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The End of American Optimism
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By MORTIMER ZUCKERMAN

Our brief national encounter with optimism is now well and truly over. We have had the greatest fiscal and
monetary stimulus in modern times. We have had a whole series of programs to pay people to buy cars, purchase
homes, pay off their mortgages, weatherize their homes, and install solar paneling on their roofs. Yet the
recovery remains feeble and the aftershocks of the post-bubble credit collapse are ongoing.

We are at least 2.5 million jobs short of getting back to the unemployment rate of under 8% promised by the
Obama administration. Concern grows that we are looking at a double-dip recession and hovering on the brink
of a destructive deflation. Things are bad enough for Federal Reserve Chairman Ben Bernanke to have
characterized the economic outlook late last month as "unusually uncertain."

Are we at the end of the post-World War II period of growth? Tons of money have been shoveled in to rescue
reckless banks and fill the huge hole in the economy, but nothing is working the way it normally had in all our
previous crises.

Rather, we are in what a number of economists are referring to as the "new normal." This is a much slower-
growing economy that, recent surveys have revealed, is causing many Americans to distance themselves from the
long-held assumption that their children will have it better than they.

What was thought to be normal in the context of post-World War II recoveries? One is that four quarters into the
recovery, real GDP would expand at an annual rate over 6%. We are coming out of the current recession at a
2.4% growth rate.

We did enjoy a GDP boost from a buildup of inventories anticipating a recovery at normal speed, but it didn't
happen. David Rosenberg, chief economist of Gluskin Sheff, regards it as "frightening" that whereas the
"normal" rate of increase in final sales is 4% annually, this time sales have averaged only 1.2%, the weakest
revival in recorded history.

At this point after the onset of a recession, employment payrolls have typically exceeded 700,000 jobs above the
previous peak. In this recession, we are still down roughly eight million jobs from the December 2007 peak. As
for consumer confidence, the Conference Board survey shows an average a full 20 points below the average lows
of previous recessions.



More
Another Threat to Economy: Boomers
Cutting Back

There seems to be a structural change in the American
economy. The relationship of household debt to income has
proven unsustainable. The ratio is normally established
somewhere below 100%, but in 2007 the debt ratio hit 131% of
income. It has now fallen to 122%, but at this pace it would take
another five years to bring it under 100%. The pre-bubble norm
was 70%. To get to this ratio again, debt would have to be
reduced by about $6 trillion.

In the meantime, we may well be looking at a vicious cycle of
defaults that in turn would produce credit tightening and still
more economic weakness—compounding the caution among
borrowers, lenders and public financial authorities.

The most obvious source of distress right now is lack of payroll growth, and it's likely to get worse. Real
unemployment today is well above the headline number of 9.5%. That number held steady only because
1,115,000 people gave up hope of finding work and left the labor force in the last three months. Otherwise the
headline unemployment rate would have been around 10.4%.

Now there are at least 14.5 million Americans still searching for work: 1.4 million of them have been jobless for
more than 99 weeks, 6.5 million have been jobless for over 27 weeks. This is a stunning reflection of the
longer-term unemployment we are coping with.

The unemployment numbers are worse than reported. Last year the Labor Department admitted it over-counted
the number of jobs by 1.4 million. Why? Because they used a computer program that tries to extrapolate how
many new companies are being created during each month and then estimates the number of jobs these firms
should be creating. They were wrong.

Since April, the Labor Department has counted 550,000 nonexistent jobs under this so-called birth/death series.
Without these phantom jobs, the economy this year created virtually no jobs—certainly not the 600,000 the
administration has been touting.

The Obama administration projects the unemployment rate will drop to 8.7% by the end of next year and 6.8%
by 2013. That is totally unrealistic. It means we would have to add nearly 300,000 jobs a month over the next
three years. At the rate we're going, it will take anywhere from six to nine years to climb out of this hole. The
labor market may be improving, but the pace is glacial.

If there is one great policy failure of this recession, it's that we
have not used the crisis to introduce structural reforms. For
example, we have a gross mismatch of available skills and
demonstrable needs. Businesses struggle to find the skills and
talents that are needed to compete in this new world. Millions

drawing the dole to sit around should be in training for the jobs of the future that require higher educational
skills.

Given that nearly eight in 10 new jobs, according to the administration, will require work-force training or
higher education, it furthermore makes no sense that we have reversed the traditional American policy of
welcoming skilled immigrants and integrating them into our economy. Because of a recrudescent nativism, we
send home thousands upon thousands of foreign students who have gotten masters and doctoral degrees in the
hard sciences at American universities. These are people who create jobs, not displace them. The incorporation
of immigrants used to be one of the core competencies of our economy. It's time to return to that successful
model.
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Higher education is another critical issue. As President Obama pointed out last week in his speech at the
University of Texas, we have fallen from first to 12th in college graduation rates for young adults. The
unemployment rate for those who have never gone to college is almost double what it is for those who have.

Education may be the key economic issue of our time, Mr. Obama said in his speech, for "countries that
out-educate us today . . . will out-compete us tomorrow." To improve our performance will involve massive
increases in scholarship support for higher education, and an increase in H-1B visas for foreign students who get
M.A.s and Ph.D.s in the hard sciences.

But if the economic scene these days is daunting, the political scene is downright depressing. We have a
paralyzed system. Neither the Democrats nor the Republicans seem able to find common ground to address
what is clearly going to be an ongoing employment crisis. Finding that common ground is a job opportunity for
real leaders.

Mr. Zuckerman is chairman and editor in chief of U.S. News & World Report.


