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Disappointing Job Growth but the Economy Is Still Growing

Michael Mussa, assessing the latest poor job numbers, says that too much immediate fiscal consolidation could make

things worse.
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Today on July 8, some very disappointing economic numbers came out especially in the
employment sector in the United States. Mike Mussa, at the Peterson Institute, what are
the implications of these latest numbers?

They're certainly consistent with the notion that the economy has hit a soft patch, if
not a real pothole. I think the question is: are we going to see the employment growth
pick up now as we move into the summer and fall, which is the widespread expectation
among many economists? But nevertheless [these are] disappointing figures not
consistent with that scenario.

You've projected such an employment growth. What's your latest feeling about that
projection in looking at the numbers today?

The numbers do not provide any confirmation that that has in fact happening yet. There
are other numbers, the PMI, indicis, and others which are more leading numbers. The
employment or unemployment...

I’'m sorry PMI is?

Purchasing Manager’s Index. The employment or unemployment figures tend to lag
developments in the economy by a couple of months. If growth has in fact begun to pick
up, we will see it in another couple of months in the employment figures.

What are the growth numbers now?

At the end of the month we'll get the initial estimates for the second quarter GDP
growth. Many estimates are for actual growth to be higher in the second quarter than
in the first quarter, which was 1.9 percent when last reported. Expectations are for a
number around three or at least above two and a half. So we're going to have the bizarre
circumstance that labor force or employment growth has slowed in the second quarter,
but the estimates are that GDP growth has, in fact, picked up.

This is the so called jobless recovery that people have observed on and off for many years.
If there is a recovery, it sounds like at least this phase of it is characterized by that phrase.
Why is that?

Actually, it’s not quite jobless. Over the past year we've seen total employment rise by
more than a million and private sector employment rise by about a million and a half
with contraction occurring amongst the government workers, particularly state and
especially local government workers.
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But it’s not been strong enough to bring down the unemployment rate from 9.5 percent
a year ago. It’s 9.2 percent now. So, only a very small reduction in the unemployment
rate over that twelve month period.

What is your advice on fiscal policy? There is talk of a grand bargain budget deal that

would involve spending cuts, possibly some revenue raisers or tax increases.

From the standpoint of the weakness and the recovery, one would not like to see very
sharp immediate cuts in spending and certainly not increases in taxes in the near term.
What's needed is a substantial reduction of the projected deficit over a ten year horizon.
They seem to be talking about four trillion dollars, which I think is a reasonable figure.

Our experience in the expansion of the 1990’s was that you could get that type of
improvement in the budget, or even somewhat more, consistent with a fairly strong
growing economy, if other factors lined up to support it. The question is whether other
factors are going to line up in the way that’s similar to that earlier period.

One thing, which is hopeful, is that defense expenditures for the war in Iraq and Afghanistan
presumably will be contracting. It will not be as large as the peace dividend from the end of
the Cold War, which we benefited from in the 19907, but it probably will be something that
will be worth, say, $100-$150 billion a year in terms of reduced military spending.

There are a couple of other things that might break favorably, but clearly more work
needs to be done in terms of curtailing the growth of spending and perhaps raising the
amount of revenue as a share of GDP.

Do you see any coming back to the growth projections among emerging economies?

I think there is a little doubt that emerging economies, which grew about seven percent
in 2010, are going to grow more slowly this year. But still I think six percent or a little
bit better, which is quite a strong growth performance when the advanced economies, as
we refer to them now, are growing maybe two and a half percent — much stronger than
we or the Europeans are growing. The Japanese of course were hurt by the earthquake
and tsunami will see a decline in GDP this year, But there should be some recovery
beginning around the middle of next year.

On the American growth situation, what has been the effect of the European debt crisis,
the Japanese earthquake and tsunami, rising gas prices, etc.?

Chairman [Ben S.] Bernanke [of the Federal Reserve] and many other economists have
noted them as among the important “temporary” factors which have slowed growth,
particularly in the second quarter. The expectation that they will be reversed at least
partly in the second half of the year is the reason for optimism that the growth rate will
pick up, at least moderately in the second half, from what we've been seeing recently.

Well on that tempered but optimist note, thank you, Mike.

You're welcome.




