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Ithough the pace of economic growth will thanks to the strong, steady, economic growth of foreign
slow and the cyclical risks will rise, the GDP, and the depreciation of the U.S. dollar. Finally,
U.S. economic outlook is very positive. In government spending will increase by 3.1 percent.
2001, inflation-adjusted GDP will expand Although the balance of forces will produce higher
by 3.7 percent, which will total output, monetary policy will be
exceed the 3.2 percent averr neutral. Steady, relatively high, interest
age rate of the last 20 years, a remarkal rates mean that fewer new homes will

achievement for an expansionthatis neafly be built and car sales will decline. Cor-
ten years old. Still, GDP rose by 5.2 per- ERM porate profits will be much more sub-
cent in 2000. The extended outlook calls dued, reducing prospects for signifi-

for sustained, relatively steady, growth in COLLEGE OF BUSINESS cantly higher valuations in the nation’s

1>

real GDP of 3.4 percent in 2002, 3. equity markets and increasing the pos-
percent in 2003, 3.4 percent in 2004, and 3.2 percent gibility of a correction. An important trend in 2001 will
2005. be decelerating rather than accelerating productivity

There will be four major contributors to inflation- growth. Oil prices probably will retreat from the peak
adjusted GDP growth in 2001. First, consumers will ddevels achieved in 2000, but they will remain very high
their part to sustain growth. Personal consumption exand the lingering effects of the oil price shock will tend
penditures, which account for two-thirds of GDP, willto moderate growth. Moreover, growth may taper off in
increase by 3 percent. Spending will be fueled by netome areas as tight labor markets continue to press
hiring, more hours worked, higher compensation pewages and benefits, but the scarcity of labor generally
hour, and the widespread belief that good jobs are eashould not limit the nation’s ability to sustain its eco-
to find. Second, the boom in capital spending will connomic boom. Similarly, physical constraints on public
tinue. The primary driver will be businesses’ spendingnfrastructure also may limit growth in some regions, but
for equipment and software, which will increase by 10.&robably do not reduce the prospects for overall growth
percent. Third, U.S. exports will expand by 10.6 percenin GDP.
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CONSUMER MARKETS trast, high oil prices and high interest rates may retard
spending growth, and the stock market probably will not
ast year, spending by consumers, who largelperform as well as it has in recent years. In addition,
L determine the economy’s path, increased by 5.Americans will be slightly less optimistic about the
I percent, which was essentially the same as the 56€0nomy, so consumers’ inflation-adjusted expendi-
percent increase in GDP. Income gains, the strongegitres therefore will increase by only 3 percent, and
labor market in a generation, recent capital gains in t@ccount for only 55 percent of the year’s increase in
stock market, homeowners’ expanding equity, easy a&2DP- _ _ .
cess to credit, and low prices for manufactured goods N 2001, disposable personal income will increase
fueled the boom in spending. Consumers nearly outspepy an inflation-adjusted 3.1 percent (or by an unadjusted
their income gains, however; and as a consequence, tad Percent), both of which are only slightly lower than
low savings rate plummeted from 2.2 percent to 0.8he growth rates posted in 2000. It is anticipated that
percent. Sustained optimism, plentiful jobs and highvage and salary pressures in the already-tight labor
rates of job growth, rising home values, and the recefparket will continue to boost income substantially, but
performance of the stock market largely explain conthere are few signs of acceleration in wage and salary
sumers’ increased propensity to spend. increases. Nonetheless, the projected 4 percent increase
Consumer demand will continue to climb in 2001 adn hourly compensation should be a very potent force,
well. Fast-paced personal income growth will moderat@articularly since the average number of hours worked
only slightly and housing prices will rise steadily. Sub-Per week will rise. Also, wages are likely to grow faster
stantial wage and salary gains will allow household&han fringe benefits. The slowdown in employment
both to increase their savings and to spend more. Alsgfowth and the performance of the stock market will
more jobs and a sense of job security will keep housd@rovide less support to income growth, however.

holds comfortable about ramping up spending. In con- Consumer credit outstanding will expand by 9.4
percentin 2001, compared to 10.9 percentin 2000. High

interest rates, less wealth creation in the stock market,
and consumers’ slightly less upbeat assessment of cur-
rent and future conditions are among the factors that
account for the slightly slower rate of growth of con-
sumer borrowing. The savings rate will creep up from
0.3 percent in 2000 to 0.6 percent in 2001.
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Even though consumers’ euphoria will fade

Il slightly, several confidence builders will keep
things rosy. Consumers will remain optimistic because
of the nation’s very solid labor market, including jobs
added in 2000, steady increases in the selling prices of
Jeffrey M. Humphreys existing homes, continuing employment gains, and the
Director low unemploymentrate. This confidence could be shaken

_ by any sustained drop in the stock market or by addi-
Lorena M. Akioka tional oil shocks, however.

