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MACRO SUMMARY TABLE

Units 10Q2 10Q3 10Q4 11Q1 11Q2 11Q3 11Q4 12Q1 2010 2011 2012 2013 2014

NIPA
Gross domestic product %AR 3.0 2.5 2.8 4.0 5.1 5.1 5.3 5.3 3.1 3.9 5.0 3.4 2.6 
 Consumption %AR 2.7 1.7 1.6 3.0 4.2 4.5 4.6 4.8 2.3 3.1 4.5 3.6 2.8 
   Durables %AR 12.3 2.8 1.6 3.4 6.1 6.8 6.8 7.7 7.8 4.7 6.4 2.9 1.3 
     Motor vehicles %AR 18.2 9.8 -1.7 2.8 14.5 18.2 15.9 16.2 3.9 8.5 13.6 3.7 1.0 
   Nondurables %AR 1.7 1.6 1.9 2.5 3.2 3.2 3.3 3.4 2.4 2.5 3.1 2.5 2.4 
   Services %AR 1.2 1.5 1.6 3.0 4.1 4.5 4.7 4.7 1.3 2.9 4.6 4.1 3.3 
 Fixed investment %AR 6.3 6.3 6.8 9.5 11.9 13.0 13.6 13.6 2.3 9.6 12.1 5.6 2.9 
   Nonresidential %AR 5.4 5.7 5.4 6.2 7.8 8.6 8.7 8.4 2.4 6.7 8.0 5.0 2.9 
      Structures %AR -0.8 2.2 4.9 8.0 13.1 14.1 15.2 11.8 -10.7 8.3 12.7 8.0 6.2 
      Equipment %AR 7.7 7.0 5.6 5.5 6.0 6.7 6.3 7.1 9.1 6.1 6.3 3.9 1.5 
   Residential %AR 9.5 8.5 12.1 21.9 26.9 28.4 30.3 30.7 1.8 19.9 25.3 7.3 2.9 
     Single-family %AR 24.2 23.4 16.4 23.7 35.4 46.7 65.5 72.2 19.5 30.0 52.0 13.2 1.4 
     Multifamily %AR 14.5 1.1 18.2 32.5 37.0 41.4 41.9 35.1 -39.5 27.1 30.8 8.6 1.6 
     Other %AR 1.5 0.9 9.4 20.8 21.8 17.3 9.1 4.4 -1.5 13.8 6.8 1.3 4.8 
 Exports %AR 9.6 9.5 9.8 10.4 11.6 13.0 13.5 13.0 11.4 10.9 12.5 9.3 7.0 
    Merchandise %AR 10.9 10.0 9.9 10.6 12.1 14.1 14.5 14.6 14.6 11.4 14.0 11.1 7.7 
    Services %AR 6.8 8.3 9.4 10.1 10.4 10.6 11.1 9.5 5.0 9.7 9.1 5.1 5.3 
 Imports %AR 7.4 6.7 5.4 6.1 7.3 9.2 9.0 9.9 9.5 6.9 9.4 8.5 6.9 
    Merchandise %AR 7.9 7.0 5.4 6.2 7.6 9.9 9.6 10.7 10.8 7.2 10.2 9.0 7.3 
    Services %AR 5.5 5.5 5.4 5.3 5.6 5.9 6.0 6.2 4.3 5.6 6.1 5.8 5.3 
 Government %AR 1.4 1.3 1.8 2.1 1.9 0.3 0.3 0.5 0.5 1.5 0.8 1.5 1.6 
   Defense %AR 1.3 1.4 2.4 1.8 1.6 1.3 1.6 0.9 2.0 1.7 1.3 0.6 -0.8 
   Nondefense %AR 4.6 4.8 4.9 4.7 1.3 -2.0 -2.0 -0.1 4.9 2.8 -0.7 0.5 1.4 
   State and local %AR 0.8 0.5 0.8 1.7 2.1 0.4 0.2 0.5 -1.0 1.2 0.8 2.1 2.8 
Final sales %AR 2.6 2.4 2.7 4.1 5.2 5.1 5.4 5.4 1.8 3.9 5.1 3.5 2.6 
Final domestic sales %AR 2.6 2.2 2.3 3.6 4.7 4.8 5.0 5.1 1.9 3.6 4.8 3.5 2.6 

Consumers
Personal saving rate % 3.7 4.1 4.5 4.5 4.1 3.9 3.9 3.6 3.9 4.1 3.7 4.1 4.6 
Retail sales & food services $ tril 4.37 4.40 4.44 4.51 4.58 4.66 4.75 4.85 4.38 4.63 4.96 5.21 5.41
    Change %AR 5.4 3.4 3.4 6.6 6.2 7.5 7.9 8.4 6.0 5.7 7.2 5.0 3.9 
Total vehicle sales mil 11.49 11.78 12.18 12.95 13.51 14.31 14.91 15.55 11.60 13.92 16.09 16.88 17.06
Housing starts mil 0.67 0.68 0.72 0.79 0.89 1.04 1.25 1.47 0.67 0.99 1.67 1.85 1.81 
Median house sales price $ ths 173.94 169.77 167.20 166.09 166.47 166.52 166.99 167.98 170.98 166.51 170.45 181.22 195.21
    Change %AR 2.2 -9.2 -5.9 -2.6 0.9 0.1 1.1 2.4 -0.9 -2.6 2.4 6.3 7.7 

Producers
Industrial production 1997=100 101.8 102.7 103.7 104.9 106.0 107.1 108.3 109.3 102.4 106.6 110.5 112.5 113.7 
    Change %AR 1.6 3.8 3.9 4.9 4.3 4.3 4.3 4.0 4.2 4.1 3.7 1.8 1.0 
Capacity utilization % 69.9 70.5 71.1 71.9 72.5 73.1 73.7 74.3 70.3 72.8 74.7 74.7 74.1 

Labor Markets
Total employment mil 130.3 130.5 130.8 131.2 131.8 132.6 133.5 134.5 130.3 132.3 136.1 140.4 142.9 
    Change %AR 2.0 0.6 0.9 1.3 1.8 2.3 2.6 3.0 -0.4 1.5 2.9 3.2 1.7 
Unemployment rate % 9.8 10.0 10.1 10.1 9.8 9.3 8.8 8.3 9.9 9.5 7.5 6.1 5.7 

Prices
Consumer price index 1982=100 218.0 218.7 219.5 220.7 222.0 223.8 225.5 227.4 218.5 223.0 229.9 236.3 241.7 
    Change %AR 0.8 1.2 1.6 2.1 2.6 3.2 3.1 3.4 1.8 2.1 3.1 2.8 2.3 
Producer price index 1982=100 182.9 182.9 183.0 183.9 185.3 186.1 187.2 188.7 182.7 185.6 190.4 194.1 197.5 
    Change %AR 1.8 0.0 0.3 2.0 3.0 1.8 2.4 3.2 5.7 1.6 2.6 1.9 1.8 
West texas intermediate $/Bbl 78.1 79.5 81.8 84.3 87.0 88.2 89.6 90.2 79.5 87.3 89.4 90.2 92.3 

Financial Markets
Federal funds % 0.16 0.18 0.22 0.69 1.32 1.91 2.50 3.43 0.17 1.60 3.78 4.07 3.98 
Prime rate % 3.16 3.18 3.22 3.69 4.32 4.91 5.50 6.43 3.20 4.60 6.78 7.07 6.98 
10-yr Treasury % 3.50 3.65 4.00 4.37 4.72 5.01 5.36 5.75 3.72 4.87 5.57 4.88 4.60 
FRB 10-country index Jan97=100 102.0 102.6 103.0 102.5 102.5 102.3 101.9 101.3 102.4 102.3 100.9 101.7 102.8 
    Change %AR -0.5 2.3 1.4 -1.9 0.1 -0.7 -1.5 -2.4 -3.0 -0.1 -1.4 0.8 1.1 

Government Balance
    NIPA basis $ bil -1,359.6 -1,391.9 -1,450.5 -1,464.3 -1,438.4 -1,387.2 -1,331.8 -1,238.3 -1,388.6 -1,405.4 -1,140.7 -865.9 -730.3 
    Unified budget $ bil -323.4 -314.5 -347.5 -367.0 -113.7 -266.9 -313.4 -315.0 -1,314.3 -1,060.9 -845.1 -825.8 -799.1 

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate
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Hope and Fear
BY MARK ZANDI

Recent Performance
One year into the U.S. economic expan-

sion, real GDP is advancing at a nearly 3% 
annual pace, and monthly job growth—af-
ter cutting through the noise in the data—
appears to be nearly 125,000. This is a good 
performance given the recession’s severity, 
but not good enough. At the current pace, 
the unemployment rate will remain stuck 
near 10% for far too long. With the jobless 
rate painfully high, and with the monetary 
and fiscal stimulus stretched as far as it 
can go, the expansion remains vulnerable. 
There is plenty to be nervous about, and 
the persistent European debt crisis now 
tops the list.

May disappointment
May’s jobs report dampened hopes that 

the expansion was accelerating. Other than 
temporary census hiring, job growth last 
month was too weak to suggest businesses 
are significantly ramping up. May’s job gains 
were concentrated in healthcare, manufac-
turing, distribution and transportation. State 
and local government layoffs appear to be 
intensifying amid severe budgetary pres-
sures and fading federal aid.

The unemployment rate fell to 9.7% in 
May, but this was because of more than 
400,000 temporary census jobs, and this 
will be reversed as those jobs end. The un-

employment rate is expected to drift back 
into the double digits this fall as some work-
ers who dropped out of the job market start 
to look for work again. The BLS reports that 
almost 6 million people who did not seek 
employment in May nonetheless say that 
they want a job; this is up from fewer than 5 
million before the recession (see Chart 1).

The May report was not entirely nega-
tive: Average hours worked per week—a 
good leading indicator of job creation—
have increased by a sizable half -hour 
since hitting a record low last October. 
Each tenth of an hour increase in the aver-
age workweek is equivalent to 300,000 
new jobs. Also encouraging was the ninth 
straight monthly increase in temporary 
help employment.

The preconditions for stronger hiring are 
coming into place. Businesses are enjoying 
much better profits, with earnings growth 
over the past year about as strong as it gets, 
and firms have had success in cleaning up 
their balance sheets. The share of cash flow 
going to debt payments in nonfinancial busi-
nesses is falling fast, both because interest 
rates are low and because firms are cutting 
their overall debt loads. As a result, busi-
nesses are flush with cash (see Chart 2).

Despite all this, a substantive revival in 
hiring remains a forecast rather than a real-
ity. Small firms are struggling to obtain cred-

it, and all businesses remain cautious, stung 
by the fight to survive the recession. 

European threat
The mounting European debt crisis is 

one more reason for businesses to hold off 
on more aggressive hiring. Although the 
European Union and International Monetary 
Fund have cobbled together $1 trillion to 
bail out struggling euro zone economies, 
and the European Central Bank has already 
purchased close to $50 billion in sovereign 
debt, mostly from Greece and Portugal, 
global investors remain unconvinced.

Perhaps most discouraging is that in-
vestors seem to be losing faith in the abil-
ity of major European governments such 
as Spain and Italy to navigate their fiscal 
problems. Interest rates on Spanish and 
Italian sovereign debt, relative to bench-
mark German securities, are as high as 
they have been since the crisis began (see 
Chart 3). All of this is putting enormous 
financial pressure on the European banks 
and other financial institutions that are 
these countries’ largest debtholders.

Even if the financial turmoil ends soon, 
it is difficult to see how Europe will avoid 
sliding back into recession. The European 
economy was barely growing before recent 
events, and that was mostly because of the 
temporary policy stimulus and an end to 
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Chart 1: Unemployment Rate Will Rise Again 
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massive inventory liquidation by manufac-
turers. As Europe’s strained financial system 
tightens credit further and governments 
impose fiscal restraint, the economy will 
surely backtrack.

European policymakers thus need to 
do more to settle financial markets and 
limit the economic damage. Most impor-
tantly, nations need to offer credible plans 
to restore fiscal stability—and then show 
they are following through. So far so good: 
Greece, Portugal and Spain appear to be 
doing just this. Next up is the U.K., which 
received a brief reprieve during its recent 
election. A lot will ride on how investors 
receive the new government’s budget, due 
later this month.

The ECB and Bank of England will not be 
able to begin normalizing interest rates any 
time soon, and the euro and British pound 
will continue their recent slides. It would not 
be a surprise to see the euro approach parity 
with the U.S. dollar by year’s end and for the 
pound to reach quarter-century lows. There 
is also a meaningful likelihood that the ECB 
will have to increase its sovereign debt pur-
chases and not sterilize those purchases as 
it has been doing, allowing interest rates to 
fall even closer to zero. Further credit easing 
by the Bank of England is also a possibility.

U.S. fallout
Assuming Europe’s policy response is suf-

ficient to calm financial markets, fallout on 
the U.S. economy should be manageable. 
Recession in Europe will hurt U.S. growth 

but not derail the expansion. Just how bad 
the damage is to the U.S. economy depends 
largely on the stock market. Stock prices are 
off less than 15% since the crisis began; not 
much more than a garden-variety correc-
tion, particularly following a year of strong 
gains. The drop thus far does not make 
anyone feel good, but it should not change 
consumers’ spending behavior or businesses’ 
hiring decisions too much.

Yet recent market turmoil shows why 
the European debt crisis is a threat: Further 
stock price declines could do significant 
damage to both the psyches and the 
economy of the U.S. Spending by high-
income households is particularly sensi-
tive to the stock market’s ups and downs. 
The saving rate for households in the top 
fifth of the income distribution—a group 
that accounts for about 60% of consumer 
spending—surged during the recession, as 
higher-income households saw their nest 
eggs erode. The stock market rally over the 
past year came as a huge relief, pushing 
these households’ saving rate back to pre-
recession levels (see Chart 4). The market’s 
current travails have surely put this group 
on edge again.

The other way Europe’s debt crisis hits 
home is via the stronger dollar and the hit 
to U.S. exports. This impact should be small, 
however, as exports to Europe account for 
only a very small fraction of U.S. GDP. The 
debt crisis also brings some economic posi-
tives for the U.S., including lower prices for 
oil and other commodities, and in particular 

lower interest rates. The Federal Reserve was 
a long way from raising rates even before 
Europe’s troubles erupted, but a rate hike 
now seems even further in the future. Long-
term rates have also fallen significantly, with 
fixed mortgage rates now near record lows.

Outlook
Combining all of these crosscurrents, 

the debt crisis is expected to cut growth in 
real U.S. GDP by about 20 basis points over 
the coming year. U.S. real GDP growth is 
expected to average nearly 3% in 2010, 4% 
in 2011, and 5% in 2012. Average monthly 
job growth will accelerate from 125,000 this 
year (December to December), to 250,000 
in 2011 and 300,000 in 2012. The unem-
ployment rate will remain near 10% through 
the end of this year but fall to 8.5% by the 
end of 2011 and 7% by the end of 2012.

This optimism is predicated on a range 
of developments beyond a subsiding debt 
crisis in Europe. Most important is the ex-
pectation that Congress and the Obama 
administration make credible changes to 
the nation’s long-term fiscal outlook early 
in 2011. While policymakers will not be 
able to completely solve the nation’s fiscal 
challenges, they should be able to convince 
global investors that the U.S. will meet its 
fiscal responsibilities.

Yet, even if this optimism is validated, 
payroll employment will not return to its 
2007 prerecession peak until early 2013, 
and the jobless rate will not fall to its full-
employment level of 5.5% until 2015.
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Monetary policy
The Federal Reserve is not expected to 

begin raising interest rates—either the inter
est rate paid on reserves or the federal funds 
rate—until early 2011. The initial rate hike 
will coincide with the beginning of a deci
sive move lower in the unemployment rate. 
Employment has stabilized, but job growth 
sufficient to consistently bring down the 
unemployment rate is unlikely until the end 
of 2010.

