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A Jobless, Sluggish Economic Recovery?  
The Facts Say Otherwise

Executive Summary

C For months, Democrats have tried to convince the public that the economy is in dire straits
and have chosen to ignore a steady stream of positive economic news.

C The focal point of their attacks has been a flawed comparison between the Bush and
Hoover Administrations’ employment records.  In fact, according to the Bureau of Labor
Statistics’ household survey, under the Bush Administration, the economy has created
1,085,000 net new jobs, between February 2001 and May of this year, while the economy
during the Hoover Administration lost approximately 7.7 million jobs.

C Thanks in large part to Republican economic policies – in particular the 2003 tax cuts –
the economy has entered a period of strong, sustainable economic growth:

% In the last nine months, the economy created more than 1.4 million net new jobs, and
the unemployment rate in May remained steady at 5.6 percent, well below its peak of
6.3 percent in June 2003.  Today, more Americans are working than at any time in this
country’s history – 138 million individuals.

% Over the past four quarters, the economy has grown by an impressive 4.95 percent
annual rate – the fastest growth in almost 20 years.

% Business investment increased at a 5.8-percent annual rate in the first quarter of 2004,
allowing more businesses to create new jobs.

% Since President Bush took office, real disposable personal income rose by more than
10 percent, as opposed to only 7 percent during the same period of the first Clinton
Administration.

% While inflation has increased modestly, economists continue to project that its effects
will be mild – averaging 2.7 percent in 2004 and 2.2 percent in 2005.
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Introduction

For months, Democrats have struggled to convince the public that the economy is in dire
straits.  In order to avoid acknowledging the steady stream of positive economic news, they have
tailored their tactics to focus almost exclusively on the state of the U.S. job market, hoping
Americans will overlook the fact that job creation is historically a lagging economic indicator. 
These rhetorical attacks are typified by Senator Patrick Leahy’s statement on April 6, 2004:

“More people are out of work, underemployed, and struggling to
keep roofs over their family’s heads and food on the table than at
any time since the administration of Herbert Hoover.”1

Even as new readings from economic indicators demonstrate dramatic growth in the
economy, Democrats continue to describe the economy as if it were mired in a recession – again
concentrating primarily on job creation.2

Since the start of the Bush Administration, the American economy has weathered a series
of economic shocks – the terrorist attacks of September 11, 2001, the 2001 recession (which
some economists have pointed out began in the final months of the Clinton Administration),3

corporate-management scandals, and the continuing war on terror, with major commitments in
Afghanistan and Iraq.  While any one of these events would present an economic challenge,
together they held the potential for a severe economic crisis.  Nevertheless, the American
economy responded with amazing resilience, largely due to Republican economic policies – and
the 2003 tax cuts in particular.4

Democrat Rhetoric:  The Worst Economy in Decades?

At the outset, the record must be clarified with respect to comparisons between the Bush
and Hoover Administrations.  Democrats claim that President Bush is “the first President to have
lost private-sector jobs since Herbert Hoover.”5  Setting aside the fact that no president runs the
economy, let alone loses or creates jobs, Democrats are basing their assertion on a selective use
of employment data from the Current Employment Statistics Survey (i.e., payroll survey)
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Figure 1

conducted by the Bureau of Labor Statistics (BLS).  In fact, as Figure 1 illustrates, according to
the BLS’ Current Population Survey (i.e., household survey), under the Bush Administration, the
economy created 1,085,000 net new jobs through May of this year.6  In contrast, available BLS
data indicate that between 1929 and 1932, the Hoover years, the nation lost approximately 7.7
million jobs.7

The Democrats suggest that the household survey is not an accurate measure and that
only the payroll survey should be used.8  Yet that would overlook two important points.  First,
the household survey is a long-standing official government survey conducted by the BLS, and
its validity is underscored by the fact that it – not the payroll survey – serves as the basis for the
widely cited unemployment rate.  Second, the payroll survey does not include agricultural
workers or the millions of self-employed individuals in this country,9 nor does it adequately
reflect jobs created by newly formed small businesses.10  By ignoring this latter point, the
Democrats’ argument implies that only payroll jobs provided by large companies deserve to be
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counted.  Nevertheless, the self-employed and their small businesses represent an estimated
three-quarters of the net new jobs created – a fact that simply cannot be ignored.11

In the end, the Hoover analogy is simply illustrative of a broader problem:  The
Democrats are counting on the public’s failure to distinguish the facts from their rhetoric.  A look
at those facts makes it clear that the U.S. economy is steadily growing.  In addition, these
economic indicators provide compelling anecdotal evidence that the 2003 tax cuts, which
President Bush signed into law on May 28, 2003, are achieving their goal of helping the economy
enter a period of sustained economic growth.

