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The U.S. Economy after September 11
I.  Good morning.
A. Thisismy firg public address since the devagtating attacks on New Y ork and Washington.
B. Intermsof the nation’s economy, these attacks struck while we were vulnerable,
1. pushing us from duggish growth to an outright contraction.
2. Frankly, over the short-term,
a theoutlook isn't greet,
b andthere salot of uncertainty.
C. Butl think it'simportant to emphasize that the longer-run outlook is good.
1. Our economy is fundamentdly strong,
2. and it ill affords tremendous opportunity.
3. And those qudities do bode well for our economic future.
Il. I’ll start with alook at the economy before September 11,
A. At that time, we werein the midst of a cyclicd dowdown that had begun in mid-2000.
B. Why did activity dow?

1. Toput it briefly, much of it was a consequence of some over-reaching during the
five years before,

a when srong fundamentas propelled growth to phenomend rates.
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b Specificdly, the technology boom led to huge investmentsin information
processing equipment and software,

¢ and with that came a huge run-up in equity vaues.
2. By mid-2000, then, there was a pullback.
a Frmshad adready accumulated alot of capital equipment and inventories—
(1) —sothey just weren't in the market to buy more for awhile.

b And equity values began to drop as investors re-eva uated the long-run
profitability of many high-tech firms.

(1) Thisign't to say that the technology surge was merely a phantom.

(2) Rathe—even though the surge was redl and substantial— markets
appear to have gotten carried away.

c Asaresult of these developments, we saw large declinesin business
investment and manufacturing output.

3. Sothe dowdown was essentidly part of anatural process—a correction— that
would eventudly lead back to robust growth.

C. Infact, up through the spring quarter, growth was gill in the positive range, if only barely.
1. And that waslargely thanks to moderate strength in consumer spending.

a Consumers gppeared to be “looking through” the downward part of the
business-investment cycle,

b confident that the longer-run fundamentals were ill sound.

¢ Sothedurability of the expanson depended importantly on consumer
confidence.

D. And though the datafor August and early September were mainly downbest,

1. we expected to see more acceptable growth before too many more quarters
passed.



E. And then came September 11.
[11. I'd like to spesk briefly about the Fed' simmediate response to those terrible events.
A. Our am was to assure the public and the markets that the Fed stood ready
1. toplay itsregular rolein the payments system
2. andto play itsrole of providing liquidity in times of criss.

B. Intermsof the payments system, we worked to ensure the continuation of vital serviceslike
electronic funds transfers, check-clearing, and currency processing.

1. Thistook some extraordinary efforts—especialy without air transport for three
days—

2. —and, for the most part, the system worked.

C. Intermsof providing liquidity, we were concerned that the disruptionsto the financid
markets could have dire consequences for the economy as awhole.

1. Sowe provided additiond funds until orderly functioning could be restored.
a Thisinduded injecting massve amounts of liquidity through
(1) discount window loans
(2) and open market operations.

(3) Onthethree days after the attacks, the total injection amounted to
over $100 billion aday!

b In addition, we lowered short-term interest rates twice over the next three
weeks—

(1) —by 100 basis pointsin total.

D. These and other actions helped ensure that the financia markets could function efficiently as
soon as possible, therefore minimizing disruptions to economic activity.

IV. But there were other reasons for activity to gtall.



A. Asl sad, wewere in the midst of acyclicd dowdown,
1. andit waslargely consumer spending that was keeping the numbers barely positive.

2. By undermining consumer confidence, the attacks hit directly at the economy’smain
pillar of support.

a And, of coursg, it's not surprising that business confidence aso suffered,

(1) since consumer spending represents about two-thirds of overal
demand for goods and services.

3. Indeed, the latest surveys show that consumer confidence is way down,

a Mog caegories of consumer spending plummeted in September, but
recouped a good hit in October.

b Of course, auto saes have been strong because of temporary sales
incentives.

4. Indudrid output and business investment spending still gppear to be dropping
sharply, asthey have for severa quarters.

5. One of the clearest monthly measures of our economic performance is payroll
employment.

a And therecent newsisgrim.
b In October,
() private payroll employment fell by 439,000 jobs

(&) —thelargest one-month decline in more than fifteen
years—

(2) —and the unemployment rate jumped from 4.9 percent to 5.4
percent.

B. Intermsof overal economic activity, real GDP contracted at about a hdf a percent annua
rate in the third quarter,

1. after being pulled down in its last three weeks by the aftermath of the attacks.
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2. For the current quarter, I’d have to agree with what most forecasters are saying.
a Wedmog catanly face further risesin the unemployment rate,
(1) which could put even more of a damper on consumer confidence.

b Andthefaloff in activity islikely to be sharper than it wasin the third
quarter.

