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Economic Recovery and the 
Expansion Beyond

Introduction
I’v e  b e e n  w ith  th e  F e d e ra l R eserv e fo r  m o re  th a n  2 6  y e a rs  now . At 

th e  risk o f re so rtin g  to  u n d e r s ta te m e n t , I can  say  w ith  c o n fid e n c e  

th a t  th is  p a s t  y e a r  has b e e n  u n lik e an y  o th e r . O ur ec o n o m y  has n o t 

e x p e r ie n c e d  a  sh o ck  o f su ch  in te n s ity  s in c e  th e  1 9 3 0 s . Even so , i t  is 

im p o r ta n t to  n o te  th a t  w h e n e v e r  o u r c o u n try  has fa c e d  ec o n o m ic  

ch a lle n g e s , i t  has alw ays o v e rc o m e  th e m  an d  has o f te n  e m e rg e d  

s tro n g e r  fo r  th e  s tru g g le .

T h e  p ain fu l e c o n o m ic  s to ry  b ein g  to ld  to d a y  is ty p ically  r e p o r te d  in 

th e  f in a n c ia l p ress  in b ro ad  s ta tis t ic s  - e m p lo y m e n t d a ta , fo re c lo s u re  

ta llie s , GDP d e c lin e s . But i t ’s a  s to ry  b eing  f e l t  by individual 

h o u seh o ld s an d  b u sin esses. H ere  in K entucky, you a re  fe e lin g  th e s e  

ch a lle n g e s , to o , e s p e c ia lly  in te rm s  o f y o u r u n e m p lo y m e n t ra te , 

w hich  has risen  to  n ea rly  10  p e rc e n t.

But m any o f us, w h e th e r  w e  h a p p e n  to  b e  b u sin e ssp e o p le  o r 

p o licy m ak ers, a r e  a lre a d y  th in k in g  bey o n d  th e  tro u b le s  o f to d a y  to  an 

ec o n o m ic  rec o v ery  an d  th e  ex p a n sio n  b ey o n d . In m y rem a rk s to d a y , I 

w ill b riefly  d e s c rib e  so m e fo rc e s  t h a t  w ill h e lp  pull o u r ec o n o m y  o u t 

o f its  s te e p  d e c lin e . T hen  I w ill d iscuss w hy se v e ra l lo n g -sta n d in g  

im b a la n c e s  w ith in  th e  ec o n o m y  w ill likely c a u s e  th e  rec o v ery  to  

p ro c e e d  slow ly. Finally, I w ill d iscuss so m e s tru c tu ra l  ch a n g es  in th e  

la b o r m a rk e t an d  th e  d riv ers  t h a t  w ill le a d  us ag ain  to  lo n g -term  

p ro sp e rity .

Of c o u rse , th e  v iew s I e x p re ss  to d a y  a re  m y ow n an d  do n o t 

n e c essarily  r e f le c t  th e  v iew s o f my co lle a g u e s  in th e  F e d e ra l R eserve 

S ystem .

I. Forces that Will Lead to Recovery
By now  w e  a re  all v ery  fa m ilia r  w ith  th e  d ru m b e a t o f n e g a tiv e  

ec o n o m ic  new s a s s o c ia te d  w ith  th is  d e e p  rec essio n  - th e  s te e p  

d e c lin e s  in o u tp u t  in th e  fo u rth  q u a r te r  o f la s t y e a r  an d  th e  f irs t 

q u a r te r  o f th is  y e a r , co u p le d  w ith  th e  loss o f 4  m illion p r iv a te -s e c to r  

jo b s  d u rin g  th e  p a s t six  m o n th s. And u n fo rtu n a te ly , w e  m ay h e a r  

m o re  d isc o n c e rtin g  new s o v er th e  co m in g  m o n th s. N ev e rth e le ss, 

th e r e  a re  s e v e ra l p o w erfu l fo rc e s  a t  w o rk  t h a t  w ill p u t th e  ec o n o m y  

b ack  on tra c k  fo r  reco v ery .

