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Human behavior cannot be 
predicted. Distrust anyone 
who claims to know the 
future, however dimly. 

 
The Zurich Axioms 
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Expect the  

BEST 
 

Prepare for the 

WORST 

Normal, old and new 

• Globalization 

• Laissez faire banking 

• Debt-led consumption 

• Lesser role for gov’t 

• Risk of Deflation 

• US GDP growth > 3% 

• Modest tax burden 

• Protectionism 

• Dodd Frank et al. 

• Fear-based savings 

• Expanded gov’t role 

• High risk of Inflation 

• US GDP  ~ 2% 

• Higher tax-burden 

Mohamed El-Erian, Bill Gross, PIMCO, Spring 2009 
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Major economic uncertainties 

Eurozone issues: 
• Will Greece default? Will the Euro survive? Contagion’s impact? 

•  Are major banks solvent after writing down sovereign exposure? 

•  How insolvent are the PIIGS (Portugal, Italy, Ireland, Spain, Greece)? 

U.S. issues: 
• Double dip ahead? Political dysfunction in Washington, D.C. 

• Monetary policy: Out of ammunition? QE3? QE4? 

• Fiscal policy (debt, deficits): Unsustainable? What to do? 

China issues: 
• Export- and infrastructure-driven model at risk if rest of world slows. 

• Slowest growth in two years. Hard landing or soft? 

• Potential political instability as leadership changes in 2012. 

Copyright © 2011 Michael J. Parks 
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Wow, That’s Fantastic! 

Wow, That’s Frightening! 

• Default by Greece only a matter of time 

• Survival of the Euro in question 

• No one trusts big banks (especially other big banks) 

• Deposit money? It will cost you (Bank of NY Mellon) 

• Free money until mid-2013 (courtesy of Uncle Ben) 

• QE1, QE2, Operation Twist (to what effect?) 

• ‘Unlimited’ money-printing – by the Swiss! 

• In especially short supply: Safe havens for money 
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True or false? 

• Panic of 2008? Panic of 2008-’11? 

• Great Recession? 

• Great Disappointment? 

• Repressed/Contained Depression? 

• Second Great Contraction? 

• Lesser Depression? 

My answer: All of the above 
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Great Disappointment  
Post-recession % change in real U.S. output 

COPYRIGHT © 2011 MICHAEL J. PARKS Data: NBER, Bureau of Economic Analysis 

Recession: 12/73-3/75 

Start of recovery 

Great Recession:  

1/08-6/09 

Recession: 8/81-11/82 

Start of recovery Start of recovery 

Quarterly at annual rates 
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Average until 

Great Recession: 2.7
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Still short by 6.6 million 
U.S. payroll employment since Great Recession's start 

Data: Bureau of Labor Statistics  Copyright © 2011 Michael J. Parks 
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U.S. payroll employment change monthly 

125K needed to reduce unemployment 
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Fodder for 2012

U.S. unemployment rates, %
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Let's sit this one out
U.S. labor-force participation, lowest since the mid-1980s
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Look familiar? 
Yields on 10-year government bonds 
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Painful for savers . . . and pension trustees 

U.S. interest rates 
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New U.S. orders for non-defense capital goods 
(excluding aircraft) 
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Risky business 

Volatility of the S&P 500 (VIX) 
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Corporate profits as % of GDP 

Corporations? Doing fine, thanks 

Average since 1980: 6.0% 
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Highly cyclical: making stuff 

Employment trends in the Evergreen State from 2003 

JAN 2003=100 

Data:  Washington Employment Security Dept. Copyright © 2011 Michael J. Parks  
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Data: Federal Reserve Bank of Philadelphia COPYRIGHT © 2011 MICHAEL J. PARKS  
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Direct employment, Boeing and suppliers; highest level since the 1990s 
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Just off a new high for software publishing employment 
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Data:  Washington Employment Security Dept. Copyright © 2011 Michael J. Parks  
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Risks for Washington 

• Global recession or depression 

• Sharp rise in value of $ 

• Sharp rise in interest rates (to defend $?) 

• Rapid deceleration of China’s economy 

• IAM strike in 2012 

• Deterioration of educational system 

• Insufficient infrastructure investment 

COPYRIGHT © 2011 MICHAEL J. PARKS  

Advantages for Washington 

• Weak dollar 

• Export orientation 

• Multi-year Boeing backlog 

• Broad and growing technology sector 

• Above-average population growth 

• Diversified agricultural sector 

• No income tax 

COPYRIGHT © 2011 MICHAEL J. PARKS  
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