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Getting There … 
Better Slow than Never 
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J.P. Morgan 

2 

Despite all the uncertainty ... 

Selected equity indexes (ratio to October 9, 2007 peak)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Dow Jones. Updated through September 11, 2012. 
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J.P. Morgan 

3 

A little chillier elsewhere this year ... 

Real GDP in selected regions (percent change from four quarters earlier) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: US Department of Commerce; JPMorgan Chase & Co. Updated through 2012 Q2. 
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J.P. Morgan 

4 

... but the march to higher global living standards goes on 

Real GDP per capita (2011 US dollars, PPP basis) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: US Department of Commerce; JPMorgan Chase & Co. Updated through 2012 Q1. 
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J.P. Morgan 

US per capita real GDP (percentage of the 2009 US real GDP per capita)                    (chained 2000 dollars) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce. Updated through 2011 Q4. 
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Warmer for the US ... 

Selected indicators of national economic activity (ratio to December 2007) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: Macroeconomic Advisers; US Dep. of Labor. Updated through July 2012 (GDP) and September 2012 (labor). 

6 

0.90

0.91

0.92

0.93

0.94

0.95

0.96

0.97

0.98

0.99

1.00

1.01

1.02

1.03

0.90

0.91

0.92

0.93

0.94

0.95

0.96

0.97

0.98

0.99

1.00

1.01

1.02

1.03

2007 2008 2009 2010 2011 2012 2013

Real GDP (shaded)

Workweek

HH employment
HH employment*

Nonfarm payrolls
ADP
Private NFP

Production hours
Private hours

mailto:JGLASSMAN@JPMORGAN.COM


    

 Ja
m

es
 G

la
ss

m
an

, J
P

M
o

rg
an

 C
h

as
e 

&
 C

o
. (

jg
la

ss
m

an
@

jp
m

o
rg

an
.c

o
m

; 
o

 2
12

-8
34

-5
09

3;
 o

 2
12

–2
70

–0
77

8;
 m

 6
09

-5
10

-3
72

3)
 

Economic Outlook Issues, Economic Forum, Wichita State University, Wichita, Kansas, October 11, 2012 

J.P. Morgan 

7 

... and Kansas 

Nonfarm employment (ratio to 2000 Q4 level) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Labor. Updated through August 2012 (Kansas) and September 2012 (US). 
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J.P. Morgan 

Europe Aims for More “Europe” 
 

(the crisis forces a new commitment to the project) 
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J.P. Morgan 

Slower is Safer for Developing Economies 
 

(Europe’s stall does for EM what its central bankers were unable to) 
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J.P. Morgan 

Bending the Curve on State Government Finances 
 

(what challenging times do) 

10 
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J.P. Morgan 

Federal “Entitlement” Spending Outlook 
 

(admitting there’s a problem is a big first step) 

11 
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J.P. Morgan 

Rising US Cyclical Tide 

12 
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J.P. Morgan 

US potential and real GDP (chained 2005 dollars) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: US Department of Commerce; Macroeconomic Advisers LLC. Updated through June 2012. 

Cyclical setbacks ... 
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... need (and eventually get) a spell of above-trend growth 

US real GDP (annualized percent change) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce. Updated through 2012 Q2. 
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J.P. Morgan 

The best news isn’t always on the front pages ... 

US real GDP (percent change from four quarters earlier) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce. Updated through 2012 Q2. 
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J.P. Morgan 

... and it’s reflected in the job trends 

Nonfarm payrolls (percent change from 12 months earlier) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Labor. Updated through September 2012. 
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(1) “Maximum employment” ... 

Those not working or “officially” unemployed (percent of the break-adjusted population) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Labor. Updated through September 2012. 
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J.P. Morgan 

... includes the ones we don’t see ... 

Those not working or “officially” unemployed (percent of the break-adjusted population) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Labor. Updated through September 2012. 
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J.P. Morgan 

... because the opportunity cost runs $1.2 trillion annually 

Those not working or “officially” unemployed (percent of the break-adjusted population) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Labor. Updated through September 2012. 
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J.P. Morgan 

PCE inflation (percent change from 12 months earlier) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce. Updated through August 2012. 

... and (2) 2% inflation 
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J.P. Morgan 

Federal funds rate and 10-year Treasury yield (percent)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Federal Reserve Board. Updated through June 6, 2012. 

(1) Monetary conditions are highly stimulative ... 
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J.P. Morgan 

Nominal and inflation-adjusted 10-year Treasury yield (percent)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Federal Reserve Board. Updated through September 7, 2012. 

