ECONOMIST GIVES MEMBERS OPTIMISTIC PREDICTIONS 

Dr. Gene Huang, Chief Economist for FedEx, surveyed the “U.S.-centric” world economy and gave some generally optimistic predictions to members attending a program October 28 at the Center for Strategic and International Studies.
His predictions:

1. Oil prices will tend down, with the solving of temporary problems affecting the industry ; 

2. The consumer balance sheet will improve, and an excellent holiday season for retailers, “may be one of the best in a long time”; 

3. The labor market will improve, with self-employment increasing and job claims coming down; 

4. Monetary and fiscal policies will be “progrowth” throughout the world, with continued low interest rates; 

5. The U.S. will lead in research and development and capital spending, but the nation’s trade deficit likely will continue for some time to come.

He noted that the recession officially ended in November 2001 and that the economy was in recovery mode last summer until it was affected by corporate accounting scandals. Despite the war disruption, the economy is in recovery mode again, and the national GDP has continued to impressively expand through eight quarters. 

“The economy has many bright spots these days,” Dr. Huang said, citing the two traditional pillars of consumer spending, automobile sales and the housing market. Both indices are on pace to register an all-time record, despite the poor labor market. 

With the consumer sector continuing to do very well through the down cycle while the industrial sector continues to struggle, Huang argued, “This recovery has been uneven because it is uneven across different sectors.” 

Turning to the international picture, he said Europe and Japan are still struggling despite indications that the worst may be over. The economy in Latin America is improving he said, while Canada still lags behind the U.S. “because of plain bad luck.” Mexico is still behind “due to heavy exposure to the U.S. manufacturing sector.” 

“The world is still a U.S.-centric world,” he remarked, “and as a result everyone will benefit from the U.S. turnaround.” 

Economic growth is occurring within a narrower range than in “the old days”—a phenomenon called “range-bound growth” related to “just-in-time” deliveries to companies which eliminate the need for large inventories. This growth smoothes out industrial cycles and makes it harder for economists to make predictions. 

There are danger signs that exist, however. Dr. Huang cited the U.S. all-time-high trade deficit of $550 billion annually. Huang recommended promoting American exports as a key therapy, challenging U.S. exporters to create and produce goods for the growing markets in developing nations. He also noted the continued migration of jobs from the U.S., as well as other countries with high labor costs, were signs to lookout for. A phenomenon that will affect future economies is the aging population in the most developed countries, although the aging population in the U.S. is mitigated by immigration. 

Dr. Huang emphasized that global integration is now irreversible, with governments no longer able to work in political isolation, and business guiding government policy. He said global commerce acts like a “hub and spoke” system, with any disruption in one area disrupting the entire system. He suggested the chief risks for the global economy would be a poor outcome of the American occupation of Iraq, new terrorist attacks, and war with North Korea or Iran. 

America has created an empire the like of which the world has never seen, Dr. Huang stated, and no country will challenge this. But globally, he argued, “we are all linked and dependent on each other.” 

When asked about the threat of inflation, Huang responded that the Federal Reserve is monitoring the situation, that the threat of deflation is receding , and some signs of inflation are not threatening. Responding to other queries, Huang reported the Japanese economy is showing signs of improvement, but reforms have to continue. Additionally, the Organization of Petroleum Exporting Countries (OPEC) may reconsider their recent call for a production cuts and that Russia will be playing a bigger role in the petroleum supply. And, Huang statet there is a social imbalance in China, where the creation of jobs is still short of the number necessary to absorb labor from the agriculture sector. 

