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 本周我们再来看看关系经济前景的两个最
基本问题。首先，为什么自 2007 年以来
美国的经济增长和就业市场会表现得如此
疲软？第二，决策者能怎么办？ 

 在最简单的层面上，我们对第一个问题的
回答是，美国经济的不同领域全都在试图
减少债务，实现财务盈余。但是作为一个
财务计算问题，私营领域盈余必须等同于
公共部门赤字（至少综合全球看来应是如
此）。如果政府决策者不接受这一点，同
时还试图减少预算赤字，那么结果将造成
总体需求不足。  

 我们对第二个问题的答案是，原则上来说
财政和货币政策都有助于经济，但二者都
有明显的局限性。在眼下许多美国人都在
努力缩减个人开支之际，很难说服公共部
门推高赤字是个好主意——即便我们认
为，这个想法确实是个好主意，尤其是在
结合更明确的长期财政重组计划的情况
下。 

 与此同时，货币政策的有效性取决于它能
否劝服私营领域维持较小的财务盈余，在
当前情况下或许作用有限。此外，考虑到
联邦基金利率维持在零的极低水平，美联
储在推动经济增长方面的选择当然已经是
所剩无几。 

 结论是，抑制总体需求增长的力量看上去
非常强大。决策者能提供一定缓冲，但实
际上很难抵消这些负面因素的整体影响。
因此，美国经济中期前景面临明确的下行
风险。 

前所未有的就业缺口 

 
 

  私营领域盈余抵消公共领域赤字 

 

重要信息披露见本报告最后部分 
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 This week we take another look at two of the 
most basic questions about the economic 
outlook.  First, why have US growth and 
employment been so weak since 2007?  And 
second, what can policymakers do about it? 

 At the simplest level, our answer to the first 
question is that the different sectors of the 
economy are collectively trying to reduce 
their debt burden and to run a financial 
surplus.  But as a matter of accounting, the 
private sector surplus must equal the public 
sector deficit (at least globally).  If 
government policymakers do not accept this 
and try to reduce the budget deficit, the 
result is a shortfall of aggregate demand. 

 Our answer to the second question is that 
both fiscal and monetary policy can help the 
economy in principle, but both are subject to 
significant limits.  At a time when many 
people are trying to cut back in their 
personal lives, it is difficult to persuade the 
public that driving up the deficit is a good 
idea—even though it actually is a good idea, 
in our view, especially if combined with a 
clearer plan for long-term consolidation.   

 Meanwhile, the effectiveness of monetary 
policy depends on its ability to persuade the 
private sector to run a smaller financial 
surplus, which may be limited in the current 
environment.  In addition, of course, the 
options for the Fed to boost growth have 
narrowed sharply with the funds rate near the 
“zero bound.” 

 The upshot is that the forces weighing on 
aggregate demand growth look formidable.  
Policymakers can provide some relief but, 
realistically, will find it hard to neutralize the 
headwinds altogether.  Thus, the risks to 
growth over the medium term tilt decidedly 
to the downside. 

 
An Unprecedented Jobs Shortfall 
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Private-Sector Surplus Offsets 
Public Sector Deficit 
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I. Why Is the Economy So Weak? What Can Policy Do?
This week we take another look at two of the most 
basic questions about the economic outlook in the 
context of a “financial balances” framework.  First, 
why have US growth and employment been so weak 
since 2007?  And second, what can policymakers do 
about it? 
 
Collective Retrenchment Depresses Growth 
Exhibit 1 illustrates the extent to which the recent 
recession and its aftermath have diverged from 
postwar experience by plotting the level of nonfarm 
payroll employment against prior postwar cycles, 
starting from the peak of the business cycle (i.e. the 
start of the recession).  Relative to the start of the 
recession, the level of employment payrolls is now 
about 8% lower than in the median cycle of the 1954-
1982 period.  Scaled to the current level of the labor 
force, this is a shortfall of roughly 10 million jobs. 
 
