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Outlook 2010:
Welcome to the year of the scribe !

“The letter I would choose to describe the course of the 
recovery doesn’t exist in our alphabet, but if I were to 

describe it, it would look something like 
an “L” with a gradual upward tilt of the base”

Janet Yellen
President of the San Francisco Federal Reserve

November 10, 2009



A lion shape recovery?



Our Our viewview
((justjust the the numbersnumbers, no , no lettersletters):):

Real GDP to Real GDP to «« roarroar backback »»
3% to 43% to 4% in 2010 % in 2010 

and grow 2 to 2.5% after thatand grow 2 to 2.5% after that



And And yetyet the the yearyear
beganbegan veryvery badlybadly
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Credit was no longer available…
BAA less 10-year Treasury

Basis points

NBF Economy & Strategy (data from NBER)
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…75% of countries were in recession…

NBF Economy & Strategy(IMF, WEO April 2009. p.14))

% 146 countries
in recession in 2009 !
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1929-1933 :
drop of  86%

Market peak* = 100

…equities were down more than 50%
S&P 500: The 1930s vs. now

* septembre 1929, octobre 2007
Économie et stratégie FBN

1930 1931 1932 1933 1934



The media The media waswas
foreseeingforeseeing aa

repeatrepeat
performanceperformance……



«Those who cannot remember the 
past are condemned to repeat it »

Georges Santayana
(Writer-Philosopher 1863-1952)



LuckilyLuckily, central , central bankersbankers have a have a 
good good longlong--termterm memorymemory
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U.S.: A monetary easing for the record books …
Monetary base

NBF Economy & Strategy (data from Federal Reserve Bank of St. Louis)
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… combined with massive fiscal stimulus …
U.S. federal fiscal balance as % of GDP

%

Largest deficit
since World War II

NBF Economy & Strategy (historical data from OMB)
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… a normalization of credit markets …
Target fed funds rate vs. Libor

%

Libor
Fed funds

Commercial banks
refusing to lend

to each other
even overnight!

NBF Economy & Strategy (data from Federal Reserve Bank of St. Louis)
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Implied default rate: 70% plus
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No depression for the economy
U.S. unemployment rate and corporate profits as % of GDP

% of GDP %

Unemployment
rate (right scale)

Profits 
(left scale)

NBF Economy & Strategy (data from NBER and Global Insight)
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Equities no longer heading for Depression depths
S&P 500 index, 1930s and today

* September 1929, October 2007
NBF Economy & Strategy

1929-1933:
slide of 86%

* NBF target



NormalizationNormalization of of creditcredit
==

NormalizationNormalization of the of the economyeconomy
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International trade volume growing again

NBF Economy & Strategy (data from Netherlands CBP bureau of economic analysis)

% monthly change (3-month moving average)
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Asia: From recovery to expansion
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The U.S.:The U.S.:

WhatWhat’’s the story?s the story?
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The second longest recession in 80 years…
Longevity of U.S. recessions  since 1929

Mois

Average 1945-2001:
10 month
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…made worse by deleveraging
Household debt

Économie et stratégie FBN (données Federal Reserve par Global insight)
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U.S.: How high is the savings rate likely to go?
Personal savings rate

%
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The Canadian economy:

A regional and sector-specific
recession
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Canada: Job loss was less severe
Household employment
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The financial crisis did much less
damage on this side of the border
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Outlook for Outlook for interestinterest ratesrates
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Cost of aging dwarfs that of credit crisis
G-20 debt as a share of GDP

IMF (The State of Public Finances: Outlook and medium-term policies after the 2008 crisis)

Cost of credit crisis
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% distribution

Something else makes the USD the reserve currency

NBF Economy & Strategy (data via IMF and Wikipedia)
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Summary: Outlook 2010
• U.S.

– Respectable growth through 2010
– A double dip is unlikely
– Rate rises are on the radar screen

• Canada
– Cyclical recovery is now under way
– Canada is well-positioned to ride the 

global recovery but we need to take up 
the productivity challenge



Risk Factors

• A jobloss recovery
• Geopolitics (including protectionism)
• Commercial real estate
• Monetary policy falling behind (velocity of 

money)
• Exchange rate policies
• H1N1 (a pandemic)



Thank you for your attention!



The great scare of 1898

The perils of linear projections

Projection made at the time:

“By 1930, horse droppings will 
rise to Manhattan’s third-story 
windows”
First international urban planning 
conference, NY, 1898

The reality: 

By 1912, there were more 
automobiles than horses in NY

Horse population of NY: 160,000
By-products:
Manure deposits: 3.5 million pounds daily
Urine deposits:   40,000 gallons daily
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The wage bill did not deteriorate ! 
Economy-wide wage bill

NBF Economy & Strategy (data via Global Insight)


