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Fear trumps hope on recession

Fed, administration look for quick $150b stimulus as downbeat indicators
send stocks plunging 300 points

By Robert Gavin EmaillPrintl Text size =

Globe Staff / January 18, 2008

The Bush administration and Federal Reserve chairman Ben Bernanke agreed
yesterday that the federal government should pump as much as $150 billion
into the faltering US economy, but it wasn't enough to stem recession fears that
swamped investors and added to Wall Street's losing streak.

The Dow Jones industrial average plunged more than 300 points, falling to its
lowest level in 10 months. The Dow, which closed at 12,159.21, has lost 2,000
points, or 14 percent, since peaking in October.

Sparking the sell-off was another round of poor economic data. Housing starts
fell more than 14 percent in December and are now at their lowest level since
1991. A report from the Philadelphia Federal Reserve Bank showed
manufacturing activity in its region contracting sharply, read by some analysts
as another signal that the economy is heading for recession - if it's not already
there.

"Investors are increasingly of the view that we're going to suffer a full-blown
recession,"” said Mark Zandi, chief economist at Moody's Economy.com, a West
Chester, Pa., forecasting firm. "The economy contracted in December, and it
feels like it's contracting in January, and once you start getting negative
numbers, it's hard to get out of."”

President Bush and Congress, however, are hoping that one way out is a
stimulus package that would quickly put money into the pockets of low- and
middle-income households as a way to jump-start consumer spending, which
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accounts for about 70 percent of economic activity in the United States.
Consumers, battered by rising energy prices, plunging home values, and a
weakening job market, are beginning to curtail spending, which could push the
economy into a recession.

Bush is said to be considering a plan that would include rebates of $800 for
individuals and $1,600 for families, as well as tax breaks for businesses buying
equipment. Congressional leaders say the package could cost $150 billion.

Bernanke, testifying before the House Budget Committee, said such stimulus,
as long as it is temporary and doesn't widen the long-term federal deficit, could
give the economy a needed boost. He reiterated that the Fed is ready to
aggressively cut interest rates to stave off a recession.

Many analysts expect the Fed, which has already sliced its benchmark interest
rate by a point since September, to cut another half-point when policy makers
meet at the end of this month.

That would bring the rate to 3.75 percent, the lowest since September 2005.

Cutting interest rates lowers borrowing costs, encouraging consumers and
businesses to spend. This time, however, cutting interest rates may not be
enough by itself, analysts said. The still-sinking housing market is blunting the
impact of lower rates, discouraging buyers and reducing equity that owners
might tap to support spending.

That's why a stimulus package "is probably needed to avoid a full-blown
recession,"” said Nariman Behravesh, chief economist at Global Insight, a
Waltham forecasting firm. "It's unclear interest rates are going to do it alone,
and it could provide an extra kick."

But not enough for investors. Bernanke's support of a stimulus package was
read by some as more evidence the economy is deteriorating.
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Adding to the pressure on stocks have been weak corporate earnings and
multibillion dollar losses by financial firms that held securities backed by
defaulting subprime mortgages.

For example, Merrill Lynch & Co. yesterday wrote off nearly $10 billion in
losses in the fourth quarter alone, much of it related to the subprime mortgage
meltdown.

Diane Swonk, chief economist of Mesirow Financial, a Chicago investment
firm, said fear that more big losses are coming is sparking panic on Wall Street.
Overseas, markets continued to plummet today, with Japan's benchmark

Nikkei 225 stock index losing 387.67 points, or 2.8 percent, in morning trading.

The US economy, while weakened, still has some strengths.

The Labor Department reported yesterday first-time claims for jobless benefits,
a key indicator of the labor market, fell for the third consecutive week and to
their lowest level since September. At 301,000 last week, they are far below the
400,000 level that economists say signals a recession. In addition, falling
interest rates and now a likely stimulus package will give the economy more
support.

Among the reasons Wall Street is reacting so negatively: Many of the
companies with the biggest problems are Wall Street investment firms.

"Perceptions become greater than reality,” she said. "It's hard to see the forest
for the trees when you're in the part of the forest that's burning.”

Robert Gavin can be reached at rgavin@globe.com. Material from news
services was used in this report. =

© Copyright 2008 Globe Newspaper Company.

http://www.boston.com/businessymarkets/articles/2008/01/18/fear_trumps_hope_on_recession/ (4 of 6)1/19/2008 5:00:02 PM

Save up
to 75%

on
Last-
Minute

Best Price
Guarantee.
GO!