Although housing sales and starts declined from last
year's peak levels, recent turnover and continuing healthy
housing markets should help to support higher demand
for many household goods and services. Moreover,
home values are at a record levels and prices of existing
homes will climb steadily higher in 2001. Most of the
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67.2 percent of those who own homes therefore will see
their housing investments increase in value, adding
considerably to their net worth.

In the coming year, consumers’ spending for ser-
vices will increase much faster than spending for goods.
Among services sectors, spending for recreation will
expand the fastest, followed by spending for transporta-
tion, medical care, housing, and household operations.
Among goods, spending for nondurables will grow faster
than spending for durables, though people will buy fewer
new cars in 2001. The recent boom in home sales will
boost consumers’ purchases of furniture and other house-
hold items. Outlays for clothing, shoes, food, and bever-
ages will increase moderately.
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nesses. Increases in retail sales will boost retail employ-
ment. The transportation, communications, and public
. _ _ utilities sector will see moderate rates of annual employ-
Buying Power Time Series on CD-ROM ment growth, largely because surging demand for trans-
portation and telecommunications services will offset
, , the decline in utilities employment. Increased demand
CDTE%SN(IallghC_ehn'terIagnouaces the %eb.“t ofitsnew  for services will add jobs in state and local government,
o Series for 1690.1996 tar? degrtgjeectlijgég%groz\,\cl)%ro- but fewer jobs will be available with the federal govern-
2001. Estimates of racial and ethnic purchasing ment. ngh oil prices will St.'mUIate Q'I a}nd gas extrac-
tion, boosting employmentin the nation’s mining indus-

power are available for the nation and all fifty e . "
states. Georgia data are delineated by county. Thel try. Because conditions will be less positive for banks,

Deluxe Edition

CD also includes the electronic version of th2000- insurance companies, and real estate firms, employment
2001 Georgia Statistical Abstract. inthese areas will increase very slightly. Manufacturing

The CD is available for purchase exclusively outputis expectedtoincrease by 4.2 percentin 2001, but
from the Selig Center for $50. To order your copy, sectoral employment probably will decline slightly.

please use the order form on page 11 .

CORPORATE PROFITS

T he U.S. economy experienced a profits reces-
sion in 1998, but corporate profits surged by
B 10 4 percent and 12 percent in 1999 and 2000,
respectively. After-tax corporate profits willincrease by
n 2000, civilian household employment rose by2.6 percent in 2001. The tight labor market, slightly
I 1.6 percent and the monthly unemployment ratslower productivity growth, high oil prices, higher com-
Hl averaged 4.1 percent. In 2001, employmenmodity prices, and areduced pace of domestic economic

growth will ease slightly as the economy slows. Totagrowth account for the forecast. Domestic labor costs
civilian employment will rise by 1.1 percent or by aboutProbably will increase nearly as fast as U.S. companies
1.4 million jobs, and the unemployment rate wil rise toc@n raise prices and increase productivity. Demand
4.3 percent. The new forecast means that about 117,28(PWth, however, will help to compensate for thinner
jobs per month will be created, which is about 87 perceofit margins. The large and growing value of unused
of the average monthly increase measured over the &3¢k options, which have become a general form of
ten years. employee compensation, is a looming threat to corpo-
About half of the projected increase in the unemploy!ate profits because the options are not expensed until
ment rate (from 4.1 percent to 4.3 percent) will be due txercised. _ ,
slower employment growth and about half will be due to _ Because corporate profits already are very high, the
labor force growth. The civilian labor force will grow by effects of a slowdown in the profits growth rate will not
1.3 percent, reflecting 1.1 percent growth in the workinfe_Very drastic; however, it will make companies scru-
age population and an increase in labor force participalnize spending a little more carefully. Also, until corpo-
tion of 0.2 percent. The increased participation rate steni@te profits pick up again, stock prices probably will
from intense efforts to recruit nontraditional workers in€Xperience percentage gains thatare smaller thanthe 5.5
addition to the lure of higher wages and benefits. percentgain expected in nominal GDP in 2001. Boosted

