  aanndd  sseevveerriittyy  ooff  tthhee  ddoowwnn  ttuurrnn..      

The Economic Down 
Turn, has become truly a 
global Recession. 

25 to 40 million workers have been 
laid off in China.  Tens of thousands of 
manufacturing operations, with reduced 
exports, have been forced to close. 

As we suggested in earlier newslet-
ters, if you rely on foreign suppliers, for 
stability, you must be vigilant and seek 
alternative suppliers.  India, China, Mex-
ico, among others, are becoming increa-
singly less reliable as the recession dee-
pens. 

Manufacturing slowed in China for 
the 6th consecutive month.  Look for civil 
unrest to increase, further complicating 
China’s stability.  While official reports 
may continue to say China’s economy is 
flat, China will continue to experience a 
recession through 2009. 

Brazil is a bellwether of how Latin 
America is doing.  Brazil has expe-
rienced a material down turn in exports.  
Their production decline indicates they 
will be in recession through 2009. 

Southeast Asia is also in recession.  
The economies in the region experienced 
drops ranging from 6% to 30%.  Japa-
nese manufacturing hit a 21 year low.   

2009 will be a recession year for 
Canada, but 2010 could be better.  Mex-
ico on the other hand looks like both 
2009 and 2010 will be bad. 

WWhhaatt  ddooeess  hhiissttoorryy  tteeaacchh  uuss  aabboouutt  wwhhaatt  tthhee  
ggoovveerrnnmmeenntt  sshhoouulldd  ddoo  nnooww??  

 
In the past 100 years we have experienced essentially 4 eco-

nomic turn down that look like what we are experiencing now.  Each 
resulted from meaningful dislocations in some key areas, just as the 
present down turn.   

In the first, 1921, production slowed rapidly resulting in an av-
erage 11.7% unemployment rate.  Industrial production declined 
31.2% and the S&P 500 lost over 30% of its value.  What did the 
government do?  The government cut corporate, personal, and capi-
tal gains taxes.  The government also reduced spending and the na-
tional debt.  The Fed raised target interest rates to record highs.   

What happened?  In 1922, 2.4 million jobs were created, unem-
ployment fell, prosperity returned, government revenues rose and 
the S&P 500 recovered and rose above where it had been. 

In 1929 we began a down turn.  The Fed did not act to alleviate 
the lack of credit available.  The government raised taxes and sub-
stantially increased spending.  The depression deepened and be-
came extended.  By 1932 the Dow was down 91% compared to July 
1929.  Industrial production fell 52%.   

In 1961, we were sliding into a deep recession.  Unemployment 
hit 6.7%.  President Kennedy after comparing 1921 to the depres-
sion, lead the highest tax cut in history and started a long term eco 
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nomic upturn. 
In 1982 we had a down turn which statistically looks almost identical 

to today (high unemployment [10.8%], stock market decline, production 
decline, etc.).  The government again cut taxes and brought spending un-
der control.  Its eventual area of increased spending was on defense.  
These steps began an unprecedented period of economic change and 
growth that has lasted until last year.   

Given these four examples, what actions do you believe have the 
best chance to shorten the down turn and restore growth?  Certainly, 
acting to maintain credit availability appears to be an important step in 
keeping the economy working.  Reducing taxes in a way that stimulates 
investment and give immediate liquidity to all taxpayers, including enti-
ties that employ others, also appears very important. 

There is no doubt that just as there are similarities between the 4 
prior down turns and today, there are also many differences.   

BBaaiilloouutt  &&  DDeebbtt  
We are seeing the biggest spending 

increase in history: 
1. Stimulus Bill             $787,000,000,000 (Passed) 
2. Omnibus Bill             $410,000,000,000 (Proposed) 
3. Supplemental Bill      $200,000,000,000 (Proposed) 

Total spending of: 
$$11,,339977,,000000,,000000,,000000  

Proposed budget for next year: 
Spend  $3,606,000,000,000 
Tax  $2,428,000,000,000 
Borrow $1,178,000,000,000 
Plus, there are proposals for “TARP II”, 
auto bailouts, mortgage relief, and na-
tionalized health care. 

The current spending plans would 
require the Bureau of the Public Debt to 
borrow $150 billion a week to service 
and expand the debt of the United 
States.  The Stimulus bill triggered the 
largest borrowing requirement ever for 
the United States.  It appears this year 
we will sell more than 4 times the 
amount of debt ever sold in the United 
States before. 

Who buys our debt has shifted.  We 
used to have 40 primary purchasers, 
now there are only 16 or 17.  In 2003 it 
was mainly Americans, but now it is 
foreigners, topped by China.  China’s 
purchases of U.S. debt will decline from 
over $400 billion last year to just $177 
billion this year.  Currently many for-
eign governments are themselves enter-
ing the debt market with their own bai-
louts.  

About $4 trillion of our debt is 
owned by government trust funds, 
mainly Social Security.  It is possible 
that the Fed may have to intervene and 
buy a major portion of the new debt.   

RReecceenntt  CCaarrttoooonn  

Is This Really A Repeat Of 1982? 
In 1982 the government’s recipe was to cut taxes and many domestic 

programs, but increased deficit spending on defense.  Given the cold war 
this fueled the economy and addressed a deficiency in our national de-
fense.  Today, the government’s approach is some tax cuts, some defense 
cuts, and increased deficit spending on “domestic infrastructure” items. 

It is how the government balances all these intricate ingredients, of 
course, that will determine how the omelet turns out.  That is why two 
different chefs can cook with the same ingredients with such different 
results.  Will the 2009 tax cuts result in a broad based increase in disposa-
ble income and business investment, and will the spending be controlled 
and focused?  That is why what and how much Congress decides to spend 
matters.  It will affect your next 15 months. 
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The concern now is  
what form will the downturn 
take over the next 12 months? 