The size of this gap reflects two unusual features of 
the current cycle—an unusually deep recession and an 
unusually weak recovery.  This is in stark contrast to 
the “what goes down must come up” pattern predicted 
by many forecasters, at least until recently.1 
 
The sheer size of this gap suggests strongly that the 
cycle is fundamentally different from its postwar 
predecessors.  There are a number of alternative 
though not mutually exclusive ways of illustrating 
these differences.  But at the most basic level, we view 
the distinguishing feature of the current cycle as a 
collective attempt by the different sectors of the 
economy—households, firms, governments, and the 
rest of the world—to reduce their debt loads by 
pushing spending below income.  This does not mean 
that every sector is trying to run a surplus—as is well 
known, the US federal government is currently 
running a large deficit and planning to do so for many 
years.  But it means that those sectors that are running 
deficits are moving less aggressively than those that 
are running surpluses.  This implies a demand 
shortfall for the economy as a whole. 
 
To illustrate the reasoning, Exhibit 2 shows the 
financial balances—the differences between income 
and spending—of the three sectors of the economy, 
namely the private sector (households and firms), the 
public sector (federal, state, and local), and the rest of 
the world.  (The rest-of-the-world balance is simply 
the inverse of the current account balance, 
representing a capital inflow when the current account 
is in deficit.)  The financial balance is the difference 
between total income and total spending, and in 

                                                           
1 See “U vs. V: Let the Data Speak,” US Economics 

Analyst, 10/04, January 29, 2010. 

general equals a sector’s net lending to other sectors.  
Since the three sectors constitute a closed system, one 
sector’s borrowing must always be another sector’s 
lending.  Hence, the three sectoral balances must sum 
to zero: 
 
(1) private balance + public balance = CA balance. 
 
Exhibit 1 shows the current configuration of the three 
balances.  As of the first quarter of 2010, the private 
sector was running a 7% of GDP surplus, the public 
sector a 10% of GDP deficit, and the rest of the world 
a 3% of GDP surplus vis-à-vis the United States. 
 
 

Exhibit 1: An Unprecedented Jobs Shortfall
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Exhibit 2: Private Sector Surplus 
Offsets Public Sector Deficit 
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But while this equation must always hold ex post as a 
matter of accounting, it need not hold ex ante.  In 
other words, is quite possible for different sectors to 
pursue spending plans that are mutually inconsistent 
with one another, and such inconsistencies can keep 
aggregate demand away from the economy’s supply 
potential.  In general, if all sectors taken together aim 
to run a financial deficit—i.e. want to spend more than 
their expected income and want to finance the 
difference by borrowing—the economy will tend to 
overheat.  Conversely, if all sectors taken together aim 
to run a financial surplus—i.e. want to spend less than 
their expected income and use the difference to pay 
down debt—the economy will tend to operate below 
potential. 
 
We can illustrate this point using some simple 
assumptions.  First, we assume that the current 
account is fixed at a deficit of 3% of GDP.  This is a 
big simplification, but it does capture the fact that at 
least some of the factors causing a retrenchment in the 
United States are also causing a retrenchment in other 
countries that experienced a credit bubble. 
 
Second, we assume that the public is uncomfortable—
or Congress believes that the public is 
uncomfortable—whenever the general government 
deficit is above 7% of GDP.  While larger deficits are 
possible for short periods of time, Congress ultimately 
responds to them by cutting spending and/or raising 
taxes.  The precise number is obviously arbitrary, but 
we do believe that there is a level of government 
deficits beyond which the political demands for 
retrenchment become difficult to resist. 
 
These assumptions imply that the private sector 
cannot aim to run a financial surplus of more than 4% 
of GDP without sapping aggregate demand.  This is a 
serious problem because our analysis a few weeks ago 
concluded that the private sector may target a financial 
surplus of significantly more than 4% of GDP for the 
next few years in order to reduce its debt burden at an 
acceptable pace.2 
 
This point is illustrated in Exhibit 3.  The top panel 
shows the ratio of private sector debt to GDP, while 
the bottom panel plots the change in this ratio against 
the private sector financial balance.  The point to note 
is that large surpluses are likely to be necessary in 
order to bring the private debt/GDP ratio back to 
historically more normal levels.  In fact, even if we 
assume—highly optimistically—that the private 
debt/GDP ratio only needs to return to the upward-
sloping trend line seen since the 1950s over a five-
year period, the private sector balance may need to 
stay near the current 7% of GDP level for the next five 
                                                           
2 See “After the Private Sector Retrenchment,” US 

Economics Analyst, 10/23, June 11, 2010. 

years.  In fact, we believe it is likely that the private 
debt/GDP ratio will need to decline to a level well 
below the prior trendline, although the extent of this 
decline is difficult to estimate with any degree of 
confidence. 
 