F irst am o n g  th e s e  fo rc e s  a r e  e x p a n sio n a ry  m o n e ta ry  an d  fiscal 

p o lic ies. On th e  m o n e ta ry  policy  sid e , th e  F e d e ra l R eserv e has b ee n  

a c tin g  ag g ressiv ely  fo r  w ell o v e r a  y e a r  now . W e b eg an  o u r 

s tim u la tiv e  m o n e ta ry  policy  by lo w erin g  o u r s h o r t- te rm  in te r e s t  r a te  

ta r g e t ,  an d  now  t h a t  r a te  s ta n d s  a t  p ra c tic a lly  z e ro . W e have 

c o n tin u e d  to  resp o n d  to  th e  f in an c ia l crisis an d  th e  rec essio n  th ro u g h
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a  v a r ie ty  o f in n o v a tiv e  p ro g ram s t h a t  h av e d ra m a tic a lly  e x p a n d e d  o u r 

b a la n c e  s h e e t .  T h ese  p ro g ram s a re  providing liq u id ity  to  th e  fin an c ia l 

sy ste m , o ffs e ttin g  so m e o f th e  d e le v e ra g in g  in th e  n o n b an k  fin an c ia l 

s e c to r , an d  im proving  th e  fu n ctio n in g  o f key c r e d i t  m a rk e ts . For 

e x a m p le , th e  F e d e ra l R e serv e  is in th e  p ro cess o f p u rch asin g  up to  

$ 1 .2 5  trillio n  o f m o rtg a g e -b a c k e d  s e c u r itie s  from  g o v e rn m e n t- 

sp o n so red  e n te rp r is e s  by th e  e n d  o f th is  y e a r . S ince w e  an n o u n c ed  

o u r p lan s, th e  3 0 -y e a r  fix ed , co n v e n tio n a l m o rtg a g e  loan r a te  has 

fa lle n  c o n sid erab ly  - e v e n  th o u g h  m o rtg a g e  ra te s  h av e in c h ed  up a  b it 

in r e c e n t  w ee k s.

Fiscal policy  also  plays a  key ro le . T he A d m in is tra tio n  an d  Congress 

h av e e n a c te d  a  v ery  siz a b le  stim u lu s p a c k a g e  t h a t  w ill b o o st sp en d in g  

th ro u g h o u t th e  ec o n o m y . Much o f th e  sp e n d in g  on in f ra s tru c tu re  w ill 

begin  to  a p p e a r  th is  su m m er, b u t th e  stim u lu s bill has a lre a d y  h e lp e d  

c e r ta in  s ta te  an d  lo cal g o v ern m e n ts  avoid  im m e d ia te  c u tb a c k s  in 

p ro g ram s an d  se rv ic es .

T he se c o n d  fo rc e  is th e  m o d e ra tio n  in th e  c o n tra c tio n  o f th e  housing 

s e c to r . As w e a k  as th e  housing m a rk e ts  m ay s till a p p e a r  a t  th e  

m o m e n t, w e  know  t h a t  lo w er m o rtg a g e  in te r e s t  ra te s  can  help  

in c re a s e  th e  d e m a n d  fo r  housing. In a d d itio n , th e  A d m in is tra tio n  has 

la u n ch e d  e f fo rts  to  m ak e h o m e o w n ersh ip  m o re  a ffo rd a b le  fo r  f ir s t

tim e  b u y ers an d  to  h e lp  m illions o f d is tre s s e d  A m ericans c o p e  w ith  

b u rd e n so m e  m o rtg a g e  p ay m en ts  w ith o u t losing th e ir  h o m es. Low er 

m o rtg a g e  r a te s ,  lo w er h o m e p rice s , an d  ta x  in c e n tiv e s  a re  com bining  

to  e n c o u ra g e  an  a c tiv e  re a l e s t a t e  m a rk e t, w hich  sh o u ld  f u r th e r  slow  

th e  d o w n w ard  m o v e m e n t o f h o m e p rices. E xisting h o m e sa le s  have 

s ta b iliz e d  s in c e  O c to b e r, an d  th e  r a te  o f d e c lin e  has ta p e r e d  o ff  fo r 

n ew  sin g le-fa m ily  h o m e sa le s  o v e r th e  p a s t fe w  m o n th s. This is 

w e lc o m e  new s fo r  h o m e b u ild e rs , w ho w a tc h e d  n ew  housing s ta r ts  

re a c h  a  re c o rd  low  in April.

