
 

September ’05 – Economic Outlook After Katrina 
 

 

After Hurricane Katrina ripped through the Gulf Coast creating the costliest natural disaster in the 

history of our Nation, it seemed a good time for a mid-year update on the state of the economy. 
 

The short-term price and volume action of the market indices have reacted in a positive fashion since 

the disaster began. This means the up days have shown an overall higher volume of shares trading 

than the down days - indicating there has been more short-term buying than selling of equities. A 

positive short-term trend in light of such an enormous tragedy. 
 

As of Sept. 16th, the stock market indices change since Jan. 1 are as follows: 

S&P 500     +2.1% (The S&P 500 is made up of 500 common stocks representing major US industry sectors.) 

NASDAQ         -0.7% (The NASDAQ index is a measure of the combined value of roughly 5,000 stocks traded on the                   

National Association of Securities Dealers Exchange.) 

 

In the wake of Hurricane Katrina, oil prices surged, topping $70/bbl for the 1st time in history. While 

the affected areas of the gulf only account for 2.5% of the U.S. GDP, they account for roughly 30% of 

the nations oil production, 20% of our natural gas and 10% of our refining capacity.* Refining is the 

bottleneck in the supply of oil. According to CNBC, at current world demand levels, the refiners are 

running at 92% capacity so even minor disruptions in the refining process can have a significant 

impact on oil prices. Therefore, the spike in oil when Katrina hit the gulf and disrupted refining. 
 

According to U.S. Treasury Secretary, John Snow, the fundamentals of the U.S. economy remain 

strong. Let’s look at some data: 

 Company earnings for the 1st half of ’05 have come in higher than analyst expectations.**  

 Historically low inflation of 3.1% for the trailing twelve months through July, ‘05. *** 

 Continued low interest rates –  as of this writing the 10 year treasury yielding 4.28%  

 Unemployment of 4.9% in August ‘05 - the lowest rate in four years.***  
 

All positive indicators of the state of the U.S. economy. In addition, Gross Domestic Product increased 

at an annual rate of +3.3% in Q2 2005 indicating an expanding economy. Remember, Gross Domestic 

Product is the market value of goods and services produced in the United States. It is a key measure of 

the health of the economy. Fed Chief, Alan Greenspan, continuously states a sustainable 3-4% growth 

rate is favorable for the economy. Higher growth may cause inflation. 
 

Financially, how much will Hurricane Katrina cost the country? Estimates of the final costs are high 

and wide ranging. Most pundits agree, it will not have a significant long-term impact on the economy. 

They speculate it could slow GDP growth by 1% in the 3rd quarter. If the fundamentals in our economy 

wouldn’t have been strong, Katrina could have thrown the U.S. economy into recession.  Who would 

have guessed with oil near $70/bbl, a major battle ongoing with terrorists, and the Fed raising interest 

rates …that the S&P 500 would be positive for the year? 
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