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higher interest rates worldwide

FOMC

But I would emphasize that we continue
to face significant risks in the near term.
FRB FRB




It is clear that the U.S. economy went through a significant cyclical
adjustment in 2001 that was exacerbated by the effects of the terrorist attacks
on September 11. That adjustment was characterized by sharp reductions in
business investment and pronounced liquidations in business inventories and
was compounded by the simultaneous economic difficulties of some of our major

trading partners. But there have been signs recently that some of the forces that

have been restraining the economy over the past year are starting to diminish
and that activity is beginning to firm.

One key consideration in that assessment is the behavior of inventories.
Stocks in many industries have been drawn down to levels at which firms will
soon need to taper off their rate of liquidation, if they have not already done so.
Any slowing in the rate of inventory liquidation will induce a rise in
industrial production if demand for those products is stable or is falling only
moderately. That rise in production will, other things being equal, increase
household income and spending. The runoff of inventories, even apart from the
large reduction in motor vehicle stocks, remained sizable in the fourth quarter.

Hence, with production running well below sales, the potential positive effect

on income and spending of the inevitable cessation of inventory liquidation
could be significant.




Perhaps most central to the outlook for consumer spending will be
developments in the labor market. The pace of layoffs quickened last fall,
especially after September 11, and the unemployment rate rose sharply. Over

the past month or so, however, initial claims for unemployment insurance have

decreased markedly, on balance, suggesting some abatement in the rate of job

loss.
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have a nice week
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