A th ird  fo rc e  w orking  to  le a d  us to  rec o v ery  is th e  re tu rn  o f s ta b ility  

an d  c o n fid e n c e  to  th e  f in a n c ia l s e c to r . U nderlying o u r c u r r e n t 

e c o n o m ic  p ro b lem s is a  co lla p s e  in o u r f in a n c ia l m a rk e ts . To grow , an 

ec o n o m y  n e e d s  a  w e ll-fu n c tio n in g  fin a n c ia l sy stem  th a t  ca n  help  

m ove c a p ita l  fro m  sa v ers  to  e n tre p re n e u r s  an d  b u sin e sse s. S tab ility  

an d  c o n fid e n c e  h av e to  b e  re s to re d  to  m ak e t h a t  h a p p e n . T h a t is 

w hy p o licy m ak ers a r e  try in g  to  b re a k  th e  rem ain in g  logjam  in th e  

fin a n c ia l m a rk e ts  an d  to  g e t  th e  c r e d i t  m a rk e ts  b ack  in good w orking 

o rd e r . C red it co n d itio n s  h av e c e r ta in ly  im p ro v ed  s in c e  la s t fa ll, and  

m o re  re c e n tly , banks h av e su ccessfu lly  ra ise d  la rg e  a m o u n ts  o f 

p r iv a te  c a p ita l , w hich  s e e m e d  im p o ssib le  ju s t  a  m o n th  o r  tw o  ago. 

This c a p ita l  w ill b e  av a ila b le  fo r  fu n d in g  re n e w e d  loan g ro w th  as th e  

ec o n o m y  im p ro v es.

A fin a l fo rc e  - o n e  t h a t  I s e e  in th is  room  to d a y  an d  th a t  is possibly 

th e  m o st im p o r ta n t in m oving us from  recessio n  to  rec o v ery  - is th e  

e n tre p re n e u r ia l  sp ir it  o f A m erican  b u sin ess. Econom ic re s e a rc h  show s 

th a t  m o st b u siness o w n ers r e a c t  to  h arsh  e c o n o m ic  tim e s  by c u ttin g  

la b o r an d  o p e ra tio n a l c o s ts , by n arro w in g  th e ir  fo cu s to  c o re  business 

a c tiv itie s , an d  by scalin g  b ack  on ex p a n sio n  p lan s. T hey g e t 

d e fe n siv e . T hey  d o n ’t  s e e k  o u t n ew  loans o r  lines o f c re d it .

But as tim e  p asses, so m e b o ld -m in d e d  b u siness o w n ers  begin  to  se e  

o p p o rtu n itie s  b ro u g h t on by r e tre n c h m e n t. T hey  m ove f irs t  an d  th e y  

m ove quickly, in v estin g  in R&D, lau n ch in g  ex p a n sio n  p lan s, an d  ev en  

s ta r t in g  n ew  e n te rp r is e s  fro m  s c ra tc h . R eco v eries a re  b u ilt on th e  

o p p o rtu n itie s  m a d e  av a ila b le  by recessio n s.

I h av e b e e n  h ea rin g  so m e s c a t te r e d  re p o rts  o f p ro g ress on new  

b u siness a c tiv ity  in m y discussions w ith  b u sin ess c o n ta c ts  la te ly , b u t I 

am  su re  t h a t  w e  w o u ld  a ll like to  h e a r  m any m o re  o f th e s e  re p o rts , 

all acro ss  th e  co u n try , so t h a t  w e  c a n  f e e l  m o re  c o n fid e n t th a t  w e 

a re  on a  c le a r  tra c k  to  rec o v ery . L et m e say  t h a t  i t  is alw ays a
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c h a lle n g e  to  p in p o in t w h en  th e  ec o n o m y  w ill tra n s itio n  from  

rec essio n  to  rec o v ery  an d  to  th e  ex p a n sio n  b ey o n d . It is e sp ec ia lly  

d iffic u lt to  fo re c a s t  in th is  c u r r e n t  e n v iro n m e n t b e c a u s e  o f th e  global 

n a tu re  o f th is  rec essio n  an d  b e c a u s e  o f th e  fin a n c ia l tu rm o il w e  have 

b e e n  fac in g  fo r  so long.

O ver th e  p a s t fe w  w ee k s, incom ing new s has b e e n  m ixed, an d  th e  

d a ta  w e  re c e iv e  a re  v o la tile  an d  s u b je c t  to  rev isio n . In my v iew , th e  

s te e p  d e c lin e  in o u r ec o n o m y  has b egun to  m o d e ra te , an d  I e x p e c t 

s a le s  an d  p ro d u ctio n  to  begin to  re c o v e r, a lth o u g h  g rad u ally , during  

th e  se co n d  h a lf  o f th e  y e a r . C u rren tly , a  lo t o f a t te n t io n  is fo cu se d  

on th e  d a te  w h en  th is  recessio n  w ill e n d , b u t n o t en o u g h  a t te n t io n  is 

bein g  p aid  to  how  m uch g ro u n d  w e  w ill h av e to  c o v e r b e fo re  w e 

re tu rn  to  o u r p re -re c e s s io n  le v e l o f e c o n o m ic  ac tiv ity .