So what happens if the private sector indeed wants to 
run a 7% of GDP surplus?  This means that on an ex 
ante basis, spending will fall short of (expected) 
income by 3% of GDP.  This demand shortfall saps 
production, and consequently the income from 
production.  As a result, private sector income is lower 
than expected, which pushes the private sector balance 
below 7% of GDP (i.e. to a “looser” position than 
desired by the private sector) unless there is a further 
downward adjustment in private sector spending.  
Moreover, lower private sector income implies lower 
tax revenues, which has a similar impact on the 
government balance and could trigger further austerity 
moves by Congress.  Ultimately, this adverse 

Exhibit 3: Balance Sheet Repair Keeps 
Private-Sector Financial Balance High 
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feedback loop doesn’t end until someone accepts a 
smaller surplus or a larger deficit.3 
 
The Response of Fiscal Policy… 
Let us suppose that we are in the situation outlined at 
the end of the previous section.  What can 
policymakers do? 
 
In the context of the financial balances framework, the 
most straightforward response is to boost aggregate 
demand by targeting a government deficit of at least 
10% of GDP—indeed, a bigger target would be better 
because a period of sharply above-trend growth would 
be highly desirable to fill in the economy’s large 
output gap. 
 
The main objection to such a policy is that higher 
public deficits raise the risks of a public debt crisis of 
confidence.  Our own view is that these risks have 
been exaggerated, at least in the case of the United 
States.  Public debt and especially public debt service 
are still at moderate levels, and the bond market is 
showing few signs of discomfort with the US fiscal 
outlook.  Moreover, as a practical matter it is in any 
case difficult to avoid large deficits as long as the 
private sector is retrenching and the current account is 
in deficit.  As already noted, this saps revenue growth.  
So it is better to accept the need for these deficits on 
an ex ante basis since, to a large extent, they will 
happen ex post anyway. 
 
Nevertheless, we do recognize the difficulty of 
implementing large-scale fiscal expansion over an 
extended period of time.  Even though we and many 
others have presented compelling (we think) evidence 
that last year’s fiscal stimulus package has helped the 
economy, polling evidence suggests that the public 
does not buy this; for example, in the most recent Pew 
Research poll, only about one-third of respondents 
thought that the stimulus package had “helped” the 
economy.  Evidently, it is difficult to persuade voters 
that running large-scale public deficits at a time when 
many are cutting back in their personal lives is a good 
idea.  If so, the idea that policymakers can offset 
whatever restraint is coming from private sector 
retrenchment by ramping up the fiscal stimulus may 
be sensible economically but unrealistic politically. 
 
One way to make meaningful near-term fiscal easing 
more acceptable might be to couple it with longer-
term fiscal tightening.  This would argue for a plan to 

                                                           
3 The ultimate adjustment could take different forms.  It 

may be that the public sector decides to accept a 
bigger deficit—i.e. more than 7% of GDP—by letting 
the “automatic stabilizers” work, it may be that the 
private sector slows down its balance sheet repair, or it 
may be that the foreign sector acts as a stabilizing 
force and the current account deficit declines. 

ease the near-term fiscal stance via extensions of 
unemployment insurance (again), aid to state 
governments, and the bulk of the 2001/2003 tax cuts 
(temporarily)—perhaps along with a payroll tax 
holiday—but couple this with legislation to slow the 
growth of spending and raise direct and indirect taxes 
3-5 years in the future.  Another (theoretical?) 
possibility is to make future tax hikes explicitly 
conditional on the cyclical position of the economy, 
perhaps simply measured by the level of the 
unemployment rate and/or inflation. 
 