C . h by 4.6 . zoogy the increased use of new technologies and intense
ompensation per hour rose by 4.6 percent in 2000, 1y yetition, businesses’ spending for new investment
and will rise by 4 percent in 2001—a projection that ig;

oY . [l continue to zoom, but the profits slowdown wiill
based on existing labor shortages, not expectations af b

. . . . i minish year-over-year percentage gains. The long-
higher inflation. Average hourly earnings will INCreaseyorm forecast calls for after-tax corporate profits to

fastestin the financial services and other services sectog_;(pand by 3.2 percent and 2.9 percent in 2002 and 2003
moderately in the retail, construction, and manufacturingespectivdy: ' ’

sectors; and relatively slowly in the mining and utilities

sectors. Despite this, productivity gains will hold the

increase in unit labor costs to 0.7 percent. Private noBUSINESS INVESTMENT

farm productivity, which rose by 4.2 percentin 2000, will

rise by 3.3 percent in 2001. A Ithough consumer spending is the most power-
Employment will grow strongly in the nation’s ser- ful component of GDP, investment spending

vices-producing industries, however. Forces behind this Il has been growing the fastest. In 2000, busi-

growth include increasing numbers of households andesses increased their inflation-adjusted spending on

businesses, favorable demographic and social changgspductivity-enhancing equipment by 16.1 percent, but

consumers’ reliance on commercial sources for domestlzecause corporate profits aren’t growing as fast, spend-

and personal services, and more outsourcing by busiig on capital goods will taper off in 2001. Inflation-

LABOR MARKETS
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adjusted expenditures for producers’ durable equipmenONETARY POLICY
will rise by about 10.8 percent, or only about two-thirds

of last year's 16.1 percent increase. But even this slower he forecast assumes that the Federal Reserve’s

spending, which is vital to sustaining the expansion, will actions will be neutral in 2001; essentially, the

grovI; almost three tlmes(l;a;srs]te_r thang_;DP. formati Bl increase in oil prices and other energy costs have
usinesses increased their spending on informations ; yhe Feq on hold. The rate of growth of the money

processing equipment by 25.6 percent in 1999 and pply, M3, will increase, from the 8 to 10 percent rates

26.9 percentin 2000. Such spending willincrease by 16 P, 4 :

percentin 2001 primarily because computers are chea orted during 1997-1999, to about 12 percent in 2001.

P Y hough GDP growth will slow, recently completed

and better, businesses are focused on productivity, a ; . . . )
everybody wants the latest technologies. nomnﬁ:taegpg%gtigﬂmg will not end this long, strong eco

I _ , _ , _ Despite high interest rates, many of the forces that
' 2001, spending for industrial equipment will haye held inflation to the lowestlevels in more than thirty
expand by 5.2 percent. Capacity Ut"'zat'on_'”_%ears have weakened or reversed, contributing to slightly
domestic manufacturing will be 81.5 percent, and this igigher inflation. Inflation bottomed out in 1998 when the
high enough to justify the larger outlay for durableconsumer price index rose by only 1.6 percent. Partly due
equipment. Also, intense domestic and global compety, nigher energy prices, the CPI rose to 2.2 percent in
tion and consumers’ price resistance will encourageggg and to 3.2 percent in 2000; and if oil prices behave
American manufacturers to lower costs and invest i expected, the index will jump up 2.5 percent in 2001.
better equipment to help them improve profit margins. = Tight |labor markets and slightly slower productivity
The projected 0.7 percentincrease in unit labor costs wiliowth will be the two primary forces behind inflation.
trigger more spending on labor-saving machines anfijigespread labor shortages will force employers to offer
technologies. _ ___higher wages and benefits in order to meet workers’
. Despitethese strong fundamentals, businesses’ spenglyressive demands. As wage increases surpass smaller
ing on equipment and other forms of nonresidential fixegoquctivity gains, businesses will raise the prices of
investment will grow more slowly in 2001 than in 2000.thejr goods and services.
The slower growth of corporate profits, high interest | 1998, the nominal trade-weighted value of the
rates, and less upward momentum in the stock markef s dollar was 19 percent higher than in 1995, primarily
will retard the growth of nonresidential fixed investmentyecause it was buttressed by economic strength and
and dampen business peoples’ confidence in the econonyntinuing capital flight from distressed areas to safe
Spending to increase capacity often depends on the r#{gyens in this country. This substantial appreciation
at which output expands, and U.S. GDP growth wilkeqyced inflation by lowering the prices of imported
slow. Demand for machinery used in residential congoods, thereby preventing U.S. manufacturers from rais-
struction will decline as building activity stagnates Ofing prices even though domestic consumer markets

falls. Finally, improving economic opportunities in the yerevery good. The strong dollar also lowered external
rest of the world may make it more difficult for the U.S.qemand for American-made products.

