
Economic Crisis of 2008-2009Economic Crisis of 2008-2009
● Worst recession since Great Depression

E t t 8 9% i 4th t

● Worst recession since Great Depression

Econom contracts 8 9% in 4th q arter● Economy contracts 8.9% in 4th quarter
of 2008

● Economy contracts 8.9% in 4th quarter
of 2008

● 800,000 jobs lost in January 2009 alone, 
unemployment surging

● 800,000 jobs lost in January 2009 alone, 
unemployment surging

● Housing market crisis ripples through 
economy – homebuilding and sales

● Housing market crisis ripples through 
economy – homebuilding and sales economy homebuilding and sales 
plummet, record foreclosures

● Financial market crisis threatens global

eco o y o ebu d g a d sa es
plummet, record foreclosures

● Financial market crisis threatens global● Financial market crisis threatens global 
economic collapse – lending frozen

● Financial market crisis threatens global 
economic collapse – lending frozen



Economic PerformanceEconomic Performance
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Following Severe Financial Crises, 
Economic Recoveries Are

Following Severe Financial Crises, 
Economic Recoveries AreEconomic Recoveries Are 

Shallower and Take Much Longer
Economic Recoveries Are 

Shallower and Take Much Longer

“Real per capita GDP growth rates are 
significantly lower during the decade 
“Real per capita GDP growth rates are 
significantly lower during the decade g y g
following severe financial crises.... In 
the ten-year window following severe 
fi i l i l

following severe financial crises.... In 
the ten-year window following severe 
fi i l i l t tfinancial crises, unemployment rates 
are significantly higher than in the 
d d th t d d th i i

financial crises, unemployment rates 
are significantly higher than in the 
decade that preceded the crisis ”

– Dr. Carmen M. Reinhart, Peter G. Peterson Institute for International 
Economics, and Dr. Vincent R. Reinhart, American Enterprise Institute (AEI)
National Bureau of Economic Research (NBER) Working Paper After the Fall

decade that preceded the crisis....decade that preceded the crisis....”
– Dr. Carmen M. Reinhart, Peter G. Peterson Institute for International 

Economics, and Dr. Vincent R. Reinhart, American Enterprise Institute (AEI)
National Bureau of Economic Research (NBER) Working Paper After the FallNational Bureau of Economic Research (NBER) Working Paper, After the Fall
September 2010
National Bureau of Economic Research (NBER) Working Paper, After the Fall
September 2010



Economists Blinder and Zandi on 
Federal Government Response to 
Economists Blinder and Zandi on 
Federal Government Response to 

“We find that its effects on real GDP jobs and

p
Financial Crisis and Recession

p
Financial Crisis and Recession

“We find that its effects on real GDP jobs andWe find that its effects on real GDP, jobs, and 
inflation are huge, and probably averted what 
could have been called Great Depression 2.0.

We find that its effects on real GDP, jobs, and 
inflation are huge, and probably averted what 
could have been called Great Depression 2.0.
“...When all is said and done, the financial and 
fiscal policies will have cost taxpayers a 
substantial sum but not nearly as much as

“...When all is said and done, the financial and 
fiscal policies will have cost taxpayers a 
substantial sum but not nearly as much assubstantial sum, but not nearly as much as 
most had feared and not nearly as much as if 
policymakers had not acted at all. If the 

substantial sum, but not nearly as much as 
most had feared and not nearly as much as if 
policymakers had not acted at all. If the 

h i li d hcomprehensive policy responses saved the 
economy from another depression, as we 
estimate, they were well worth their cost.”

comprehensive policy responses saved the 
economy from another depression, as we 
estimate, they were well worth their cost.”, y

‒ Alan S. Blinder and Mark Zandi
How the Great Recession Was Brought to an End
July 27, 2010

, y
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Positive Signs for U.S. EconomyPositive Signs for U.S. Economy
● 27 consecutive months of private-sector

job growth
● 27 consecutive months of private-sector

job growthjob growth

● 11 consecutive quarters of real GDP growth 

job growth

● 11 consecutive quarters of real GDP growth 

● Unemployment rate down from 2009 peak

● Manufacturing has expanded for 34

● Unemployment rate down from 2009 peak

● Manufacturing has expanded for 34● Manufacturing has expanded for 34 
consecutive months 

