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Are We Going To Have A Recession? 
 

 “Here’s what’s on its way: ‘recession’ is getting mentioned a lot more in the media these 
days.  Official recessions get declared well after they’ve already begun, as we know, but 
the acknowledgement is preceded by gradual movement in the public forum from ‘there’s 
no danger of a recession’ to ‘there’s the possibility of a recession’ to ‘there’s a recession 
in X region or Y sector’ to ‘we’re in a recession’ to ‘holy crap, will this recession ever 
end?’ - at which point the recession is already over.” 
 
- Anonymous Hedge Fund Manager 
 
 

 
 
 
 
 



    Top Gun Financial Planning 
       (www.topgunfp.com) 

If Not Recession, Then Shmashmession 
 

- “The war situation has developed not necesarily to Japan’s advantage” - Japanese 
Emperor Hirohito, August 14, 1945 

- “The economic situation has become distinctly less favorable since the time of our July 
report” - Federal Reserve Chairman, Ben Bernanke, testimony to Congress Wed-Thu 
(Feb 27-8) 

- “I don’t think we’re headed to recession, but no question we’re in a slowdown” – 
President Bush, Press Conference, Thursday February 28 

 

 
 
 
 

Source: Dan Gross, “The Unspeakable R Word”, Slate, March 1, 2008 
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The Boom and Bust Cycle 
 
- Throughout the 20th century, economies and stock markets have continuously gone 
through cycles of boom and bust 
 
- Examples: 1981-82, 1990, 2000-02 
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What Is The Cause of the Boom and Bust Cycle? 
 
- The Sunspot Theory (1870s, William Stanley Jevons) 
 
- Inherent To Capitalism (Karl Marx) 
 
- Psychology 
 
- Monetary Policy (Ludwig von Mises, The Theory Of Money And Credit (1912)) 
 
- Conclusion: Probably a combination of monetary and psychological forces 
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Greenspan and the Aftermath of the Tech Bubble 
 
- 1% Fed Funds Rate 
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The Housing Bubble 
 
- Artificially low mortgage rates = artificial demand 
 
- Unconventional mortgages: ARMs, Interest Only, Option Adjustable ARMs, Low 
Documentation 
 
- The Wall Street Mortgage Machine 
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The Housing Bust 
 

- Median Price Down More Than 30% in Sacramento ($253,000) and Placer ($360,500) 
Counties from August 2005 peak ($387,000, $525,000) 
 
- Sales volumes down approx. 30% 
 
- Foreclosures mounting: as many foreclosures (1782) as home sales (1815) in 
Sacramento area in January ’08 
 
- New Century Financial 
 
- Bear Stearns Hedge Funds: High Grade? 
 
- Merrill: $8 billion 3Q, $11.5 billion 4Q Writedowns 

 
- Citi: $18 billion 4Q Quarter Writedown 
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Ripple Effects 
 

- Wealth Effect 
 
- Job Losses 
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Housing Bust + Ripple Effects = Recession 
 
- “I’ve seen this movie before, and the ending of the movie always ends up in some form 
of recession” – Angelo Mozilo, CEO Countrywide Financial, August 23, 2007 
 
- Liquidation of malinvestment 
 
- Reallocation of capital and labor 
 
- Analogy to flu or drug addiction: it takes time to work through all the excesses, 
reallocated capital and labor and build a solid base from which to begin growing again 
 
 
 
 
 
 
 
 




