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Steve Weisman: What is the economic outlook for the United States in the wake of an averted default, but 
also some recent disappointing economic figures? This is Steve Weisman at the Peterson 
Institute with Michael Mussa to discuss the ramifications. Is the averted default itself likely 
to have an impact on the economy?

Michael Mussa: I think a modest impact. If they had not done it, it would have had a negative impact, so 
we’ve avoided that type of catastrophe. And that’s obviously a good thing. For me, it was 
not entirely unexpected. I thought in the end they would get some kind of deal done.

Steve Weisman: But you said it might have a modest impact. How? 

Michael Mussa: It looks like there’s going to be a little bit more budget cutting for 2012 and probably for 
2013, which will have some modest effect on GDP growth. There still remains the issue 
of the payroll tax cut, which is in effect for this year, and which the president proposed to 
extend to next year. But it was not passed on this occasion, though I think that will come 
back later this year. That’s far more important in terms of the likely impact on the economy 
than the spending cuts that will take effect next year. 

Steve Weisman: This measure that they just passed and that President Obama has signed for a revisiting of 
the cuts. But you’re saying they might do well to consider an extension of the payroll tax cut? 

Michael Mussa: The President pushed fairly hard to get that done, and there are others, certainly among 
the Democrats and perhaps even among the Republicans, who think it would be desirable 
to extend it for another year. Especially the President, since he’s up for election. It cannot 
possibly be a loser for him, even if its stimulative effect is not very big. It clearly has to be 
that it helps rather than hurts. So... 

Steve Weisman: Let me pin you down. What would you favor? 

Michael Mussa: I would favor actually extending half of it. We do need to get on to reducing the budget deficit. 
But my guess is that they will agree to extend the two percentage points as part of a broader deal 
that will, on the President’s side also extend, perhaps not fully, the longer-term unemployment 
benefits and a couple of other things. And doing the budget deal, over the longer-term, will lean 
towards Republicans, who want to cut spending and not raise revenue very much. 

Steve Weisman: What about the economic data that’s come in at around the same time. It was pretty 
disappointing. What do those figures show for the second half of 2011 and next year?

 
Michael Mussa: The figures showed barely one percent annualized growth in the first two quarters of the year. 

I think that that probably is a bit of a mistake. A lot of indications from the labor market 
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early in the year were [showing] strong employment growth figures and so forth. And I think 
the first quarter downward revision is almost surely wrong. Even so, the economy has clearly 
been under-performing the forecast of three to four percent growth that many of us had, 
myself included, late last year. And there’s not, in the recent data that ISM report came out... 

Steve Weisman: ISM stands for... 

Michael Mussa: Institute of Supply Management. These are corporate purchasing executives, essentially, 
who are reporting on their spending plans, appointment plans, and so forth. The 
manufacturing survey was quite weak in the latest report. 

 Other data that has come in recently has also not been very strong. We’ll get an 
employment report this Friday. The initial claims report on Thursday. 

 But so far there’s very little indication that the US economy is beginning to pick up 
significantly more forward momentum than it had last spring. 

 Now, we don’t even have the data for July yet, in most cases, so it’s a little too soon to tell. 
But while we probably will do better in the second half than the first half, better than one 
percent annualized growth. 

Steve Weisman: Not an ambitious target... 

Michael Mussa: I mean if it’s three percent, yes then that’s a significant improvement. If it’s one and a half, 
it isn’t. 

Steve Weisman: What do you look at when you’re looking at these forecasts down the road? What’s the 
psychological impact of this near death experience? 

Michael Mussa: Of course, consumers, households and so forth, I think do worry that the long-run 
prospects of a very large debt load, in terms of what’s going to happen to taxes and income 
and so forth, is not positive. 

 So, action to reduce the deficit in a responsible and gradual manner probably does have 
some positive impact on the consumer mood, and also on businesses who fear that 
taxes and regulation will become more oppressive going forward. That’s less likely if the 
government is actually moving expeditiously to reduce its deficit spending. 

 So I think there is some impact of that kind. But it shouldn’t be exaggerated. Nearly half 
the jobs that have been lost since 2007 are in the construction and building trades. 

Steve Weisman: That is an amazing figure I’ve heard you cite. Nearly half. Say it again. 

Michael Mussa: Nearly half of the jobs lost have been in that sector.... 

Steve Weisman: We’re talking about eight or nine million jobs? 

Michael Mussa: Yes. Before 2007, before the recession, we had eight or nine million employed in 
construction and the building trades and so forth. And that’s shrunk by almost half, and 
that accounts for half of the drop in employment. 
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 And, you know, it’s not worries about Obama’s healthcare plan or things like that that are 
the primary driver there. People had big increases in their house values through 2006, and 
then they dropped by a third, in some cases a lot more. So many people were underwater 
on their mortgages. And a bunch of other things. Foreclosures and what have you. And 
that’s disrupted the housing sector. And accordingly we’re building new homes at only 
one quarter the rate that we were in 2006. And until those problems that are specific to 
residential investment are ameliorated, that sector is going to remain depressed. 

Steve Weisman: How long with that take? 

Michael Mussa: I think we’re actually beginning to see a little bit of a glimmer of upward movement. 
Now this is the last two months of housing starts data. And we’ve seen that before. We’ve 
bouncing along the bottom pretty much for the last two years. 

Steve Weisman: Right. 

Michael Mussa: So it’s early days to say that we’re beginning to see an upturn. 

Steve Weisman: But it could take years. 

Michael Mussa: We cut new home building by more than 75 percent from the peak. And, so there’s a long 
way to come back, and it’s going to take a number of years before we get back – not to the 
peak, but to a more respectable number, like one and a half million new housing units gross 
produced per year. Recently we’ve been running about five hundred thousand. 

 But if we could get up to seven hundred or eight hundred thousand next year, that would 
be a sizable boost to GDP growth. So, that’s sort of what I’m expecting will happen. But, 
the evidence that it is happening is at best, tentative. 

Steve Weisman: What do you think of the idea of government stepping into the breach and undertaking 
infrastructure investments to employ some of this workforce? 

Michael Mussa: I think there are many worthwhile infrastructure investments. 

Steve Weisman: I know you don’t love high speed rail. 

Michael Mussa: Because I think it’s just a waste of resources... 

Steve Weisman: Right. 

Michael Mussa: To build it, and it’s going to be a waste of resources to run it. So, there are infrastructure 
investments that I think are worthwhile. Many of which are carried out by private firms, 
say in electricity generation and transmission. If we’re talking about highways and things 
like that, then it’s more in the government sector. 

 What I think we did, as actually a quite small part of the stimulus package did, we enabled 
state and local governments, who implement most of these projects, not to cut back on 
things that they otherwise were planning to do. Those truly were shovel-ready projects, and 
they would have stopped the shovels if additional federal funding had not been available. 
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 So I think it was useful to continue doing those things. So they’re building the extension 
of the Metro system in Washington DC out to Dulles Airport. That was approved before 
the recession, but the funding that has been available through the federal government has 
assisted in speeding that project along. 

Steve Weisman: Right. 

Michael Mussa: If it’s already something that you’re going to do because you’ve decided it’s worthwhile, then 
that’s one thing. However, digging a bunch of holes and filling them up as infrastructure 
investment is not, I think, useful. So while there’s a certain amount of that that I think is 
justifiable and desirable, there is a fairly tight limit on how far you can push that as a means 
of stimulating activity. 

Steve Weisman: Thanks Mike. 

Michael Mussa: You’re welcome. 