... reflecting on traditional and non-traditional policies  
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J.P. Morgan 

Monetary base (billions of dollars)                                                                         M2 (billions of dollars) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Federal Reserve Board. Updated through April 2012. 

Don’t worry, the Fed isn’t “monetizing” debt 
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J.P. Morgan 

24 

“EM” is a new story 

Share of markets for US exports (percent of goods exports) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce; Updated through May 2012. 
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J.P. Morgan 

Home building boost (contribution in pct. pts. to US real GDP growth over the most recent four quarters) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce. Updated through 2012 Q2. 

The housing nightmare is passing ... 
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J.P. Morgan 

New housing starts (thousands at an annual rate) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce. Updated through August 2012. 

... because builders have cleared the glut ... 
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J.P. Morgan 

Household income and house prices (ratio to 1970) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: US Department of Commerce; CoreLogic. Updated through 2012 Q2 (income) and 2012 Q2 (house prices). 

... prices are reasonable again ... 
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J.P. Morgan 

Ratio of Loan Performance house prices to CPI rent and to income (1982 = 1.0) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: CoreLogic; US Dep. of Commerce; BLS. Updated through 2012 Q2 (vs. income) and August 2012 (vs. rents). 

... versus everything ... 
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... buyers have more options ... 

Allowable mortgage debt taking account of income and interest rates (ratio of debt to income allowed) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: JPMorgan Chase & Co.. Updated through 2012 Q2. 
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... all they need is a few more jobs 

Employment-to-population ratios by age cohort (normalized to December 2007) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Labor. Updated through September 2012. 
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J.P. Morgan 

After-tax GDP profits of all US businesses (percent of nominal Gross Domestic Income) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: NBER recession bars; US Department of Commerce. Updated through 2012 Q2. 

Business has a reason to look forward ... 
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J.P. Morgan 

Real business fixed investment (percent change from four quarters earlier) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: NBER recession bars; US Department of Commerce. Updated through 2012 Q2. 

... and is 
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J.P. Morgan 

Selected trade weighted US dollar indexes (March 1973 = 100) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Federal Reserve Board. Updated through August 2012. 

US manufacturing has the wind at its back ... 
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J.P. Morgan 

Factory payrolls (millions) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: NBER recession bars; Federal Reserve Board. Updated through September 2012. 

... and is hiring again 
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J.P. Morgan 

Prices of oil and natural gas, thermally-equivalent comparison (dollars per barrel) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Oil & Gas Journal. Updated through August 7, 2012. 

New energy reality begets new economic energy 
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J.P. Morgan 

Conclusion:  
 

“New Normals” Have No History ... Recoveries Do 

36 

mailto:JGLASSMAN@JPMORGAN.COM


    

 Ja
m

es
 G

la
ss

m
an

, J
P

M
o

rg
an

 C
h

as
e 

&
 C

o
. (

jg
la

ss
m

an
@

jp
m

o
rg

an
.c

o
m

; 
o

 2
12

-8
34

-5
09

3;
 o

 2
12

–2
70

–0
77

8;
 m

 6
09

-5
10

-3
72

3)
 

Economic Outlook Issues, Economic Forum, Wichita State University, Wichita, Kansas, October 11, 2012 

J.P. Morgan 

Unemployment rate (percent) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Labor. Updated through September 2012. 
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J.P. Morgan 

Special Focus 1. Europe Aims for More “Europe” 
 

(the crisis forces a new commitment to the project) 
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J.P. Morgan 

War casualties (annually)                                                                                        Cumulative war casualties  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: CIA. 

1) History’s scars form a powerful bond 

39 

0

50,000,000

100,000,000

150,000,000

200,000,000

0

10,000,000

20,000,000

30,000,000

40,000,000

50,000,000

60,000,000

1850 1860 1870 1880 1890 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000

Cumulative war casualties (right scale)

War casualties (left scale)

mailto:JGLASSMAN@JPMORGAN.COM


    

 Ja
m

es
 G

la
ss

m
an

, J
P

M
o

rg
an

 C
h

as
e 

&
 C

o
. (

jg
la

ss
m

an
@

jp
m

o
rg

an
.c

o
m

; 
o

 2
12

-8
34

-5
09

3;
 o

 2
12

–2
70

–0
77

8;
 m

 6
09

-5
10

-3
72

3)
 

Economic Outlook Issues, Economic Forum, Wichita State University, Wichita, Kansas, October 11, 2012 

J.P. Morgan 

Fiscal balance (percent of GDP)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Haver Analytics. 

