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Part One

Global and National
Economic Situation






Unit One

Text A Another Bush, Another Jobless Recovery

The jobs market looks bleak and the president’s tax cut is
unlikely to help.

Of all the signs that America’s economy is sputtering, none is more
striking than the jobs market. Overall unemployment, at 6%, is still
relatively low, but this headline figure masks a much tougher reality. More
than 500,000 jobs have disappeared in the past three months, pushing the
total lost under George Bush above 2m. Long-term unemployment, at
1.9m, is at its highest for ten years. And these numbers do not include the
large number of discouraged workers (people who would like to work but
have given up looking) and the even larger number of underemployed
(those who are working, but not as much as they would like to).

The weak jobs market is itself harming the chances of recovery.
Consumers worried about losing their jobs are more likely to save their
cash than spend it. And politically, the risks are even starker. George Bush
senior famously lost the 1992 election during a jobless recovery.

Why is the job market so weak even though the economy is (just)
growing? A big reason is the continued impressive growth in productivity.
Ever more efficient firms need ever fewer workers, and with the economy
barely growing that means job losses, particularly in some industries.
According to economists at Morgan Stanley, hotels, airlines, restaurants
and amusement parks, which together account for only around one in ten
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private-sector jobs, contributed nearly half the job losses in the past three
months.

Another deterrent to hiring people is the price of benefits. The growth
in the cost of things like health-care insurance accelerated to 6.1% in the
first three months of 2003, the highest rate since 1992, when costs were
actually decelerating.

The result is not just that more people are losing jobs; they are
staying out of work for longer. People who become unemployed now stay
out of work on average for almost 20 weeks, the longest since early 1984.
The proportion of workers who exhaust their unemployment benefits
before they find work is the highest since record began in the early 1970s.

What will turn this gloomy picture around? Optimists reckon that
many ingredients for an economic rebound are already in place. With the
Iraq war over, the geopolitical uncertainty that hobbled business
investment has fallen. Qil prices have fallen back, consumer confidence
has shot up, share prices are well off their mid-March lows and spreads on
corporate bonds have narrowed.

In testimony to Congress on April 30th, the best-known optimist,
Alan Greenspan, argued that the economy was “positioned to expand at a
noticeably better pace than it has during the past year”. At its meeting on
May 6th, the Federal Reserve’s policy-making committee decided to keep
short-term interest rates on hold.

But the central bank indicated that further rate cuts were possible,
citing concerns about further falls in 1nﬂat10n The committee split its
assessment of risks to economic growth these, it said, were evenly
balanced between the upside and downside. But the probability of “
unwelcome substantial fall in inflation, though minor, exceeds that of a
pick-up in inflation from its already low level”. The Fed, it seems, would
be willing to cut rates to ward off deflation even if the economy
rebounded. And if there were no rebound, it would be even more likely to
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do so.

For the moment, though, monetary policy is causing less controversy
than the other macroeconomic lever, fiscal policy. Ever since the end of
the Iraq war, political Washington has talked about little else.

Mr. Bush is increasingly selling his tax-cut proposals as a
job-creation package. In Arkansas this week he said that the 6%
unemployment rate should serve as “a clear signal” to Congress: “we need
robust tax relief”. The White House claims that if Congress passes tax cuts
worth at least $550 billion over ten years, it would create 1m new jobs by
the end of next year. A long-awaited study by the administration’s
number-crunchers is rumored to show that one-third of these new jobs
would come from eliminating dividend taxation, while many of the rest
would come from accelerating cuts in marginal income-tax rates.

A reform but not a stimulus

Sadly, Mr. Bush’s claims are not convincing. The notion that a tax
plan’s ten-year price-tag provides any measure of its efficacy as a
short-term stimulus is absurd. The central component of Mr. Bush’s tax
plan—the elimination of dividend taxation—would improve the tax code
and, probably, long-term growth, but it would do little to boost the
economy now. Mr. Bush’s people say that ending dividend taxation would
raise share prices, which in turn would boost spending. Most economists
reply that the boost to share prices would be fairly undramatic (a 5%-15%
jump is the consensus guess); and any effect on spending would be small
and gradual.

For all his hustling, Mr. Bush’s original plan is being heavily
modified in Congress. Both the House and Senate are in the process of
passing different tax-cut bills.

On May 6th, the House Ways and Means Committee passed a $550
billion tax package, whose central provision was to cut taxes on both
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dividends and capital gains to 15%. As The Economist went to press,
Charles Grassley, the chairman of the Senate Finance Committee, seemed
to have won support from his fellow Republicans for a bill including $430
billion of tax-cuts over the next decade. His bill would exempt the first
$500 of dividend income from taxation (which would mean most investors
paid nothing). There would then be a sliding scale of cuts for richer
investors who pay most of the tax. Altogether, it would cut dividend taxes
by only a fifth—which would annoy Mr. Bush. Conservatives are also
unlikely to be happy with a $20 billion bail-out for the states.

That last provision could win Democrat support. Money for the states
is part of Senator Tom Daschle’s $152 billion package—alongside tax
credits for families and businesses and an extension and expansion of
temporary federal unemployment insurance (which the White House is
prepared to let expire at the end of May).

In the end, the Republican Congress looks likely to force through a
stimulus package that is largely based around tax cuts. Some of these
measures may be sensible long-term reforms, and returning money to
taxpayers is seldom unpopular. But the stimulus will not create many jobs

now, whatever Mr. Bush says.
Selected from The Economist

May 10, 2003 issue

New Words and Expressions

1. recoveryn. EA
the period of the business cycle that follows a depression

2. bleaka. (HH#, HF) LEH, Bk
(of a situation or future prospect) not hopeful or encouraging;
unlikely to have a favorable outcome

3. sputterv. () E#LHAT (RiLR)

If an activity sputters, it is weak and varied, and does not make