Significant Growth in Employment

On the jobs front, after the strong showing in May, Democrats’ false claim that the
country is mired in a “jobless recovery” should be scuttled once and for all.  Today, the BLS
reported that the economy created 248,000 net new jobs in May, based on the payroll survey.12 
These new jobs represent the ninth consecutive month of expanding employment in the United
States since August 2003.  The BLS also significantly revised the figures for March and April of
this year indicating that 74,000 more jobs were created in those months than was previously
estimated.13  As Figure 1 on page 3 illustrates, in the last nine months, the economy created
1,452,000 million net new jobs, according to the BLS’ household survey, and 1,435,000
million net new jobs, according to the BLS’ payroll survey.14 

Contributing to the steady growth in employment are the new jobs being created in the
manufacturing sector.  In May, American manufacturers created 32,000 net new jobs.  Since
January 2004, manufacturers have created 91,000 net new jobs, reversing the string of
manufacturing job losses between August 2000 and January 2004.15 

Moreover, the nation’s unemployment rate remained steady at 5.6 percent in May, well
below its peak of 6.3 percent in June 2003.  That rate is below the average unemployment rates
in each of the past three decades,16 and economists forecast that the unemployment rate will
average 5.5 percent in 2004 and fall to 5.3 percent in 2005.17  Initial unemployment claims are
down significantly, with the four-week average falling to 341,000 for the week ending May 29,
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Figure 2

2004, a 19.6-percent drop from the same period in 2003.18  Similarly, the total number of mass
layoffs fell sharply in the first quarter of 2004 from the year-earlier levels, marking the lowest
first-quarter layoffs since 2000.19 

The dramatic improvement in the country’s employment situation has given a rather
hollow ring to the Democrats’ attacks on Republican economic policies.  Today, more
Americans are working than at any time in this country’s history – 138 million individuals.20 
Nevertheless, Republicans recognize that work remains to be done in the employment sector.  In
the words of Treasury Secretary John Snow, “We’re not going to be satisfied until everybody
who wants a job gets a job.”21

Broader Indicators Signal Steady Economic Growth

While the Democrats’ myopic view of the economy focuses on employment, a complete
assessment of the nation’s economic recovery must include the broader economic indicators,
nearly all of which signal a steadily expanding economy.

Gross Domestic Product

Gross Domestic Product (GDP)
is the broadest measure of the U.S.
economy.  It reflects, among other
things, the effects of consumer,
business, and government spending and
U.S. exports of goods and services. 
According to the estimates of the Real
(or inflation-adjusted) GDP published
by Bureau of Economic Analysis
(BEA), the economy grew at an annual
rate of 4.4 percent in the first quarter of
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Figure 3

2004.22  Looking back over the past four quarters, the economy has grown by an impressive
4.95-percent annual rate – the fastest growth in almost 20 years.23  Moreover, economists
forecast that the economy will continue expanding at a rate of 4.6 percent to 4.7 percent in
2004.24  These are hardly the hallmarks of a sluggish economy.

Business Activity and Investment

Both manufacturing and non-
manufacturing business activity have
risen substantially in the past year.  The
Federal Reserve reported that industrial
production increased in the first quarter
of this year by a 6.3-percent annual rate,
the largest quarterly increase in nearly
four years.25  Similarly, in May the
Institute for Supply Management’s
(ISM) manufacturing index registered
the twelfth successive monthly reading
above 50 – the level at which the
manufacturing economy is considered
to be expanding.26  Of the 20
manufacturing industries that make up
the index, 19 reported growth in May.  Similarly, the ISM non-manufacturing index continued to
register strong growth, with business activity increasing for the 14th consecutive month in May.27

In light of the rise in consumer demand, businesses have significantly increased their
inventories, reaching $1.2 trillion in March 2004, the seventh consecutive monthly increase in
total business inventories.28  Sales have followed a similar seven-month increase, with March
sales figures increasing 9.7 percent from March 2003.29  Additionally, exports of U.S. goods and
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Figure 4

services have increased significantly – rising 8.6 percent in the last three quarters.30  Economists
forecast that exports will grow at an impressive 9.4-percent rate for 2004.31