● Manufacturing has expanded for 34 
consecutive months 

● U.S. auto manufacturers returning to 
profitability

● U.S. auto manufacturers returning to 
profitability

● State revenues showing signs of improvement● State revenues showing signs of improvement



Source: BEA, EuroStat, U.K. ONS, Cabinet Office of JapanSource: BEA, EuroStat, U.K. ONS, Cabinet Office of Japan
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What’s Holding Back U.S. Economy 
From Stronger Recovery

What’s Holding Back U.S. Economy 
From Stronger RecoveryFrom Stronger Recovery

● European debt / financial crisis throws● European debt / financial crisis throws

From Stronger Recovery
European debt / financial crisis throws
cloud over global markets

● Iran / Middle East situation threatens to

European debt / financial crisis throws
cloud over global markets

● Iran / Middle East situation threatens to● Iran / Middle East situation threatens to
disrupt oil supplies

● Iran / Middle East situation threatens to
disrupt oil supplies

F d l l l b k● Federal, state, local government cutbacks 
create economic drag

● Federal, state, local government cutbacks 
create economic drag

● Political deadlock on fiscal issues creates 
uncertainty ‒ threat from “Fiscal Cliff”

● Political deadlock on fiscal issues creates 
uncertainty ‒ threat from “Fiscal Cliff”

● Housing market continues to pose threat● Housing market continues to pose threat





Source: BLS, SBCSource: BLS, SBC
Note:  Monthly non-Census payrolls, seasonally-adjusted.Note:  Monthly non-Census payrolls, seasonally-adjusted.
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Economist Prakken 
L k f D d

Economist Prakken 
on Lack of Demandon Lack of Demand

“The number one problem that

on Lack of Demand
“The number one problem that“The number one problem that“The number one problem that 
[small businesses] say they have 
t d l ith i ht i l k f

“The number one problem that “The number one problem that 
[small businesses] say they have [small businesses] say they have 
t d l ith i ht i l k ft d l ith i ht i l k fto deal with right now is lack of 
demand. They do not say access 
to deal with right now is lack of to deal with right now is lack of 
demand.demand. They do not say access They do not say access y y
to capital. They do not say burden 
of regulation.... They say their

y yy y
to capital.to capital. They do not say burden They do not say burden 
of regulation....of regulation.... They say theirThey say their

– Dr. Joel Prakken, Chairman, 

of regulation.... They say their 
order books are thin.”
of regulation....of regulation.... They say their They say their 
order books are thinorder books are thin.”.”

–– DrDr. Joel Prakken, Chairman, . Joel Prakken, Chairman, , ,
Macroeconomic Advisers

Testimony before Senate Budget Committee
January 26, 2012

, ,, ,
Macroeconomic Macroeconomic AdvisersAdvisers

Testimony Testimony before Senate Budget Committeebefore Senate Budget Committee
January January 26, 201226, 2012



U.S. Infrastructure Investment 
Falling Behind Global Competitors

U.S. Infrastructure Investment 
Falling Behind Global Competitorsg p
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Budget Control Act Represents 
Largest Deficit Reduction

Budget Control Act Represents 
Largest Deficit ReductionLargest Deficit Reduction 
Package in U.S. History

Largest Deficit Reduction 
Package in U.S. History

++$900 B $1.2 T $2.1 T
Di i S T l==$900 B $1.2 T $2.1 T
Di ti S t T t lDiscretionary Sequester Total

Savings Savings
Discretionary Sequester Total

Savings Savings



U.S. Borrowing AlmostU.S. Borrowing Almost
40 Cents of Every Dollar

It Spends
40 Cents of Every Dollar

It SpendsIt SpendsIt Spends



Gross Debt as % of GDP Under 
CBO Alternative Fiscal Scenario
Gross Debt as % of GDP Under 
CBO Alternative Fiscal Scenario
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Economists Reinhart and Rogoff 
on Danger of Gross Debt Above
Economists Reinhart and Rogoff 
on Danger of Gross Debt Aboveon Danger of Gross Debt Above

