


onsidering the persistent flow of negative

economic news over the last six months FAST ESTIMATES. READY RESOURCES.
the question has tumed from, "When are we FREE PART WAREHOUSING.
going to have a recession?" fo "Why haven't
we had a recession yet?” While this lafter
guestion is both a bit too negative and a bit

too premature, it does raise the issue of just
what is keeping the economy going. In other
words, what positive momentum is offsetting
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U.S. Net Exports
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g[junq Exports have growh  stéadily
avier the past 18 months, and now stand
10 percent higher, adjusted for inflation,
l]ﬂm thiey wete o year ago. Of particular
iterest o manufacturess is the fact that
mst of these gains have been focused on
exporis of goods (wWhete the 115, s un
Targe deficits) not on exparis of services
{where the 1.5, has run modest surplus-
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es), For example, in the last six months,
inflaton-adjusted exports of goods have
tisen by $67.2 billicn while exports of ser-
wvices have increased on $10.9 billion. This
increase inforeign demand for U.S, goods
comes at a good time, as domestic pu-
chases of consumer durables and equip-
ment have softened.

Al the same lime, the decline in the
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value of the dollar has made imports more expensive, in dol-
lar terms, and has helped U.S, import-competing firms. Foreign
producers have atternpted 1o “eat” as much as the decline in the
dollar as they can in order to keep market share, but when the
decline reaches 30 percent. even healthy profit margins begin to
evaporate. Ulimately, the dollar price of imports will rise. As a re-
sult, LS. impatis have been relatively flat: meaning that the in-
crease in exports has created an improvement the trade balance.
For the tirst time iu over 15 years, the economy has experienced
a sustained increase in its trade balance and the trade deficit is
$100 billion smaller than at the beginning of 2006. Every dollar
reduction in the trade balance is an additional dollar of demand
for domestically-produced goods, so this turn around in trade
has helped to offset weakness in other sectors of the economy.
In fact, international trade follows only consumers as the sector
of the economy contributing the mast to growth. During the last
20 vears, GDP growth was typically smaller because of interna-
tional trade so this source of positive momentum it is a welcome
turnaround.

The other area of strength in the economy has been the labor
market. This too comes as a bit of surprise, because job growth
has been relatively weak in the last two expansions. It wasn't that
many years ago that the buzzword was “the jobless recovery”
to encapsulate the fact that GDP was grow-

likely to buy new goods when they are confident about-the future.
Consumer confidence has suffered lately, in part due to higher
gas prices and in part due to concerns about finaritial markets.
But a strong labor market puts a floor under consumer confi-

dence, as nothing concerns households mare than the possibility
of a pending job loss. The decline in consumer confidence would
be far sharper if the unemployment rate was moving up.

The second reason that a strong labor market is imponant re-
lates the recent declines in housing prices and stock prices. When
housing prices were rising rapidly tand the stock market was also
rising) households felt richer and spent a rising proportion of
their income. With those price increases turning into declines.
this source of momentum for consumer spending has been re-
moved. If the labor market turns soft and households start to lose
jobs, a second source of momentum will be removed. So far. a
strong labor market has helped offset weakness in asset prices
and it is important that this continues,

Historically, the primary reason for an increase in morigage
defaults has been job loss. Defaults typically rise when the un-
employment rate goes up. Most American households do not
save, and the household cash flow loss created by unemploy-
ment often makes it impossible for a household to meet its
monthly mortgage payments. This brings us to our third reason

ing steadily but employment was not. That
has changed and firms are hiring in a num-
ber of sectors. For example, firms added a net
166,000 jobs in October, after adding 96,000 in
September. This gain is all the more impres-
sive given the weakness in both construction
and automobile manufacturing. The con-
struction sector shed 21,500 jabs in October
and manufacturing lost another 21,000, with
the losses concentrated in autos and sectors
(like furniture) which are related to the hous-
ing collapse.

Because of this relatively strongjob growth,
the unemployment rate has not increased,
and remains around its lowest level since the
last recession. This is very important for the
economy for three reasons. First, a strong la-
bor market is essential for continued consum-
er confidence. Consumers buy about 70 per-
cent of the output of the economy, so even
modest declines in consumer spending can
have large ripple effects across the economy.
Consumer confidence is an important driver
of consumption purchases. People are more
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