II. Long-standing Imbalances within the 
Economy
O nce th e  rec essio n  e n d s , w e  m ay b e  te m p te d  to  h o p e  t h a t  th e  

ec o n o m y  w ill ta k e  o ff a t  a  fu ll g allo p , b u t t h a t  is n o t likely to  h ap p e n  

b e c a u s e  o f so m e lo n g -sta n d in g  im b a la n c e s  w ith in  o u r eco n o m y . 

A ddressing  th e s e  im b a la n c e s  m ay re s u lt  in a  s lo w er, le n g th ie r  

rec o v ery  p erio d , b u t doing so w ill in c re a s e  o u r a b ility  to  a c h ie v e  

su s ta in a b le  e c o n o m ic  g ro w th  o v e r th e  lo n g e r te rm .

O ne o f th e  m o st im p o r ta n t im b a la n c e s  is th e  o n e  th a t  c o n fro n ts  m any 

A m ericans w ho now  n e e d  to  reb u ild  th e ir  p erso n a l w e a lth . For m o st 

o f th e  p a s t d e c a d e , th e  U n ite d  S ta te s  has b e e n  a  n a tio n  o f s p e n d e rs , 

n o t sa v ers . D uring th e  ex p a n sio n a ry  p erio d  in th e  e a rly  p a r t  o f th e  

d e c a d e , savings ra te s  d ip p e d  dow n to w a rd  z e ro , b u t h o u seh o ld  

w e a lth  c o n tin u e d  to  grow  fo r  m any p e o p le  as a  re s u lt  o f th e  rising 

sto c k  m a rk e t an d  a p p re c ia tin g  h o m e v a lu e s. Of c o u rse , as is t r u e  fo r 

m o st th in g s t h a t  se e m  to o  good to  b e  tr u e ,  th a t  p a t te r n  c a m e  to  an 

a b ru p t h a lt  la s t y e a r . T h e  d o u b le  w h am m y  o f s to c k  an d  ho m e p rice  

d e c lin e s  c a u s e d  th e  n e t  w o rth  o f U.S. h o u seh o ld s to  d e c lin e  by a 

s ta g g e rin g  18  p e r c e n t  in 2 0 0 8 . As h o u seh o ld s h av e  b eg u n  to  re tre n c h , 

th e ir  savings r a te  has risen . T h e  p e rso n a l savings r a te  w as a  m e a g e r  

0 .6  p e r c e n t  in 2 0 0 7  an d  only  1 .8  p e r c e n t  la s t y e a r . In th e  f irs t  fo u r 

m o n th s o f th is  y e a r , th e  r a te  has a v e ra g e d  4 .7  p e rc e n t.

Sim ply p u t, m any p e o p le  to d a y  h av e  no ch o ic e  b u t to  sa v e . T hey  a re  

reb u ild in g  th e ir  p erso n a l b a la n c e  s h e e ts . And as p e o p le  co m e to  grips 

w ith  th e  f a c t  t h a t  th e ir  f in a n c e s  a r e  m o re  u n c e rta in  th a n  th e y  had 

e v e r  th o u g h t th e y  w o u ld  b e , th e y  a re  n o t likely to  re su m e  sp en d in g  

a t  th e  p a c e  th e y  o n c e  did. As a  re s u lt, w e  sh o u ld  n o t e x p e c t 

co n s u m e r sp e n d in g  to  re tu rn  to  th e  7 0  p e r c e n t  s h a re  o f GDP t h a t  it 

p o s te d  ju s t  b e fo re  th e  recessio n  b eg a n . This tra n s itio n  from  an 

en v iro n m e n t o f h ea d y  c o n su m p tio n  to  o n e  o f g r e a te r  savings p re s e n ts  

co n s id e ra b le  s h o r t- te rm  ch a lle n g e s . W e can  s e e  signs o f th o se  

ch a lle n g e s  all a ro u n d  us as c a r  d e a le rsh ip s  s h u t dow n an d  re ta ile rs  

p o s t d isa p p o in tin g  sa le s  fig u res. But a  h ig h e r savings r a te  also  has 

c e r ta in  a d v a n ta g e s  in th e  lo n g e r run . T h e  ec o n o m y  c a n  b e n e f it  

b e c a u s e  a  h ig h er savings r a te  c r e a te s  a  pool o f c a p ita l  th a t  co u ld  

fu n d  p ro d u c tiv e  in v e s tm e n ts , inclu d in g  th o s e  in n ew  in d u strie s . This, 

in tu rn , w ill b o o st f u tu re  in co m es.