Inflation should also remain low and in-
flation expectations well-contained through 
at least the spring of 2011. Core inflation 
is already at the bottom end of the Fed’s 
implicit target range and will slow further in 
coming months given the nearly double-dig-
it unemployment rate, high vacancy rates, 
and low utilization rates in manufacturing.

The Fed will effectively begin tightening 
monetary policy well before raising inter-
est rates. It recently ended its purchases 
of mortgage securities and is scheduled to 
completely wind down the TALF this month. 
Also, just before raising interest rates, 
policymakers will begin to drain reserves 
through reverse repurchase agreements and 
term deposits.

Policymakers will then be prepared to 
begin raising rates, hiking the interest rate 
on reserves and the federal funds rate si
multaneously. The interest rate on reserves 
is likely to become the key target rate until 
excess reserves are successfully drained. The 
funds rate is expected to end 2011 at 2.5% 
and to have normalized to just over 4% by 
the end of 2012.

Fiscal policy
The federal government’s fiscal problems 

remain enormous. The budget deficit bal-
looned to $1.4 trillion in fiscal 2009, up from 
$455 billion in fiscal 2008. This year’s deficit 
is expected to be similarly near $1.4 trillion, 
and the cumulative deficit over fiscal 2009 
to fiscal 2012 will be nearly $5 trillion.

This very poor outlook reflects the ex-
pected more than $2 trillion ultimate price 

tag to taxpayers of the financial crisis and 
the Great Recession, about 14% of GDP. For 
historical context, the savings and loan crisis 
in the early 1990s cost taxpayers almost 6% 
of GDP at that time.

The budget outlook remains extraor
dinarily disconcerting even after the costs 
of the financial crisis abate, as outlays on 
Medicare, Medicaid and Social Security bal
loon with the retirement of the baby boom-
ers. President Obama’s proposed budget 
does not significantly address the nation’s 
long-term fiscal problems. The nation’s fed
eral debt-to-GDP ratio will rise to over 80% 
a decade from now under the president’s 
plan, approximately double the ratio that 
prevailed before the current financial crisis. 
The long-term budget outlook will thus 
remain untenable and will ultimately force 
substantial cuts to entitlement programs 
and tax increases.

U.S. dollar
The European debt crisis and global flight 

to quality are lifting the value of the dollar. 
The euro has fallen below $1.20, the lowest 
it has been in four years. The British pound 
is also under significant pressure. The dol-
lar has even strengthened against various 
emerging market currencies that were previ-
ously very strong.

The dollar is expected to strengthen fur-
ther vis-à-vis the euro and pound through 
most of this year. The European economy is 
expected to slip back into a mild recession 
later this year because of the recent crisis and 
the resulting fiscal restraint. The European 
Central Bank and Bank of England are thus 
not expected to begin normalizing their mon-
etary policies until well into 2011. The ECB is 
purchasing sovereign debt to help quell the 
crisis but is sterilizing those purchases; if con-
ditions do not stabilize soon, the central bank 
is likely to increase those purchases and may 
even decide not to sterilize, allowing interest 
rates to fall even further.

The dollar is expected to drift lower 
around this time next year, when the euro 

and pound stabilize and the Chinese are 
expected to resume revaluation of their cur-
rency. The dollar is some 25% overvalued 
against the yuan, and while the Chinese will 
be slow to revalue, the logic for doing so is 
increasingly compelling. There is no more ef-
ficient way to address China’s inflation and 
speculation concerns than allowing its cur-
rency to appreciate.

Energy prices
The price of a barrel of West Texas Inter-

mediate crude oil has weakened to below 
$75 in response to the European debt crisis 
and its implications for global growth and 
energy demand. This is despite the mounting 
disruptions to offshore drilling from the on-
going oil spill in the Gulf of Mexico.

Over the past two years, oil prices have 
ranged from well below $50 at the start 
of 2009, during the depths of the reces-
sion, to a record of almost $150 in the 
summer of 2008. Retail gasoline prices 
have declined to $2.70 per gallon, com-
pared with an all-time high of close to $4. 
Natural gas prices remain low, particularly 
compared with oil prices, at under $5 per 
million BTU.

Oil prices will not fall much further, as 
the global economic expansion is expected 
to remain intact and global oil producers will 
manage supplies. For all of 2010, the price 
of a barrel of West Texas Intermediate crude 
will average $80 and range as high as $100 
over the next several years; this is consis-
tent with trend global demand and supply 
fundamentals, abstracting from the world 
business cycle. 

Natural gas prices will have trouble keep-
ing up with oil over the next several years 
as a very substantial glut of natural gas has 
developed. Abstracting from the impact of 
weather, demand has weakened with the 
recession, and supply has increased substan-
tially in response to the previously very high 
prices. Natural gas prices are expected to 
average $5.50 per million BTU in 2010 and 
closer to $9 over the longer term.

Forecast Assumptions
BY MARK ZANDI
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Forecast Risks
BY BODHI GANGULI

Ç Labor market
The momentum in the labor market fal-

tered in May as payroll employment came in 
far lower than expected. The private-sector 
labor market recovery will continue at a 
modest pace this year. May could turn out 
to be a one-month pause; it is not unusual 
for payroll gains to occur in fits and starts at 
the beginning of a jobs recovery.

Moody’s Analytics expects average 
monthly job growth of 100,000 this year. 
This pace is still well below that required 
to absorb both new labor market entrants 
and begin to shrink the pool of unemployed 
workers. Yet it would still be a clear turn-
around from last year’s massive job losses. 
There is about a one-in-five possibility of a 
double-dip recession, precipitated by the 
euro zone crisis, that would delay the recov-
ery of the U.S. labor market. 

Ç Home sales
Existing-home sales are now reflecting 

the boost from the extended and expanded 
homebuyer tax credit. The pace of sales 
has picked up nicely, recovering some-
what from the declines of the past several 
months. April home sales indicate that the 
homebuyer tax credit did its job in driving 
up housing demand. New-home sales were 
particularly robust, hitting their fastest pace 
in two years. With the deadline to sign a 
contract to purchase a home past, sales 
of new homes will pull back over the next 
couple of months. However, if the economic 
recovery holds as expected, home sales are 
likely to pick up again later this year. Very 
low mortgage rates could spur more home-
buying than expected. This would help clear 
inventories, leading to a quicker rebound in 
residential construction.

Ç The stimulus
The biggest boost to real GDP growth 

from Washington’s policy response has 
passed, but the fiscal stimulus could still 
provide stronger than anticipated support 
to the economy over the next few quarters. 

The federal government has paid out a little 
more than one-half of the $787 billion in 
fiscal stimulus passed in February 2009, 
providing some potential for a further near-
term boost to growth. In particular, the gov-
ernment has paid out less than one-half of 
infrastructure funding.

È Trade
Export growth has been a major contrib-

utor to the recovery, but recent uncertainty 
surrounding sovereign debt in Europe may 
slow this important driver. Global trade has 
made steady advances since bottoming out 
in the second quarter of 2009. The recovery 
in emerging markets has led to strong export 
gains, although imports are also increasing 
with improved consumer demand.

Moody’s Analytics expects the global 
recovery to further boost exports this 
year. However, with Europe expected to 
move back into recession, the forecast 
for strong near-term export growth could 
prove too optimistic.

È Dollar
The ongoing economic turmoil in Eu-

rope has caused the dollar to resume its 
rise as investors reduce their exposure 
to sovereign default risks. The dollar will 
strengthen in the short term as European 
debt problems persist; a rebound in the euro 
is unlikely until the crisis is truly contained. 
On a broad trade-weighted basis, however, 
the dollar should weaken over the year. A 
much-discussed revaluation of the Chinese 
yuan—expected to materialize by the end of 
the year—would further weaken the dollar. A 
larger than expected depreciation in the U.S. 
currency could cause inflationary pressures 
to build faster than expected and lead the 
Fed to tighten sooner rather than later. 

È Monetary policy
The Federal Reserve is not expected to 

raise either the interest rate on reserves or 
the target fed funds rate until early next 
year, and any premature tightening could 

jeopardize the recovery. The central bank 
needs to avoid political and market pres-
sures to raise interest rates until a self-
sustaining expansion is firmly established. 
Also, if the Fed drains excess liquidity too 
quickly, it could unwind the improvement in 
financial markets seen since the beginning of 
2009, driving borrowing costs higher.

È Foreclosures
The success of the Home Affordable Mod-

ification Program is vital to the housing out-
look. The government is significantly revamp-
ing its foreclosure mitigation efforts, which to 
date have fallen well short of expectations. 
The changes are wide-ranging and could end 
the foreclosure crisis earlier than anticipated. 
If the revised HAMP does not produce more 
substantial progress, however, foreclosures 
would be greater than expected, leading to 
even larger house price declines.

Ç Consumer spending
Much of the support early in the recovery 

is coming from inventories, with compara-
tively less from final demand. However, with 
the job market healing and prospects for 
labor income improving, consumer spending 
may turn out to be stronger in the second 
half of 2010 than forecast. Households could 
also decide that they have done enough to 
repair their balance sheets, slowing the trend 
of a higher saving rate and boosting consum-
er spending more than expected.

È Fiscal conditions
Washington’s eroding fiscal situation 

threatens long-term economic growth, and 
budget deficits in the future could be much 
larger than expected. The projected budget 
deficit for the current fiscal year is $1.4 tril-
lion, almost 10% of GDP. Although the deficit 
is expected to decline in coming years as the 
economy improves, costs for retirement and 
healthcare programs are set to increase sub-
stantially as the baby boomers age. Concerns 
about budget deficits could drive up interest 
rates, choking off the nascent recovery.
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RECENT PERFORMANCE TABLE

Average Value

Indicator Units May 10 Apr 10 Mar 10 Feb 10 Jan 10 3m 6m 12m
Employment
Payroll employment, change ths 431.0 290.0 208.0 39.0 14.0 309.7 145.5 -48.8
Household employment, change ths -35.0 550.0 264.0 308.0 541.0 259.7 173.2 -84.8

Nonfarm employment ths 130,570 130,139 129,849 129,641 129,602 130,186 129,898 129,966
Change % yr ago -0.4 -1.1 -1.7 -2.4 -3.0 -1.1 -2.0 -3.3
   Goods-producing employment ths 17,971 17,967 17,905 17,848 17,876 17,948 17,912 18,056
   Service-producing employment ths 89,631 89,594 89,438 89,337 89,247 89,554 89,408 89,362
   Government employment ths 22,968 22,578 22,506 22,456 22,479 22,684 22,578 22,548

Part-time workers for economic reasons ths 8,809.0 9,152.0 9,054.0 8,791.0 8,316.0 9,005.0 8,881.2 8,979.8
   Change % yr ago -2.6 3.0 0.3 1.4 5.3 0.2 3.4 24.5

Labor force ths 154,393 154,715 153,910 153,512 153,170 154,339 153,793 153,983
   Change % yr ago -0.4 -0.0 -0.2 -0.6 -0.6 -0.2 -0.5 -0.4
Labor force participation rate % 65.0 65.2 64.9 64.8 64.7 65.0 64.9 65.1
   Adult men % 74.5 74.7 74.2 74.0 73.8 74.5 74.2 74.5
   Adult women % 60.6 60.7 60.6 60.6 60.6 60.6 60.6 60.6

Average weekly hours, total private hours 33.5 33.4 33.3 33.2 33.3 33.4 33.3 33.2
Average weekly overtime hours, manuf. hours 4.1 3.9 3.7 3.5 3.6 3.9 3.7 3.4
Average hourly earnings $ 19.0 19.0 18.9 18.9 18.9 18.9 18.9 18.8
Aggregate hours worked index 1982=100 99.3 98.9 98.5 98.0 98.2 98.9 98.5 98.2
   Change % yr ago 0.4 -0.3 -1.3 -2.8 -3.5 -0.4 -2.0 -4.5

Diffusion index of employment 54.1 66.7 60.4 57.4 48.9 60.4 54.5 43.3
   Change % yr ago 98.2 223.8 266.1 235.7 148.2 196.0 181.6 97.2

Unemployment
Initial UI claims # na 463,250 448,000 467,500 476,200 459,583 470,158 520,313
Unemployment rate % 9.7 9.9 9.7 9.7 9.7 9.8 9.8 9.8
   Prime-age men % 8.8 9.2 8.9 9.0 9.1 9.0 9.1 9.3
Unemployed 15 weeks or longer % 59.6 58.8 59.9 59.4 60.3 59.4 59.4 57.2
Median duration of unemployment wks 23.2 21.6 20.0 19.4 19.9 21.6 20.8 19.3

Announced layoffs # 38,810 38,326 67,611 42,090 71,482 48,249 50,569 60,339
Job losses due to layoff % 9.9 8.9 10.6 10.5 9.8 9.8 10.0 10.7

Income
Personal income % yr ago na 2.5 2.8 1.9 1.0 2.4 1.0 -0.6
   Wages & salaries % yr ago na 0.3 0.6 -0.3 -1.4 0.2 -1.6 -3.0
   Personal dividend income % yr ago na -1.6 -8.8 -11.1 -13.2 -7.2 -11.1 -16.5
   Personal interest income % yr ago na 0.3 1.1 -0.4 -1.8 0.3 -1.4 -3.7

Disposable personal income % yr ago na 2.8 3.7 3.1 2.4 3.2 2.7 1.5

Personal saving rate % na 3.6 3.1 3.3 3.7 3.3 3.5 4.0

Consumer confidence
Consumer confidence index 1985=100 63.3 57.7 52.3 46.4 56.5 57.8 55.0 52.8
   Present situation 1985=100 30.2 28.2 25.2 21.7 25.2 27.9 25.1 24.1
   Expectations 1985=100 85.3 77.4 70.4 62.9 77.3 77.7 74.9 71.9

Confidence by age of household head
   Under 35 1985=100 81.8 69.6 70.2 61.6 61.1 73.9 69.5 66.6
   35-54 1985=100 63.5 56.8 48.2 46.7 57.5 56.2 54.4 52.1
   55 and over 1985=100 56.3 52.2 47.1 40.9 52.7 51.8 49.5 48.1

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate
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RECENT PERFORMANCE TABLE

Average Value

Indicator Units Apr 10 Mar 10 Feb 10 Jan 10 Dec 09 3m 6m 12m
Retail Sales
Retail sales and food service $ bil 366.4 364.9 357.3 355.2 354.1 362.8 358.6 351.6
   Change % yr ago 8.8 8.5 4.7 4.0 5.5 7.3 5.6 -0.7
   Ex Autos $ bil 303.5 302.3 298.7 295.1 293.8 301.5 297.8 292.3
      Change % yr ago 7.6 7.4 4.8 4.1 5.0 6.6 5.1 -0.8
      Motor vehicle & parts dealers $ bil 62.9 62.5 58.6 60.1 60.3 61.3 60.8 59.3
         Automobile & other motor vehicles $ bil 56.4 56.1 52.3 54.0 54.2 55.0 54.5 53.1
      Furniture & home furnishings $ bil 7.8 7.9 7.7 7.5 7.6 7.8 7.6 7.5
      Electronics & appliances $ bil 8.5 8.6 8.7 8.4 8.2 8.6 8.5 8.3
      Building materials, garden equip. & supply $ bil 25.5 23.9 22.1 22.0 22.3 23.8 23.0 22.7
      Food & beverage $ bil 48.9 49.2 49.3 48.6 48.4 49.1 48.9 48.4
      Health & personal care $ bil 21.9 21.7 21.5 21.4 21.5 21.7 21.6 21.4
      Gasoline stations $ bil 36.3 36.1 35.8 35.6 35.4 36.1 35.8 33.7
      Clothing & clothing accessories $ bil 18.3 18.4 18.0 17.6 17.3 18.2 17.8 17.6
      Sporting goods, hobby, book & music $ bil 7.2 7.3 7.2 7.1 7.1 7.2 7.2 7.1
      General merchandise $ bil 51.1 51.3 51.0 50.4 49.9 51.1 50.6 50.0
      Miscellaneous retailers $ bil 9.7 9.7 9.5 9.4 9.5 9.6 9.5 9.4
      Nonstore retailers $ bil 29.0 28.9 28.8 28.8 28.3 28.9 28.5 27.5
         Electronic shopping & mail-order houses $ bil na 21.7 21.3 21.2 21.0 na na na
      Food services & drinking places $ bil 39.5 39.4 39.2 38.2 38.3 39.4 38.9 38.5

