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The Challenges for U.S. Economic Policy 
· Overview of Current Economic Conditions 
 a.  Severe downturn followed by relatively weak recovery 
 b.  Even more protracted recovery in employment 
 c.   With so much excess capacity,  inflationary pressures remain minimal 
 
· Recovery Expected to Continue at Slow Pace 
  a.  Slow growth of labor income 
  b.  Withdrawal of fiscal stimulus  
  c.  Credit markets still tight, especially for small businesses 
  d.  Ongoing balance sheet adjustments by households and businesses 
  e.  Fiscal strains on state and local governments 
  f.  Continued weakness in residential housing and non-residential construction   
 
· Downside Risks to U.S. Growth 
 a.  Euro contagion? 
 b.  Too much global fiscal austerity too quickly? 
 
· U.S. Monetary Policy 
 a.  Short-term interest rates as low as they can go for the foreseeable future 
 b.  Federal Reserve taking extraordinary measures to hold down longer-term interest rates 
 
· U.S. Fiscal Policy 
  a.  Near term--some improvement as deficit declines some as the economy improves 
  b.  Structural deficits will persist 
  c.  Longer-term--aging population and rising excess health care costs ensure that, sans 
       reforms, the growth of public debt will increasingly outpace growth of U.S. income 
  d. Prospects for U.S. fiscal reforms depend largely on political  considerations 
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Overview of Current Economic Conditions 

 

·Severe downturn followed by relatively 
weak recovery 
 
·Even more protracted recovery in 

employment 
 
·With so much excess capacity,  inflationary 

pressures remain minimal 
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Deep Recession is Followed by Slow Recovery 
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Extraordinary Underperformance 
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Persistently High Unemployment 
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Extraordinarily High Long-Term Unemployment 
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Full Recovery in Employment is a Long Way Off 
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Inflationary Pressures Remain Minimal 
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Wage Growth is Lagging Behind Inflation 
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Recovery Expected to Continue at Slow Pace 

 
· Slow growth of labor income 
 
·Withdrawal of fiscal stimulus  
 
·Credit markets still tight, especially for small businesses 
 
·Ongoing balance sheet adjustments 
 
· Fiscal strains on state and local governments 
 
·Continued weakness in residential housing and non-

residential construction   
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U.S. Economic Recovery Since Mid-2009  
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Near-Term Outlook: Continued Slow Growth 
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Recovery Comparison: Final Sales 
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Recovery Comparison: Consumer Spending  
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Recent Income & Spending Growth 
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Household Wealth Still Recovering 
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Consumer Confidence Remains Low 
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