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Last January our “2005 Economic Forecast” 
covered  four major economic themes; 1) the 
global economy, 2) the US economy, 3) interest 
rates and 4) the stock market.  
 
Within these major economic themes we made 
the following predictions;  
 
1) “US economic growth will slow from 4.4% in 

2004 to 3% in 2005”   
2) “weak economies in Japan and Europe and a 

small consumer market in China will contrib-
ute to a significant trade imbalance in the 
US”   

3) “with the S&P 500 40% comprised of finan-
cial companies it looks to be a down year for 
stocks”  

4) “the US dollar will rebound slightly on rising 
short term rates and better fiscal responsi-
bility” 

5) “short term interest rates in Europe, Canada, 
the UK and Australia will decline slightly to 
spur economic growth” 

6) “Japanese interest rates remain at zero as 
they continue to struggle with deflationary 
pressures”  

7) “global competition, excess capacity, tech-
nology and high debt levels continue to drive 
down prices, spreading deflation and thus 
slower growth through the world econo-
mies”  

8) “long term interest rates continue to fall as 
investors recognize the threat of deflation.”  

  
How did we do? 
 
 
1) We were right that GDP would slow in 2005 

from 2004, however 2005 preliminary GDP  is 
3.5% a bit stronger than our projection 

2) This one was easy to predict, the US trade 
deficit hit an all-time record of over $700 bil-
lion in 2005 as consumers continued to go 
further into debt. 

3) We were really close on this one as the DJ 
finished flat from 2004 and the S&P 500 was  
up only 3% 

4) We were correct as the US dollar rose about 
12% vs. the Euro and Yen, most economist 
predicted a further decline in the US dollar 
on concerns about the size of the trade defi-
cit. 

5) We split on this one as Europe and Canada 
increased rates ever so slightly while the UK 
and Australia lowered rates. 

6) We were correct on Japan as they continue 
to struggle with deflation, zero interest rates 
and slow growth 

7)  Even though oil, natural gas, copper and 
several other commodities were up signifi-
cantly, inflation remained relatively low at 
between 2-3%. Globalization is a deflation-
ary force putting downward pressure on 
wages, finished products and corporate prof-
its. 

8) This one is Greenspan’s “conundrum”.  Long 
term interest rates have fallen even though 
the “Fed” has raised short term rates from 
1% to 4.5%. Long term interest rates remain 
low because most of the world has excess 
savings creating more liquidity than there is 
demand for borrowing despite a negative 
savings rate in the US.             

 
2006 Economic Forecast 
 
  In the next few weeks we will post our eco-
nomic projections for 2006. Following the pro-
jections we will write about a few important is-
sues that will affect the economy  and therefore 
the stock and bond markets in 2006. 


