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18:30:54                      CHARLES GIBSON


(OC) Good evening.  Seven months, seven-straight interest rate cuts made


by the Federal Reserve, trying to head off a recession.  And yet, for the


seven months, the economy has continued to go from bad to worse.


     GRAPHICS: FEDERAL FUNDS RATE


18:31:04                      CHARLES GIBSON


(VO) Today was cut number seven.  A key interest rate was cut another


0.25%.


     GRAPHICS: GROSS DOMESTIC PRODUCT


18:31:09                      CHARLES GIBSON


(VO) And today, new number show the economy is limping along, with meager


growth,  0.6% for the first three months of the year.


18:31:17                      CHARLES GIBSON


(OC) So what has this steady stream of rate cuts meant for the average


American?   We're joined tonight by Betsy Stark.


18:31:23                   BETSY STARK, ABC NEWS


(OC) Charlie, seven rate cuts in seven months.  And as the GDP report


makes clear, the US economy has essentially flat lined.  According to the


Fed's own diagnosis, today, consumers are spending less.  The job market


is soft.  Housing is weak.  Financial markets are under stress.  And


INFLATION is on the rise.


18:31:43                        BETSY STARK


(VO) The Fed has now chopped 3.25 points off short-term interest rates in


an effort to revive the economy.  And the outlook continues to be grim.


18:31:52            PROFESSOR KENNETH ROGOFF, ECONOMIST


We're still in a very slow economy.  It's just not over.  The Fed can


only do so much.


18:31:59                        BETSY STARK


(VO) From the consumer's vantage point, the Fed's hefty rate cuts have


translated into lower borrowing rates, some of the time.  Home equity


loans and some credit card rates have dropped substantially.


     GRAPHICS: BORROWING RATES


18:32:11                        BETSY STARK


(VO) But mortgage rates, which indirectly follow the Fed's lead, have


barely budged.  The average 30-year fixed rate mortgage is down only a


quarter of a point.  The average five-year ARM, down less than half a


point.  The reason?   Despite all the cuts from the Fed, the mortgage mess


and the credit crunch have left banks short on cash and cautious about


lending.


18:32:33                  PROFESSOR KENNETH ROGOFF


They can keep cutting interest rates, and it's not necessarily going to


lower the rates to you and I that much.


18:32:39                        BETSY STARK


(VO) While consumers may feel they haven't reaped much benefit yet, some


economists say without the Fed's aggressive rate-cutting, the pain would


be far greater.


18:32:48       PROFESSOR SUSAN WACHTER, FINANCIAL MANAGEMENT


It's quite possible that we'll get out of this with a slowdown or mild


recession.  And that is much to be hoped for because the alternative could


very much be a prolonged and deep and serious recession.


18:33:01                        BETSY STARK


(VO) But the flip side of this economic medicine is a new ailment,


INFLATION.


     GRAPHICS: FED RATE CUTS


18:33:06                        BETSY STARK


(VO) Since the Fed started cutting rates last September, the value of the


dollar has declined 12.5%, which has helped push the price of oil up 28%,


driving up everything from the cost of food and gas to the price of an


airline ticket.


18:33:22                  PROFESSOR KENNETH ROGOFF


There's no question that the Federal Reserve needs to worry much more


about INFLATION than just a few months ago.


18:33:28                        BETSY STARK


(OC) The twin threats of recession and INFLATION have left the Fed in a


terrible bind.  It can lower interest rates to fight recession, and risk


making INFLATION worse at a time when consumers are already choking on


high prices.  Or it can raise interest rates to fight INFLATION, and risk


cutting off growth in the economy.  No good choices for the Fed right now.


18:33:48                      CHARLES GIBSON

	(OC) Betsy Stark, reporting, tonight.  Thanks.