C. Of course, thereare alot of wild cards, and an important one going forward is the spread of
economic weakness around the world.

1. Part of thisisreated to our own downturn, as U.S. demand for foreign products
softens and dows production and job growth abroad

2. But pat dsoisreated to developments originating in other countries,
a For example, Japan is suffering from a deflationary spird,

b and efforts by the European Centra Bank to ease policy have been limited
by inflationary pressures.

3. S0, in effect, the world economy has been hit by severd different shocks at the
sametime.

V. Sofar, I'vefocused on the short run, and, admittedly, what we can see looks pretty rocky.
A. But let meturn now to the longer run, where the picture is agood ded more postive.

B. Why? Because there are severd important sources of stimulus that should make economic
activity rebound.

1. Firg, the Fed has cut short-term interest rates ten times since January.

a Thefedera fundsrate now stands at 2 percent, compared to 6-1/2 percent
back then.

2. The second source of simulusisfiscd policy, which is coming in three programs—

a —themagor tax reduction in June, including the recent tax rebates,



b theemergency spending bill enacted just after the attacks,
¢ andthefiscd stimulusbill currently in the Congress
d All these measures add up to amgor amount of imulus—
(1) —perhaps around $160 billion in fisca year 2002.
3. Third, energy prices have declined this year.

a theprice of imported il has falen by nearly 40 percent since last
November.

b And the price of natural gas has falen even more dramatically.
c These price dedlines give firms and households more purchasing power,
(1) and they should help stimulate demand.

4. Fourth, the“overhang” of capita equipment and software, as well as inventories,
that | mentioned earlier is one that will correct itsdf with time.

a At some point, the stocks of these assets will get to low enough levels that
firmswill need to gart spending on them again.

V1. When will the recovery kick in? Mogt likely sometime next year. But, frankly, there s no way to
know exactly when.

A. But | do know this. The economy will recover,
1. and—in thelong run—its fundamentas are strong.
2. Hrg, both monetary and fiscd policies were sound going into the current Situation.
a Inflationinthe U.S. has been reaivey low and gable.
(1) Thisdlowsour market system to work efficiently
(2) and it has dlowed the Fed the flexihility to ease policy aggressively.

b Intermsof fiscd policy, we came into the current Stuation with the federa
budget in surplus.



(1) That promoted private saving and investment,
(2) andit dlowed fisca policy to ease aggressvely.
3. Second, our economy has aresilient structure—
a —financid markets are deregulated,
b the banking system is sound,
¢ and our labor markets are flexible.

d Sowecanadjust rdatively quickly to the kinds of shockswe ve recently
suffered.

4. Ladt, but by no meansleast, the kinds of technologica advances that propelled the
economy in the latter haf of the 1990s are fill in train.

a These developments operate on along time scale,

b andthey’'renot likely to be affected much by the kinds of cyclica
devel opments we face today.

5. Thekey point isthat the outlook for productivity over the long haul continuesto be
bright,

a andthisiswha mattersfor our sandards of living.
VII.  Let mewrgp up by bringing the discussion closer to home.

A. Likethe nation, Seettle has felt the effects of the dowdown in consumer spending and
business investment.

B. Moreover, the sharp downturn in travel spending has indirect effects on Boeing aircraft sdes
that will hit the local economy hard.

1. Upto 20,000 jobs are expected to be lost in the Seattle area done.

C. Thiswill fed alot different from Boeing' s last round of large job cuts, in late 1998 and
1999.



1. At that time, theloca economy continued to expand a agood dlip,

2. becausejob gains at computer services companies such as Microsoft mostly offset
the losses in the aircraft sector.

a And the high compensation paid by these computer companies injected
subgtantia purchasing power into the loca economy.

D. But thistime, investment spending on computer equipment and software has declined
rapidly,

1. and any impetus for recovery has been dampened by business uncertainty in the
wake of the attacks.

E. SoBoeing'supcoming cutswill add to existing weekness in the area economy,

1. andthelocd job Stuation unfortunately seems likely to get worse before it gets
better.

F. But, it will get better.

1. The pogtive fundamentasin the nationa economy are just as pertinent for this
area—

2. —and with the area s focus on technology, perhaps even more o.
3. Over thelonger run, technology will be a source of strength to the nationa economy

and especidly to Sedttle€’' s economy.
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