Vehicle Sales
Vehicle sales, SAAR mil 11.4 12.0 10.5 11.0 11.4 11.3 11.2 11.1
   Change % yr ago 21.5 21.0 12.9 12.2 8.4 18.5 13.4 -1.6
   Light vehicles (autos + light trucks) mil 11.2 11.8 10.3 10.8 11.2 11.1 11.0 10.9
   Automobile sales mil 5.6 6.0 5.4 5.7 5.9 5.7 5.7 5.7
      Change % yr ago 17.4 19.0 17.1 21.0 13.1 17.8 16.0 0.3
      Domestic mil 3.9 4.3 3.7 3.8 4.1 4.0 3.9 3.9
      Imports mil 1.6 1.7 1.7 1.9 1.8 1.7 1.8 1.8
   Truck sales mil 5.8 6.0 5.1 5.3 5.5 5.6 5.5 5.4
      Change % yr ago 25.6 23.2 8.8 4.2 3.7 19.2 11.0 -3.3
      Domestic mil 4.8 4.7 4.1 4.3 4.4 4.6 4.5 4.3
      Imports mil 0.8 1.0 0.8 0.8 0.8 0.9 0.8 0.9

Expenditures
Personal consumption - nominal $ tril 10.4 10.4 10.4 10.3 10.3 10.4 10.3 10.2
   Change % YA 4.6 4.4 3.5 3.4 3.9 4.2 3.7 1.4
Durable goods $ tril 1.1 1.1 1.1 1.1 1.1 1.1 1.1 1.1
   Change % YA 10.2 8.7 3.2 2.1 5.7 7.4 5.5 0.4
Nondurable goods $ tril 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3
   Change % YA 7.6 7.7 6.7 7.8 8.5 7.3 7.1 0.8
Services $ tril 7.0 7.0 7.0 6.9 6.9 7.0 6.9 6.9
   Change % YA 2.8 2.7 2.5 2.1 2.1 2.7 2.3 1.8

Personal consumption - real $ tril 9.4 9.4 9.4 9.3 9.3 9.4 9.4 9.3
   Change % YA 2.6 2.3 1.6 1.2 1.7 2.2 1.7 0.6
Durable goods $ tril 1.2 1.2 1.1 1.1 1.1 1.2 1.2 1.1
   Change % YA 12.4 10.6 5.1 3.6 6.6 9.3 7.1 2.0
Nondurable goods $ tril 2.1 2.1 2.1 2.1 2.0 2.1 2.1 2.1
   Change % YA 2.7 2.4 1.7 1.5 2.4 2.3 2.0 0.4
Services $ tril 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1
   Change % YA 1.1 1.1 1.1 0.8 0.7 1.1 0.8 0.5

Household credit conditions
Total consumer credit outstanding $ tril 2.4 2.4 2.4 2.5 2.4 2.4 2.4 2.5
   Change % yr ago -3.2 -3.8 -4.2 -4.3 -4.4 -3.7 -4.0 -3.5
Revolving credit $ tril 0.8 0.8 0.9 0.9 0.9 0.8 0.9 0.9
   Change % yr ago -9.6 -9.5 -9.9 -10.2 -9.6 -9.7 -9.7 -8.2
Nonrevolving credit $ tril 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6
   Change % yr ago 0.4 -0.5 -0.8 -0.9 -1.3 -0.3 -0.7 -0.8

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate
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RECENT PERFORMANCE TABLE

Average Value
Indicator Units Apr 10 Mar 10 Feb 10 Jan 10 Dec 09 3m 6m 12m
International Markets
ISM new export orders index index 61.0 61.5 56.5 58.5 54.5 61.5 59.0 56.3
   Change % yr ago 38.6 57.7 50.7 56.0 53.5 41.8 47.6 28.2
Total merchandise exports $ bil na 103.7 99.3 99.3 100.2 100.8 98.8 92.3
    Agriculture products $ bil na 9.4 9.3 9.7 9.6 9.5 9.3 8.8
    Foods, feeds, & beverages $ bil na 8.4 8.3 8.8 8.9 8.5 8.5 8.2
    Industrial supplies $ bil na 31.4 29.4 29.2 28.7 30.0 28.9 26.6
    Capital goods $ bil na 35.7 35.2 34.8 35.8 35.2 34.9 33.1
    Autos, vehicles & parts $ bil na 9.2 9.2 9.0 9.5 9.1 8.9 7.6
    Consumer goods $ bil na 14.0 13.2 13.5 13.3 13.6 13.5 12.9

Imports of goods and services $ bil na 147.9 143.3 142.9 143.2 144.7 142.1 134.7
   Change % yr ago na 20.4 14.4 15.3 7.7 16.7 7.9 -5.9

Trade-weighted dollar index Jan97=100 101.7 102.1 103.0 101.4 101.0 102.8 102.3 102.5
   Change % yr ago -7.3 -9.2 -8.0 -7.2 -7.0 -6.1 -6.7 -2.3
Japanese yen ¥/$ 93.5 90.7 90.1 91.1 90.0 92.0 91.2 92.0
Euro $/€ 1.3 1.4 1.4 1.4 1.5 1.3 1.4 1.4
British pound sterling $/£ 1.5 1.5 1.6 1.6 1.6 1.5 1.6 1.6
Canadian dollar C$/US$ 1.0 1.0 1.1 1.0 1.1 1.0 1.0 1.1
Mexican peso Peso/$ 12.2 12.6 12.9 12.8 12.9 12.5 12.7 13.0

Business Investment
Shipments, nondefense $ bil 62.4 62.3 60.7 59.7 62.3 61.8 61.2 60.1
   Change %MA 0.2 2.6 1.6 -4.1 3.8 1.4 1.0 0.6
New Orders, nondefense $ bil 66.1 60.5 64.9 59.6 55.8 63.8 60.5 58.1
   Change %MA 9.2 -6.8 9.0 6.8 -0.5 3.8 2.5 2.9
Unfilled Orders, nondefense $ bil 483.7 480.0 481.7 477.5 477.6 481.8 480.8 487.9
   Change %MA 0.8 -0.4 0.9 -0.0 -1.3 0.4 -0.1 -0.4

Book-to-bill ratio 3-mo MA
   Industrial machinery ratio 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
   Computers and electrical equipment ratio 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0

Private construction put-in-place
   Lodging %MA 0.8 -8.8 -9.3 -16.5 -7.8 -5.7 -8.1 -7.4
   Office %MA -1.7 -4.7 -0.0 -5.9 -1.6 -2.1 -3.5 -3.7
   Commercial %MA -2.9 -1.3 -4.1 -4.2 1.3 -2.8 -1.9 -3.7
   Healthcare %MA 1.3 4.1 -4.5 -0.6 -0.8 0.3 -1.2 -1.4
   Educational %MA -3.9 3.8 -2.5 2.8 -2.7 -0.9 -1.0 -1.4
   Infrastructure %MA 5.1 -3.2 -1.2 -1.2 -0.1 0.2 0.2 -0.2
   Manufacturing %MA 2.7 1.8 0.8 -3.5 -11.0 1.8 -2.5 -3.0
   Other %MA 0.9 6.6 6.9 -5.4 -4.2 4.8 0.2 -2.0

Inventory sales ratios
Manufacturers ratio na 1.3 1.3 1.3 1.3 1.3 1.3 1.3
Wholesalers ratio na 1.1 1.2 1.2 1.2 1.1 1.2 1.2
Retailers ratio na 1.3 1.4 1.4 1.4 1.3 1.4 1.4

Production
Industrial production index 1997=100 102.3 101.5 101.2 101.4 100.2 101.7 101.0 99.2
Manufacturing 1997=100 103.2 102.1 101.0 101.0 99.9 102.1 101.2 99.4
   Durable 1997=100 103.4 102.3 100.6 101.0 99.2 102.1 100.9 98.5
   Nondurable 1997=100 101.9 100.8 100.1 99.9 99.4 101.0 100.3 99.1
   Consumer goods 1997=100 101.6 101.4 101.3 102.6 101.0 101.4 101.4 99.7
   Industrial & other equipment 1997=100 98.3 96.1 95.6 95.5 93.6 96.7 95.2 93.2

Capacity utilization % 73.7 73.1 72.8 72.8 71.9 73.2 72.6 71.1
Manufacturing % 71.2 70.4 69.6 69.5 68.6 70.4 69.7 68.2
   Durable % 64.9 64.1 63.0 63.2 62.0 64.0 63.2 61.5
   Nondurable % 78.1 77.2 76.6 76.2 75.8 77.3 76.6 75.3

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate
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RECENT PERFORMANCE TABLE

Average Value
Indicator Units Apr 10 Mar 10 Feb 10 Jan 10 Dec 09 3m 6m 12m
Consumer Prices
Consumer prices all items % yr ago 2.2 2.4 2.2 2.7 2.8 2.3 2.4 0.6
   All items less food and energy % yr ago 1.0 1.2 1.3 1.5 1.8 1.2 1.4 1.5

   Food and beverages % yr ago 0.5 0.3 -0.1 -0.2 -0.4 0.2 -0.1 0.5
      Food at home % yr ago -0.0 -0.7 -1.5 -2.0 -2.4 -0.7 -1.6 -1.3
      Food away from home % yr ago 1.1 1.2 1.4 1.6 1.9 1.2 1.5 2.4

   Housing % yr ago -0.5 -0.5 -0.7 -0.6 -0.3 -0.6 -0.5 -0.4
   Apparel and upkeep % yr ago -0.9 -0.4 0.0 1.7 2.0 -0.4 0.6 0.8
   New cars % yr ago 1.6 2.0 2.4 2.7 3.6 2.0 2.6 1.7
   New trucks % yr ago 3.6 4.1 4.9 5.9 6.7 4.2 5.2 3.8
   Used cars % yr ago 16.6 16.3 14.1 11.5 9.1 15.7 12.2 3.4
   Gasoline % yr ago 38.3 41.4 36.8 51.3 53.5 38.8 40.8 4.7
   Airline fare % yr ago 10.7 7.5 5.4 3.4 4.1 7.9 5.3 -4.1
   Medical care % yr ago 3.6 3.7 3.6 3.5 3.4 3.7 3.6 3.4
   Entertainment % yr ago -0.4 -1.1 -1.0 -0.4 -0.4 -0.8 -0.6 0.1

Producer Prices
All commodities % yr ago 9.0 9.0 6.9 6.3 4.2 8.3 6.0 -3.0
   Finished goods % yr ago 5.4 6.1 4.6 5.0 4.5 5.4 4.7 0.1
      less food and energy % yr ago 1.0 0.8 0.9 1.0 0.9 0.9 0.9 1.6
      Finished consumer goods % yr ago 7.3 8.3 6.3 6.8 6.2 7.3 6.3 0.1
      Capital equipment % yr ago 0.3 0.1 0.1 0.1 0.0 0.2 0.2 0.9
   Intermediate materials % yr ago 8.5 7.8 5.8 4.9 3.0 7.4 4.7 -3.6
      less food and feeds % yr ago 9.1 8.4 6.1 5.2 3.3 7.8 5.1 -3.4
   Crude materials for further processing % yr ago 28.9 33.6 28.6 25.1 13.3 30.4 22.4 -6.1
   Farm products % yr ago 8.9 15.3 7.0 5.6 5.7 10.4 6.2 -6.4

NAPM prices paid index 71.4 66.6 67.7 66.2 55.6 67.3 65.3 54.8
   Change % yr ago 136.8 92.3 76.4 61.0 68.6 113.0 90.8 28.5

Energy Prices
West texas intermediate  $/Bbl 84.5 81.2 76.4 78.2 74.3 79.9 78.1 74.7
   Change % yr ago 69.7 69.3 95.1 87.4 81.1 54.6 71.2 24.2
Refiners' acquisition cost  $/Bbl 81.8 77.4 74.6 75.5 72.9 77.9 76.1 70.8
   Change % yr ago 67.7 69.9 95.5 101.5 93.7 77.7 78.0 20.2
PPI, natural gas to utilities 1982=100 200.5 209.1 210.2 210.8 202.6 206.6 206.1 200.1
   Change % yr ago -2.3 -3.0 -6.8 -11.4 -15.7 -4.0 -9.1 -18.6
PPI, coal 1982=100 188.0 185.6 181.9 184.1 182.5 185.2 183.8 182.1
   Change % yr ago -1.4 -1.5 -1.8 2.7 7.7 -1.6 1.8 4.5
CPI, residential electricity 1982-84=100 196.0 194.6 190.5 191.5 193.6 193.7 193.4 192.1
   Change % yr ago 0.6 -0.5 -2.7 -1.9 -0.5 -0.9 -0.8 0.1

Commodity Prices
CRB futures index - all commodities 1967=100 481.1 467.3 478.3 465.3 484.4 469.0 472.5 452.1
ISM price diffusion index index 78.0 75.0 67.0 70.0 61.5 76.8 71.5 65.2

USDA farm prices - all farm products 1990-92=100 138.0 140.0 135.0 139.0 135.0 139.7 138.0 134.3
   All crops 1990-92=100 149.0 153.0 147.0 152.0 148.0 150.7 149.8 149.5
   Livestock & poultry 1990-92=100 128.0 128.0 123.0 122.0 119.0 129.3 125.3 118.1
   Food commodities 1990-92=100 139.0 141.0 133.0 138.0 135.0 140.7 138.0 134.2

Trade
Import prices 1990=100 127.5 126.4 125.8 125.9 124.4 126.6 125.7 122.9
   Change % yr ago 11.1 11.3 11.3 11.4 8.6 11.2 9.5 -2.5
   Import prices ex petroleum 1990=100 110.6 110.3 110.4 110.3 109.7 110.4 110.1 108.8
Export prices 1990=100 122.7 121.2 120.3 120.7 119.7 121.4 120.6 119.1
   Change % yr ago 5.7 4.9 3.4 3.5 3.4 4.7 3.6 -1.3

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate
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RECENT PERFORMANCE TABLE

Average Value
Indicator Units May 10 Apr 10 Mar 10 Feb 10 Jan 10 3m 6m 12m
Money & Interest Rates
Federal funds rate % 0.2 0.2 0.2 0.1 0.1 0.2 0.2 0.2
Discount rate % 0.8 0.8 0.8 0.6 0.5 0.8 0.6 0.6
Prime rate % 3.3 3.3 3.3 3.3 3.3 3.3 3.3 3.3
3-mo treasury bill % 0.2 0.2 0.1 0.1 0.1 0.2 0.1 0.1
3-yr treasury bond % 1.3 1.6 1.5 1.4 1.5 1.5 1.5 1.5
5-yr treasury bond % 2.2 2.6 2.4 2.4 2.5 2.4 2.4 2.4
30-yr treasury bond % 4.3 4.7 4.6 4.6 4.6 4.5 4.6 4.4
Aaa corporate bonds (Moody's) % 5.0 5.3 5.3 5.3 5.3 5.2 5.2 5.3
Yield curve % 4.1 4.5 4.5 4.5 4.5 4.4 4.4 4.3

M1 $ tril na 1.7 1.7 1.7 1.7 1.7 1.7 1.7
   Change % yr ago na 6.8 9.5 9.7 6.7 8.6 8.4 12.0
M2 $ tril na 8.5 8.5 8.5 8.5 8.5 8.5 8.5
   Change % yr ago na 1.6 1.5 2.4 2.2 1.8 2.9 5.4

