Where now for the economy?

5th Dec 2008  
Good morning Matthew this is Luke. We’ve spoken a few times now; I’m one of the most junior members of your team. I’ve been given this opportunity to deliver this paper to you on “where to now for the economy”

You could say Matthew that the rot is just now beginning to set in, in that all the traditional economic indicators are just beginning to signal that something really is badly adrift. There are a few astute observers who have noticed that there is a subtle difference between the start to this recession and the start to many other recessions in history. 

In this instance there are two major problems which collide. First is the serious damage which has now been done to the financial sector – enormous damage all the way across the banking and finance sector - which has resulted in a severe reduction in credit and all the attendant problems that that brings; this is also coupled to a total loss of confidence with the consumer in the high street, not only caused by the collapse of the financial sector but also the rapid demise of the housing market and the looming spectre of widespread unemployment
And of course we are now faced with a strange dilemma; governments and individuals are faced with a most strange dilemma; which is at the same time individuals are being told that they need to save more but in order to save the economy if you like – to reverse the decline in the economy – they also need to spend more, and to cap it all this increased saving and increased spending to come from what is fundamentally less disposable income. So this is now quite some conjuring trick which the consumer is being asked to perform, and as you can see there are now inconsistencies which run through government policy. 
Buyer behaviour is confused at best and this is why you are seeing some enormous downturns in purchasing in various sectors. Some individuals can see that this is different from the past in that there is a real state of fear amongst many individuals, and it is this fear that has destroyed the confidence, which is busy removing the support from the global system which you have all come to know so well
Make no mistake; there will be no return to the previous levels of consumption. In fact consumption will steadily drift down now as the system unravels – and it will unravel
This will be over an extended period; this will happen over years. But as we’ve said before matthew, all large institutions, large bodies, large groups, companies will feel the heat and will fragment. And will break down and leave those remaining parts which are of some use to mankind. Much of the over-complication – the unnecessary over-complication which has been heaped layer upon layer - will simply disappear, as it serves no useful purpose
So I’m afraid the forecast is not particularly rosy, as unfortunately this situation will now start to feed upon itself, where you see a gradual spiralling down in volumes, in prices, in confidence, in economic activity and so on
This will only be compounded when the geophysical activity commences. As unfortunately the world’s economic condition will not be such that world institutions are particularly well prepared, or particularly well resourced, to deal with these global events when they occur. This will only seek to further dampen economic activity and depress confidence 
Matthew I’m very sorry to have to paint such a gloomy picture, but I think probably some of the people you circulate this information to can already see these cracks appearing
I hope this has been of some interest; please do come back again soon to discuss similar matters. 
Enjoy the rest of your day
