
could destabilize the economy. The biggest worry is the possibility that
a further financial crisis brought on by such factors will lead to the kind
of deep-seated, unrelenting stagnation that has plagued the Japanese
economy since the bursting of its financial bubble in late 1989. “So far,”
Stephen Roach, chief economist for Morgan Stanley, declares,
“America’s post-bubble experience has been very different—merely one
recession and nothing worse than a brief deflation scare. Yet it may be
premature to conclude that the U.S. has avoided the dreaded Japanese
syndrome” (“Global Post-Bubble Pitfalls—Yet Another Lesson from
Japan,” www.morganstanley.com, February 18, 2005). 

Chart 1: Average Annual Rates of Growth of Real GDP, 1960–2004

Source: Economic Report of the President, 2005, 211, table B-2.

But if the specter of stagnation is haunting the U.S. and world econ-
omy this is downplayed in the Bush administration’s own assessment in
the 2005 Economic Report of the President. The introduction signed by
President Bush proclaims that “the United States is enjoying a robust
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