Stock Market
S&P 500 1941=10 1,125.1 1,197.3 1,169.4 1,089.2 1,123.6 1,163.9 1,135.8 1,073.9
   Change % yr ago 24.7 41.2 54.5 35.3 29.8 40.1 35.3 12.8
      Dividend yield % na na na na na 2.1 2.2 2.6
      Price-earnings ratio ratio na na na na na 136.0 135.6 83.9

Net New Cash Flow
  Stock mutual funds $ tril na 13.9 11.5 0.7 16.9 8.7 6.1 5.3
  Bond & income mutual funds $ tril na 27.7 37.2 26.6 27.3 30.5 30.2 34.3
  Money market funds $ tril na -126.5 -155.8 -77.3 -103.4 -119.8 -85.4 -79.6

Change in Bank Deposits - Last Month
  Demand deposits $ bil na 4.8 -10.8 19.4 -6.5 4.5 3.0 3.7
  Other checkable deposits $ bil na -21.8 5.1 8.4 -9.2 -2.8 -1.0 2.9
  Money market mutual funds $ bil na -22.8 -31.5 -15.9 -21.6 -23.4 -21.6 -23.5
  Saving deposits $ bil na 20.7 24.3 55.1 7.9 33.4 39.9 52.4
  Small CDs $ bil na -18.4 -20.4 -17.4 -28.2 -18.7 -24.0 -26.5
  Large CDs $ bil na na na na na 23.4 22.4 21.8

Commercial bank assets $ tril na 5.5 5.2 5.2 5.2 5.3 5.2 5.2
   Change %AR na 3.9 -1.3 -3.4 -2.9 -0.2 -1.8 0.6
Loans and leases in bank credit $ tril na 4.0 3.8 3.7 3.8 3.8 3.8 3.9
   Change %AR na 1.3 -5.5 -8.6 -8.1 -4.3 -6.2 -3.5
Free reserves $ tril 1044.9 1050.4 1120.6 1162.1 1046.0 1071.9 1083.2 973.4

Terms of Credit at Commercial Banks
48-mo new car loan % na na na 6.5 6.5 6.5 6.5 6.6
24-mo personal loan % na na na 10.8 11.0 11.0 11.0 11.1
Interest rates on credit cards % na na na 14.3 14.0 14.0 13.8 13.6
   Accounts assessed interest % na na na 14.7 14.6 14.6 14.6 14.5

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate
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RECENT PERFORMANCE TABLE

Average Value
Indicator Units Apr 10 Mar 10 Feb 10 Jan 10 Dec 09 3m 6m 12m
Housing Activity
Total housing starts, SAAR mil 0.7 0.6 0.6 0.6 0.6 0.6 0.6 0.6
  Change % yr ago 40.9 22.1 4.1 25.4 2.9 22.4 14.3 -10.8
  Single-family mil 0.6 0.5 0.5 0.5 0.5 0.6 0.5 0.5
       Change % yr ago 53.6 48.2 45.6 41.9 20.6 49.1 36.6 8.0
  Multifamily mil 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
       Change % yr ago -13.2 -38.2 -64.4 -21.1 -42.7 -38.6 -39.3 -53.1
       2-4 units ths 11.0 8.0 16.0 7.0 12.0 11.7 10.5 9.9
       5 or more units ths 68.0 89.0 62.0 94.0 78.0 73.0 77.8 82.1

New single-family homes sold mil 0.5 0.4 0.3 0.3 0.4 0.4 0.4 0.4
Months' supply new single-family homes mo 5.0 6.2 8.2 8.0 7.8 6.5 7.2 7.6

Existing-home sales mil 5.1 4.7 4.4 4.4 4.8 4.7 4.8 4.7
Months' supply existing single-family homes mo 8.4 8.1 8.5 7.8 7.2 8.3 7.8 8.3

NAHB housing market index* index 19 15 17 15 16 19 17 17

Median existing single-family sales price $ ths 175.2 174.2 172.1 172.6 172.5 173.8 173.1 172.8
  Change % yr ago 4.5 -0.2 -2.4 -0.2 -2.9 0.6 -1.2 -6.5
  Northeast $ ths 243.2 246.2 265.4 257.2 252.8 251.6 248.8 245.6
     Change % yr ago 3.3 4.3 7.9 8.1 2.9 5.2 1.6 -3.0
  Midwest $ ths 147.9 140.6 139.2 138.2 135.9 142.6 140.5 141.7
     Change % yr ago 5.6 -2.4 -1.1 -1.1 -3.5 0.7 -0.4 -2.9
  South $ ths 155.4 155.4 149.6 152.7 153.5 153.5 153.8 154.3
     Change % yr ago 2.0 1.6 -2.6 -0.9 -2.4 0.3 -0.4 -4.3
  West $ ths 218.8 227.7 212.8 221.3 222.0 219.8 218.9 219.2
     Change % yr ago 5.2 -4.5 -12.6 -4.2 -5.8 -4.0 -5.8 -12.2

Median new single-family sales price $ ths 188.8 223.9 215.6 218.1 227.0 209.4 215.7 215.8
  Change % yr ago -9.5 7.1 4.9 4.6 -2.9 0.8 0.5 -2.3

ENR: construction cost index 1913=100 8,676.7 8,671.1 8,671.8 8,660.1 8,641.5 8,703.1 8,680.4 8,630.4
  Change % yr ago 1.7 1.6 1.6 1.3 1.1 1.8 1.6 1.7

NAR Housing Affordability Index
Composite** index 161.3 164.1 165.1 165.7 168.1 163.5 165.8 168.9
  Change % yr ago -9.2 -3.3 -2.5 -3.7 2.9 -5.0 -0.3 12.0
    Fixed index 160.5 163.4 163.9 165.4 167.4 162.6 165.0 168.3
    Adjustable index na na na na na 149.9 146.1 141.7

MBA Mortgage Application Survey
Composite index 1990=100 532.4 613.0 598.3 540.0 597.2 583.4 581.0 581.8
Change % yr ago -52.6 -38.0 -16.6 -48.0 -42.4 -39.7 -37.7 -8.9
  Purchase index 1990=100 250.2 229.7 211.2 220.4 225.2 228.2 223.6 244.3
  Refinance index 1990=100 2,189.6 2,853.9 2,853.4 2,432.6 2,824.7 2,665.2 2,684.4 2,560.9
  Fixed-rate index 1990=100 523.9 610.9 598.5 542.0 599.3 577.1 578.5 577.9
  Adjustable-rate index 1990=100 718.1 662.6 601.3 504.2 560.2 722.9 639.1 671.4

Percent refinancing by number % 57.0 65.7 69.1 69.6 73.8 63.6 67.2 63.7

* The NAHB Index measures sales expectations for the single-family housing market. A score of greater than 50 indicates good sales.
** The Affordability Index measures the ability of the median-income household to afford the median-priced home.
Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate
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RECENT PERFORMANCE TABLE

Average Value
Indicator Units Apr 10 Mar 10 Feb 10 Jan 10 Dec 09 3m 6m 12m
Regional Economies
Employment growth, U.S. % yr ago -1.1 -1.7 -2.4 -3.0 -3.5 -1.1 -2.0 -3.3
      Northeast % yr ago -0.8 -1.5 -2.1 -2.5 -3.1 -1.4 -2.2 -2.9
      Midwest % yr ago -1.2 -2.2 -2.9 -3.4 -4.4 -2.1 -3.1 -4.2
      South % yr ago -1.0 -1.6 -2.5 -3.1 -3.8 -1.7 -2.7 -3.7
      West % yr ago -2.2 -2.8 -3.6 -4.5 -5.3 -2.9 -4.0 -5.2

Unemployment rate, U.S. % 9.9 9.7 9.7 9.7 10.0 9.8 9.8 9.8
      Northeast % 8.9 9.1 9.1 9.1 9.0 9.0 9.0 8.9
      Midwest % 10.0 10.1 10.0 10.0 9.9 10.0 10.0 10.0
      South % 9.6 9.8 9.8 9.7 9.5 9.7 9.6 9.4
      West % 10.9 11.0 10.9 10.8 10.6 10.9 10.8 10.6

Existing single-family home sales, U.S. mil, SAAR 5.1 4.7 4.4 4.4 4.8 4.7 4.8 4.7
      Northeast mil, SAAR 0.8 0.6 0.6 0.6 0.7 0.7 0.7 0.7
      Midwest mil, SAAR 1.2 1.1 1.0 1.0 1.0 1.1 1.1 1.1
      South mil, SAAR 1.9 1.8 1.6 1.7 1.8 1.8 1.8 1.8
      West mil, SAAR 1.1 1.2 1.1 1.2 1.2 1.1 1.2 1.1

CPI,  % change, SAAR %AR -0.8 0.8 0.0 2.0 2.0 -0.0 1.1 2.3
      Northeast %AR -1.3 -0.2 -3.4 5.1 3.4 -1.6 2.1 2.6
      Midwest %AR -1.3 -1.7 -3.1 5.3 5.1 -2.1 1.9 2.8
      South %AR -3.5 1.3 -3.5 5.0 4.6 -1.9 1.9 2.4
      West %AR -0.4 -1.7 -3.7 2.5 2.3 -1.9 0.4 1.6

Residential permits, U.S., SAAR ths 610 685 650 629 681 648 646 617
      Northeast ths 68 68 85 74 106 74 80 73
      Midwest ths 114 117 106 95 117 112 110 106
      South ths 310 356 311 317 325 326 323 311
      West ths 118 144 148 143 133 137 134 127

Federal Government
Surplus/deficit, 12-mo moving sum $ bil -1,413.1 -1,351.3 -1,477.5 -1,450.5 -1,471.3 -1,414.0 -1,432.6 -1,374.0

Fed. govt. receipts, 12-mo moving sum $ bil 2,048 2,069 2,044 2,024 2,045 2,053 2,049 2,100
   Change % yr ago -8.2 -12.6 -15.4 -16.9 -17.0 -12.1 -14.6 -15.0
   Individual income taxes $ bil 849.8 879.1 860.8 846.8 867.7 863.2 863.7 881.4
      Change % yr ago -11.9 -18.0 -20.8 -23.2 -23.3 -16.9 -20.0 -19.9
      Share of total receipts % 43.8 38.8 21.2 50.4 45.1 34.6 39.2 41.1
   Corporate income taxes $ bil 240.8 235.6 227.3 217.2 217.9 234.6 227.1 228.8
      Change % yr ago -13.1 -20.8 -27.4 -30.7 -30.7 -20.4 -26.5 -29.5
      Share of total receipts % 13.3 20.0 13.8 4.4 20.8 15.7 12.6 11.2
   Social insurance $ bil 868.9 869.6 879.1 884.6 886.5 872.5 879.7 883.6
      Change % yr ago -3.5 -3.6 -2.6 -1.9 -1.7 -3.2 -2.5 -2.0
      Share of total receipts % 39.8 41.9 61.3 40.4 28.2 47.7 44.1 43.3
   Excise taxes $ bil 64.1 63.4 61.6 65.0 64.4 63.0 63.7 63.4
      Change % yr ago -0.8 -1.8 -5.3 -1.1 -2.0 -2.6 -2.5 -3.8
      Share of total receipts % 2.6 4.4 0.8 2.7 2.7 2.6 3.0 2.8

Fed. govt. outlays, 12-mo moving sum $ bil 3,461 3,420 3,522 3,474 3,516 3,467 3,481 3,489
   Change % yr ago 3.8 3.9 10.1 8.7 11.8 6.0 8.6 11.5
  National defense $ bil 693.3 684.1 671.9 671.4 669.4 683.1 676.1 671.9
   Change % yr ago 6.5 5.6 4.5 4.4 4.5 5.6 5.3 5.6
    Share of total outlays % 19.4 29.2 15.6 20.6 21.2 21.4 20.8 21.1
  Social Security and Medicare $ bil 1,165.5 1,148.5 1,130.7 1,127.7 1,164.7 1,148.2 1,144.7 1,133.1
   Change % yr ago 10.2 9.3 8.4 7.6 13.3 9.3 10.1 10.3
    Share of total outlays % 33.7 44.6 28.1 26.1 39.4 35.5 33.8 34.0
  Health $ bil 357.6 359.5 360.4 356.6 351.9 359.2 355.0 348.0
   Change % yr ago 16.4 20.2 25.0 24.6 23.4 20.5 21.9 20.9
    Share of total outlays % 9.6 14.9 8.7 11.7 10.4 11.1 11.1 10.9
  Income Security $ bil 614.9 607.7 594.4 572.6 568.4 605.7 585.2 566.8
   Change % yr ago 23.7 24.9 26.2 23.7 26.8 25.0 25.2 24.1
    Share of total outlays % 17.3 30.1 28.5 19.8 16.9 25.3 21.4 19.5
  Net Interest $ bil 199.9 201.7 202.4 198.5 188.4 201.3 196.0 195.6
   Change % yr ago -8.2 -7.2 -7.5 -12.5 -22.0 -7.6 -13.9 -16.5
    Share of total outlays % 5.3 8.8 4.9 7.3 5.3 6.3 6.4 6.0

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate
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Shifting Drivers of Regional Growth
BY STEVEN G. COCHRANE

Recent Performance
Recovery is expanding across nearly the 

entire breadth of the country. A number of 
large metro areas in the Northeast and the 
West have now joined the nation’s smaller 
metro areas, which led the early stages of 
recovery supported by manufacturing and 
greater stability in housing markets. 

 The role of manufacturing as a current 
driver of the economy is evident in the la-
bor markets. Nationwide, manufacturing 
employment has risen for five consecutive 
months through May. Other private indus-
tries have only expanded payrolls over the 
past three months, and the rate of growth 
has been slower than for manufacturing 
employment. 

Hiring 
Regional job growth reflects this trend, 

with the strongest job growth in recent 
months in the industrial Midwest and Plains 
states, followed closely by the nearly equally 
manufacturing-intensive economies of the 
mid-South. 

The financial services industry is further 
creating some differences across regions, 
with some renewed hiring in the greater 
New York metropolitan area and in the 
south central oil patch region. Renewed 
profitability of financial services leads to 
this renewed stability in the Northeast. 

Stable housing markets and heretofore high 
commodity prices benefit the south central 
states. Some uncertainty regarding global 
energy prices, however, may make this a 
short-term trend. 

Labor markets have stabilized across the 
country as layoffs have abated, but measur-
able new hiring is limited to the Northeast 
and the Midwest, influenced by manufac-
turing and financial services (see Chart 1). 
In the Midwest, the auto industry is adding 
shifts once again at its pared-down set of 
assembly plants, and demand for steel and 
other industrial inputs is creating a boost to 
some long-suffering areas such as Cleveland. 

Manufacturing leads through 2010 
Goods-producing areas will see further 

gains in employment through the end of this 
year before the impact of inventory rebuild-
ing begins to ease. This can be seen in the rise 
of average weekly hours worked in manufac-
turing beyond 40 hours, particularly in the 
Midwest to Southeast industrial belt (see 
Chart 2). Rising productivity combined with 
extended hours has limited the pace of new 
hiring in manufacturing. But typically when 
the workweek extends beyond 41 hours 
for an extended period, the manufacturing 
workforce expands. The Midwest is at that 
point now, and the manufacturing workweek 
in the South is approaching 41 hours. 

This trend will begin to fade at the end 
of this year as goods production stabilizes 
to meet current demand, shifting away 
from the need to replenish depleted inven-
tories. Evidence of this trend comes from 
the various regional surveys of manufac-
turers, which generally indicate continued 
expansion of orders and shipments, but at 
a slightly slower pace. Indices from regional 
Feds and other manufacturing surveys in 
New York, Philadelphia and Kansas City, for 
example, generally eased back in May, most 
commonly due to a decelerating pace of 
new orders. 