2) Europe’s fiscal crisis is cyclical, not structural ... 
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J.P. Morgan 

US fiscal balance (percent of GDP)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Haver Analytics. 

... just like the US ... 
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J.P. Morgan 

Euro Area fiscal balances (percent of GDP)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Haver Analytics. 

... Why? Before the recession, only Greece was off course 
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Growing global competition (percentage of real global GDP)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: JPMorgan Chase & Co. 

3) United they stand, divided they are irrelevant 
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Special Issue 2: The Fiscal Cliff 
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 Spending Cuts Tax Increases 

   

Index AMT for inflation   $ 90 

Scheduled cuts in Medicare payments $ 20 

Expiration of 2001 tax cuts   $ 180 

Estate and gift taxes $ 5 

Reduced ARRA spending   $ 25 

Expiring 2010 tax act provisions   $ 95 

Tax increases in the health care law   $ 18 

Sequestration per BCA of 2011 $ 110 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: US Department of Commerce; JPMorgan Chase & Co.; various academic sources. Updated through 2011 Q4. 
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Accidental convergence 
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Special Issue 3. Red Herrings vs. Red Storms 
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Structural (not cyclical) deficits are the issue ... 

Cyclical and structural federal budget projections (percent of GDP) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: Congressional Budget Office. Updated through February 2012. 
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... healthcare reform not taxes the answer ... 
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Source: Congressional Budget Office. Updated through August 2011. 
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Special Issue 4. The Reinhart-Rogoff Myth 
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Aggregate debt (ratio to nominal GDP) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Federal Reserve Board. Updated through 2012 Q2. 
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Reinhart-Rogoff: it’s all about excessive leverage ... 
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Real GDP gap, actual less potential GDP (percent of potential GDP) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Federal Reserve Board. Updated through 2012 Q2. 
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... but debt service is historically low 

0.0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1.0

1.1

1.2

1.3

1.4

0

5

10

15

20

25

1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010

Financial obligations (left)

Debt service (left)

Household debt (right)

mailto:JGLASSMAN@JPMORGAN.COM


    

 Ja
m

es
 G

la
ss

m
an

, J
P

M
o

rg
an

 C
h

as
e 

&
 C

o
. (

jg
la

ss
m

an
@

jp
m

o
rg

an
.c

o
m

; 
o

 2
12

-8
34

-5
09

3;
 o

 2
12

–2
70

–0
77

8;
 m

 6
09

-5
10

-3
72

3)
 

Economic Outlook Issues, Economic Forum, Wichita State University, Wichita, Kansas, October 11, 2012 

J.P. Morgan 

Regulatory capital buffer of FDIC-insured institutions (ratio of Tier 1 capital to risk-weighted assets) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Federal Deposit Insurance Corporation. Updated through 2012 Q2. 
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Banks are better cushioned than ever 
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After-tax profits of the financial services sector (billions of dollars) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce. Updated through 2012 Q2. 
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The financial sector is extremely profitable ... 
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After-tax profits of the financial services sector (billions of dollars) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce. Updated through 2012 Q2. 
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... relative to all businesses ... 
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After-tax profits of the financial services sector (billions of dollars) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce. Updated through 2012 Q2. 
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... and relative to the size of GDP 
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PCE inflation (percent change from 12 months earlier) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: US Department of Commerce. Updated through August 2012. 

And low inflation is liberating 
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Low rates beget more “leverage” 

Allowable mortgage debt taking account of income and interest rates (ratio of debt to income allowed) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: JPMorgan Chase & Co.. Updated through 2012 Q2. 
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The material contained herein is intended as a general market commentary. Opinions expressed herein are those of James Glassman and may differ from those of other J.P. Morgan employees and affiliates.  This 

information in no way constitutes J.P. Morgan research and should not be treated as such. Further, the views expressed herein may differ from that contained in J.P. Morgan research reports. The above 

summary/prices/quotes/statistics have been obtained from sources deemed to be reliable, but we do not guarantee their accuracy or completeness. To the extent indices have been used in this presentation, please note 

that it is not possible to invest directly in an index. Projections or forecasts are shown for illustrative purposes only. Past performance is not a guarantee of future results. Not all investment ideas referenced are 

suitable for all investors. These recommendations may not be suitable for all investors. Speak with your J.P. Morgan representative concerning your personal situation. © 2012 JPMorgan Chase & Co. All rights reserved. 
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