…and of Monetary Policy 
If these options are out of reach and fiscal policy 
therefore remains too tight, the alternative is further 
Fed easing.  But even under normal circumstances—
that is, if the funds rate has not yet hit the zero 
bound—its impact in the simple financial balances 
framework described above is less direct than that of 
fiscal policy.  The main impact of monetary policy on 
ex ante financial balances is that lower interest rates 
and/or easier credit in some other form aim to entice 
the private sector to borrow a little more, or at least to 
stretch out its retrenchment out over a longer period.  
But when the channels of credit intermediation are 
impaired and the private sector has decided to reduce 
its debt loads, it may be difficult to make as much 
difference as normal via monetary policy. 
 
These difficulties are magnified in the current 
environment, where the funds rate is bounded at zero.  
Fed officials have managed to ease financial 
conditions by backstopping the financial system and 
purchasing mortgage-backed securities, and this has 
probably limited the extent of the private-sector 
retrenchment to some degree.  But our analysis 
suggests that the total impact has been only equivalent 
to a 70-basis-point cut in the federal funds rate target.4  
This small a change is unlikely to reverse a 
fundamental move toward financial restraint and 
balance sheet repair. 
 
So what else could the Fed do?  One option is “more 
of the same”—an even more explicit commitment to 
low rates, a further small cut in the interest rate on 
excess reserves (IOER), or additional asset purchases.  
However, while this would undoubtedly ease financial 
conditions a bit more, it is hard to believe that the 
impact would be very large unless the asset purchases 
were very aggressive. 
 
One potentially more powerful option is the adoption 
of a significantly higher inflation target, as suggested 
by a number of prominent academic 

                                                           
4 See “No Rush for the Exit,” Global Economics Paper 

No. 200, June 29, 2010. 
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macroeconomists.5  If such an announcement is 
credible, it could increase inflation expectations and 
reduce real interest rates.  This could lead the private 
sector to slow down its retrenchment—i.e. cut the ex 
ante private sector surplus—and thereby provide a 
boost to growth. 
 
However, one important reason for why Fed officials 
have not shown any signs that they are actively 
considering such a policy is that it risks increasing 
inflation risk premia as well as inflation expectations.  
While higher inflation expectations lower real interest 
rates—defined as nominal rates minus expected 
inflation—and are generally welcome at a time of 
significant deflation risks, a higher inflation risk 
premium would offset that by raising real interest rates 
and tightening financial conditions.  It is therefore not 
surprising that Fed officials have so far eschewed any 
discussion of a higher inflation target, although this 
could change as inflation declines further. 
 
Bottom Line 
The upshot of our discussion: given the forces of 
retrenchment and balance sheet repair, the risks to the 
growth of aggregate demand—as well as risk-free 
interest rates—over the medium term are tilted to the 
downside.  Policymakers can provide some relief, but 
realistically will find it hard to neutralize the 
headwinds altogether.  Thus, the risks to growth over 
the medium term are clearly tilted to the downside. 
 
Jan Hatzius 

                                                           
5 For the highest-profile example of such thinking, see 

Olivier Blanchard, Giovanni Dell’Ariccia, and Paolo 
Mauro, “Rethinking Macro Policy,” IMF Staff 
Position Note, February 12, 2010. 
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II. Forecast Highlights 
1. The recovery is slowing.  Fiscal stimulus 
(including its multiplier effects) and stabilization in 
inventories account for most, if not all, of the 3½% 
increase in real GDP that we estimate for the first year 
of recovery (since mid-2009).  These supports are now 
dissipating, as we had expected, and the continuation 
of recovery thus depends more heavily on the private 
sector, which faces several headwinds.  Among them: 
(a) weakness in labor income, reflecting the impact of 
high unemployment on wages and employers’ 
reluctance to rehire aggressively, (b) fiscal drag from 
the state and local sector, (c) large overhangs of 
vacant homes and unused industrial capacity, which 
limit the potential for major improvements in private-
sector investment, (d) limited credit availability from a 
financial sector that is still on the mend, and (e) a hit 
of uncertain size from the European crisis.  As a 
result, we expect growth to average 1½% at an annual 
rate in the second half of 2010.  While we expect 
reacceleration in 2011, risks tilt to the downside. 
 
2. We expect unemployment to remain range 
bound between 9½% and 10% through the end of 
2011.  So far the “jobless recovery” pattern of the 
1991-92 and 2001-03 recoveries has provided a better 
template for corporate hiring decisions than the more 
robust payroll rebounds of earlier cycles.  If this 
continues, as we expect, then net hiring will just 
barely absorb the influx into the labor force, and the 
jobless rate will drift sideways during this period.  
These comments abstract from the effects of federal 
hiring for the decennial census, which is now 
unwinding. 
 