Moderate gains in consumer spending, 
renewed stability in many housing markets, 
and a surge since last fall in domestic busi-
ness investment spending on industrial 
equipment and software have driven this 
year’s gains in goods-producing industries 
that are shaping regional trends. Increasing-
ly, export demand will take a larger role. This 
will shift the regional impact toward areas 
that produce higher-value added products 
and services Thus, economic recovery will 
broaden further as 2010 comes to a close, 
helping the pace of the economy in the West 
to catch up with the rest of the U.S.

Exports will broaden recovery
The impending improvement in the West 

can already be seen in rising exports (see 
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Chart 1: Hiring Picks Up in Northeast & Midwest 

Source: BLS: JOLTS 
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Chart 2: More Hiring Due in Manufacturing 
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Chart 3). The region not only has the ad-
vantage of considerable concentrations of 
tech-producing industries, but it has higher 
exposure to Asian export markets than 
other regions. The West was hit particularly 
hard by the loss of exports in mid-2008, 
repeating a trend seen following the 2001 
recession and the associated dot-com bust. 
But unlike the post-2001 recession years 
when the West never regained its export 
dominance, the region is now leading the 
export recovery. 

The impact on the West’s manufactur-
ers is clear from Chapman University’s 
California manufacturing survey that 
shows the Golden State’s goods producers 
clearly in expansion territory; its diffusion 
index has risen to a level not seen since 
mid-2006. But even more so, its index of 
high-tech industries is above the overall 
index, and new orders surged in the first 
quarter. However, the survey’s employ-
ment index just barely managed to rise 
above the expansion benchmark of 50. 
The tech-producing industries, particularly 
those with an export focus, are generally 
very capital-intensive, so the longer-term 
growth of export-oriented goods and ser-
vices providers will be less evident in em-
ployment trends but more clearly evident 
in long-term income trends. 

Income
Currently, the West and the industrial 

Midwest lag behind the rest of the U.S. for 
income growth. The industrial Midwest’s 

high unemployment rate will dampen wage 
trends, keeping the region at or below aver-
age in coming months for income growth. 
But the response of technology industries to 
both export demand and continuing invest-
ment spending will boost income growth in 
much of the West and in other specific tech-
producing regions such as New England and 
the Mid-Atlantic regions, Washington DC, 
Raleigh, and Dallas. 

Oil spill impact
It is too soon to thoroughly assess the 

potential impact of the Gulf oil spill, but 
one can identify the conduits through 
which the impact will appear. The impact is 
most clear through the fishing and travel/
tourism industries clustered along the Gulf 
Coast from Louisiana through at least the 
Florida Panhandle. They already have been 
hurt and will slow the coast region’s in-
come growth, although some lost income 
will be replaced by payments for cleanup 
work. What will not be replaced, however, 
will be the sales and occupancy taxes lost 
as visitors cancel plans and reroute their 
travel plans away from the Gulf Coast. 
Other impacts would come through any 
potential cutbacks in regional shipping or 
Gulf oil production. So far, shipping lanes 
remain open and only a few of the over 
3,800 active oil platforms in the Gulf have 
been shut down or evacuated. 

The greatest regional impact would 
result from any permanent or long-term 
cutbacks in either Gulf oil production or 

drilling activity. The economic multipliers of 
the energy industry are much larger than the 
travel or fishing industries and would extend 
deeper into the regional economy, affecting 
inland service and manufacturing centers 
such as Houston. 

Outlook
The economic recovery will continue to 

broaden across the country and will deepen 
as demand finally begins to accelerate for 
service-producing industries. Already, the 
very modest gain in service industries is 
beginning to improve demand for office 
space (see Chart 4). Areas with somewhat 
constrained supply and rising demand such 
as Silicon Valley or Boston are seeing some 
stability in office markets. The economies 
hit hardest by recession—Arizona, California, 
Florida and Nevada—will begin to see mod-
est total net job gains as construction finally 
stabilizes and industries catering to export 
demand and technology begin to expand. 

Risks
The oil spill creates the most uncertainty. 

The coastal economy will certainly slow; 
what is unknown still is how deeply the 
impact will penetrate the region, although 
it will not likely have a broad impact on the 
entire U.S. economy.

The European debt crisis has the poten-
tial to halt gains in the Northeast’s financial 
services due to the combination of potential 
sovereign defaults and a rising cost of funds 
for the global financial services industry. 
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Chart 3: West’s Exports Are Coming Back 

Sources: Census, Moody’s Analytics 
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Financial Markets Show Deepening Concern Over European Debt Crisis 
BY EDWARD FRIEDMAN

Recent Performance
U.S. stocks dropped precipitously, by 

nearly 10%, over most of May. The Dow 
Jones Industrial Average dropped by 1,000 
points, at one point closing below 10,000, 
before recovering somewhat by month’s 
end. The primary reason for the drop in eq-
uity prices was deepening worries about the 
sovereign debt crisis in Europe. A major con-
cern is over the solvency of banks exposed 
to that debt, and the possibility that further 
credit problems could lead to recession 
in Europe caused big declines in European 
stock prices, larger than those seen in the 
U.S. (see Chart 1). 

Movements in short-term interest rates 
also reflected concerns about the European 
economy. In the U.S., short-term yields such 
as the federal funds rate and those on three-
month Treasuries remained near 0%, as 
the Federal Reserve remains committed to 
supporting the economy until the recovery 
is self-sustaining. However, in contrast, the 
three-month Libor, the cost of unsecured 
interbank lending, mostly among foreign 
banks, has risen to its highest point this year 
(see Chart 2). 

In the bond markets, 10-year Treasury 
yields fell by 50 basis points in the flight to 
quality (see Chart 3). However, rising per-
ception of risk prevented investment-grade 
corporate yields from declining as much, 

and the Baa spread widened by 40 basis 
points. Similarly, high-yield spreads have 
risen by 150 basis points over the past six 
weeks. Further, TIPS yields stayed level in 
May after falling by 40 basis points in April 
on rising inflation expectations.

The crisis has also affected foreign ex-
change and oil markets. Since mid-April, the 
flight to quality has caused the dollar to rise 
nearly 10% against the euro (see Chart 3). 
Further, the price of a barrel of West Texas 
Intermediate crude oil dropped sharply over 
May, from about $85 to below $70, as com-
modities investors marked up the likelihood 
of a second recession in Europe.

Out of hock
 The wave of corporate defaults and 

bankruptcies that has plagued the economy 
over the past two years will ease further as 
the recovery gains traction. According to 
Moody’s Investors Service, the U.S. corpo-
rate default rate, defined as the percentage 
of companies with below investment-grade 
credit ratings that were not current on their 
obligations over the preceding 12 months, 
has declined from 14.5% in November to 
9.5%. Further, some companies that filed for 
protection in the spring of 2009 such as Six 
Flags, Visteon, and General Growth Proper-
ties have either exited by paying off credi-
tors or are planning to do so shortly.

Moreover, financial regulatory reform will 
dampen growth in new leveraged buyouts 
by limiting banks’ ability to participate in 
such risky lending. The pace of LBO activity 
has picked up again in recent months ahead 
of the final passage of such legislation. For 
example, CKE Restaurants and Interactive 
Data were recently acquired in separate 
deals, and now investors are looking at 
payment-processor Fidelity National Infor-
mation Services and trash bag maker Pactiv. 
However, with stricter bank regulation, the 
financing for such deals will increasingly 
need to come from other sources such as 
the private equity firms themselves. Thus, 
overall growth in such activity is likely to be 
lower without the deep funding found only 
at banks. 

Build America Bonds
The success of the Build America Bonds 

program will enhance efforts to extend it 
as a source of funding for state and local 
governments. Localities have issued a total 
of $102 billion in BABs so far, providing fi-
nancing for a wide variety of infrastructure 
projects. Treasury Department analysis finds 
that state and local governments saved $12 
billion in interest costs in 2009 compared 
with tapping the tax-exempt market. As a 
result, tax-exempt issuance was lower than 
it otherwise would have been. In February, 
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the Obama administration proposed to per-
manently extend the program at a reduced 
28% subsidy, compared with the original 
35%, and to include refunding and working 
capital as allowable uses. 

However, the concern that a permanent 
program would be too expensive has led 
to a compromise proposal in Congress to 
extend it by two years at a 30% subsidy 
rate. The idea of allocating issuance to 
areas hardest hit by joblessness would be 
retained but adjusted; the new formula 
would target areas by unemployment rates 
rather than net job losses.

Money fund regulations
New SEC regulations regarding money 

market funds that took effect in early May 
will help constrain systemic risk, but at a 
cost of a reduced flow of funds to short-
term credit markets. The new rules include 
requiring funds to maintain a larger portion 
of their portfolios in instruments that can 
be readily converted to cash, to reduce the 
maximum weighted-average maturity of 
portfolio holdings, and to improve the qual-
ity of portfolio securities. Additionally, funds 
will be required to report their portfolio 
holdings to the SEC every month. Further, 
those funds that have “broken the buck”—
repriced securities below $1.00 per share—
will be permitted to suspend redemptions 
to allow for the orderly liquidation of fund 
assets. The amendments are designed to 
make money market funds more resilient 

to short-term market risks and to provide 
greater protection against money market 
funds that fail to maintain a stable net as-
set value per share. However, the negative 
implication is that money market funds will 
continue to reduce their holding of riskier 
instruments such as asset-backed commer-
cial paper. This, in turn, will contribute to a 
weaker recovery in securitization markets; 
the continuing skepticism of foreign buyers 
is another factor adding to the slow im-
provement (see Chart 4).

Outlook
The U.S. equity market will rebound 

from its May declines, as the solidifying 
U.S. recovery raises expectations that do-
mestic companies will see sustained earn-
ings growth. However, concerns about the 
sovereign debt of such countries as Greece, 
Spain, Portugal and Italy will mean that 
the advance will be restrained and volatile, 
rather than a smooth upward path. The ex-
tent of the momentum in consumer spend-
ing will also determine the pace of stock 
market gains. 

Yields on U.S. short-term securities will 
remain near zero for most of 2010 as the 
Fed unwinds its quantitative easing efforts 
first. Yields on Treasury bonds will rise in the 
near term as the May flight to quality un-
winds and in the intermediate term as con-
cerns about federal debt deepen. Risky yield 
spreads, already closer to their historical av-
erages, will now fluctuate with the ebb and 

flow of events in Europe. Demand for infla-
tion hedges such as TIPS will grow slowly as 
actually occurring inflation remains muted 
throughout 2010.

The dollar will get support in the short 
term as European debt problems persist and 
in the intermediate term as rising U.S. inter-
est rates slow the amount of carry-trade ac-
tivity. Oil prices will firm as energy investors 
see global energy demand rising, but the 
pace of gains will depend on the resolution 
of European debt problems.

Risks
The risks to the economy associated 

with financial markets remain weighted 
to the downside. The European debt cri-
sis could weaken U.S. growth through its 
effects on both exposed U.S. banks and 
exports. However, that risk is limited be-
cause U.S. exports are smaller, as a share of 
the economy, compared with most other 
nations. Higher than expected home fore-
closures could delay the recovery in securi-
tization markets. The final version of finan-
cial regulation legislation could suppress 
risk-taking by banks and corporations. The 
Treasury’s enormous prospective borrowing 
requirements could cause bond yields to 
increase sharply, crowding out residential 
and business investment and thereby chok-
ing off the recovery. A positive risk is that 
stock market gains could boost consumer 
spending over the next few years through a 
positive wealth effect. 
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Europe Moves to the Rear
BY RUTH STROPPIANA

Recent Performance
Despite the stalling recovery in Europe, 

the global economy’s comeback from the 
recent recession remains on track, powered 
by robust growth in emerging markets. 
Expansion remains in full swing in Asia and 
Latin America. Surging Chinese demand 
is leading Asia, but domestic demand is 
starting to take root in most other Asian 
economies as well, making the region’s 
recovery more sustainable. Latin American 
economies are also back on the path to 
self-sustaining growth, supported by solid 
internal demand. The U.S. has also gained 
momentum, driven by strengthening glob-
al demand, expansionary monetary policy, 
and the fiscal stimulus.

Europe on the edge
Inventory rebuilding and the fiscal 

stimulus have been the primary supports 
to recent activity in Europe, but both are 
fading. Furthermore, unrelenting market 
pressure to correct swollen budget deficits 
has forced some euro zone members to un-
dertake additional tightening. Deep public 
sector spending cuts and looming tax hikes, 
combined with a weak labor market, will 
lead to renewed retrenchments in consumer 
and business confidence (see Chart 1). Busi-
nesses will again be unwilling to invest in 
production, cutting back on capital invest-

ment and hiring, with restricted financing 
compounding the problems.

On a positive note, aggressive efforts by 
European policymakers and the IMF—in-
cluding a $1 trillion stabilization program 
and ECB asset purchases—have substan-
tially lowered the risk of a fresh financial 
crisis in Europe, providing heavily indebted 
euro zone nations some fiscal breath-
ing space. Nevertheless, markets remain 
concerned that the required fiscal adjust-
ments in these countries may stall because 
of political and social resistance. One of 
the biggest challenges indebted euro zone 
countries face is convincing investors that 
they have the political will to do what is 
necessary (see Chart 2).

Most advanced countries face the same 
fiscal challenges: Governments must remain 
creditworthy or risk a debt-service crisis. The 
euro zone and U.K. are under particular pres-
sure given their weaker growth prospects 
and more severe budget problems. The U.S. 
also needs to begin the process of fiscal 
repair, but that is unlikely to start in earnest 
until next year. In the meantime, safe-haven 
capital is flowing into U.S. Treasury bonds 
and notes, helping keep borrowing costs low 
and making it inexpensive for the govern-
ment to finance its deficit. 

The coming fiscal squeeze will put more 
pressure on advanced-economy central banks 

to safeguard the recovery. Monetary policy 
in the U.S. and Europe will remain accom-
modative in the near term; the withdrawal of 
the monetary stimulus is likely to proceed at 
a gradual pace. Greater instability in global 
financial markets, emanating from Europe’s 
sovereign debt woes, will also lead emerging 
market central bankers to tighten slowly.

Containing contagion 
It is vital for the global recovery that Eu-

rope’s sovereign debt threat remains con-
tained and does not spill over into global 
financial markets or the international 
banking system. Financial contagion could 
create a vicious cycle of instability; further 
tightening in global financial conditions 
and higher credit risk premiums would slow 
the global recovery.

Europe’s beleaguered banking system 
poses a clear risk. A loss of confidence in the 
European interbank lending market could 
reignite the banking crisis. Greek banks have 
reportedly been shut out of international 
lending markets since the start of the year, 
and Spanish and Portuguese banks are find-
ing it increasingly difficult to tap the inter-
bank market. European banks are turning to 
the ECB for funding as foreign banks pare 
European positions.

Short-term funding pressures in Europe 
have prompted swift action from global 
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central banks. They have opened currency 
swap lines, and the ECB now offers banks 
unlimited liquidity at shorter maturities. 
Central bank efforts to buttress liquidity 
have given European banks much-needed 
support, but lending to households and 
businesses still looks set to contract fur-
ther. European banks have a mountain of 
maturing debt to repay in coming years, 
which will weigh heavily on lending to the 
private sector.

Although money-market rates and credit 
risk premiums have risen on both sides of 
the Atlantic, credit spreads remain much 
lower than during the financial panic fol-
lowing the collapse of Lehman Brothers in 
September 2008. The Libor-OIS spread—a 
gauge of banks’ willingness to lend to one 
another—has widened in recent weeks but 
does not point to a widespread loss of confi-
dence in interbank lending (see Chart 3).

Nevertheless, recent turmoil in money 
markets has leaked into corporate credit, 
raising firms’ funding costs. Global corpo-
rate debt issuance slowed sharply in May 
as risk premiums widened, particularly for 
speculative-grade credits. However, strong 
corporate fundamentals, including improved 
profitability, are expected to sustain busi-
ness spending outside of Europe. Rising ca-
pacity utilization should also provide some 
support for profit margins.

