Justln Wolfers* -

i’s now official; the US economy
Is in recession,

Inceed, boffins at the National

Bureau of Economic Research
tell us that the US has beenina-

recession since March. And, of
course, while the attacks on Sep-
tember 11 could not have been

responsible for this slowdown,
these economists argtie that the
“attacks clearly deepened the
contraction and may have been
an important factor in turnmg
the episode into 8 recession”

- Long regarded as the official’

scorekeeper of the US business
cycle, the NBER eschews the
much-cited definition of a re-
cession as two consecutive quarters.
of negative growth, Instead, the
ecopomists opt for a more fine.
grained assessment, poring over a
range of economic Indicators, in-
chuding employment, lncome, sales
and industrial productlon.

Arnd what struck these econ-
omists most was the fact thatem-
ploymem has declined by 0.7 per
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US recession puts us to the test
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cent over the past seven months.
This ‘decline Is already about
two-thirds that expected ln
typical recesslon. -

After a 10-year expansmn -
the longest expansion in the 32
business cycles since the 1850s -

the boom Is dead, While this is
an unwelcome development for -

ou¢ American friends, it may be
even worse news at home

As the accompanying chert
shows when thie US ‘econo
sneezes, Australia catches a col
Indeed, Reserve 3ank research
shows the US economy to be the

“single best predictor of Aust-

ralla’s prospects. -
But how bad a cold should we
expect o catch? Historlcally, the

“average US downiurn has lasted

18 months, and we are already

. elght months into this one. And

while ane might expect a record
expansion to lead to a large off-
settng correction, slumps have
historically been shorter in the

“wake of a long boom.

Yet with theeffects of the Sep-
tember 11 attacks on the econ-
omy presenting a -major
unknown, It seems that history
may be a poor guide, Most ana-
lysts agree that the direct effects
of the attacks are fairy minor,
Far more damaging are the ef-

fects on consumer confidence

and the praspect of an open-
ended ‘war, It does. seem likely,
however, that these effects will
be felt most directly in the US.

While the Australian. economy
appeats to be in better shape
than the US, this should not be:
overstated: US unemploymem is
up 1.5 percentage polnts since its
trough, while ours.is up 1.1 per-
centage points, .

Moreover, the US econnmy is
unwinding after experiéncing
the lowest unemployment rate in
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ageneration, while the same Is
hardly true In Australia. . -

The prospects for averting the
worst of these recesslonary
torces depend on monetary pot-.
icy seltings, US Federal Reserve
Board. r.halrmanDr Alan -
Gre ha!

metal, pushing real Interest rates
belaw zero, while Reserve Bank -
of Austraila goveraor lan
Maclariane has domestic set-
tings barely out of neutra,

" The US Fed has responded
aggressivelyto the firstsigns of

aslowlng economy, cutting
interest rates 10 times this year
for atotal decline al 4 per cenl,
while our own central bank has
been far more tentative, lower- -
Ing rates four times, and by only
1percent.

Perhaps the more useful his-
tory s to befoundint

recent skirmish withan ;xternal;

shock - the Asian financlal crlsts
Irithe fate 1990s..
Australlamanaged to avold
the most of lhe recessionary fafl
out fromthat shock.
Tosome, this eplsod2 con--

tirmed the imporldnce of the

strong US economy as an enqgine
of growth. To others, this was an
example af the resllience of our
reformed economy. it seems
that the Reserve Bank Is punting
an the fatter.

With the US nowjoining Japan
andmuch of Europe In.recesslon;.
the coming months wlll surely
test just how recessian-prool the
modernised Australlan economy
reallyls,
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