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Fed will continue to raise its interest rates

FOMC
FOMC
FRB

conundrum

FOMC
FOMC

FRB




temporarily
The widespread
devastation in the Gulf region, the associated dislocation of economic activity, and the
boost to energy prices imply that spending, production, and employment will be set
back in the near term in the near term

temporarily FOMC
economic activity that will

likely be augmented by planned rebuilding in the hurricane-affected areas.
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need to be monitored carefully by the world's central banks
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But the economic fundamentals remain firm, and the U.S. economy appears to

retain important forward momentum.

Except for the hurricane effects, readings on the economy indicate a continued
solid expansion of aggregate demand and production. If allowance is taken for the
effects of Katrina and Rita and for the now-settled machinist strike at Boeing,

industrial production rose at an annual rate of 5-1/4 percent in the third guarter.

That's up from an annual pace of 1-1/4 percent in the second quarter, when a

marked slowing of inventory accumulation was a restraining influence on growth.

The longer-term prospects for the U.S. economy remain favorable. Structural
productivity continues to grow at a firm pace, and rebuilding activity following the

hurricanes should boost real GDP growth for a while. More uncertainty, however,

surrounds the outlook for inflation.
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The past decade of low inflation and solid economic growth in the United States
and in many other countries around the world has been without precedent in

recent decades. Much of that favorable performance is attributable to the

remarkable confluence of innovations that spawned new computer,

telecommunication, and networking technologies, which, especially in the United

States, have elevated the growth of productivity, suppressed unit labor costs, and

helped to contain inflationary pressures. The result has been a virtuous cycle of

low prices and solid growth.



Contributing to the disinflationary pressures that have been evident in the

global economy over the past decade or more has been the integration of in excess

of 100 million educated workers from the former Soviet bloc into the world's open

trading system. More recently, and of even greater significance, has been the

freeing from central planning of large segments of China's 750 million workforce.

The gradual addition of these workers plus workers from India--a country which is
also currently undergoing a notable increase in its participation in the world

trading system--would approximately double the overall supply of labor once all

these workers become fully engaged in competitive world markets. Of course, at

current rates of productivity, the half of the world's labor force that has been newly
added to the world competitive marketplace is producing no more than one quarter
of world output. With increased education and increased absorption of significant
cutting-edge technologies, that share will surely rise.

in fits and starts ,

But this seminal shift in the world's workforce is producing, in effect, a level
adjustment in unit labor costs. To be sure, economic systems evolve from centrally
planned to market-based only gradually and, at times, in fits and starts. Thus, this

level adjustment is being spread over an extended period. Nevertheless, the

suppression of cost growth and world inflation, at some point, will begin to abate

and, with the completion of this level adjustment, gradually end.

These global forces pressing inflation and interest rates lower may well persist

for some time. Nonetheless, it is the rate at which countries are integrated into the

global economic system, not the extent of their integration, that governs the degree

to which the rise in world unit labor costs will continue to be subdued. Where the

global economy is currently in this dynamic process remains open to question. But

going forward, these trends will need to be monitored carefully by the world's
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dollar will continue to rise for a while but....................
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Huge Flood of Capital to Invest Spurs World-Wide
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have a nice week
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