Global trade impact
Europe’s woes could ripple far beyond 

its borders through global trade. Weak-

ening European currencies and a fresh 
pullback in domestic spending will weigh 
on import demand, sapping some of the 
current momentum in global trade. Never-
theless, as trade in the giant EU market is 
predominantly intraregional, the slowdown 
in imports will be felt primarily at home 
(see Chart 4).

The slowdown in EU import demand 
should have only a modest impact on net 
exports in most non-European countries. 
However, weaker European currencies and 
slowing exports to Europe could hamper 
adjustments in global trade and investment 
flows by delaying the revaluation of the 
yuan. Although the Chinese currency has 
risen around 15% against the euro since the 
start of 2010, its continued peg to the U.S. 
dollar is keeping it artificially low, potential-
ly worsening economic imbalances. China’s 
fixed exchange rate also threatens to fuel 
protectionist sentiment and endanger the 
global recovery.

Outlook
The outlook has dimmed for Europe. The 

euro zone’s fragile recovery is expected to 
falter by the end of the year, sending the 
region back into a moderate recession. This 
will not derail global growth but will sap 
some recent momentum. 

The full impact of Europe’s sovereign 
debt crisis will take several years to unfold. 
It will also take several years to correct the 
inefficiencies and imbalances built up over 
the past decade. Structural reforms and fis-

cal austerity will be painful in the medium 
term and a big drag on regional growth. 
Highly indebted economies with structural 
weaknesses and vulnerabilities such as 
Greece, Portugal and Spain will suffer the 
deepest recessions.

Although short-term prospects are dim, 
over the longer run, Europe will benefit 
from improved fiscal discipline and eco-
nomic reform. Rectifying private-sector 
saving shortfalls and reforming pensions 
and social welfare programs will boost 
potential growth; as a result, the euro zone 
could ultimately emerge stronger. Struc-
tural adjustments and improved fiscal dis-
cipline should make the common currency 
union a more stable economic power with 
increased policy cooperation.

Risks
Fiscal adjustment on both sides of the 

Atlantic will remain a pressing threat to 
the global recovery in coming years. It is 
thus vital that global policymakers main-
tain a united front, avoid protectionism, 
and prevent the European sovereign debt 
crisis from spilling over into global financial 
markets or the banking system. Persistent 
turmoil in financial markets, including frozen 
credit channels, would quickly work its way 
through to the real economy. Currency swap 
lines and liquidity facilities have provided 
European banks with much-needed support 
for the time being, but further coordinated 
international efforts may be required to re-
store market confidence.
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The Labor Market Paused in May
BY SOPHIA KOROPECKYJ

Recent Performance
Payroll employment gains were far 

lower than expected in May, but other labor 
market indicators point to continued im-
provement. Employers added 431,000 jobs, 
but hiring for the 2010 census accounted 
for most of the gains, and these jobs will 
disappear over the next few months. Pri-
vate payrolls increased by just 41,000 (see 
Chart 1), while state and local government 
payrolls declined. Lagging industries such 
as construction and financial services shed 
more jobs. The employment diffusion index, 
a measure of the breadth of job creation, fell 
to 54.1 from 66.7 in April. 

Most of the May improvement was in 
industries related to manufacturing. Not 
only did manufacturing payrolls increase 
by 29,000 but many of the 31,000 new 
temp workers were deployed in manufac-
turing also. The manufacturing workweek 
lengthened as well. Few other industries 
extended hours in May outside of those 
related to manufacturing. The workweek 
has increased by one-half hour since its 
nadir. The index of aggregate hours in-
creased by a healthy 0.8% mostly due to 
manufacturing gains but also to gains in 
utilities, transportation and warehousing, 
and information.  

Despite the weakness in private sec-
tor job creation, earnings for all workers 

increased by 0.3% in May with greater 
gains among salaried workers. Combined 
with the longer workweek and job gains, 
the income proxy was up a strong 8% dur-
ing the past two months on an annualized 
basis, the best pace since early 2007. Solid 
income gains will help fuel the recovery in 
consumer industries. 

The unemployment rate fell back to 
9.7% (its March rate) after climbing to 
9.9% in April. April’s rate was boosted by 
strong labor force growth, which brought in 
many job seekers ahead of their ability to 
find jobs. In May, the labor force contract-
ed. As a result, the labor force participation 
rate also slipped to 65%, from 65.2% in 
April. Census hiring may have also ab-
sorbed some unemployed workers. As more 
unemployed workers are finding work, 
their numbers continue to trend downward 
reaching 14.97 million in May (see Chart 
2). However, a record 46% have been out 
of work more than six months. The average 
duration of unemployment increased to 
34.4 weeks, also a record. 

Among other measures of labor under-
utilization, the number of workers employed 
part-time involuntarily declined in May to 
8.8 million, from 9.2 million in April. As a 
result when combined with the lower un-
employment rate, the U-6 rate fell to 16.6% 
from 17.1% in April. 

Two steps forward one step back
A weak May following two strong 

months should not be interpreted to mean 
that the recovery is threatened. The severe 
winter likely resulted in an overstatement 
in March payrolls. This was followed by 
strong April gains, which may have been 
inflated by the five-week reporting period 
among other reasons. 

An average of this year’s gains, 100,000 
monthly, probably provides a better picture 
of the labor market. This pace is still far be-
low that required to absorb both new labor 
market entrants and begin to shrink the pool 
of unemployed workers. Yet, it makes a clear 
turnaround in the labor market from last 
year’s losses. 

Payroll numbers reflect the lingering 
uncertainty in the labor market. Many busi-
nesses still lack the confidence and ability 
to add to payrolls. Many small companies 
are still unable to expand payrolls even if 
demand for their products or services is im-
proving because of restricted access to cred-
it. Other firms, still wary of the recovery’s 
durability, prefer to rely on temp workers. 

This uncertainty is being amplified fur-
ther by the European economic situation. 
Although it is not expected to derail the 
economy, it may be taking some of the wind 
out of the recovery’s sails. For example, as 
indicated by ISM surveys, new orders for 
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both service and goods-producing compa-
nies failed to improve in May. 

The interpretation of recent payroll gains 
is complicated further: The severity of the 
recent downturn could be throwing off the 
seasonal adjustment factors. Actual monthly 
payroll employment growth so far this year 
may be higher by as much 25,000 if season-
als from earlier years were applied.  

The two-edged sword of productivity 
Productivity increases are enabling 

companies to earn strong profits, which 
will enable them to expand operations 
and hire more workers. Concurrently, the 
strong productivity gains that have been 
wrung out of workers during the past two 
years will remain. Companies slashed dra-
matically and perhaps excessively during 
the worst months of the recession. Subse-
quently, they adapted to the lower staffing 
by improving work processes and efficien-
cies. Although productivity did slow during 
the first quarter to 2.8% from an extraor-
dinary 7% during the second half of 2009, 
companies will maintain the accumulated 
productivity gains during the recovery (see 
Chart 3). As a result, despite the need to 
hire more workers as the economy expands 
and profits grow, employers will need 
many fewer workers than they did before 
the downturn.  

Low wage workers hired first
Thus, the outlook for job creation across 

industries will reflect the productivity gains 

within the industries. Most new private sec-
tor jobs are in low productivity, low-wage 
industries such as restaurants (see Chart 4). 
Any increase in demand in such industries 
necessitates stepped-up hiring. Also, in a 
fragile economy, employers will be less hesi-
tant to hire low-wage, low-skill workers that 
require few search and training costs than 
they will before hiring higher-paid workers. 
Jobs paying below-average wages account 
for 87% of net new private sector jobs cre-
ated so far this year. The shift toward lower 
job quality has weighed on average earnings 
over the past year. High-wage industries 
should start to hire more workers over the 
next year, but productivity gains are likely to 
have lasting consequences on the strength 
of the jobs recovery.

Outlook 
The private sector recovery is expected 

to continue at a moderate pace this year 
notwithstanding the pause in May. It is not 
unusual for payroll gains to occur in fits and 
starts in the early phase of a recovery. As 
manufacturing activity increases, service 
industries dependent on manufacturing will 
also be bolstered. Thus, the labor market 
expansion will spread from the goods-
producing industries to service-producing 
industries to consumer industries. 

Yet, once the census jobs disappear, to-
tal payrolls may contract in some months. 
Hundreds of thousands of census jobs will 
likely disappear in June, and the temp census 
workforce will fall off until the fall. More 

losses can be expected in state and local 
government payrolls as well.  

Job growth is expected to accelerate in 
2011 and 2012, and employment will return 
to its prerecession peak by early 2013. As 
formerly discouraged workers reenter the 
job market, the unemployment rate will 
again exceed 10% by the year’s end. With 15 
million unemployed workers, however, the 
unemployment rate will remain elevated for 
years and will thus weigh on wage growth. 
The unemployment rate is not expected to 
return to its prerecession low due to an in-
crease in structural unemployment.

Risks
Since last month, some downside risks 

to the labor market recovery have come 
to the fore. The possibility of a double-dip 
recession precipitated by the euro zone 
crisis would delay the recovery of the U.S. 
labor market. Even if growth is merely 
dampened, the already-fragile consumer 
and business confidence could cast a pall 
over job creation. In particular, the U.S. 
manufacturing recovery, which has been 
driving the labor market recovery, could 
stall if demand from Europe weakens sig-
nificantly. Another recent risk to the labor 
market stems from the oil spill in the Gulf 
of Mexico. A moratorium on offshore drill-
ing could result in thousands of lost jobs in 
the energy and related industries. The envi-
ronmental damage could also affect tour-
ism although some offsetting job creation 
in clean-up activities is also likely. 
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Inflation Outlook Still Tame 
BY ARIJIT DUTTA

Recent Performance
 Prices are struggling to hold ground 

against disinflationary forces at this stage of 
the economic recovery. After barely increas-
ing in recent months, the top-line monthly 
CPI declined 0.1% in April, the first negative 
reading since March 2009. Inflation in the 
top-line PCE deflator has also trailed off 
since January and fell to zero in April. Large 
slides in energy goods and service prices 
dragged on both indicators in April, as gaso-
line prices failed to register their usual spike 
in the run-up to the summer driving season. 

The core CPI was unchanged in April, 
a second straight month of zero inflation. 
The year-ago rate of change fell below 1% 
for the first time since 1966 (see Chart 1). 
The index has remained near deflation ter-
ritory since the start of the year. Housing 
services were flat in April because of contin-
ued downward pressure on rents, but other 
service prices rose enough to boost the core 
PCE deflator 0.1%. On a year-ago basis, core 
PCE inflation is still only 1.2%, barely one-
half its long-term average. 

The generally upward trend in producer 
prices seen since the start of 2009 is also 
faltering; the finished goods PPI fell 0.1% in 
April, its second negative reading in three 
months. Core producer prices for all stages 
of production rose, however, and they re-
main substantially higher on a year-ago ba-

sis. Inflation is much higher in crude goods 
but is not feeding though to intermediate 
and finished goods in any substantive way 
because of low capacity utilization through-
out the economy. 

Outright deflation would be a bigger wor-
ry but for defiantly resilient consumer spend-
ing. Consumer fundamentals are still weak, 
but spending is far from the kind of collapse it 
would take to cause core deflation.

Industrial commodities
Renewed jitters about the strength of the 

global economic recovery have caused wide-
spread selloffs in commodities and lower 
prices. The declines in prices for industrial 
metals have been especially sharp, collaps-
ing to levels last seen in October (see Chart 
2). Some of the slide is due to pullbacks by 
commodity investors in the scramble away 
from risky assets since the European debt 
crisis mushroomed in April. Weakness is 
evident in the physical market as well. Credit 
restrictions and other measures by Chinese 
authorities to control real estate speculation 
are already leading to reduced demand and 
rising stockpiles in steel, iron ore, copper, 
and other key crude goods. 

The commodity price boom before the 
recession and the rally since the economic 
recovery began both owe significantly to 
rapidly rising marginal demand from emerg-

ing markets. Evidently, the current rally has 
less room to run amid widespread slack in 
developed economies. Capacity utilization 
rates have already recovered to much higher 
levels in emerging markets, but central 
banks in most major developing countries 
have turned hawkish in response. Commod-
ity price inflation will moderate in the near 
term as a result.

Food and fuel
The consumer price index for food, after 

falling for most of 2009, is once again climb-
ing. However, monthly inflation is holding 
steady near 0.2%. Prices for some food 
groups have jumped in recent months such 
as the 1.4% rise in meat and poultry prices 
in April. Overall food inflation is far from 
the spikes seen in 2008, however, and has 
stayed moderate despite periods of sharply 
higher producer prices, due to a lack of retail 
pricing power (see Chart 3). According to 
United Nations Food and Agriculture Or-
ganization forecasts, food grains will enjoy 
bumper harvests in the 2010-2011 growing 
season. This is likely to generate enough 
supply to sate vigorously rising emerging 
markets demand and ease producer prices. 
As a result, food price inflation will remain 
subdued in the near term.

Energy CPI inflation has generally fallen 
this year, turning sharply negative in April as 
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prices tanked for both energy commodities 
and services. Even as gasoline approached 
the $3 per gallon mark earlier this year, 
before sliding more recently, inflation in 
the retail PCE deflator for gasoline stations 
has been negative for three straight months 
since February after seasonal adjustment. 
Gasoline prices are not rising at the same 
pace normally seen leading up to the sum-
mer driving season, quite possibly because 
of a permanent downshift in demand due to 
greater conservation and efficiency.

Crude oil prices are off sharply from the 
2010 highs set in early May, owing to trem-
ors in the global economy and the stronger 
dollar. The price of a barrel of West Texas 
Intermediate crude oil will only gradually 
head back to $80 and higher over the next 
year, even as the recovery turns into a self-
sustaining expansion. A hostile regulatory 
environment will likely curtail growth in 
domestic supply in the aftermath of the oil 
spill in the Gulf of Mexico. However, OPEC 
and other producers will be under pressure 
to maintain adequate supply because of the 
feared policy response and faster adoption 
of alternative energy. 

Durables
Finished capital goods PPI inflation was 

a strong 0.2% in April and has managed 
to stay out of deflation in five of the six 
months since November. Although durable 
goods orders weakened somewhat coming 
into 2010, the upward trend that began in 
the middle of last year has held in recent 

months, supporting prices. The ISM manu-
facturing index showed surprising strength 
in May despite the debt woes in Europe and 
a rapidly strengthening dollar, suggesting 
firms will continue to invest and bring inven-
tory growth in line with final sales. This will 
hold capital goods inflation above water in 
the near term. 

On the consumer side, durable goods 
prices have gradually sunk deeper into de-
flation in 2010 as support from consumer-
incentive programs such as cash for clunkers 
has faded, and producers have failed to pass 
through higher costs for raw materials (see 
Chart 4). Commodities have sold off sharply 
in recent weeks amid the sovereign debt 
crisis in Europe, so durables prices are likely 
to slip further.

Outlook
The large amount of slack in the econo-

my will contain prices and wages. Manufac-
turing is recovering, but from very low lev-
els. Output in key industries such as autos 
remains drastically off its prerecession highs. 
Although there is greater optimism that 
renewed loan modification efforts will fi-
nally lead to an end of the foreclosure crisis, 
home-building will recover only very gradu-
ally. Similarly, given massive job losses and 
millions of workers who will be re-entering 
the labor force, the unemployment rate will 
not peak until late this year and will not re-
turn to its equilibrium level until 2014.

Core prices have little room to run under 
these conditions, so monthly inflation will 

remain firmly in control. Core CPI monthly 
inflation will stay in the 0.1% to 0.4% range 
for the rest of 2010, while core PCE inflation 
will be near the lower end of that range. 
Core inflation will pick up in 2011 as the 
expansion accelerates and return to a more 
normal 3% annual rate by 2012. Top-line 
deflators will follow a similar pattern, as 
an adequate supply response and a slow 
recovery in demand will limit any escalation 
in energy prices. Those same forces, coupled 
with the greater efficiency that businesses 
have learned over the past two years, will 
keep producer price inflation stable as well. 