to attract foreign capital. The situation in the currency markets changed in
1999. As global economic conditions improved, so did
GOVERNMENT EXPENDITURES investment opportunities in other countries. Foreign in-

vestors therefore were no longer as willing to finance the
F ederal fiscal policy will be slightly stimulative, large U.S. current account deficit. Consequently, the
with real expenditures rising by 1.9 percent. Atrade-weighted value of the dollar depreciated by 2.3
Il 2.4 percent rise in defense spending will reinpercent, transforming a force that had been countering
force a 1.2 percent increase in non-defense spendirigflation intoone that reinforced it. In late 1999 and early
Cyclical increases in revenues will continue to generatie 2000, the dollar stabilized and appreciated slightly (its
surpluses in the current and coming fiscal years. Thieade-weighted value rose by 1.4 percentin 2000), but by
surplus—unified budget—will rise from its FY 2000 the third quarter of 2000, pressures from the current
level of $231.9 billion to $318.5 billion in FY 2001, or account imbalance again pushed the dollar back down.
15.6 percent of total receipts. In FY 2002, the surplus willn 2001, the dollar’s trade-weighted value will decline
decline to $296.5 billion, or 14 percent of total receiptsby 4.5 percent. The gradual depreciation will continue
The surplus will be $249.9 billion in FY 2003. through 2005, with percentage drops of 2.6 percent in
Inflation-adjusted spending by state and local gov2002, 1.3 percent in 2003, 1.4 percent in 2004, and 1.4
ernments will increase by 2.7 percent—4.8 percent ipercent in 2005.
nominal dollars—driven by higher spending on con-
struction, larger school enroliments, and larger priSoOpNTERNATIONAL TRADE
and Medicaid populations. Transfer payments to persons _ _
receiving Medicaid will see the highest rate of growth. L ast year, real imports increased by 13.7 percent
|

Many state and local governments also will spend more and real exports grew by 9.7 percent, cutting 1
to provide services to larger populations. percent from the rate of GDP growth. The cur-
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rent account deficit reached $444 billion. In 2001, theuarter of 1999, the annual average price of a barrel of
gap between export growth and import growth willcrude fell to $11 per barrel. The collapse of crude oil
narrow as the paces of both U.S. and foreign economivarkets that began in early 1997 and made gasoline
growth converge. Real imports and exports will in-cheaper than bottled water reflected several problems.
crease by arespective 8.9 percentand 10.6 percentin fBbronic structural excess in worldwide production ca-
coming year. Real net exports will cut GDP growth bypacity, plus the unwillingness of some OPEC countries
only 0.2 percent; and the current account deficit will risé¢o stay within their established quotas, flooded the mar-
to a $495 billion, or 4.7 percent of GDP. ket. Economic and financial turmoil in developing na-
In 2001, export markets will be strongest for com-ions cut oil consumption and demand in those areas.
puter equipment and other capital goods. Foreign déMild winters in Europe and the U.S. also left crude oil
mand for consumer goods, industrial supplies, and sestocks high.
vices will increase relatively strongly. Moderate gains  Market conditions changed abruptly in the second
are expected for food, although exports of motor vegquarter of 1999. An agreement among OPEC members

hicles and parts will decline. on production cutbacks that were reinforced by actions
of non-OPEC oil exporting countries, particularly Rus-
HOUSING MARKETS sia and Mexico, were the initial factors that caused oil

prices to soar. In the fourth quarter of 1999, the annual

A ctivity in the nation’s homebuilding industry average price of a barrel of crude climbed to $23 per
peaked in 1999, when 1.7 million housingbarrel,_orlog percent higher than the price that prevailed

