Wimpy Wimpy Recovery; or, When do Four Quarters Not Make You a Dollar?
Newly released economic data suggests that the recovery may be slowing down, so I went to the Bureau of Economic Analysis and retrieved economic growth data for nine post-war recessions.  I wanted to see why this recovery felt so pathetic.

I defined the trough as the last quarter with a negative growth rate.  I then averaged the growth rate of the four quarters (one year) going into the trough and the four quarters coming out of the trough.  The spread is the difference between the rate of decline and the rate of growth.  The largest budget deficit run during the listed time frame is given as a percentage of GDP.
Year


down  up
spread

Largest Budget Deficit
2008 Q3 - 2010 Q2
-4.1
3.0
 -1.1

10.6%
2000 Q4 - 2002 Q3
   .7
2.3
  1.6

1.5%
1990 Q2 - 1992 Q1
-1.0
2.6
  1.6

4.7%
1981 Q4 - 1983 Q3
-2.7
5.7
  3.0

6.0%
1974 Q2 - 1976 Q1
-2.3
6.2
  3.9

4.2%
1960 Q1 -1961 Q4
    .8
6.3
  5.5

 .65%
1957 Q2 -1959 Q1
-2.9
7.6
  4.7

1.7%
1953 Q2 - 1955 Q1
-1.9
6.3
  4.5

1.5%
1949 Q1 - 1950 Q4
-1.5
13.4
12.9

1.5%
A few things are worth noting.  The first is that 2009/2010 is the first postwar recession where the average year’s growth following the trough did not exceed the rate of decline going into the recession.  The second is that fiscal stimulus has been increasingly used to jump start the economy.  The third is that recoveries have been becoming less quick.
You don’t have to have Alzheimer’s to believe that this is the worst recovery in post-war history.  We are four quarters into recovery without climbing out of the previous year’s whole.  We still have a 9.5% unemployment rate and there are signs that the lackluster recovery may be slowing down.  Never was there a tortoise that, though slow and steady, could beat a hare while walking in the wrong direction.
I once had a conversation with a politician who claimed that the government was the source of all jobs.  If that is the case, why have recoveries gotten slower as budget deficits (as a percentage of GDP) have gotten larger?  Could it be that budget deficits stifle modern recoveries?  Why look for work when you can collect unemployment payments for almost two years?  We saw in the Great Depression that as people are hired into temporary stimulus jobs, they stop looking for private sector employment, thereby prolonging high unemployment.
Part of the problem is that the labor force is getting less dynamic as a larger percentage of people now work for or live off of the government.  Government employees are more likely to be unionized than their private sector counterparts.  They are harder to fire, and often get automatic pay raises even during bad economic times.

Government policy, via the FHA, Fannie Mae, and Freddie Mac, has encouraged people to take on bigger home mortgages than are responsible.  As a result, the labor force is having a hard time moving to where the jobs are because they are stuck in upside down houses.

There are two big things to learn here.  The first is that fiscal stimulus is a weak if not counterproductive tool.  It isn’t meant to help long term growth, but only to increase short term growth.  Yet, the bigger the stimulus gets, the slower the immediate recovery.

The second is that increasing the size and scope of government has served to slow down the dynamic self healing mechanisms in the economy.  This, in turn, has led to cries from some that we need even more stimulus and a larger government with even more control over the economy.  History tells us that’s a mistake.
A smaller government in size and scope will go a long way to unshackling the economy as the marketplace strives to regain traction.  More regulations, more intervention, and more stimuli will just prevent a hefty, hefty recovery.