As A m ericans fo cu s on reb u ild in g  th e ir  w e a lth , can  w e  rely  on 

in te rn a tio n a l m a rk e ts  to  m ak e up fo r  th is  slow dow n in d o m e stic  

co n s u m e r sp e n d in g ? U n fo rtu n a te ly , fe w  c o u n trie s  a re  b eing  sp a re d  

th e  e f fe c ts  o f th is  d o w n tu rn . T he In te rn a tio n a l M o n etary  Fund 

p re d ic ts  t h a t  th e  g lo b al ec o n o m y  w ill sh rin k  by 1 .3  p e r c e n t  in 2 0 0 9  - 

m arking  th e  f irs t  tim e  it  has c o n tra c te d  s in c e  W orld W ar II.

Even if w e  co u ld  c o u n t on in te rn a tio n a l m a rk e ts  fo r  h elp , th is  could  

n o t h a p p e n  o v e rn ig h t b e c a u s e  o f th e  se co n d  m a jo r  im b a la n c e  w ith in
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th e  U.S. ec o n o m y  - o u r m assive t r a d e  d e f ic it. For d e c a d e s , o u r n atio n  

has s tru g g le d  w ith  th is  p e r s is te n t tr a d e  im b a la n c e , w hich  re a c h e d  

n ew  h e ig h ts  as a  s h a re  o f GDP in la te  2 0 0 5 . G iven th e  w e a k e n e d  

s ta te  o f o u r tra d in g  p a r tn e rs , i t  is going to  b e  a  re a l c h a lle n g e  to  g e t 

t r a d e  flow s - b o th  im p o rts  an d  e x p o rts  - to  b o u n ce  b ack . During th e  

prev io u s ex p a n sio n , w e  w e re  im p o rtin g  m o re  an d  m o re  goods and 

se rv ic es  fro m  a b ro a d , an d  o u r e x p o rt g ro w th  fa ile d  to  k e e p  p a c e . 

Im ports h av e d e c lin e d  as a  re s u lt  o f o u r d o m e stic  rec essio n , b u t d u e 

to  th e  g lo b al n a tu re  o f th e  rec essio n , d e m a n d  fo r  o u r e x p o rts  has 

d e c lin e d  as w ell. Even so, if U.S. in te rn a tio n a l t r a d e  m oves to w a rd  a 

s ta te  o f g r e a te r  b a la n c e  o v e r th e  lo n g er te rm , w e  sh o u ld  ev e n tu a lly  

s e e  e x p o rts  reb o u n d  an d  g e n e r a te  n ew  jo b s .

T he th ird  im b a la n c e  w e  m u st a d d re ss  is o u r loom ing f e d e ra l  sp en d in g  

o b lig a tio n s . W hile th e  fisca l stim u lu s p ac k ag e  w as an  im p o rta n t 

re sp o n se  to  e x tra o rd in a ry  c irc u m s ta n c e s , i t  is n e ith e r  p o ssib le  nor 

d e s ira b le  fo r  such an  e le v a te d  lev el o f f e d e ra l  sp e n d in g  to  c o n tin u e  

in d e fin ite ly . O ur c o u n try  fa c e s  a  s u b s ta n tia l fisca l im b a la n c e  t h a t  w ill 

re q u ire  a  n u m b e r o f to u g h  fisca l policy  d ec isio n s. T he C ongressional 

B udget O ffice e s tim a te s  t h a t  o u r f e d e ra l  b u d g e t d e f ic it  w ill reach  

$ 1 .8  trillio n  th is  fisca l y e a r . To m ak e m a tte rs  w o rs e , M ed icare  and 

Social S ecu rity  a re  p r o je c te d  to  begin  im posing a d d itio n a l cash  d ra in s  

on th e  f e d e ra l  b u d g e t b eginning  as e a r ly  as e ig h t y e a rs  fro m  now  

u n d e r  c u r r e n t  p ro g ram  re q u ire m e n ts .

For y e a rs , w e  h av e  b e e n  a b le  to  f in a n c e  a  la rg e  s h a re  o f o u r b u d g e t 

d e fic its  w ith  re la tiv e ly  c h e a p  c a p ita l  from  a b ro a d , an d  fo r  y e a rs  th is 

has w o rk ed  to  o u r b e n e f it. But o u r c o u n try  sh o u ld  n o t reg a rd  

in te rn a tio n a l c a p ita l  m a rk e ts  as a  b o tto m le s s  w ell. As ac c e ss  to  this 

w ell b ec o m e s m o re  lim ite d , th e  c o s t o f fin an c in g  o u r fisca l d e fic its  

co u ld  rise.

