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Great Recession Time Line

Dec. 2007:  NBER Peak

Aug. 2007:  Countrywide almost 
defaults.  Fed drops discount rate ½ pp.

Sept. 7, 2008:  Take over of GSEs
Sept. 15, 2008:  Collapse of Lehman Bros.

2007 2008 2009

Feb. 2008: Economic Stimulus 
Act of 2008 ($152b)

Feb. 2009:  American Recovery and 
Reinvestment Act ($787b)

Jun. 2009:  NBER Trough

Oct. 2008:  TARP ($700b)

May 2009:  Stress Test results 
reported

March 2008:  Facilitated 
takeover of Bear Stearns



I.  RUN-UP TO THE GREAT RECESSION



The 2001 recession was the smallest since 1947.



Interest rates didn’t rise much before the 2001 recession.
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Tech bubble burst in early 2000.

NASDAQ  Composite Index
1994-2005



House prices rose dramatically in the mid-2000s.



What fueled the housing bubble?



Possible Effects of House Price Decline



TED Spread

Difference between the interest rates on 
short-term loans between banks (LIBOR) and 
short-term government debt (T-bills).

It is a measure of credit risk.



TED spread spiked in August 2007 and again in September 
and October 2008.



Residential Construction Spending
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Funds rate dropped from 5.25% to 3% between July 
2007 and February 2008.



II.  CRISIS IN THE FALL OF 2008





Initial fall in stock prices was larger in 2008-09 than in 
1929-30.

Stock Prices,1929 and 2008



GDP plummeted in the second half of 2008.

-10

-8

-6

-4

-2

0

2

4

6

20
06

-I 
20

06
-II

 
20

06
-II

I 
20

06
-IV

 
20

07
-I 

20
07

-II
 

20
07

-II
I 

20
07

-IV
 

20
08

-I 
20

08
-II

 
20

08
-II

I 
20

08
-IV

 
20

09
-I 

20
09

-II
 

20
09

-II
I 

20
09

-IV
 

20
10

-I 
20

10
-II

 
20

10
-II

I 
20

10
-IV

 
20

11
-I

20
11

-II
20

11
-II

I

GDP Growth



IP fell early in US; rest of the world followed quickly.





III.  THE BLEAK WINTER OF 2009



GDP continued to fall in early 2009.
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Okun’s Law

A shortfall of GDP growth from normal of 2 
percentage points is usually associated with a 
rise in the unemployment rate of about 1 
percentage point.



The rise in unemployment in 2009 and the fall in 2011 were 
unusually large, given the behavior of real GDP

Okun’s Law, 2000-2011



Core inflation slowed during the recession, but has not fallen as 
much as one might have expected, given high unemployment.

Core Inflation



More Policy Response

• Fiscal policy:  Recovery Act

• Monetary policy:  Quantitative easing

• Financial rescue:  Stress test



Worldwide Fiscal Stimulus
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IV.  SLOW RECOVERY IN THE U.S.
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If real GDP had grown at the average 
growth rate in other postwar recoveries



Home Vacancy Rate





Policy Lull after 2009

• Fiscal policy:  Recovery Act gradually runs 
down; a few pieces are extended.

• Monetary policy:  Funds rate kept low, but few 
additional moves to stimulate the economy.



V.  EUROPEAN DEBT CRISIS



Fiscal crisis in Europe began in April 2010.



Move to a common currency was completed in 2002.





Bond Spreads Relative To Germany 





Where are we headed?
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