Risks
Deflationary risks to the U.S. economy 

are much reduced compared with a year 
ago, but will not entirely recede until job 
growth shows stronger momentum and the 
unemployment rate heads decidedly lower. 
Business balance sheets are healing rapidly 
thanks to strong earnings growth, and finan-
cial conditions have stabilized. Both point 
to a much lower probability of further debt 
deflation and lay the groundwork for further 
expansion and hiring. 

The main near-term risk is that of a 
policy mistake. The Federal Reserve cannot 
afford to cause a double-dip recession by 
tightening monetary policy too quickly but 
must also avoid high inflation expectations 
from setting in. The Obama administration 
also needs to introduce timely and credible 
deficit reduction plans without endangering 
the recovery. 
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Mortgage Woes Weigh Down Some Banks, While Others Prosper
BY CHRIS CORNELL

Recent Performance
Overall credit quality remains at its 

weakest point in decades, with consumer 
credit quality showing a slight improvement 
while banks and commercial real estate 
mortgages suffer from the worst condi-
tions since the Great Depression. Recover-
ing incomes and tighter lending standards 
are driving the improvements in consumer 
credit quality. However, credit conditions 
continue to worsen in other areas, particu-
larly those tied to commercial real estate 
and state and local government finance. 
Declining tax revenues and greater spending 
on social programs as a result of job losses 
are leading to large state and local govern-
ment budget deficits.

Banking
Bank credit quality problems will 

worsen, but at a slower rate than before, 
as banks are experiencing recoveries in 
incomes and profits. The FDIC’s latest 
quarterly banking profile, through the first 
quarter of 2010, confirms the marginal 
improvement in industry conditions, fol-
lowing loan delinquency and default rates 
that have matched or exceeded records set 
during the savings and loan crisis (see Chart 
1). The best news was in commercial and 
industrial loan charge-offs, which fell for 
the first time in four years.

While conditions in the aggregate im-
proved, problem banks remain an issue. 
The number of problem banks rose to 775, 
while the number of active banks fell be-
low 8,000 for the first time. Many of these 
problem banks are small and medium 
sized, with an average asset size of just 
over $500 million, about one-third of the 
average across all banks. Some are operat-
ing under consent orders or cease and de-
sist orders. The leading drivers behind bank 
problems are generally poor performance, 
bad commercial real estate loans, and 
bad construction and development loans. 
Many also have insufficient liquidity due to 
excessive holdings of foreclosed real estate 
(see Chart 2).

The pace of bank failures slowed in May 
as the FDIC turned its attention to smaller 
banks. The agency closed 14 banks over 
the month, most of them small and most 
at a relatively low cost. The failed banks 
accounted for a combined $6.2 billion in 
assets and incurred a combined estimated 
loss to the deposit insurance fund of $838 
million, making the loss-to-asset ratio a 
low 13%. All the failed banks were closed 
under successful purchase and assump-
tion agreements, allowing the FDIC to 
avoid more costly bank failure resolution 
techniques. Four of the failed banks were 
in Florida, making the Sunshine State the 

leader in bank failures this year. Through 
the first five months of 2010, the FDIC 
closed 78 failed banks.

Further losses are likely to come from 
bad commercial real estate mortgages. The 
short-term delinquency rate, defined here 
as the share of loans 30 to 89 days past due, 
continues to rise for nonfarm nonresidential 
mortgages, in stark contrast to most other 
loan categories. 

Commercial real estate
Commercial real estate will continue 

to weaken as poor credit quality impedes 
financing, even as prices stabilize across 
property types and markets. It is low prices 
that are driving credit quality woes, not fall-
ing prices, as the low prices have pushed 
many commercial mortgages under water. 
Worse, some properties have become so-
called zombie buildings, where cash flow 
has slowed so much that property owners 
are unable to afford basic upkeep, deterring 
potential tenants.

Credit quality problems in commercial 
mortgages remain confined to bank and 
thrift loans and commercial mortgage-
backed securities, which together account 
for about 70% of the dollar volume out-
standing of all commercial mortgages. The 
CMBS 60-day delinquency rate is 7%, up 
sharply from 5% at the end of last year 
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and 1% at the end of 2008. Commercial 
mortgages at banks and thrifts are doing 
little better (see Chart 3). The FDIC’s 60-day 
delinquency rate for multifamily residential 
real estate is 4.6%, and for commercial real 
estate excluding multifamily residential, it is 
4.2%, although these are not rising as rapid-
ly as the CMBS delinquency rate. In contrast, 
commercial mortgage delinquency rates 
remain below 1% for mortgages held by life 
insurers and government agencies such as 
Fannie Mae and Freddie Mac.

Problem commercial real estate mort-
gages are concentrated in different geo-
graphic areas than problem residential real 
estate mortgages. For CMBS, a whopping 
20% of loans by dollar value in Nevada are 
delinquent and 14% in Arizona. Six other 
states have a double-digit CMBS delin-
quency rate, according to Moody’s Inves-
tors Service. 

Bank and thrift mortgages are harder to 
track, as the data are identified by the head-
quarters location of the bank rather than 
the location of the delinquent property. 
With that proviso in mind, the results dif-
fer sharply from both CMBS and residential 
mortgages, reflecting both bank location 
issues and the differences in firms using 
bank and thrift loans rather than loans in 
CMBS. For nonfarm nonresidential prop-
erties such as office and retail space, the 
highest 60-day delinquency rates are seen 
at banks headquartered in Puerto Rico, the 
District of Columbia, and South Dakota. For 
multifamily residential properties, banks 

headquartered in the District of Columbia, 
Florida, Puerto Rico, and North Caro-
lina have double-digit delinquency rates. 
Maryland-based banks lead the nation in 
nonfarm nonresidential charge-offs, while 
Utah-based banks lead the nation in multi-
family residential charge-offs.

Consumers
Consistent with earlier findings, consum-

ers are cutting holdings of high-interest 
bankcards and avoiding new car purchases 
to reduce debt exposure while also deferring 
some mortgage payments. This helps to ex-
plain the rapid rise in mortgage delinquency 
rates, of over 5 percentage points, since the 
middle of the decade, far larger than the 
increases for bankcards and auto loans (see 
Chart 4). And while bankcard and auto de-
linquency rates are moving lower, those for 
mortgages have only stabilized.

More evidence of retrenchment by con-
sumers is seen in the decline in outstanding 
consumer liabilities, particularly for mort-
gage debt. The Great Recession has forced 
many consumers to re-examine debt hold-
ings; some have fallen into foreclosure and 
bankruptcy, while others have heeded the 
example of their less fortunate neighbors. 
Data on consumer liabilities from Equifax 
and Moody’s Analytics confirm that the 
decline of credit card and auto loan debt 
outstanding seen in Federal Reserve data 
also extends to mortgage debt outstanding. 
Total mortgages outstanding have fallen 
4.6% since their prerecession peak, com-

pared with a 9.8% drop for bankcard debt 
and a 13.4% decline for auto loan debt.

Outlook
Consumer credit quality will see im-

provement over the next year as borrow-
ers clean their balance sheets with more 
secure sources of income while the labor 
market improves and creditors write off 
hopelessly bad loans. The unemployment 
rate is near its cyclical high, and house 
prices are near their cyclical lows, offering 
hope that consumers who have survived 
the Great Recession in good shape are 
unlikely to fall further into debt problems. 
Little change is expected for bank and 
commercial real estate conditions over the 
next six months as bad commercial real 
estate loans are unlikely to improve much 
in the near term, pushing more banks into 
trouble and even failure.

Risks
The somewhat positive forecast for con-

sumers assumes a steady recovery, which 
could be jeopardized by the European debt 
crisis or a slowing in U.S. growth now that 
the stimulus is fading.  A double dip in house 
prices, caused by the return of shadow 
inventory to the market from foreclosed 
and bank-owned properties, also threatens 
consumer credit quality; this could push ad-
ditional homeowners under water. A double 
dip in commercial property prices would 
delay the recovery in commercial mortgage 
credit quality for another year.
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Agricultural Profits Set to Improve
BY MICHAEL HELMAR

Recent Performance
Improved global supply conditions over 

the past year and expectations of more 
than adequate grain and oilseed production 
this year are behind a favorable agricultural 
situation early in the U.S. growing season. 
Crops are in better condition and are ahead 
of development compared with the last few 
years. 

With available supplies able to meet 
global demand, grain and oilseed price 
movements lost steep upward momentum 
last year and are currently facing soften-
ing influences. The Brazilian and Argentine 
soybean harvests were bountiful, padding 
global supplies for this time of year. Simi-
larly, Southern Hemisphere grain crops were 
much improved from previous years. Yet 
income conditions for U.S. farmers  
are still good despite softening prices: Input 
costs are stable and output prices are still 
well above historical averages  
(see Chart 1). 

Livestock and products, especially hogs 
and cattle, are seeing prices rise cyclically 
at the same time that feed ingredients and 
feeder stock are becoming less expensive. 
The dairy herd size is constraining output 
relative to demand, and milk prices have 
surged again in recent months. Animal pro-
ducers are seeing healthy bottom lines this 
year. However, output of meat and livestock 

products is rising, indicating that profitabil-
ity could be at or near its cyclical apex.

Fruits and nuts prices gained 11% in May 
just from the previous month. The combi-
nation of typically lower seasonal supplies 
and the Chilean earthquake has contributed 
to much higher prices over the past few 
months. In fact, this is the major factor 
behind higher aggregate prices, especially 
food commodity prices, received by farmers 
in the past few months. While overall agri-
cultural prices are up 8.5% in the past year, 
food commodities prices are up 13%.

The agricultural situation is important 
not only for food producers and upstream 
and downstream industries, but also for 
food price inflation. Overall inflation since 
the beginning of this year has been virtually 
nonexistent; the CPI in April was unchanged 
from January. Core inflation, excluding food 
and energy prices, is up marginally. Food 
price inflation has been steeper, exceeding 
2% on an annualized basis so far in 2010. 
While this is not a steep rate of inflation, the 
more rapid rise in food commodity prices 
in recent months suggests consumer food 
prices will rise in the near term.

Crop outlook
The crop outlook is based on both pre-

liminary planted acreage estimates and 
expected yields. The federal government 

will release its first estimates of actual 
acreage planted in June. At present, the 
best estimate of acreage is the USDA Pro-
spective Plantings report released at the 
end of March, when farmers indicated that 
they planned to increase corn acreage by 
2.3 million and soybeans by 600,000 (see 
Chart 2). 

While overall wheat acreage for 2010 
is expected to decline by 5.2 million, that 
drop was fully in winter wheat planted last 
fall as wheat prices fell relatively more 
than prices for competing crops; spring 
wheat plantings are expected to be up 
some 300,000 acres. Much of the decline 
in winter wheat acreage will accommodate 
the higher corn and soybean acres planted 
in the South this year. In addition, cotton is 
expected to see a 1.4 million-acre expan-
sion this year. 

Perhaps more telling of what to expect 
this fall is planting progress and early crop 
conditions. Planting of most major crops is 
near completion; both planting and emer-
gence are ahead of last year’s pace, and 
generally at or above the five-year average. 
Early conditions for most crops are better 
than one year ago. The upshot is that there 
has been little replanting this year and the 
stage is set for yields to be above average. 
Supplies will be plentiful this fall, keeping 
downward pressure on prices.
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Weaker prices suggest producers will 
see some revenue erosion this year. The 
healthy yields that will support large crops 
will partly offset lower prices for farmers, 
dampening declines in receipts for cereal 
and oilseed producers.

Livestock
Livestock producers, especially hog 

producers and cattlemen, will find them-
selves in a sweet spot over the next several 
months. Higher prices for slaughter animals 
will push up cash receipts; coupled with low-
er input prices, this will support the cyclical 
upturn in profits (see Chart 3). 

Dairy producers are also set to benefit 
from low feed costs and higher output 
prices. Prices for protein feed components 
in particular are expected to head lower 
with large soybean harvests in the South-
ern Hemisphere and the slight increase 
in plantings in the U.S. Demand for dairy 
products will continue to strain supplies in 
the near term, and higher milk prices will be 
sustained until the dairy herd expands suf-
ficiently to meet rising milk demand without 
price rationing.

While broiler and egg returns are more 
volatile because of their shorter production 
cycles, prices for both are up from one year 
ago, while feed costs for these products are 
lower as well. Output should expand over 
the next several quarters while producers 
are able to hold onto the advantageous 
output-input price gap.

Outlook
Higher cash receipts for livestock produc-

ers will more than offset lower output value 
from crop producers, and total cash receipts 
will rise $5.5 billion and net farm income an 
estimated $6.6 billion in 2010 (see Chart 4). 
While gains will accrue primarily to livestock 
operations, many farmers produce both 
crops and livestock and a majority will enjoy 
increased overall receipts and profitability. 
Diversification in agricultural operations al-
lows for more stable income streams, and 
consumption patterns are not as volatile as 
they would be under greater specialization. 

The nearly $6 billion rise in cash receipts 
will have significant multiplier effects. High-
er income compared with last year will allow 
for purchases of new equipment as well as 
big-ticket consumer items, supporting a va-
riety of businesses in local communities. 

The output multiplier for agricultural 
production is estimated at 2.1. Each dollar of 
output from agricultural operations requires 
more than one dollar in services, suppliers, 
processors and other industries associated 
with agricultural production. Additionally, 
there is consumer activity associated with 
higher earnings in both agriculture and its 
supporting industries that are not included 
in this output multiplier.

The major industries that will benefit 
from higher receipts and net income are 
real estate; feed, pesticide and fertilizer 
production; veterinary services; banking; 
transportation; wholesale trade; and a host 
of others. Impacts on industries such as food 

processing, are less clear. If the increase in 
output stems from quantity increases, food 
producers will likely benefit from lower in-
put costs. But if receipts are greater primar-
ily because of higher prices, food processors 
will feel a squeeze from rising input costs. 
This is the situation meat packers will find 
themselves in this year because of higher 
livestock prices. 

Grain processors will benefit from lower 
crop prices. However, because products con-
taining grain are generally highly processed, 
other costs are much more important than 
those for grains, and lower prices this year 
will have only a modest impact on overall 
production costs for these firms. 

Risks
This outlook assumes normal precipita-

tion and good growing conditions, and the 
risks to these assumptions is on the down-
side. Like every year, the primary risk to the 
outlook, especially for crops, is weather 
during the growing season. This time of 
year heat and precipitation patterns can 
change, causing substantial variations in 
crop conditions. If adverse weather persists 
long enough and is geographically wide-
spread, yields will suffer and crop prices will 
rise substantially. Because of the reduced 
yields, higher prices will not necessarily 
translate into improved revenues and ben-
efit crop producers. However, higher grain 
and oilseed prices will push up feed costs 
for animal producers and reduce their bot-
tom lines.
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Investment Weathers European Storm
BY AARON D. SMITH

Recent Performance
Business investment is staging an im-

pressive comeback. Real business spending 
on equipment and software posted its sec-
ond straight double-digit gain last quarter, 
and April reports on production of business 
equipment and capital goods orders and 
shipments show a good start to second 
quarter growth. 

Orders and shipments of nondefense 
capital goods excluding aircraft, so-called 
core capital goods, softened in April, which 
would normally imply a poor report. How-
ever, given the very strong numbers in 
March, the trend for equipment investment 
looks quite solid. Even with the April decline, 
early in the second quarter core capital 
goods orders were increasing at a 13% annu-
alized rate, and shipments were up 18% (see 
Chart 1). The increasingly strong seasonal 
tendency for core capital goods to be weak 
in the first month of the quarter and solid 
in the last month was all the more reason 
to look at March and April together. This 
seasonal pattern tends to be concentrated 
in the machinery category, which saw orders 
decline 7% in April after rising almost 11% 
in March. Excluding machinery, core capital 
goods orders increased in April and have 
been on a steady uptrend.