3. Disinflation continues.  Under any reasonable 
economic scenario, the gap between actual and 
potential output —estimated at 6.5% of GDP as of 
year-end 2009 by the Congressional Budget Office—
will require years of above-trend growth to eliminate.  
Accordingly, we expect the core consumer inflation 
measures—already below the Federal Open Market 
Committee’s (FOMC’s) long-range central tendency 
ranges—to trend down further, falling close to 0% by 
late 2011. 
 
4. We expect no monetary tightening before 2012, 
and a resumption of asset purchases cannot be 
ruled out if recession risks rise significantly.  Talk 
of near-term monetary tightening has evaporated amid 
market jitters and emerging signs of potential slowing 
in US growth.  This makes sense given the high rate of 
unemployment and the low and declining rate of 
inflation.  In fact, Fed officials are reportedly thinking 
about whether renewed asset purchases might be 
necessary.  Such a move would probably require much 

more weakness than is now apparent, and it is 
therefore unlikely anytime soon.  
 
5. Treasury yields are likely to remain low.  The 
stress in financial markets has caused the yield on 10-
year Treasuries to overshoot our 3¼% forecast for the 
second half of 2010, as this yield traded briefly below 
3%.  The Treasury Department’s decision to reduce 
the supply of coupon securities has helped reinforce 
this trend.  Over the balance of 2010, we expect the 
10-year yield to fluctuate in a range around 3¼% as 
Treasuries continue to benefit from the safe-haven 
trade, subdued inflation, and slower US growth.  
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THE US ECONOMIC AND FINANCIAL OUTLOOK
(% change on previous period, annualized, except where noted)

2009 2010 2011 2010 2011
(f) (f) (f) Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

OUTPUT AND SPENDING
Real GDP 2.7 3.0 1.5 1.5 2.5 3.0 3.5 3.5
    Year-to-year change -2.4 2.8 2.5 2.4 3.4 3.2 2.2 2.1 2.1 2.6 3.1
  Consumer Expenditure -0.6 2.2 2.3 3.0 2.5 2.0 2.0 2.5 2.5 2.5 2.5
  Residential Fixed Investment -20.5 -0.2 8.4 -10.3 15.0 -10.0 0.0 10.0 15.0 20.0 20.0
  Business Fixed Investment -17.8 1.2 3.6 2.2 5.0 1.0 1.0 2.5 5.0 7.5 7.5
Industrial Production, Mfg -11.1 6.5 5.5 6.6 10.0 6.0 5.0 5.0 5.0 5.5 5.5

INFLATION
Consumer Price Index 1.5 -0.4 0.5 0.7 0.3 0.2 0.2 0.3
    Year-to-year change -0.3 1.5 0.3 2.4 1.8 1.0 0.6 0.3 0.4 0.4 0.3
Core Indexes (% chg, yr/yr)
  CPI 1.7 0.9 0.2 1.3 1.0 0.8 0.4 0.5 0.2 0.1 0.0
  PCE* 1.5 1.1 0.4 1.4 1.2 1.1 0.8 0.7 0.5 0.3 0.3
Unit Labor Costs (% chg, yr/yr) -1.9 -1.7 0.6 -4.2 -2.9 -0.6 1.0 1.0 0.6 0.3 0.4

LABOR MARKET
Unemployment Rate (%) 9.3 9.7 9.8 9.7 9.7 9.6 9.8 9.9 9.9 9.8 9.7

FINANCIAL SECTOR
Federal Funds** (%) 0.12 0.15 0.15 0.16 0.18 0.15 0.15 0.15 0.15 0.15 0.15
3-Month LIBOR (%) 0.25 0.80 1.00 0.27 0.54 0.70 0.80 0.70 0.75 0.85 1.00
Treasury Yield Curve** (%)
  2-Year Note 0.87 0.75 1.50 0.96 0.72 0.75 0.75 0.90 1.00 1.25 1.50
  5-Year Note 2.34 2.00 3.00 2.43 2.00 2.00 2.00 2.25 2.50 2.75 3.00
  10-Year Note 3.59 3.25 4.00 3.73 3.20 3.25 3.25 3.50 3.50 3.75 4.00
Profits*** (% chg, yr/yr) -6.9 13.2 13.8 27.3 12.5 7.5 7.5 10.0 12.5 15.0 17.5
Federal Budget (FY, $ bn) -1,414 -1,575 -1,396 _ _ _ _ _ _ _ _ 

