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This is acrucial moment for the American economy. The economic fundamentals
are strong. Inflation and interest rates are low. Productivity is increasing
and the economy is expanding, which creates more jobs. While the economy is

growing stronger, confidence in our free enterprise system is being tested.

Unethical business conduct that began in the boom of the 1990s is being

uncovered. Investors have lost money. Some in retirement have lost security.
Workers have lost jobs, and the trust of the American people has beenbetrayed.
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earnings outlooks from Microsoft and Sun Microsystems damped hopes for a near-term

recovery in corporate profits.



many investors may have finally
stopped believing in the stock market
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complete honesty

Tony Crescenzi  market strategist at Miller,Tabak

Tony Crescenzi, market strategist at Miller, Tabak, said individual investors

are selling because they are disgusted with the market"s downturn and concerns

about corporate governance at major companies. Foreign investors are selling

due to the falling U.S. dollar and a widening federal budget deficit. Pension
funds are allocating more funds to bonds as falling stock prices create
difficulties in meeting obligations to retirees. "In almost every camp there"s
justification for reduced equity exposure," Mr. Crescenzi said in a report
Friday.

But in some cases, valuations have finally



been toppled from the altitude-sickness levels they hit during the stock-market
bubble.

David Tice




a warning from Greenspan

A considerable volume of market commentary in recent weeks has

suggested that concerns about earnings prospects and the

proliferating revelations of serious governance and accounting ISSues

have contributed not only to lower equity prices but also to a decline

in the foreign exchange value of the dollar. And some of that

commentary has extrapolated the trend of dollar weakness. As you

know, the Secretary of the Treasury speaks for our government on
exchange rate policy. But, given the recent intense interest in the

future course of the dollar, I would like to raise a technical issue and a

flag of caution regarding those forecasts--or, for that matter, any

forecast of exchange rates. There may be more forecasting of

exchange rates, with less success, than almost any other economic

variable.



The reason that it is so difficult is that an exchange rate is a very
complex price that balances, on the one hand, the demand for, for
example, dollars stemming from the demand for dollar investments and
for U.S. exports against, on the other hand, the demand for foreign
currencies by U.S. investors desiring to acquire foreign assets and by
U.S. importers of foreign goods and services. Hence, exchange-rate
movements depend on shifting perceptions of the relative returns from
investing in different countries and on the myriad influences on

relative tendencies to import and export. The net effect of these

factors over any future time period is extraordinarily difficult to assess

in advance. Although measures such as real interest rate differentials,

differential rates of productivity gains, and chronic external deficits

are often employed to explain exchange rate behavior, none has been

found to be consistently useful in forecasting exchange rates even

over substantial periods of one or two years.

Our ability to attract foreign capital in coming years will help facilitate

the increases in investment that will promote continued gains in

productivity and standards of living. But policymakers should also

recognize the important role that prudent fiscal policy can play in
promoting national saving and maintaining conditions conducive to
investment and continued strong growth of productivity. Beginning in

the late 1980s, impressive progress was made in reining in federal
expenditures and restoring a better balance between spending and
revenues. The lower federal deficits and, for a time, the realization of
surpluses contributed significantly to improved national saving and
thereby put downward pressure on real interest rates. This, in turn,
enhanced the incentives of businesses to invest in productive plant

and equipment.

Recently, however, some of those gains have been given up. To a
degree, the return to budget deficits has been a result of temporary
factors, especially the falloff in revenues and the increase in outlays
associated with the economic downturn. Those influences should tend

to reverse over the next year or two, other things equal, although the



decline in revenues reflecting the drop in capital gains realizations,
including those on options, is unlikely to be fully reversed. And the
necessary rise in expenditures related to the war on terrorism and
enhanced homeland security has also played a role, as have the tax
reductions legislated last year. Unfortunately, there are also signs that
the underlying disciplinary mechanisms that formed the framework for
federal budget decisions over most of the past fifteen years have

eroded. The Administration and the Congress can make a valuable
contribution to the prospects for the growth of the economy by taking
measures to restore this discipline and return the federal budget over

time to a posture that is supportive of long-term economic growth.

Our ability to
attract foreign capital in coming years will help facilitate the increases in
investment that will promote continued gains in productivity and standards of
living.

prudent fiscal policy

Recently,
however, some of those gains have been given up. To a degree, the return to budget
deficits has been a result of temporary factors, especially the falloff in revenues

and the increase in outlays associated with the economic downturn



but 1t will take a while




have a nice week
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