[ [

Most popular

E-Mailed Searched

1. And he shall be called...
2. What's shaking
3. Mystery man's annual visit to Poe grave



http://boston.stockgroup.com/sn_overview.asp?symbol=MER
mailto:rgavin@globe.com
http://adopt.specificclick.net/lnk.sm?aplcd=31945;2921;3022;24103;35898.f.9.fh.nl.383@@xzyov@@pzmhzh xrgb@@-3_9@@f@@f;1200783574232;href=http://www.vacationstogo.com/?source=specificmedia166
http://www.boston.com/bostonglobe/ideas/articles/2008/01/20/and_he_shall_be_called?p1=Well_MostPop_Emailed1
http://www.boston.com/lifestyle/articles/2008/01/19/whats_shaking?p1=Well_MostPop_Emailed2
http://www.boston.com/news/nation/articles/2008/01/19/mystery_mans_annual_visit_to_poe_grave?p1=Well_MostPop_Emailed3

Fear trumps hope on recession - The Boston Globe
4. Deaths of aunt, 2 children called murder-suicide

Your e-mail address
(for return address purposes)

E-mail address of recipients D
(separate multiple addresses with commas) Disclaimer: Boston.com does not share t!
information or keep it permanently, as it is for
the sole purpose of sending this one time e-
mail.

Name
and both e-mail fields are required.

Ads by Google what's this?

Retired or Retiring soon?

The Only 3 Stocks You Need to Own In 2008 And Beyond. Free Report.
www.DailyWealth.com/Retire_Rich

Fed Killing the Dollar?

Learn How to Profit From the Credit Crisis! Multiply Money up to 30x
MoneyAndMarkets.com

LendingTree - Mortgage

$400,000 for Only $2,178/Month or $200,000 for Only $1,089/Month!
www.LendingTree.com

=2y, B B . E-E
Email Print Single page Reprints Share See full list
Your Name Message (optional)

Home | Today's Globe | News | Business | Sports | Lifestyle | A&E | Things to Do | Travel | Cars | Jobs | Real Estate | Local Search

Contact Boston.com | Help | Advertise | Work here | Updated Privacy Statement | Mobile | RSS feeds | Make Boston.com your homepage

Contact The Boston Globe | Subscribe | Manage your subscription | Advertise | The Boston Globe Extras | The Boston Globe Store | © 2008 NY Times Co.

http://www.boston.com/businessymarkets/articles’2008/01/18/fear_trumps_hope_on_recession/ (5 of 6)1/19/2008 5:00:02 PM