FOREIGN SECTOR
Current Account (% of GDP) -2.7 -2.8 -2.4 -3.0 -3.0 -2.7 -2.5 -2.5 -2.4 -2.4 -2.3
Exchange Rates
  Euro ($/€)** 1.46 1.15 1.25 1.36 1.22 1.15 1.15 1.20 1.25 1.25 1.25
  Yen (¥/$)** 90 94 98 91 91 92 94 96 98 98 98

* PCE = Personal consumption expenditures.  ** Denotes end of period.  *** Profits are after taxes as reported in the national income
 and product accounts (NIPA), adjusted to remove inventory profits and depreciation distortions.
NOTE: Published figures are in bold  
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US Calendar 
 

Issue No: 10/27 8 July 9, 2010 

Focus for the Week Ahead 

 Two Fed-related events are apt to underscore the emerging weakness in US economic growth.  Wednesday’s 
release of minutes to the June 22-23 FOMC meeting should include a downgrade in near-term growth estimates 
and may contain a discussion of renewed asset purchases (July 14).  Both topics will also come up in 
confirmation hearings for new Fed governors the next day (July 14, 15). 

 Another lackluster report on retail sales is “in store,” judging from a setback in auto sales and ho-hum retailers’ 
reports (July 14).  Meanwhile, we expect more signs of slowing in industrial activity (July 15).  

 More of the same for price indexes—energy prices pull headline indexes down, while core indexes edge up only 
modestly (July 15, 16). 

Economic Releases and Other Events 
  

  

  Time  Estimate  

Date  (EST) Indicator GS Consensus Last Report

Mon Jul 12  9:00 Richmond Fed Pres Lacker spks at opening of Fed exhibit    

   10:00 Bernanke gives welcome at Fed’s small business forum    

   17:15 Fed Gov Duke gives closing remarks at Fed’s forum    

Tue Jul 13  8:30 Trade Balance (May) -$38.5bn -$39.0bn -$40.3bn 

   14:00 Federal Budget Balance (Jun) -$69.0bn -$69.5bn -$135.9bn 

Wed Jul 14  8:30 Retail Sales (Jun) -0.5% -0.3% -1.2% 

     Ex Autos -0.1% Flat -1.1% 

   8:30 Import & Export Prices (Jun) n.a. -0.4% -0.6% 

   10:00 Business Inventories (May) n.a +0.3% +0.4% 

   14:00 Minutes of June 23 FOMC Meeting    

Thu Jul 15  8:30 Producer Price Index (Jun) +0.2% -0.1% -0.3% 

      Ex Food & Energy +0.1% +0.1% +0.2% 

   8:30 Initial Jobless Claims n.a. 447,000 454,000 

   8:30 Continuing Claims n.a. 4,500,000 4,413,000 

   8:30 Empire Manufacturing Survey (Jul) n.a. +18.00 +19.57 

   9:15 Industrial Production (Jun) -0.1% -0.1% +1.3% 

   9:15 Capacity Utilization (Jun) 74.1% 74.2% 74.1% 

   10:00 Philadelphia Fed Survey (Jul) 8.0 10.0 8.0 

   10:00 Senate Banking Committee hearing on Fed nominations     

   12:00 Deputy Tsy Secy Wolin spks at SIFMA Summit; NYC    

   19:15 Richmond Fed Pres Lacker spks to business leaders; VA    

Fri Jul 16  8:30 Consumer Price Index (Jun) +0.10% -0.1% -0.2% 

     Ex Food and Energy +0.09% +0.1% +0.1% 

     NSA Index 218.533 218.288 218.178 

   9:00 Net Long-Term TIC Data (May) n.a. n.a. +$83.0bn 

   9:55 Reuters/U. Mich Consumer Sentiment—Prel (Jul) n.a. 74.0 76.0 

       

       