It ta k e s  tim e  to  fo rg e  a  co n sen su s a ro u n d  n ew  fisca l p rio ritie s , so a 

lo t o f c a re fu l th o u g h t m u st go in to  d ec id in g  how  to  b e s t  m ove o u r 

b u d g e t to w a rd  b a la n c e  o v e r tim e . In th e  s h o r t  te rm , th e s e  s te p s  

m ig h t lim it th e  f e d e ra l  g o v e rn m e n t’s a b ility  to  c o n tr ib u te  d ire c tly  to  

e c o n o m ic  g ro w th . And in th e  lo n g er te rm , th e  b u d g e t d e fic its  o f 

to d a y  w ill n e e d  to  b e  o f fs e t  w ith  su rp lu se s  in b e t te r  tim es.

III. Labor Markets and Drivers of Long-term 
Prosperity
A n o th er rea so n  to  e x p e c t  a  s lo w er, m o re  p ro lo n g ed  rec o v ery  is th e  

s iz a b le  a d ju s tm e n t  o cc u rrin g  in o u r la b o r m a rk e ts . As you know , 

p e o p le  a re  co n tin u in g  to  lo se  jo b s  a t  a  s ig n ific an t p a c e  d u rin g  th is 

rec essio n , an d  u n fo rtu n a te ly  I b e lie v e  t h a t  th e  jo b le s s  r a te  is likely 

to  s ta y  e le v a te d  fo r  q u ite  so m e tim e .

O ur ec o n o m y  is ch an g in g . Many o f th e  jo b  losses w e  a re  e x p e rie n c in g  

a re  n o t ju s t  a  cy c lic al re sp o n se  to  w e a k  d e m a n d , b u t th e  re s u lt of 

s tru c tu ra l  sh ifts  also  u n d e r  w ay  in o u r eco n o m y . Som e s e c to rs  o f o u r 

ec o n o m y  w ill e m e rg e  s m a lle r  fro m  th is  rec essio n  an d  w ill fa c e  

lin g erin g  a d ju s tm e n ts . C o n sid er c o n s tru c tio n  e m p lo y m e n t, for 

e x a m p le . G iven th e  g lu t o f housing in m any m a rk e ts , i t  is h ard  to  

im ag in e  e m p lo y m e n t in th e  c o n s tru c tio n  in d u stry  m aking a  quick 

re tu rn  to  its  p e a k  lev els  o f 2 0 0 6 . Even w h en  th e  ec o n o m y  resu m e s a 

m o re  n o rm al g ro w th  r a te ,  m an y  la id -o ff  w o rk e rs  w ill n e e d  to  find 

jo b s  in n ew  b u siness s e c to rs  b e c a u s e  th e ir  fo rm e r  in d u stry  has sim ply 

b e c o m e  a  s m a lle r  p a r t  o f o u r eco n o m y .

This p a t te r n  is a lre a d y  e v id e n t in th e  u n e m p lo y m e n t s ta tis t ic s . Only 

12  p e r c e n t  o f c u rre n tly  u n em p lo y ed  w o rk e rs  e x p e c t  to  re tu rn  to  th e ir  

fo rm e r  e m p lo y e r, an d  a  n ew  B ureau o f L abor S ta tis tic s  su rv ey  show s 

th e  lo w est n u m b e r o f jo b  o p en in g s s e e n  s in c e  th e  d a ta  f irs t  b e c a m e  

av a ila b le  in D ec em b e r 2 0 0 0 .
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W e know  t h a t  th e  U.S. ec o n o m y  is o n e  o f th e  b e s t  in th e  w o rld  a t  r e 

in te g ra tin g  la id -o ff  w o rk e rs , b u t th e  re a lity  is t h a t  i t  ta k e s  a  long 

tim e  to  m a tc h  p e o p le  se ek in g  e m p lo y m e n t w ith  jo b s  in ex p an d in g  

in d u strie s . M any u n em p lo y ed  w o rk e rs  in se c to rs  like c o n s tru c tio n  o r 

f in a n c e , o r  in sp e c ific  in d u strie s  like a u to  m a n u fa c tu rin g , w ill n ee d  

to  a c q u ire  n ew  skills an d  tra in in g  to  e n t e r  fie ld s t h a t  w ill be 

ex p a n d in g  o n c e  th e  ec o n o m y  s ta r ts  to  re c o v e r. So i t  co u ld  ta k e  a  long 

tim e  b e fo re  th e  u n e m p lo y m e n t r a te  re tu rn s  to  lev els w e  th in k  o f as 

n o rm al, an d  w e  m ig h t ev e n  n e e d  to  rev is it o u r d e fin itio n  o f n o rm al.

