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The looming recession of 2008The looming recession of 2008

A.A. SubSub--prime lending crisis, mortgageprime lending crisis, mortgage
crisis, credit crisis, and Fed policycrisis, credit crisis, and Fed policy
from 2004from 2004--0606

B.B. Oil prices in 2008Oil prices in 2008





1. Much of the world economy is still1. Much of the world economy is still
growing (China and India). In 2007, USgrowing (China and India). In 2007, US
grew about 2.0%. 2008 grew aboutgrew about 2.0%. 2008 grew about
1.1%.1.1%.

2. US Monetary policy is aggressive2. US Monetary policy is aggressive
(FF(FF≈≈0.25)0.25)

3. US Fiscal policy is aggressive3. US Fiscal policy is aggressive

4. Effect of the stimulus package4. Effect of the stimulus package



1. Bank lending tightness during 20091. Bank lending tightness during 2009

(capital needs; risk aversion)(capital needs; risk aversion)

2. Stock market plunge and stagnation2. Stock market plunge and stagnation

3. Business fixed investment was still strong3. Business fixed investment was still strong
in 2008 (except 4in 2008 (except 4thth qtr.); not in 2009qtr.); not in 2009

4. Dollar strengthening due to4. Dollar strengthening due to ““safesafe--havenhaven””
effect will hurt net exportseffect will hurt net exports



Real GDP = C + I + G + (XReal GDP = C + I + G + (X--IM)IM)

2008Q32008Q3 2008Q42008Q4 E2009H1E2009H1

ConsumptionConsumption --3.1%3.1% --4.34.3%% --2.5%2.5%

InvestmentInvestment --1.9%1.9% --20.820.8%% --1515%%

GovernmentGovernment 5.8%5.8% 1.61.6%% 5.0%5.0%

Net ExportsNet Exports 1.13%*1.13%* 0.5%*0.5%* 0%*0%*

Real GDPReal GDP --0.30.3 --6.26.2%% --3.53.5%%



2009:2009: --1.51.5% growth% growth

2010: 1.5% growth2010: 1.5% growth

2011: 32011: 3--4% growth4% growth