B units were built. Housing starts declined to 1.6 the first quarter of the year. This large percentage gain,
million units in 2000, a drop of 5.5 percent. Although thehowever, is coming off an artificially low base. Since the
Federal Reserve is not expected to raise interest ratéubling of oil prices in less than a year simply returned
the lagged effects of recent actions will reduce activitil prices to where they were prior to the financial crises
in the nation’s housing market in 2001. The new conl Asian and other emerging markets, the oil price
struction forecast calls for housing starts to decline bipcrease did not hamper GDP growth in 1999, though it
8.6 percent to 1.5 million units. Activity will drop again did boost inflation. _
to about 1.4 million units in 2002, where it is expected  In 2000, global economic growth, OPEC resolve,
to remain through 2005. Nationally, sales of existing@nd declining inventories erratically pushed oil prices
homes are expected to drop by 5.7 percent, but tiPove pre-Asian crisis levels. Oil prices averaged $27
median sales price of existing homes will rise by 4°€er barrel during the first nine months of the year, or
percent in 2001, or by about $5,500 on the typicaqibout 18 percent higher than in late 1999, which means
$143,200 home. The median Se”ing price of new homégat this will trim about 0.7 percent from GDP gl’OWth n
will rise from $164,800 in 2000 to $174,100 in 2001. 2001. N S

Because mortgage rates were very low for a long Market conditions favor hlgh oil prices in 2001, but .
time and the levels of activity already are very high, eveRrices are expected to retreat from the peaks attained in
steady mortgage rates will cut demand for new ang000. Demand growth will remain strong and capacity
existing homes. The other fundamental determinants @owth will be relatively low. Discipline within the
demand for single-family homes—growth in employ-OPEC cartel is difficult to predict, but should be main-
ment, population, and personal income—should protalned if neither Iraq nor Venezuela raises production
duce a lower but still historically strong level of substantially. Inventories are expected to remain very
homebuilding. Solid growth in employment increasedight, so energy markets will be highly sensitive to
the demand for rental housing at first, but its laggedinexpected shifts in supplies or political instability in

effects on single-family homebuilding will be crucial in Oil-producing nations. The most likely capacity addi-
the aging economic expansion. tions include new non-OPEC production from deepwater

Many factors will increase demand for home renooff Africa and Brazil. Some OPEC countries and Mexico

vations, an activity that is less cyclical than new conalso plan capacity expansions. The possible completion
struction because the peaks are less pronounced a?ldhe CPC pipeline from the Caspian Sea would add to
tend to occur later. Since this business cycle has se8Rergy supplies, and the easing of UN sanctions on Iraq
booming sales of existing houses, owners are likely tg1ay help, too. o o o
invest in repairs and improvements. Owners can readily . The risk of a U.S. oil-price recession is low if oil
afford to do this, thanks to appreciating values that hav'ices average less than $30 per barrel in 2001. Expect

increased equities, and refinancing that has lowerei@ie 0il shock to cause a recession if prices average $40
monthly payments. per barrel or more, however, particularly if the Fed hikes

interest rates to stop an oil-led inflationary spimal.
CRUDE OIL MARKETS

A fter sliding by 8 percent in 1997, refiners’
acquisition costs per barrel of crude petroleum
Il plummeted by 34 percent in 1998. In the first
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INTERNATIONAL ECONOMIC OUTLOOK
FOR 2001

Jeffrey M. Humphreys and P. George Benson

he outlook for the global economy calls for reducing inflationary pressures by lowering domestic
slightly slower GDP growth, with many GDP growth.

countries operating closer to their poten-  Because the American economy will be less vigor-
tial rate of non-inflationary growth. With ous, exports to the United States—which account for
the exceptions of Japan and Russia, exparabout 85 percent of Canadian exports—will contribute
sions of inflation-adjusted gross domesticless to economic growth. Since most of Canada’s vehicle
product are well established in most of the world’soutput goes to the U.S., an expected slump in American
larger economies. In 2001, GDP growth will decelerat@uto sales will hurt auto production in Canada in 2001.
in the United States, Canada, and Mexico, but growtModest appreciation of the Canadian dollar relative to
will accelerate Central and South America. Almost alJ.S. dollar also will discourage exports to the U.S.
European nations will experience steady to slightlymports of consumer goods are expected to surge, further
lower rates of GDP growth. Japan’s economy probablgeducing the contribution of net exports to Canada’s
will contract slightly in 2001, but moderately strongGDP. Economic growth in Europe, Latin America, and
growth will continue in most other Asian countries, andAsia and rising commaodity prices will reinforce exports,
China’s economy will continue its surge. After rising bypartially offsetting the effects of the American market’s
2.2 percent in 2000, foreign prices will rise by 3.7slower growth.