O ver tim e , h o w ev e r, w e  a re  likely to  s e e  so m e lo n g -te rm  

p ro d u ctiv ity  b e n e f its . For e x a m p le , co n s id e r th e  e m p lo y m e n t ch an g es 

w e  h av e  s e e n  in K en tu ck y ’s m ining in d u stry . D esp ite  r e c e n t  gains, 

m ining e m p lo y m e n t is less th a n  h alf o f w h a t i t  w as in 1 9 8 2 , as new  

te c h n o lo g ie s  h av e ta k e n  o v e r so m e o f th e  w o rk  t h a t  w as o n c e  d o n e  

by h um an h an d s. T he d o w n sid e , o f c o u rse , is th a t  so m e w ell-p ay in g  

m ining jo b s  h av e b e e n  lo st. But ev e n  th o u g h  th e  m ines in K entucky 

d o n ’t  em p lo y  th e  n u m b e r o f p e o p le  th e y  o n c e  did, th e y  a re  now  run 

m o re  e ff ic ie n tly  an d  p ro d u ctiv e ly . At o n e  p o in t, th e  K entucky co al 

m ining in d u stry  m ig h t h av e  lo o k ed  e n d a n g e re d , y e t  c h a n g e s  in 

te ch n o lo g y  an d  b u siness p ra c tic e s  h av e  e n a b le d  it  to  b e c o m e  m o re 

c o m p e titiv e  an d  v ia b le . In th e  b ig g er p ic tu re , as so m e m ining jo b s 

d is a p p e a re d , jo b s  in o th e r  in d u strie s  e x p a n d e d . From 1 9 8 2  to  2 0 0 8 , 

K entucky’s to ta l  e m p lo y m e n t ro se  by 6 0  p e rc e n t.

M ark et fo rc e s  te n d  to  d ir e c t  re so u rc e s  to  w h e re v e r  th e y  a re  m o st 

p ro d u c tiv e . C a p ita l an d  c r e a tiv e  e n e rg y  - an d  e v e n tu a lly  jo b s  - flow  

to w a rd  th e  n ew  goods, se rv ic e s , an d  p ro c e sse s  t h a t  w ill d e liv er 

g r e a te r  v a lu e  th a n  th e  o ld  o n e s . In th e  long run, th is  s h if t  will 

in c re a s e  o u r ec o n o m ic  p ro d u ctiv ity , an d  I am  e n c o u ra g e d  by th e  

p o te n tia l  b e n e f its  th a t  w ill b ring  to  o u r p a r t  o f th e  co u n try .

So w h a t c a n  w e  do in th e  n e a r  te rm  w h ile  th e  p ain fu l a d ju s tm e n ts  

a re  tak in g  p la c e ?  I th in k  w e  n e e d  to  s e t  o u r sig h ts on tw o  key driv ers 

o f lo n g -te rm  p ro sp e rity  - e d u c a tio n  an d  in n o v atio n . E conom ists a t  th e  

F e d e ra l R eserv e Bank o f C lev elan d  h av e c o n d u c te d  re s e a rc h  show ing 

th a t  th e s e  tw o  fa c to rs  a re  e s s e n tia l d riv ers  o f s ta te  in c o m e g ro w th .

W e a re  co n tin u in g  to  b e n e f it  as a  n a tio n  fro m  s tro n g e r  e d u c a tio n a l 

a t ta in m e n t . T h a t is also tr u e  h e re  in K entucky, w h e re  you h av e  b een  

fo c u se d  on b o o stin g  e d u c a tio n a l a t ta in m e n t  fo r  so m e tim e . In th e  

p a s t 2 0  y e a rs , th e  s h a re  o f th e  p o p u la tio n  w ith  a t  le a s t  a  b a c h e lo r’s 

d e g re e  has in c re a s e d  n o tab ly .

R egarding in n o v atio n , th e  rec essio n  has n o t p u t a  d e n t  in o u r n a tio n ’s 

c re a tiv ity . W hile all so rts  o f c a p ita l  sp en d in g  a c tiv itie s  w e re  c u t  back, 

p a te n t  ap p lic a tio n s  th ro u g h o u t th e  c o u n try  a c tu a lly  ro se  in 2 0 0 8 . This 

c o n tin u e s  a  long u p w ard  tren d :  la s t y e a r , th e  U.S. p a te n t  o ffic e  

re c e iv e d  8 0  p e r c e n t  m o re  a p p lic a tio n s  th a n  it  d id in 1 9 98 .

