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Historic Times

Unemployed = 9.4 percent, highest since 1983

Unemployed, discouraged, plus those looking for full-
time work = 16.4 percent.

Lost 5.4 million jobs in one year — largest number ever.

Lost 6.0 million jobs since the recession began in
December 2007

That’s more jobs than the US added since the Clinton-
era peak of December 2000.

Fastest rate of job loss since 1958.



A Lost Decade
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Employment down 3.9 percent over last

12 months
)

Monthly US Total Non-Farm Employment, %Change Yr/Yr
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Stock markets have fallen 40 percent

S&P 500 Index
% Change Since Peak
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37% of home equity — gone.

419% of stock value — gone.
-*

Selected Components of Household Sector Wealth
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“If something can’t continue forever,

it won't...”
e

Consumption/Household vs. Household Income
Percent Change since 1979 ($ 2007)

80%

70%

60% //

50% /AV

40% /

30% P I, Medi

/ / S— = Median HH Inc.

20% Mean HH Inc.
/v / /\/ —Consump./HH

10% A\ /

0%

Percent Change

-10%

-20%

-30%

1967 1970 1973 1976 1979 1982 1985 1988 1991 1994 1997 2000 2003 2006



Fueled by broken link between

. Eroduc’rivi’rz and standard of Iiving

Figure 1 Index of Productivity and Hourly Compensation of
Production and Non-supervisory Workers, 1959-2005
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Fueled by broken link between

. Eroduc’rivi’rz and standard of Iiving

Figure 2 Median Family Income and Productivity, 1947-2005
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Wealth Effect In Reverse

Consumers increase their savings rate from 1
percent of income to 5 percent

Consumer spending declines at a 3.8 percent
annual rate in 3Q 2008 and 4.3 percent in 4Q

Stopped declining in 1Q 2009, though growth was
a meager 1.5 percent.



Vigorous Federal Policy Response

$700 billion TARP
$787 billion ARRA
Fed Funds rate to near 0%

Numerous facilities and programs to increase
liquidity in credit markets,

TALF ($17)

Agency MBS($1.25T)

Long-term Treasuries ($300B)

Over $12 trillion committed, $3.4 trillion used



Financial markets recovering but still
under stress

TED Spread, 1987-2009
(LIBOR - 3-month Treasury Bill Rates)
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Can we afford it?¢ Aren’t we leaving

our children burdened by debit?
-*

Debt Owed, By Sector
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Two forecast scenarios . . .

U.S. GDP Forecast Scenarios
% Change at Annual Rates
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Monetary Policy forecasts
=

Federal Funds Rate Forecast
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KC and US Economic Output — Baseline
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KC and US Economic Output — Collapse
—

Economic Growth 2007-2010

KC GRP vs. U.S. GDP - Collapse Scenario
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KC Economic Indicators — Baseline
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KC Economic Indicators — Collapse
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KC Employment Change since 2008Q4

Employment
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KC Employment Change since 2008Q4
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Employment Change Since Feb 2001
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KC Employment Change by Industry —

Baseline

Change in Jobs by Industry - Baseline
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KC Employment Change by Industry —

Collapse

Change in Jobs by Industry - Collapse
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Conclusion

Collapse scenario: 4% chance. So why show it¢
So far, recession has always surprised on the downside

Its rate of improvement during the recovery may be the
more accurate

Also shows this is NOT the Great Depression
GDP: -25% vs. -3.4% to -5.5%
Unemployment rate: 25% vs. 10% to 14%

Policy Response
Fiscal: 1.5% of GDP vs 3% of GDP
Monetary: at least $7 trillion in commitments



Conclusion

But it is like the Depression in a few ways
World-wide

Spurred by collapse of asset values and resulting
financial crisis

Sharp increase in the demand for liquidity

But the problem is deeper than the lack of supply
of liquidity

Loans aren’t Sewers



Conclusion

The way out also constrained due to declining
growth of aggregate demand

De-leveraging implies spending can only grow as fast
as incomes

Little wealth to borrow against =2 lower demand to
borrow

More stringent lending requirements = lower
demand for borrowers

With unemployment expected to hit 10 percent,
incomes won’t be growing very fast anytime soon.



Position of consumption to be inverted

Consumption/Household vs. Household Income
Percent Change since 1979 ($ 2007)
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An income constrained standard of

living may affect corporate income too
-b

Figure 1 Index of Productivity and Hourly Compensation of
Production and Non-supervisory Workers, 1959-2005
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Conclusion

Declining growth in aggregate demand
Keynes

If consumers can’t spend, businesses won'’t invest
Banks can’t lend, even if they have lots of cash

Federal government is the only agent who can increase
spending in a down economy

Could wait, but why?

Woaiting tantamount to accepting the “Collapse” scenario

Similar to the path of the economy without the stimulus
package.

Stimulus necessary to put a floor on the recession

Depression Definition: When employment becomes a leading
indicator



Stimulus package

$787 billion American Recovery and Reinvestment Act
Purposes:

Immediate “jolt” to economy

Position the nation for longer term economic success

No earmarks: decision spread (federal agencies — e.g. environmental
programs; state agencies — e.g. social services)

Various forms: Tax cuts, State aid, Spending
loans, grants, reimbursements
Various time tables, but funds to be deployed quickly

Region needs to be organized to take advantage of opportunities

MARC facilitating /supporting committees, coalitions, and cooperative
approaches — focus on components most relevant to local governments



Programs

Early Learning /Social Services —
expand Head Start to 1,500 additional children/families;

support services for aging populations and those hardest hit by
economic downturn;

Woater, sewer, and Green Infrastructure —

water and sewer treatment projects; restore natural areas, build
trails, plant trees on public property;

Energy —

audits of public buildings and homes; installation of renewable
energy technology (solar) at public facilities;

Housing —

foreclosure assistance; homeless assistance; weatherization
programs (working with Community Development Corporations);



Programs

Health Information Exchange —

develop common platform for Electronic Medical Records

Public Health —

Coordinated chronic disease prevention program focused on
smoking cessation, increased physical fitness and healthy nutrition;

Workforce —
Green workforce development program
Tactical Law Enforcement Wireless Communication Program —

pilot project to connect 911 answer points to a wireless microwave
radio system

Office of Justice Programs for State and Local Law
Enforcement Assistance —

achieve regional radio interoperability



Transportation

$47 billion nationally for transportation — 6% of total
package — roughly one year’s worth of funding — can do some
great things, but far short of needs

Some funds to states; Suballocates funds directly to metros

$50 million available for local road projects in KC metro. Transit: $21M
for region;

Other programs — national competitive programs — in discussions

Use it or lose it provisions (states: 120 days; metros: 1 year; transit: 180
days) — goal to spend our funds and get others’

Continue to monitor state and federal agency efforts

Significant and extensive reporting and accountability
provisions



Goals

Success in taking advantage of ARRA

Spend money wisely — advance progress in the
region

Success in seeing economy rebound

Residual longer term benefits for community —

Turn expenditures into investments.


http://www.marc.org/recovery