90 Percent of GDP Threshold
on Danger of Gross Debt Above

90 Percent of GDP Threshold
“W i th i f 44 t i“W i th i f 44 t i“We examine the experience of 44 countries 
spanning up to two centuries of data on 

t l t d bt i fl ti d

“We examine the experience of 44 countries 
spanning up to two centuries of data on 

t l t d bt i fl ti dcentral government debt, inflation and 
growth. Our main finding is that across
both advanced countries and emerging

central government debt, inflation and 
growth. Our main finding is that across
both advanced countries and emergingboth advanced countries and emerging 
markets, high debt / GDP levels (90 percent 
and above) are associated with notably

both advanced countries and emerging 
markets, high debt / GDP levels (90 percent 
and above) are associated with notablyand above) are associated with notably 
lower growth outcomes.”
and above) are associated with notably 
lower growth outcomes.”

– Carmen M. Reinhart and Kenneth S. Rogoff– Carmen M. Reinhart and Kenneth S. RogoffCarmen M. Reinhart and Kenneth S. Rogoff
“Growth in a Time of Debt,” American 

Economic Review: Papers & Proceedings
May 2010

g
“Growth in a Time of Debt,” American 

Economic Review: Papers & Proceedings
May 2010
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Spending and Revenues
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Budget Control ActBudget Control Act
Drops DiscretionaryDrops Discretionary

Spending to Historic LowSpending to Historic Low

Source:  OMB, SBCSource:  OMB, SBC
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Source:  CBOSource:  CBO
Note:  2012-2050 data from CBO Long-Term Budget Outlook,Note:  2012-2050 data from CBO Long-Term Budget Outlook,
June 2012.  CBO alternative fiscal scenario.June 2012.  CBO alternative fiscal scenario.
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Source:  CBOSource:  CBO
Note:  2012-2050 data from CBO Long-Term Budget Outlook, June 2012.  CBONote:  2012-2050 data from CBO Long-Term Budget Outlook, June 2012.  CBO
alternative fiscal scenario; reflects gross spending on Medicare, Medicaid,alternative fiscal scenario; reflects gross spending on Medicare, Medicaid,
CHIP, and outlays for health insurance subsidies through exchanges.CHIP, and outlays for health insurance subsidies through exchanges.
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Source:  2012 Annual Report of the Social Security and Medicare Board of TrusteesSource:  2012 Annual Report of the Social Security and Medicare Board of Trustees
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Aging Population is Primary DriverAging Population is Primary Driver
of Medicare, Medicaid, andof Medicare, Medicaid, and

Social Security Cost GrowthSocial Security Cost Growth
(Percent of (Percent of GDP)GDP)
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Medicare Trustees Say 
Health Reform Reduced
Medicare Trustees Say 
Health Reform ReducedHealth Reform Reduced 

Long-Term Medicare Costs
Health Reform Reduced 

Long-Term Medicare Costs

“Projected Medicare costs over “Projected Medicare costs over j
75 years are substantially lower 
than they otherwise would be 
75 years are substantially lower 
than they otherwise would be y
because of provisions in the ... 
‘Affordable Care Act’ or ACA ”

y
because of provisions in the ... 
‘Affordable Care Act’ or ACA.”Affordable Care Act  or ACA.Affordable Care Act  or ACA.

– Social Security and Medicare Board of Trustees
Summary of the 2012 Annual Reports
A il 2012

– Social Security and Medicare Board of Trustees
Summary of the 2012 Annual Reports
A il 2012April 2012April 2012



Medicare Trustees Project Medicare Trustees Project 
Reduction in Medicare CostsReduction in Medicare Costs

(percent)(percent)
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Last Five Times Budget in Surplus, 
Revenues Near 20% of GDP

Last Five Times Budget in Surplus, 
Revenues Near 20% of GDP
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The Need for Tax ReformThe Need for Tax Reform
● Tax code out-of-date, inefficient, hurting U.S. 

global competitiveness
● Tax code out-of-date, inefficient, hurting U.S. 