percent in 2001. Western Europe, Asia, Canada, and

Russia will enjoy larger current account surpluses. IDNEXICO

contrast, the United States, Mexico, and most countries

in Latin America and Eastern Europe will post larger A fter soaring by nearly 7 percentin 2000, Mexico's
current account deficits. GDP will expand by 4.5 percent in 2001. As
Il U.S. economic growth slows, domestic con-
CANADA sumption and domestic investment will contribute some-
_ what more to Mexico’'s GDP growth and exports will
I n 2001, Canada’'s domestic consumer markeiontribute somewhat less. The country’s strong job mar-
will be the primary force powering inflation- ket will keep consumers very confident, which will
Il adjusted GDP growth of 3.5 percent. Labor marencourage domestic demand. Vincente Fox’s victory in
ket conditions are good and personal income is risinghe recent presidential election, high levels of capacity
providing consumers both the confidence and the meansilization, the more broadly-based use of new technolo-
to spend more. Fiscally healthy, the country is runningies, and shortages of skilled workers will boost busi-
a budget surplus, which will allow the government tonesses’ spending for plants, equipment, and other types
spend more and cut taxes. of capital investment. High oil prices will help to rein-
The Canadian economy will expand less rapidly iforce GDP growth and will bolster public finances, so
2001, however. When the economy grew by nearly fiscal policies probably will encourage expansion. Eco-
percent last year, the Bank of Canada raised interesémic recovery and expansion in Latin America and

rates, and now it probably will maintain its tight mon-many other emerging markets will stimulate trade and
etary stance because the economy is operating closefé@eign investment.

its non-inflationary limits. The slower expansion of the  Slower economic growth in the U.S. will be the
U.S. economy will help the Bank to achieve its goal oprimary factor that will limit growth in the short term,

I
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because exports, tourism, and foreign investment de- Tax cuts and job growth should prevent an oil-price-
rive much of their support from the strength of thewage spiral. Also, there is still a great deal of slack in the
American economy. Banco de Mexico’s tight monetarycountry’s labor market. But the building boom that fol-
policy will continue, but the overall effect of tight lowed in the wake of reunification will prevent the
money will be scant because very little activity isconstruction sector from contributing to growth now.
financed by credit. High interest rates, however, will
restrain demand for big-ticket consumer goods, such as Francem This nation will see its GDP rise by 3.1
automobiles. percent in the coming year. There is considerable spare
Despite rapid employment growth, there is no shorteapacity in the general labor market, but the shortened
age of unskilled or semi-skilled workers. Favorablevorkweek (from 39 hours to 35 hours) created a tighter
demographic trends and the re-entry of workers frormarket for highly skilled workers. Moderate wage gains
the country’s large informal economy will assure arand low inflation will increase real disposable personal
adequate labor supply. There is a growing shortage @ficome. Employment will expand, and high-tech and
skilled workers, however. The country’s short-term andervice sector job growth will be strongest. Sanguine
long-term prospects are limited by an education systegonsumers are expected to draw down their savings to
that does not produce enough technically proficienbuy big-ticket durables. Tax cuts will power consumer
workers, which is a major deterrent to companies thatpending, too. Industrial production will benefit from the
want to expand or establish operations in Mexicostrong domestic consumer market. Businesses’ spending
Crime is another problem that must be addressed if tHer investment should receive a boost from record-high
country is to continue to attract foreign investments anfivels of capacity utilization, but the stimulus will be

tourists. reduced by the lower growth of corporate profits. A
stronger Euro coupled with slower economic growth in
UNITED KINGDOM the U.S. will reduce net exports’ contribution to France’s

GDP growth, however.

A fter expanding by 3 percentin 2000, GDP will  |taly m Italy’'s GDP grew by 3 percent in 2000 and
A expand by 2.7 percent in 2001. Substantiaghis pace will be maintained in 2001. From an historical
monetary policy tightening curtailed inflation perspective, interest rates and inflation will be very low.