O ur g r e a te s t  s tre n g th  fo r  th e  f u tu re  w ill b e  o u r a b ility  to  c r e a te  n ew  

te c h n o lo g ie s , to  e m b ra c e  c h a n g e , an d  to  rem ain  fle x ib le  am id 

evolving e c o n o m ic  co n d itio n s. A su s ta in a b le  g ro w th  s tr a te g y  m u st 

build  on o u r e x is tin g  s tre n g th s  - using th e  in d u stria l k n o w led g e and  

w o rk p la c e  skills fro m  o ld e r  in d u strie s  an d  ap p ly in g  th e m  to  n ew  task s 

an d  n ew  in d u strie s . In d ee d , re c o v e rie s  a re  b u ilt in no sm all p a r t  on 

th e  o p p o rtu n itie s  c r e a te d  by rec essio n s. In th e  w o rd s o f th e  g re a t 

A m erican p h ilo so p h er Em erson: “ O ur s tre n g th  grow s o u t o f o u r 

w e a k n e s s .”

Conclusion
I w o u ld  also a d d , in co n clu sio n , th a t  o u r s tre n g th s  o u tw eig h  o u r 

w e a k n e sse s . I h av e  ta lk e d  a b o u t th e  fo rc e s  I firm ly  b e lie v e  w ill lead  

us b ack  to  rec o v ery . T h ese  fo u r fo rc e s  e x p a n sio n a ry  m o n e ta ry  and  

fisca l p o lic ies, th e  s ta b iliz a tio n  o f th e  housing m a rk e t, th e  re tu rn  of
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c o n fid e n c e  to  th e  fin a n c ia l s e c to r , an d  ab o v e  all th e  e n tre p re n e u r ia l  

s p ir it  o f A m erican  b u siness - co lle c tiv e ly  build  a  s tro n g  fo u n d a tio n  for 

g ro w th .

Still, o u r ec o n o m y  has b e e n  c h a ra c te r iz e d  fo r  y e a rs  by stro n g  

im b a la n c e s  t h a t  w ill hold b ack  th e  p a c e  o f o u r rec o v ery . H ouseholds 

a re  now  saving  m o re , an d  w e  c a n n o t look to  th e  r e s t  o f th e  w o rld  to  

f in a n c e  so m uch o f o u r sp e n d in g . Sim ilarly, w e  c a n n o t e x p e c t  th e  

c u r r e n t  e le v a te d  lev el o f f e d e ra l  bo rro w in g  to  c o n tin u e  in d e fin ite ly . 

Finally, o u r la b o r m a rk e ts  a r e  u n d erg o in g  a  m a jo r  s tru c tu ra l  ch a n g e , 

w ith  m any reg io n s now  fin d in g  th e m se lv e s  b u rd e n e d  w ith  lo n g -te rm  

u n e m p lo y m e n t issues t h a t  w ill n o t b e  c o r r e c te d  quickly.

This e c o n o m ic  crisis has h e ig h te n e d  o u r a w a re n e ss  o f th e s e  

im b a la n c e s  an d  co m p e lle d  us to  re e x a m in e  th e m . I am  co n v in ced  

th a t  if w e  can  m ak e p ro g ress in ad d re ssin g  th e s e  im b a la n c e s, w e  w ill 

in c re a s e  o u r p ro sp e c ts  fo r  g r e a te r  p ro sp e rity  o v e r th e  lo n g e r te rm . 

T oday, in th is  b e a u tifu l s e ttin g , I th in k  w e  can  begin to  b e lie v e  in 

b e t te r  days a h e a d , n o t ju s t  b e c a u s e  w e ’re  h o p efu l o r  o p tim is tic , b u t 

b e c a u s e  o u r n a tio n  has m a d e  it  h ap p e n  b e fo re . This w ill b e  a  long 

jo u rn e y . But e d u c a tio n  an d  in n o v atio n  h av e h e lp e d  to  pull us th ro u g h  

so m e d iffic u lt tim e s  b e fo re , an d  I know  th a t  o u r c o lle c tiv e  en e rg y , 

im a g in a tio n , an d  a b ilitie s  w ill le a d  us on to  a  b a la n c e d  an d  h e a lth y  

e c o n o m ic  ex p a n sio n .
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