 

Which of the 5 basic scenarios will we see? 
11..  DDeepprreessssiioonn  

Increasing unemployment, severe deflation, and low interest rates.    
22..  SSeevveerree  rreecceessssiioonn  

Increasing unemployment, mild deflation, and high interest rates.  
33..  MMiilldd  rreecceessssiioonn  

Increasing unemployment, both level cost of living and interest rates.  
44..  SSttaaggffllaattiioonn  

Increasing unemployment, mild inflation, and low interest rates.  
55..  SSeevveerree  SSttaaggffllaattiioonn  
Increasing unemployment, high inflation, and high interest rates. 

Our prior Newsletters suggested 8 key drivers to track the economy. 
  PPeettrroolleeuumm  PPrriicceess  

Petroleum prices have risen slightly with increased consumption over the past few months.  They are at 
or near their expected lows.  As summer approaches consumption will increase.  It is not expect that 
disposable income will be further enhanced by lower prices during the next 6 months. 

  NNaattuurraall  GGaass  PPrriicceess  
Like petroleum we do not expect further relief from falling prices.  The reduction from early 2008 was 
especially positive during the winter months.  As the government’s program of reducing the use of coal 
by utilities gains momentum this will have a negative impact on the economy. 

  EExxppoorrttss  
The global recession and strength of the dollar is expected to continue to negatively affect exports and 
hurt manufacturing. 

  RReettaaiill  SSaalleess  
In February we saw a slight upturn in retail sale due to Wal-Mart’s sales.  Much of this sales gain re-
flected Wal-Mart’s increased food sales which came at the expense of other sectors such as restaurants 
and supermarkets.  Retail sales will continue to be hurt by the downturn through 2009. 

  SSttrreennggtthh  ooff  tthhee  DDoollllaarr  
The flight to quality has about run its course.  For the time being the dollar should remain stable. 

  MM22  MMoonneeyy  SSuuppppllyy  
            Continues to increase. 
  IInndduussttrriiaall  PPrroodduuccttiioonn  

Continues to fall.  This reflects the deepening recession and is pressuring layoffs in the service sector. 
  RRaaww  MMaatteerriiaall  PPrriicceess  

     Stable. 
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TThhee  WWiissee  OOlldd  OOwwll    

YYoouu  sshhoouulldd  hhaavvee  aa  sscceennaarriioo--bbaasseedd  ssttrraatteeggiicc  ppllaann  tthhaatt  lleettss  yyoouu  
aaddjjuusstt  yyoouurr  bbuussiinneessss  mmooddeell  vveerryy  rraappiiddllyy  aass  tthhiiss  eeccoonnoommiicc  ccyyccllee  ddee--
vveellooppss..      

••  YYoouu  nneeeedd  ttoo  wwaattcchh  yyoouurr  ccuussttoommeerr’’ss  ccrreeddiitt  vveerryy  ccaarreeffuullllyy..      
••  TTaallkk  ttoo  yyoouurr  ccuussttoommeerrss  aanndd  kknnooww  wwhhaatt  iiss  hhaappppeenniinngg  iinn  

tthheeiirr  bbuussiinneessss  aanndd  hhooww  yyoouu  ccaann  hheellpp  tthheemm..  
••  DDeevveelloopp  aa  ffiinnaanncciiaall  ddaasshhbbooaarrdd  tthhaatt  ggiivveess  yyoouu  aa  ppiiccttuurree  

ooff  yyoouurr  kkeeyy  bbuussiinneessss  ddrriivveerrss  eeaacchh  wweeeekk..  
••  IInnssuurree  yyoouu  hhaavvee  tthhee  ffiinnaanncciinngg  aavvaaiillaabbllee  ffoorr  wwhhaatt  lliieess  

aahheeaadd..  
••  SShhaarree  yyoouurr  ssttrraatteeggiicc  ppllaann  wwiitthh  yyoouurr  bbaannkk  aanndd  sshhooww  hhooww  

pprreeppaarreedd  yyoouu  aarree  ffoorr  wwhhaatt  lliieess  aahheeaadd  aanndd  ddeemmoonnssttrraattee  
wwhhyy  tthheerree  wwiillll  bbee  nnoo  ssuurrpprriisseess  ffoorr  tthheemm..    

••  TThhiiss  iiss  aa  ttiimmee  wwhheenn  ppaayyiinngg  cclloossee  aatttteennttiioonn  ttoo  yyoouurr  
bbrraannddiinngg  iiss  ccrriittiiccaall..  

 

There is a growing global need to borrow in order to fund various countries’ stimulus programs.  This 
could substantially reduce purchasers available to buy our growing government debt.  Should the Fed be forced 
to turn on the printing presses to keep up with our increasing need to borrow, we could also see substantial in-
flationary pressures coupled with increasing interest rates here in the United States.   

 

 

Credit markets are again tightening resulting in higher borrowing costs and less 
availability of credit. 

Moreover, increasing taxes, stock market erosion, tight credit, and similar fac-
tors could lead to reduced capital availability and declining business activity.   
While at present we are still in the mild recession circumstances, these other factors 
could quickly tip us toward either end of the downturn spectrum.  For now we can 

 expect increasing unemployment with contained inflation and low interest rates.  The drop in the stock market 
and value of other asset classes will require higher funding levels for both corporate and government pension 
funds.  For State and Local governments this will increase pressure for tax hikes.  For companies this will hurt 
margins.   

Whether we are headed for Recovery, Stagflation, or Depression, or all three over the next 15 months 
for that matter, is not clear.  What is clear is the need to take the potential alternatives into account in your 
planning and actions as conditions develop. 