lastyear, so little, if any, additional monetary tightenindBusinesses’ confidence in the economy should be high,
will be needed. Decelerating GDP growth should allovencouraging more spending for investment. The labor
inflation to settle to 2.7 percent in 2001. Fiscal policymarket is one of the weakest in the European Union, but
willremain neutral, or will provide only slight stimulus. job creation is expected to accelerate. Consumer spend-
Despite high interest rates, consumer spending Wlihg therefore will strengthen, and the economy will
strengthen because the British will be encouraged byenefit from tax reductions. Less positively, net exports
personal income growth, rising home prices, and 20will suffer from slightly slower growth of Italy’s major
year lows in unemployment. Homebuilding and reatrading partners. Due to its tight fiscal stance, the country

estate activity will be very strong, but probably will notwill be operating far below its potential output.
climb much higher in 2001. The cyclical upturn in

manufacturing activity will continue, reflecting the
ongoing growth of domestic demand and sustaine
global economic growth. Tight labor markets and risin;cg
capacity utilization also will encourage spending fo

capital equipment.

d Spain m  Spain continues to be one of the fast-
rowing countries in the European Monetary Union, with
n expected GDP growth of 3.5 percent in 2001. The
abundance of labor should help to restrain inflation, but
inflationary pressures are building nonetheless. Income
and job growth and high consumer confidence will power
EUROPEAN UNION COUNTRIES households’ spending. Businessinvestment will be heavy
due to rising capacity utilization and hefty profits. Tour-

depend less on exports and business spending for MU countries. Spain’s economywnlcpntmu_e to benefit
vestment and more on spending by domestic consurffom recent market-oriented reforms, including deregu-
ers. Domestic consumer spending will strengthen, befation, massive privatization of state-owned enterprises,
efiting from wage gains that exceed the rate of inflatiotructural reforms, more flexible labor markets, more
and tax cuts that increased disposable personal inconf@mpetitive product markets, and more open capital
More competition in retailing also will encourage Ger-markets. The recent focus on vocational education, spend-
mans to spend more. Also, the European Central Barfkd on research and development, high technology, and
will shift from a restrictive monetary stance to anincreasing the_moblllty of labor are good signs for its
essentially neutral position, keeping key interest ratel§lture economic growth.

steady in 2001.
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RUSSIA its zero interest rate policy by raising short-term rates to
0.25 percent, a circumstance that probably will be un-
I nflation-adjusted GDP expanded by almost Schanged in 2001. The failure of free money to invigorate
percent in 2000, but fiscal, structural, and politi-spending reflects several considerations. First, a reces-
B cal problems, including crime, corruption, andsion mentality keeps businesses and consumers from
the “culture of nonpayment” have been ignored. Obscspending and banks from lending. Second, businesses
lete and grossly inefficient enterprises have not beetontinue to downsize and restructure. Finally, because
shut down. The country is experiencing a substantidhe economy is operating far below potential, deflation-
brain drain, and the education system is deterioratingry pressures are strong. Monetary policy therefore will
Giventhese problems, itis difficult to predict both shortfocus on expanding the monetary base to counter defla-
term and long-term economic performance. Nonethdionary pressures.
less, net exports should make a larger contribution to Japanese households have the means to spend sub-
2001's GDP. Sustained growth of the economies ddtantially more, and a sustained decline in the high
Western and Central Europe and high prices for oilsavings rate would stimulate overall economic activity.
natural gas, metals, and other export commaodities willnfortunately, consumers’ propensity to save is unlikely
boost net exports. High prices for imported goods wilto decline, and could increase. Rising unemployment
continue to encourage Russians to purchase more dates, reduced compensations in the form of smaller
mestically made goods, thereby boosting manufactubonuses, underfunded pensions and life insurance plans,
ing. Foreign direct investment should be larger than icorporate downsizing, and job insecurity will encourage
2000, butis very small relative to the size of the economygavings rather than spending. In 2001, Japan’s economy
In 2001, GDP may expand by 4 percent, but the inflatiowill be very fragile, and small shifts in confidence may
rate probably will remain at about 14 percent. Fixedvell determine whether or not the economy contracts or
capital investment will continue to be extremely low,expands. Also, the country’s massive public debt in-
too. creases the risk of a significant financial crisis.

