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Head fake?

A number of econpmic indicators wrmed upward s the lest quarter of 200 | came tooa close.: For exusmple; ULS.
houosing sterts pumped 93% in November. 1o the highest level in 19 months. Permits for future bullding also
rose i more than o one-vear high. Unemplovment declined, ss did new jobless cliims. Business profitabilit
Wiks SITong.

The good news is casily tempered, unformumately. Much of new residential construction was for
multifamily units. suggesting & continuing decline in home ownership raes. That sentiment was butiressed by u
study by Zillgw, Inc.. forecasting further erosion in home prices. [From the peak in Fuly 2000, home prices
already have fallen 31%, sccording o the Case-Shiller, index of values in 20 U5 cities. About 29% of
homenwners have negative equity, that is, they owe mare than their homes are worth, scconding o Zillan s
dats. Some exparts inthe Zillgw, survey see an upturn by 2003, although the most pessimistic expect values o
be flat or slightly down for five more vears.

The Comumerce Department had estinuted growth in the Tulv-September quarter at 2.0% ., but this had o
be revised downward to & 1 8% mnnual rate. Although that was the best quarter for 2001 o that point. such
anemic grovwth numbers won't feel like “recovery™ o most Americans. The key issue in the third quarter wis a
shortfall in personal consumption expendituras. which rose anly 1.7% in the quarter.

Unemployment

Even the welcome unemplovment numbers had o darker explanation.  Much of the dectine in the unemplovment
rafe in November was attributsble 1o the discouraged workers dropping out of the hunt for jobs. The labor force
participation vaw fell froman already low 642% 0040%. During beter econgmic times, the country has had
G7% participation rates. If the participation rate were the same as in Junuary 2009 unemployment would stand
at 110%.

The broader measure of unemployment. one whigh counts part-timers who would rather be working full
time, stood &t 1565 in November.

In general, peritds of such slow growth ledd 1o recession about 70% of the time.

Interest rates

The Federal Reserve Board announced earligr in the year that short-term rates would be held close o zero untl
well after the next election. In December the Fed resffirmed that position. It's unusual for the Fed to snnounce
such a long time frame for its policies. Low interest ratzs will make it especially difficult for retiress 1o live off
their portfolie income. without wpping inte principal. Perhaps that helps 10 explain the preference for bonds
over sicks among investars m 200 1. Just 54 billion flowed into equity mutual funds and exchange-traded funds
in the V5. compared to 586 billion in fixed-income funds. sccording to data from EPFR Global.

Tax headwinds

Ong reason 50 TNy experts expect growth tooslow in 2002 15 that nmuch of the stimulus coming from
Washington, D.C., will be ending. Spending programs are not likely 1o be renewed, und new spanding appears
unlikely. The controversy over extending or expanding the payroll tix cut took ol the hegdlines in December,
but a viriety of sdditional tix breaks for business expired on the first of the vear as well. A messure intended as
lemporary pump priming, such @s expanded depreciation allowimees, still feels fike & tax ineresse when it is
fakeen wwny. Owverall. the expiring tux provisions and spending declines could shave & full point off economic
erowih in 20012,
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