Connecting the Dots to Today's
Economy

North Carolina Economic
Developers Association
Annual Meeting

Atlantic Beach, NC

June 16th, 2009

Institute for Economic Competitiveness



Recession Has Arrived
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By Neil Irwin
Washington Post Staff Writer
Monday, ; 12:48 PM

It's official: The United States is in a recession -- and it started a year
ago.

The nation's economy peaked, and the recession began, in December
2007, the National Bureau of Economic Research announced today.

The group's Business Cycle Dating Committee, the semi-official
arbiter of these things, defines a recession as "a significant decline in
economic activity spread across the economy, lasting more than a few
months, normally visible in production, employment, real income, and
other indicators."
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1 ~@)— Genuine Old Weather Rock %;{_;

Place Unit Outside and Observe following | pam

1. If the Rock is WET - it's Raining! ‘ i
2. If the Rock is WHITE - It's Snowing! b
3. If the Rock is moving back and forth - it’s Windy! '
4. If the Rock is hard to see - it's Foggy

5. If the Rock is casting a shadow- it's Sunny

6
T

. Ifthe Rock is cold- it's cold out
. Ifthe Rock is warm- it's warm out

Your Old Weather Rock is Never Wrong

Ragisterad LU R Patent Office
Mo 1071484

Mapls Glan Enterprive, Endiootl HY 13760
Binids by CHIMA Undsr Liconss
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The Business Cycle
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No Two Business Cycles are the

Same...
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Recent Business Cycle Data

REFERENCE DATES

DURATION IN MONTHS

Peak

Trough

Contraction

Expansion

Quarterly dates are in parentheses

Peak to Trough

Previous trough
to this peak

December
1969(1V)

November 1970 (1V)

11

106

November
1973(1V)

March 1975 (I)

16

36

July 1980 (I11)

58

November 1982 (1V)

12

March 1991(1)

92

March 2001(1)

November 2001 (1V)

December
2007(1V)

??




Historical Business Cycle Data

REFERENCE DATES

DURATION IN MONTHS

Average, all cycles:

Contraction

Expansion

Peak to Trough

Previous
Trough to
Peak

1854-2001 (32 cycles)

17

38

1854-1919 (16 cycles)

22

27

1919-1945 (6 cycles)

18

35

1945-2001 (10 cycles)
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Circulatory System

Circulatory System,
Arterial and Venous
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The Heart - Key to Circulation
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Circular Flow of the Economy

FACTOR
MARKET

* Households sell
* Firms buy

BUSINESSES HOUSEHOLDS

+ Buy factors of + Sell factors of
production production
+ Sell products + Buy products

PRODUCT f
MARKET Go0d®

= Firms sell

+ Households buy , '-.,O{\
& | o
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Credit Markets - Key to
Economic Growth
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= Financial Market Sclerosis
= Develops into Credit Infarction

= Plunging Economy Deep into Recession

= Quadruple Policy Bypass Averts Worse

Fate
= Interest Rate Cuts/ Quantitative Stimulus
= Stimulus Package |
= T.A.R.P.
= Stimulus Package 11

= Rehabilitation Awaits
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w Remember Housing Hysteria
Cinema...
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Sooner

or later

a man who

wears two faces

forgets

which one

is real.
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was bad and
his stated

Income

exagperated.

Sooner

or later

a man who
WEArS twWo
faces t"'{)rl,r:_rlt_'.rs
which one

is real.
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THE

GRAPES OF WRATH
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DRAPES OF WRATH
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- HEADS UP. - —
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: IT WAS FUN
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YOUR MORTGAGE RATE IS GOING UP.
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PAUL HOGAN ELIJAH Wo0D

Instead of another boring summer,
he got the adventure of a lifetime.
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PAUL HOGAN  ELIJAH WOOD

He buys and sells real estate with a porpoise:
To get rich.
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Commodities Cinema
Presents...
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make

miracles.

| Loravs
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NOITE

SUBAN

MRANDON

Some people
make their own
miracles.
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Can commodity
markets save
the Fed?
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U.S. Forecast

= U.S. Still in a Severe Recession ®

= 18 months and counting...

k AA5E WM ™S
e o

R - i i
AR 9.2 %‘ﬁ‘: = The Recession is almost over ©

= Recession:

= Housing, credit freeze, turmoill In
financial markets and volatile energy
prices have created an environment
that is toxic for economic growth.
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U.S. Forecast
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= Short-run threat of inflation
subsided:

= Energy prices — bubble has burst

= Inflation gone, but not
forgotten

- stimulative fiscal

and monetary policies

= Once recovery takes root, prices could
rapidly rise
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U.S. Forecast
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= Fed has cut target interest rate to near

yASIgo
= Quantitative easing

= Another stimulus package - $800 billion

= Stimulus is a cocktail of drugs to fight the

recession
= Transfer Payments
= |nfrastructure
= Tax cuts

= Treasuries the latest bubble?
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U.S. Forecast
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®¥ = What will be the shape of the

recession and recovery?

= Alphabet soup:

= U-shaped, V-shaped, L-shaped or
maybe W-shaped?

= Sports equipment:

= Hockey stick?
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U.S. Economic Outlook

2nhd Quarter 2009 Forecast

Figure 1
The Shape of Recession and Recovery
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U.S. Economic Outlook
|IEC 2nd Quarter 2009 Forecast

2008 2008 2008 2009 2009 2009
Q2 Q3 Q4 Q1 Q2 Q3

Gross Domestic
Product 2.8 -0.5 -6.3 5.7 -2.6 0.4
% Chg, Annual Rate

Consumer Price Index
% Chg, Annual Rate 4.9 6.2 . -2.4 -0.4 0.2
Consumer Sentiment

Total Consumption
% Chg, Annual Rate
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Automobile and Light Truck Sales

(Millions Vehicles)
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Auto Sales
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Twin Deficlits
(Billions of Dollars)

U.S. Federal Budget Surplus
= CUrrent Account
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Total Nonfarm Payroll Employment

(Millions)
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Civilian Unemployment Rate

(%)
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Capital Continues to Flow
Into the U.S.

 Foreign countries have
purchased U.S. government
bonds at record levels.

e WIill this continue as the U.S.
runs deficits measured In the
trillions of dollars?

A return to crowding out?
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Foreign Ownership of US Treasury Bonds

Billions of Dollars
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Dec.
1984

Dec.
1989

Mar.
1994

Jun.
2005

Jun.
2006

Jun.
2008

Total

outstanding

1515

2392

2508

3093

3321

3621

Foreign-

owned

333

464

884

1599

1727

2211

Percent
foreign-

owned

Percent

foreign
official
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Diversifying and Growing Your
Regional Economy
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The Importance Of Diversification

Hard Lessons Learned in Portfolio
Allocation
= Stock Market Plunge

Hard Lessons Learned in Economic
Diversification
= Housing Bust

What is an economic developer to do?
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Diversifying and Growing Your
Regional Economy
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Serenity Prayer for Economic Development

Know your regions strengths and
WEELQERSEE
= Basic/Non-basic sectors

= (Location Quotients)

Diversification can occur but usually is a

glacial phenomena

= Returns to efforts may not be
Immediately apparent

The Power of Partnerships
= Orlando’s Medical City
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Sean M. Snaith, Ph.D.
Director

Institute for Economic Competitiveness

(407) 823-1453

Sean@SeanSnaith.com

WWW.IEC.UCF.EDU
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