JAPAN CHINA

I n 1998, Japan’s GDP dropped by 2.8 percent, but C hina’s real GDP expanded by about 8 percent in
gy 29gressive fiscal stimulus and an improving glo- 2000 and will grow by the same percentage in
bal economy allowed it to inch upward by 0.2 M 2001. Expanding exports and larger inflows of

percent in 1999 and by another 2 percent in 2000. Thgreign direct investment will be the primary forces

GDP outlook in 2001, however, hinges on a delicatg,yering growth. Although China avoided the financial
balance of positives and negatives. True recovery re;

. lusive b h T nd economic crises that affected most emerging mar-
mains elusive because there are still far too many regylats rapid restructuring of state-owned enterprises and
lations, bad loans, unprofitable enterprises, and lab

e Yther parts of the economy worsened unemployment. To
market rigidities. Fortunately, corporate and governgtimulate job creation, the Chinese government will

ment restructuring is accelerating and the economy sntinue to pursue fiscal and monetary policies that
embracing information teablogy, improving the me-  stimylate domestic demand. Another objective of mon-
dium- and long-term outlooks considerably. ~  atary policy will be to counter deflationary forces. (The

_ The dislocations created by restructuring, high O_'kieflation rate was 0.8 percent in 1998 and 1.4 percent in
prices, and the slower growth of the U.S. economy wil 999.) Inflation was 0.5 percent in 2000. Given the

reduce GDP by a fraction of a percentage point in 200ompination of easy money and improved capacity uti-
Japan’s high and rising public debt will force its goYem]ization, 1.8 percent inflation is projected in 20@1.
ment to shift from a stimulative to a contractionary fisca

policy in 2001. Last year, the Bank of Japan abandoned

Georgia Business and Economic Conditions



RISKS TO THE BASELINE FORECAST

- Since the global economy reached the summit of the current economic cycle in 2Q@D,
the downside risks to the baseline forecast will rise in 2001. The probability o
marked slowdown in growth or an outright recession is 40 percent. Oil prices thatjgie

persistently higher than forecast, especially when coupled with rising unit labor costs, cgmld

produce a hard landing for corporate profits and the economy. Capital spending would but
just as the lagged effects of monetary tightening by the Federal Reserve, European Cémtral

Bank, and the Bank of Japan are bringing down the rate of global economic growth. A relied

risk is the possibility of substantially lower equity prices because global equity markets ard ot

priced for a downturn in corporate profits. In a sustained “bear” market, wealth-depen
consumers would reallocate larger proportions of their current incomes from spendin
savings. The slowdown in consumer spending would reinforce the decline in corporate prQis,
continuing the downward cycle in economic activity. Also, aggressive tightening of monet
policies by central bankers could derail global growth. Higher borrowing costs and tight crgit
would take their toll on corporate profits, capital spending, investors’ confidence, equity pri¢js,
and consumers’ outlays

November-December 2000
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GEORGIA ECONOMIC OUTLOOK 2001

ATLANTA @

December 6, 2000
Georgia World Congress AUGUSTA
Center January 19, 200®

Radisson Riverfront
Hotel

M acon

® January 31, 2001

Centreplex SWAINSBORO

® January 23, 2001
East Georgia Colleg

CoLumBUS
@ January 12, 2001
Columbus Convention
& Trade Center

SAVANNAH @
January 25, 2001
DeSoto Hilton Ho

ALBany @
December 13, 2000
Merry Acres Restaurant

BRUNSWICK @
January 26, 2001
The King and Prin

THOMASVILLE
@® December 12, 2000
The Plaza Restaurant

For information about these events, call (706) 542-1964
Office of Executive Programs
Terry College of Business, The University of Georgia

Georgia Business and Economic Conditions



FOR SALE

PORTABLE RESEARCH ASSISTANT

Do you want easy access to data about Georgia? Do you want even more in-depth
buying power data? Then you need the deluxe edition of the 2000-2001 Georgia
Statistical Abstract.

Priced at $50, this special package includes the well-recognized data book and a
brand-new CD-ROM that contains EXCEL and text files for all 400-plus pages of the
Abstract, withlinksineach chaptertothe Selig Center’s web site (www.selig.uga.edu)
for table updates as information becomes available. The CD also includes the
complete buying power time series for 1990 through 2001. Data for Whites, African
Americans, Hispanics, Asians, and Native Americans are given for all fifty states, and
Georgia data are delineated by county.

The deluxe edition is available now, so order yours today.

ORDER FORM

copy of the Deluxe Edition 2000-2001 Georgia Statistical Abstract @ $50

Georgia residents ADD your applicable county tax

County tax rate ______ x purchase price

TOTAL

Name

Address E-malil

City State ZIP

I Bill me [] Check enclosed U VISA [l MasterCard
payable to Selig Center, UGA
Credit Card Number Expiration Date

Name on Card

Mail or fax to: Selig Center for Economic Growth, Terry College of Business
The University of Georgia Athens, GA 30602-6269
Phone (706) 542-4085  FAX (706) 542-3858