Business investment also has improved significantly.  In April, 66 percent of small
businesses reported making capital expenditures in the preceding six months, concentrating
heavily on purchases of new equipment and vehicles; looking forward, 34 percent of small
business owners plan to make such investments in the next three to six months.32  For the first
quarter of this year, the BEA reported that overall business investment increased at a 5.8-percent
annual rate, with businesses investing significantly in equipment and software.33  The consensus
among private-sector economists is that business investment will grow at a 9.9-percent rate
this year, the best calendar-year increase in six years.34

Productivity in the business
sector has continued to make
impressive gains, in large measure due
to investments in new equipment and
technology.  According to the BLS,
productivity grew at a 4.6-percent
annual rate in the first quarter of 2004,
continuing the trend of significant
productivity gains since 2001.35  These
gains have helped improve corporate
profits and resulted in higher real wages
for workers.  Moreover, improved
productivity helps keep inflation in
check by limiting the extent to which
companies must pass increased wage costs on to customers through higher prices.36

Overall, business activity and investment have expanded at an impressive rate over the
past year, despite the Democrats’ efforts to convince the public that the economy is faltering
because employment has only recently started to recover.  With economists forecasting continued
strong growth in the manufacturing and non-manufacturing sectors for the balance of 2004 and
into next year, the prospects for the overall economy appear to be very favorable.
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Figure 5

Consumer Spending

A key component of GDP, and contributor to its recent increases, is consumer spending. 
As measured by real personal consumption expenditures, the BEA reports that consumer
spending increased by a 3.9-percent annual rate in the first quarter of this year, continuing the
strong growth registered in 2003.37  These increases parallel the growth in retail sales, which in
the first four months of 2004 increased by 8.8 percent over the same period in 2003.38  The
significant rise in disposable personal income – 4.9 percent in the first quarter of 200439 – which
has fueled consumer spending, has largely been attributed to the 2003 tax cuts.40  In fact, during
the first 13 quarters of the Bush Administration, real disposable personal income has
increased by more than 10 percent, as opposed to only 7 percent during the same period of the
first Clinton Administration.41

Looking forward, consumer
spending is expected to remain strong,
which bodes well for continued growth
in the economy.  The Consumer
Confidence Index, which estimates
consumers’ assessment of current
business and labor market conditions,
reflects increased optimism for the next
six months.42  The Index of Consumer
Sentiment – an alternative gauge of
consumers’ opinions on the economy –
remains above its average levels in
2001, 2002, and 2003.43

Inflation

With increasing business activity and consumer spending, signs of inflationary pressures
on the economy have started to rise in recent months.  For the first quarter of this year, the
Personal Consumption Expenditures Price Index – the Federal Reserve’s preferred measure of
inflation – rose by 1 percent for an annual 3.0-percent inflation rate, with the “core” inflation –
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Figure 7

excluding volatile energy and food
prices – coming in at a 1.7-percent
annual rate.44  The Consumer Price
Index, another measure of inflation, has
shown similar movement, with core
inflation registering a year-over-year
increase of 1.8 percent.45  Despite these
increases, inflation remains low by
historical standards, as Figure 6
illustrates.  Looking ahead, economists
continue to project that the effects of
inflation on the economy will be mild
– averaging 2.7 percent in 2004 and
2.2 percent in 2005, according to the
Federal Reserve Bank of Philadelphia’s
quarterly survey of professional forecasters.46  Accordingly, inflation is not expected to reduce
economic growth significantly.

Index of Leading Indicators

While most economic indicators
provide a historic view, the index of
leading indicators is widely viewed as a
prospective measure of the economy’s
direction in the following six months. 
The latest reading from the leading
index reflected a growth rate of between
3.5 percent and 4.0 percent for the U.S.
economy.47  “The pickup in the growth
rate of the leading index last year
signaled strong economic growth, and
correspondingly, real GDP increased at
a 5.5-percent annual rate over the last
three quarters.”48  The index has risen
in 12 out of the past 13 months,
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strongly suggesting that the country will continue to see solid economic growth through at
least the third quarter of this year.

