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Prospects For Growth
The second ‘estimate’ of fourth quarter Gross Domestic Product growth, the sum
of all goods and services produced domestically, was unchanged at just 0.6 percent. This caused interest rates to plunge one-quarter percent in a day, as fears of
a further economic slowdown rose. But the report also showed us how growth is
continuing, as the weakness lies in imports and consumer spending—areas that can
turn around quickly—while exports that support our manufacturing sector continue
to expand.
The slowdown, affecting about 80 percent of U.S, households, seems to be caused in
ODUJHSDUWE\ULVLQJLQÀDWLRQ([SRUWVZKLFKPDNHXSDERXWRQHWKLUGRIRXUHFRQRP\LQFOXGLQJKLJKWHFKQRORJ\KDYHEHHQODUJHO\VKLHOGHGIURPLQÀDWLRQVLQFHWKH
falling dollar has made U.S, goods cheaper overseas.
Consumer spending is still rising at more than 2 percent, which would normally
PHDQSHUFHQWHFRQRPLFJURZWK%XWDQLQÀDWLRQUDWHRIPRUHWKDQSHUFHQW²
mainly in food, energy and health care costs—is soaking up all the excess monies,
EULQJLQJGRZQWKHUHDODIWHULQÀDWLRQJURZWKUDWH
In addition, the Federal Reserve raised their interest rates seventeen consecutive
times from 2004-2006, until the real estate bubble burst and damaged the credit
PDUNHWV&RQVXPHUVDUHRXWRIVRUWVEHFDXVHUHDODIWHULQÀDWLRQKRXVHKROGLQcomes have fallen 5.6 percent since 2000 while their borrowing costs rose along with
the interest rates. And homeowners can’t continue to borrow against their homes
since the Fed’s credit tightening moves.
So Bernanke, et. al., are now trying to undo the damage by dropping interest rates
EDFNWROHYHOV7KLVKDVDOUHDG\KDSSHQHGZLWK¿[HGPRUWJDJHUDWHVZKLFK
EULHÀ\GLSSHGWRSHUFHQWIRU\HDUFRQIRUPLQJ¿[HG%XWWKH)HG¶VVRFDOOHG
funds rate, now at 3 percent, would have to near its 1 percent low in 2003 to really
grease the wheels of a recovery.
:LOODOOWKHWDONPDNHWKHµ5¶ZRUGDVHOIIXO¿OOLQJSURSKHF\"3UREDEO\QRWDVLQYHQtories have declined as well, which took a huge 1.5 percent bite from growth. Had
producers replenished their inventories at the normal rate, real GDP growth would
have been above 2 percent. Exports rose 4.8 percent in Q4, contributing 0.9 percent to growth. “To the extent that the fourth-quarter mix includes stronger sales
DQGZHDNHULQYHQWRULHVWKDQSUHYLRXVO\DVVXPHGWKH¿JXUHVZHUHPRGHVWO\JRRG
news for the economy,” said one well-known economist.
7KHMXU\LVRXWRQZKHQWKHLQÀDWLRQFDXVHGVORZGRZQZLOOHQGEHFDXVHLWUHTXLUHV
VRPHKDUGSROLWDOFKRLFHVWRFXUHWKHLQÀDWLRQVXUJH7KLVLVEHFDXVHLWVPDMRUFDXVH
is the rising demand for energy at the same time that we have twin trade and budJHWGH¿FLWVWKDWKDYHGULYHQWKHGROODU¶VYDOXHWRQHZORZV7KLVLQWXUQKDVGULYHQ
oil prices to new highs because oil producers are paid in dollars that have declined
about 30 percent in value on the world markets.
:KDWZLOOEULQJWKHGROODU¶VYDOXHEDFN"6RPHYHU\GLVFLSOLQHGDFWLRQVE\DPXFK
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