http://www.boston.com/business/markets/articles/2008/01/18/fear_trumps_hope_on_recession?mode=PF
http://www.boston.com/business/markets/articles/2008/01/18/fear_trumps_hope_on_recession?mode=PF
http://www.boston.com/help/linksqa_text/
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BrGiq04CSR8HUH53s4wGStoTwDsb-7jbi9PrcA8CNtwGwp0EQARgBINuVoAMoAzgAUK_LnGBgyeaPiPCjjBOgAd6Cov0DqgEQYXJ0aWNsZV9idXNpbmVzc7IBDnd3dy5ib3N0b24uY29tyAEB2gFZaHR0cDovL3d3dy5ib3N0b24uY29tL2J1c2luZXNzL21hcmtldHMvYXJ0aWNsZXMvMjAwOC8wMS8xOC9mZWFyX3RydW1wc19ob3BlX29uX3JlY2Vzc2lvbi-AAgHIArrRqgGoAwHoA4gE6AMQ6AMT6ANr6AMl9QMABAAA&num=1&ggladgrp=430438506&gglcreat=892073706&adurl=http://www.dailywealth.com/signups/SDW_retirement.asp%3Fscode%3DX350J100&client=ca-boston_js
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BAtGD04CSR8HUH53s4wGStoTwDvi1-xSs6oqaAsCNtwGgsyMQAhgCINuVoAMoAzgAUN6Tx84GYMnmj4jwo4wToAGYvcD8A6oBEGFydGljbGVfYnVzaW5lc3OyAQ53d3cuYm9zdG9uLmNvbcgBAdoBWWh0dHA6Ly93d3cuYm9zdG9uLmNvbS9idXNpbmVzcy9tYXJrZXRzL2FydGljbGVzLzIwMDgvMDEvMTgvZmVhcl90cnVtcHNfaG9wZV9vbl9yZWNlc3Npb24vgAIBqAMB6AOIBOgDEOgDE-gDa-gDJfUDAAQAAA&num=2&adurl=http://www.moneyandmarkets.com/newsletter/default74.aspx%3Fsc%3DG100%26EC%3D76510&client=ca-boston_js
http://pagead2.googlesyndication.com/pagead/iclk?sa=l&ai=BO5_d04CSR8HUH53s4wGStoTwDq-RqR2f_onbA8CNtwHgyIECEAMYAyDblaADKAM4AFCjtYj5AmDJ5o-I8KOME6oBEGFydGljbGVfYnVzaW5lc3OyAQ53d3cuYm9zdG9uLmNvbcgBAdoBWWh0dHA6Ly93d3cuYm9zdG9uLmNvbS9idXNpbmVzcy9tYXJrZXRzL2FydGljbGVzLzIwMDgvMDEvMTgvZmVhcl90cnVtcHNfaG9wZV9vbl9yZWNlc3Npb24vyALz8j6oAwHoA4gE6AMQ6AMT6ANr6AMl9QMABAAA&num=3&ggladgrp=3394168370642138997&gglcreat=15766555292125071227&adurl=http://www.lendingtree.com/borrower/alliance/from.asp%3Fwhereto%3Dpromopagev6%26promo%3D00265%26esourceid%3D1278880%26source%3D1278880%26loan_type%3D3%26adtype%3D1%26partner%3Dgoogle%26EF%3D1%26800num%3D800-460-8109&client=ca-boston_js
http://www.boston.com/news/local/articles/2008/01/19/deaths_of_aunt_2_children_called_murder_suicide?p1=Well_MostPop_Emailed4
http://www.boston.com/
http://www.boston.com/news/globe/
http://www.boston.com/news/
http://www.boston.com/business/
http://www.boston.com/sports/
http://www.boston.com/lifestyle/
http://www.boston.com/ae/
http://www.boston.com/thingstodo/
http://www.boston.com/travel/
http://www.boston.com/cars/
http://www.boston.com/jobs/
http://www.boston.com/realestate/
http://www.boston.com/search/
http://www.boston.com/help/bostoncom_info/
http://www.boston.com/help/
http://www.boston.com/mediakit/bgm/index.html
http://boston.monster.com/search.aspx?q=%22boston.com%22&cy=us&cnme=boston&sid=40&re=100&jto=1
http://www.boston.com/help/privacy_policy/
http://www.boston.com/mobile/
http://www.boston.com/tools/rss/
http://www.boston.com/help/homepage/
https://bostonglobe.com/aboutus/contact/default.asp
https://bostonglobe.com/subscriber/subscribe/index.stm
https://bostonglobe.com/subscriber/custsrvc/index.stm
https://bostonglobe.com/advertiser/
https://bostonglobe.com/subscriber/extras/
http://services.bostonglobe.com/globestore/category.cgi?category=0&source=boston.com&kw=boston.com

Fear trumps hope on recession - The Boston Globe

http://www.boston.com/businessymarkets/articles/2008/01/18/fear_trumps_hope_on_recession/ (6 of 6)1/19/2008 5:00:02 PM



http://rmedia.boston.com/RealMedia/ads/click_lx.ads/www.boston.com/business/markets/default/2073103201/POPUP/default/empty.gif/30613030303038343437373531333930
http://rmedia.boston.com/RealMedia/ads/click_lx.ads/www.boston.com/business/markets/default/675837671/EXTRA/default/empty.gif/30613030303038343437373531333930

	boston.com
	Fear trumps hope on recession - The Boston Globe


	MMOPPJALPLPDHKFCPMGHFMAHDIBCKACBLD: 
	form2: 
	x: 
	f1: http://www.boston.com/business/markets/articles/2008/01/18/fear_trumps_hope_on_recession
	f2: January 18, 2008
	f3: The Bush administration and Federal Reserve chairman Ben Bernanke agreed yesterday that the federal government should pump as much as $150 billion into the faltering US economy, but it wasn't enough to stem recession fears that swamped investors and added to Wall Street's losing streak.
	f4: Fear trumps hope on recession
	f5: Robert Gavin
	f6: 
	f7: 
	f8: 
	f9: 

	f10: Send
	f11: 

	form1: 
	x: 
	f1: 
	f3: 

	f2: 