A Major Contributor:  The 2003 Bush Tax Cuts

Despite Democrats’ efforts to talk down the economy, the facts paint a clear picture – an
economy that has entered a period of strong, sustainable economic growth.49  A chief contributor
to that recovery has been Republican economic policy, particularly the 2003 tax legislation. 
Initial analysis suggests that the 2003 tax cuts provided a critical boost of economic output.50  In
fact, one study has concluded that because they were effective immediately, the 2003 tax cuts
were far more stimulative than the 2001 tax cuts and caused “employment, output and
investment to all rise sharply.”51

The contributions of the 2003 tax cuts can be seen in the foregoing economic indicators,
which turned up significantly after President Bush signed the legislation into law on May 28,
2003.  Job creation expanded rapidly, adding more than 1.4 million jobs – regardless of which
BLS employment survey is used – in the nine months since August 2003 (see Figure 1).  Growth
in GDP increased significantly (see Figure 2) in the past year.  For the year ending with the first
quarter of 2004, GDP grew 4.9 percent – the best four-quarter advance since 1984.52  

By reducing individual tax rates, the 2003 tax cuts left more earning in the hands of
American consumers, which has fueled the growth in consumer spending and confidence in the
economy since the summer of 2003 (see Figure 5).  These results have also borne out the July
2003 forecast of Federal Reserve Chairman Alan Greenspan that the 2003 tax relief “will provide
a considerable lift to disposable income of households in the second half of the year . . . [and]
produce a prompt and appreciable pickup in consumer spending.”53

Such spending has also contributed to the marked increase in business activity in the last
year (see Figure 3).  Coupled with the stimulative effects of the bonus-depreciation and small
business equipment-expensing incentives, which were also included in the 2003 tax legislation,
improving economic conditions have led businesses to accelerate their investment in new
equipment, which in turn spurred continued growth in productivity (see Figure 4) that leads to
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Figure 8

increased wages and a higher standard of living for American workers.  Most importantly, the
increase in business activity is resulting in the impressive number of net new jobs created over
the past nine months.

The sizeable increase in disposable personal income since the enactment of the 2003 tax
cuts has encouraged consumer spending and helped a record number of Americans to realize the
dream of home ownership.  According to Census Bureau figures, a record 68.6 percent of
Americans owned their own homes in the first quarter of this year.54  And, home-ownership rates
continue to rise among minorities.  The increase in home ownership also has contributed to the
impressive growth in household net worth, which rose to $44.4 trillion at the end of 2003 – an
11.7-percent increase, more than half of which occurred in the last two quarters of the year
following the 2003 tax cuts.55

The increase in household net
worth also can be attributed to equity
investment gains.  While the markets
are off their 2003 high levels, they are
still substantially above their lows in
March of 2003.  For example, as Figure
8 illustrates, the S&P 500 Index has
increased more than 38 percent between
its low on March 11, 2003 and May 28,
2004.56  The reduced 15-percent capital-
gains and dividend tax rates included in
the 2003 tax can be credited for much
of the markets’ improvement over the
past 14 months.  By equalizing the rates
for capital gains and dividends, the
legislation was intended to provide an incentive for corporations to increase their dividend
payouts, which adds to Americans’ disposable personal income.

Moreover, larger corporate dividends lead to increased stock prices, since a stock’s value
is generally based on the discounted value of its future dividends.57  According to a recent study,
the reduction in the dividends tax rate increases the after-tax value of dividends – and
correspondingly the value of stocks – by an estimated 6 percent.58  With 51.9 percent of
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American families owning stock in 2001, either directly or through a tax-deferred account,
increased stock prices benefit all individual equity investors, whether they hold stock in a taxable
account or through a pension plan or an IRA.59  Moreover, since the price increases are expected
to be factored in over several years, all of the benefits of the dividend-tax reduction have yet to
be seen.60

Conclusion

Democrats’ continuing efforts to talk down the economy based on employment are
frustrated by the facts – the economy, including the job market, has improved dramatically in the
past several months – and much of the credit belongs to Republican economic policies, and the
2003 tax cuts in particular.  Nevertheless, if a sufficient portion of the public came to believe that
economic conditions were declining, it could well be a self-fulfilling prophecy, adversely
influencing investment, employment, and other business decisions, which could slow economic
growth.  

To prevent that result, Republicans must expose the fallacy of Democrats’ rhetoric and
make clear that economic indicators portray an economy headed into a sustained period of
growth.  However, Republicans would not want to imply that the ongoing positive economic
news is sufficient.  Congress must continue to ensure America’s long-term economic stability by
exercising restraint in federal spending, reducing the deficit, and enacting legislation to make
these tax cuts permanent.


