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NEWS FLASH: 
An Update and Outlook on the Economic Environment
James M. Weiss, Chief Investment Officer, Equity  
(as of December 2001)


Federal Reserve Update

· The Federal Reserve Board recently cut the fed funds rate by 1/4 point to 1.75%. The cut in interest rates demonstrates the Fed’s commitment to take necessary measures to stabilize the economy.

· The recent reduction in interest rates is a direct correlation to the lack of concrete evidence of stabilization.

· Monetary policy works with a six to nine-month lag which is normal before the economy will begin to show signs of stabilization. Assuming the momentum was established in the spring, we are just now moving into the period in which the expected results will be felt.

· The Fed does not believe the further reduction in interest rates will spark inflation.

· Currently, there is a mix of both good and bad news with U.S consumer sentiment rising despite an increase in the unemployment rate to its highest level in more than six years.

· On the international front, foreign economies are either continuing to decline or are experiencing slow growth. In a positive light, the US dollar is stable against foreign currencies and inflation in the US is under control.

Economic Update and Outlook

· Four factors - lower interest rates, reduced taxes, declining energy prices and mortgage refinancing - will help put real dollars into the pockets of the US consumer and thus boost consumer confidence. Mortgage refinancing is at an all time high.

· We expect a difficult fourth quarter and the possibility of another negative GDP. Q1 2002 should be marginally better than the fourth quarter of 2001.

· Washington is currently discussing including additional tax cuts in a new stimulus package.

· A high degree of uncertainty still exists and we expect this market volatility to continue. The recent bull market activity is driven by a readjustment correcting the market’s overreaction to the tragic events of September 11 coupled with the growing sentiment that the economy will return to growth in 2002.

· Although it is too early to be certain, we expect to see signs of turnaround in the spring of 2002. The recovery will be slow to start, but we should begin to see growth by the second half of the year.

· Corporate profits should begin to grow in 2002. We would not be surprised to see profits grow around 7-9%.
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