global competitiveness
● Complexity imposes significant burden on 

individuals and businesses
● Complexity imposes significant burden on 

individuals and businesses
● Expiring provisions create uncertainty and 

confusion
● Expiring provisions create uncertainty and 

confusion
● Hemorrhaging revenue to tax gap, tax havens, 

abusive shelters
● Hemorrhaging revenue to tax gap, tax havens, 

abusive shelters
● Need to restore fairness – current system 

contributing to growing income inequality
● Need to restore fairness – current system 

contributing to growing income inequality
● Long-term fiscal imbalance must be 

addressed – revenue must be part of solution
● Long-term fiscal imbalance must be 

addressed – revenue must be part of solution



Economist Feldstein on Need 
to Reduce Tax Expenditures
Economist Feldstein on Need 
to Reduce Tax Expendituresto Reduce Tax Expendituresto Reduce Tax Expenditures

“Cutting tax expenditures is really the best way to 
reduce government spending [E]liminating tax
“Cutting tax expenditures is really the best way to 
reduce government spending [E]liminating taxreduce government spending.... [E]liminating tax 
expenditures does not increase marginal tax rates or 
reduce the reward for saving, investment or risk-
t ki It ld l i ll i

reduce government spending.... [E]liminating tax 
expenditures does not increase marginal tax rates or 
reduce the reward for saving, investment or risk-
t ki It ld l i ll itaking. It would also increase overall economic 
efficiency by removing incentives that distort private 
spending decisions. And eliminating or

taking. It would also increase overall economic 
efficiency by removing incentives that distort private 
spending decisions. And eliminating orspending decisions. And eliminating or 
consolidating the large number of overlapping tax-
based subsidies would also greatly simplify tax 
filing In short cutting tax expenditures is not at all

spending decisions. And eliminating or 
consolidating the large number of overlapping tax-
based subsidies would also greatly simplify tax 
filing In short cutting tax expenditures is not at allfiling. In short, cutting tax expenditures is not at all 
like other ways of raising revenue.”

– Martin Feldstein
Professor of Economics at Harvard University

filing. In short, cutting tax expenditures is not at all 
like other ways of raising revenue.”

Professor of Economics at Harvard University
Chairman of Council of Economic Advisers under President Reagan
“The ‘Tax Expenditure’ Solution for Our National Debt,”

Wall Street Journal
July 20, 2010



Increase in After-Tax Income
from Tax Expenditures

Increase in After-Tax Income
from Tax Expenditures
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Five-Story Cayman Islands Building 
That 18,857 Companies Call Home



Public Supports Balanced 
Deficit Reduction Approach
Public Supports Balanced 

Deficit Reduction ApproachDeficit Reduction ApproachDeficit Reduction Approach

QUESTION: What is the best way to reduce 
the federal budget deficit?

QUESTION: What is the best way to reduce 
the federal budget deficit?g

ANSWER: Cut major programs 17%

g

ANSWER: Cut major programs 17%

Increase taxes 8%Increase taxes 8%

Combination of both 62%Combination of both 62%

Source:  Pew Research Center, November 9Source:  Pew Research Center, November 9--14, 201114, 2011





Overview of Fiscal Commission 
Budget Plan

Overview of Fiscal Commission 
Budget PlanBudget PlanBudget Plan

● $5.4 T in deficit reduction● $5.4 T in deficit reduction
● Lowers deficit to 1.4% of GDP in 2022
● Stabilizes gross debt by 2015
● Lowers deficit to 1.4% of GDP in 2022
● Stabilizes gross debt by 2015● Stabilizes gross debt by 2015
● Reduces discretionary spending to 4.8%

of GDP by 2022

● Stabilizes gross debt by 2015
● Reduces discretionary spending to 4.8%

of GDP by 2022of GDP by 2022
● Builds on health reform savings

of GDP by 2022
● Builds on health reform savings
● Calls for Social Security reform - savings to

be used only to extend solvency
● Calls for Social Security reform - savings to

be used only to extend solvency
● Includes fundamental tax reform that raises 

revenue
● Includes fundamental tax reform that raises 

revenue



Deficit as Percent of GDP Under 
Fiscal Commission Budget Plan
Deficit as Percent of GDP Under 
Fiscal Commission Budget Plan
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Gross Debt as Gross Debt as % of GDP Under % of GDP Under 
Fiscal Commission Budget PlanFiscal Commission Budget Plan
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