Meanwhile, the sustained downturn in 
nonresidential structures investment is mod-

erating. Private, nonresidential construction 
spending has been close to flat over the past 
three months. Construction of office, lodg-
ing and commercial buildings is still falling 
rapidly, but activity related to the power 
industry and manufacturing has been strong 
recently. Steep declines in nonresidential 
construction employment have also notice-
ably moderated, reinforcing the view that the 
worst declines in activity have passed.

While the latest round of reports on in-
vestment was generally on the strong side 
of expectations, this does not fully reflect 
the fallout from European problems and the 
associated tightening in financial markets. 
The most pressing question is how resilient 
investment and the economy will be in the 
face of deteriorating financial conditions.

Financial conditions
The recent setback in financial markets 

does not signal a major reversal in risk ap-
petite or a threat to the broader recovery. 
While the jury is still out on how and when 
European sovereign and banking conditions 
will stabilize, the fundamentals beneath the 
recovery suggest contagion will be limited. 
The rallies in equities and credit over the 
past year were exceptionally strong, and 
thus a period of weakening was likely any-
way. The 12% drop in stock prices from their 
late-April peak pales in comparison with 

the 80% rally over the previous 14 months. 
Moreover, drops in interest rates and en-
ergy prices have mitigated the move lower. 
Long Treasury yields have fallen deeply into 
historically low territory, limiting the rise in 
corporate borrowing rates from the widen-
ing in credit spreads from their April trough.

The banking system is a key channel for 
transmitting risk aversion to the economy. 
European banks are highly likely to turn 
more cautious in light of recent events. The 
question is to what degree and whether this 
will become a more global phenomenon. At 
this point, funding pressures for domestic 
banks remain limited. The rise in Libor-OIS 
spreads, which widen as banks’ willingness 
to lend decreases, is notable but still pales 
compared with the surge during the sub-
prime/Lehman crisis in 2008 (see Chart 2).

The selloffs in corporate debt and equi-
ties come in an environment where profits 
are resurgent and margins are still above av-
erage, not a very typical starting point for a 
protracted pullback in risky assets (see Chart 
3). Profit margins, including those of nonfi-
nancial corporations, are running substan-
tially higher compared with the early stages 
of the recovery from the 2001 recession. 
With returns this high, market jitters likely 
would need to worsen before businesses 
adopt a much more cautious stance toward 
new investment. 
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Fallout
The fallout from financial market turmoil 

appears modest so far. Business confidence 
has shown resilience in recent weeks, ac-
cording to the proprietary Moody’s Econ-
omy.com survey of business confidence. 
Across the globe, the difference between the 
percentage of all positive responses and all 
negative responses to the nine survey ques-
tions stood at 25 percentage points in the 
first week of June and 26 points on a four-
week moving average basis. Business confi-
dence in the U.S. was slightly lower but also 
near its high for the expansion (Chart 4). 
Readings at their current level are consistent 
with annual real GDP growth of around 3%.

Also, neither of the ISM surveys for May 
show any significant loss of momentum, 
holding near their April levels. Importantly, 
measures of employment in both the manu-
facturing and nonmanufacturing ISM sur-
veys posted increases to new cycle highs. 

It is premature to conclude that recent 
financial turmoil will have no fallout on 
confidence and the economy, however, 
particularly since investor uncertainty re-
mains unresolved. The bigger test will be 
the June and July data. But the resiliency 
in the data thus far is an encouraging sign 
that Europe’s problems will not undermine 
the U.S. expansion. 

Outlook
As the financial turmoil deepens, there 

is naturally more concern about the out-

look for investment spending. However, 
until there are signs that risk aversion is 
spreading to Main Street, there is no reason 
to alter the near-term forecast. Annualized 
growth in investment in real equipment 
and software will be 8% in the second 
quarter, only modestly slower than over 
the past half-year. In fact, if not for tighter 
financial conditions, strong incoming high-
frequency data would point to even greater 
growth in both equipment and structures 
investment. The outlook still anticipates 
spending on real business structures to 
bottom out this quarter, although financial 
market stress will need to abate before 
growth can resume. 

Fixed investment will remain on a strong 
path, rising 7% in 2011. Spending will ben-
efit from strong business finances and a 
pent-up need to invest. Although profits 
are poised to moderate as businesses be-
come expansionary, they could reach an 
all-time high by this time next year. Firms’ 
hesitancy toward capital outlays in the last 
expansion will also provide support. Invest-
ment was low even before the downturn 
began, and this shortfall was then taken 
to extremes as capital spending fell much 
more sharply and broadly than underlying 
fundamental would have predicted during 
the downturn.

Risks
Risks for slower growth have increased 

over the past month. Souring financial 

conditions could have more serious con-
sequences for investment if the crisis 
lingers or worsens. With so many forces 
undermining investor confidence still un-
resolved, ranging from Europe’s woes to 
the unpredictability of economic and fiscal 
policies in Washington to longstanding 
doubts about the durability of the recov-
ery as the thrust from the fiscal stimulus 
fades, risk appetite may take longer to 
recover, weighing on confidence and in-
vestment. 

The damage to the real economy 
through the credit channel could also turn 
out to be greater than expected if European 
bank funding pressures fail to stabilize 
soon. Small businesses are especially vul-
nerable because they rely almost exclu-
sively on banks for financing. 

Pricing weakness could also add to busi-
nesses’ plight. Without stronger growth, 
deflation could take hold, raising the real 
debt burden on businesses and hurting 
profit margins. 

On the upside, with the passage of 
time, the potential causes of a stalling in 
the recovery and a more sluggish rebound 
in investment are losing their force. It is 
extremely rare for an economy to slip back 
into recession once the cyclical forces gen-
erating lift are as strong as they are now.

Finally, since firms generally underin-
vested during the earlier expansion, they 
may spend more aggressively than antici-
pated at some point in the future.
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Greek Crisis Prompts Correction in Commodity Markets
BY JUAN PABLO FUENTES

Recent Performance
The price of West Texas Intermediate 

plummeted in the first half of May amid 
fears that Europe’s debt crisis might stall 
the global recovery. WTI reached an eight-
month low by the second half of May be-
fore rebounding late in the month. Other 
commodities, especially industrial metals 
(see Chart 1), experienced a similar move-
ment in that period. Europe’s crisis not only 
clouded the outlook for the global econo-
my, and hence global demand for commod-
ities, but also sent the euro sharply lower 
against the U.S. dollar.  As has been the case 
in recent years, a stronger dollar normally 
pushes oil prices down. This correlation 
comes from the fact that oil and other com-
modities are priced in dollars in interna-
tional markets. Therefore, a rise in the dollar 
exchange rate makes oil more expensive for 
foreign investors and other buyers. Thus, 
the price of WTI averaged $73.80 per barrel 
in May, sharply down from $84.50 per bar-
rel a month earlier, a 12.6% decline. Copper 
averaged $3.10 per pound, down 12% from 
the previous month.  

The ongoing correction in oil prices does 
not come as a surprise. In reality, oil prices 
had rebounded faster than expected in re-
cent months. Global oil fundamentals—that 
is, demand and supply—did not support the 
earlier rally in oil and other commodities. 

Oil inventories in OECD countries remain 
above their five-year average range. This 
suggests that any increase in demand this 
year has been met by an increase in supply. 
In the U.S., crude oil inventories remain well 
above their recent historic levels, despite 
a somewhat stronger than anticipated re-
covery. Now U.S. oil demand has started to 
rebound, but very slowly. The current excess 
in U.S. crude inventories explains why the 
spot price for WTI has fallen well below 
its forward price—the spread between the 
three-month and spot prices averaged $5.50 
per barrel in the first half of May, up from 
$1.70 a month earlier.         

China imports
Chinese oil imports are up 36% when 

the first four months of 2010 are compared 
with the same period in 2009. Oil imports 
averaged 5.1 million barrels per day in 
March and April, sharply up from 3.9 mil-
lion barrels per day a year earlier and the 
highest figure on record. Crude oil imports 
accelerated early in the year due in part to 
the government’s aggressive fiscal stimu-
lus in the second half of 2009. Crude oil 
imports increased 11% in 2009, after 10% 
in 2008. According to the International 
Energy Agency, China’s total oil consump-
tion averaged 9.1 million barrels per day in 
the first quarter of 2010, up 18% from a 

year earlier. Thus, China is importing a little 
more than half of its crude oil needs. The 
share of imports will increase in upcoming 
years, as domestic supply stalls. China will 
likely become the world’s largest importer 
of oil by 2015, toppling the U.S. from that 
position (see Chart 2). 

Natural gas prices 
The ratio of U.S. natural gas prices to oil 

prices resumed its declining trend in the first 
quarter of 2010. The ratio averaged 0.35 
in the 12-month period ending in March, 
down from 0.53 a year earlier (see Chart 3). 
Natural gas prices increased in late 2009 
and early 2010, due in part to high seasonal 
demand, but have since slumped. Natural 
gas prices fell from $7 per mmBTU early in 
the year to below the $4 per mmBTU mark 
by the end of the first quarter. 

U.S. natural gas prices have performed 
better than oil so far in the second quarter, 
because they have not been affected by the 
turmoil in Europe. Demand for natural gas 
has also rebounded amid the ongoing recov-
ery. The ratio of natural gas to oil prices is 
expected to stay between 0.5 and 0.6 in the 
medium to long term.   

Hurricane season 
The National Oceanic and Atmospheric 

Administration and the National Hur-
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ricane Center are predicting a very active 
Atlantic hurricane season in 2010. NOAA 
has called for an 85% chance for an above-
average season with three to seven major 
hurricanes. The agency has highlighted the 
possibility for a record-breaking season in 
2010. The hurricane season runs from June 
to November.

A very active hurricane season, if real-
ized, will have a measurable impact on 
short-term energy prices. Oil and gasoline 
prices might jump in the event of a ma-
jor hurricane making landfall on the Gulf 
coast. Long-term prices should not deviate 
because of these events, however. Hur-
ricanes usually disrupt transportation and 
refining but rarely produce destruction of 
productive assets. 

Energy firms rebound 
U.S. oil and gas firms reported a strong 

rebound in revenues in the first quarter 
of the year thanks to higher crude prices 
and somewhat stronger demand for prod-
ucts (see Chart 4). Total revenues reached 
$287.4 billion in the first quarter, sharply 
up from $202.3 billion a year earlier. Net 
income went from a $9.3 billion loss in the 
first quarter of 2009 to a $21.5 billion profit 
this year. 

Vertically integrated oil firms reported 
the stronger rebound in revenues and net 
income in the first quarter. ExxonMobil, by 
far the largest U.S. oil firm, reported $90.2 
billion in revenues in the first quarter, up 
from $64 billion a year ago. The big three 

(Chevron, ExxonMobil and ConocoPhillips) 
accounted for 64% of total revenues in 
this period. 

Refining firms continued to struggle in 
the first quarter because of still-weak oper-
ating margins. Refining margins started to 
recover by late in the first quarter, however. 
This trend will continue in the remainder of 
the year amid rebounding demand for gaso-
line and distillates. 

Outlook
Barring a worsening of the ongoing 

debt crisis in Europe, oil prices will not 
drop much more in upcoming months. Oil 
markets will remain volatile, however. As 
during the 2008 financial crisis, large one-
day swings will continue to happen in the 
near future as oil markets digest new de-
velopments in Europe. If, as expected, the 
situation in Europe tends to stabilize and 
the U.S. recovery continues gaining mo-
mentum, then oil prices will start trending 
higher again in the second half of the year. 
Oil prices will average $80.60 per barrel in 
the second half of 2010, up from $78.40 
per barrel in the first half.  Oil prices will in-
crease to $87 per barrel on average in 2011 
as global growth strengthens.        

Industrial metals should follow oil 
closely, with prices trending higher in the 
second half of the year once fears of a global 
slowdown subside. Foodstuff and other soft 
commodities show more stability than oil 
and industrial metals, as they are not as sen-
sitive to financial variables.     

Risks
Risks to the near-term outlook for com-

modity prices are weighted to the downside. 
The foremost downside risk is a deteriora-
tion of the European debt crisis. A lack of 
investor confidence in Europe’s ability to 
implement wholesale fiscal austerity will 
depress commodity prices much like it has 
during the past month. Moreover, fiscal re-
straint threatens to weigh on the European 
economy. The result would be to weaken 
demand for oil and other commodities.

Another downside risk is decelerating 
growth in China. In large part because of a 
massive fiscal stimulus package and rapid ex-
pansion in bank lending, Chinese inflation has 
accelerated appreciably, and rising property 
prices threaten to cause inflation expectations 
to rise. Consumer price inflation is approach-
ing the government’s upper bound of 3%. 

China has started to take decisive steps 
to cool off credit growth and real estate 
prices. More measures can be taken in the 
near term as inflation expectations rise. The 
Chinese economy might slow down measur-
ably as a result, thus reducing demand for oil 
and industrial metals such as copper.  

Looking into 2011, the risk to the oil price 
forecast tilts to the upside—that is, higher 
than forecast. Under this scenario, strong 
growth in the U.S. and the developing world 
far outweigh any potential slowdown in 
Europe, thus pushing oil prices consistently 
up. The performance of the so-called BRIC 
countries remains the main wild card in the 
medium- to long-term forecast.     
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Budget Relief Supports Consumer Spending
BY SCOTT HOYT

Recent Performance
Consumers took a break in April as 

spending was unchanged following six con-
secutive monthly gains, although spending 
remains strong in light of the high unem-
ployment rate and weaker income growth. It 
suggests that consumers have other sources 
of cash that are being used to finance the 
purchases. Reduced debt payments, both 
from deleveraging and delinquency, are 
likely a source of this cash.

Consumers also had more cash than pre-
viously thought because their tax payments 
have only been growing slowly. The BEA 
uses the monthly Treasury statement and 
data from the Office of Tax Analysis to fore-
cast smaller tax refunds for 2010. However, 
tax refunds turned out to be larger, and tax 
payments were smaller (see Chart 1).

Income growth remains weak, although 
it is improving. Wage income was above its 
year-ago level for the second consecutive 
month—something last achieved in late 
2008. As recently as late last year, it was 
down more than 4% from its year-ago level. 
Transfer income remains well above its year-
ago level, although the April decline is likely 
the start of a trend of more modest monthly 
growth and declining year-over-year growth. 
In fact, transfer payments were less than 
10% above their year-ago level for only the 
second time since 2008 in April (and the 

other was related to stimulus checks). Most 
other forms of income are behaving similarly 
to wage income, no longer below their year-
ago level but not up appreciably either.

High-end
Spending by high-income households is 

growing faster than for other households, 
but it remains weak. Luxury retailers have 
been posting strong sales growth in recent 
months. This return of high-end spending 
is important to overall spending and the 
outlook because high-end consumers ac-
count for a large share of total spending. 
The rebound in the stock market, which 
began strongly last summer but has contin-
ued with a few setbacks, receives much of 
the credit. 

The surge must be put in perspective, 
however. In many ways, the rebound is 
stronger because sales fell further. Spending 
by higher-income households is growing very 
rapidly but remains weak relative to both its 
prerecession levels and other spending. 

One example is jewelry sales. Jewelry 
spending growth has generally outpaced 
overall spending growth since the start of 
last year. However, spending remains below 
its prerecession peak even as total spending 
has surpassed its peak (see Chart 2).

Luxury department store sales tell a simi-
lar story. Growth has been higher than aver-

age for the five months through April. How-
ever, that is just a recovery from a previous 
plunge. Despite year-over-year growth in 
April second only to warehouse clubs, luxury 
department store sales continue to post the 
largest two- and three-year sales declines of 
any segment (see Chart 3).

Other data are consistent with this. Ve-
hicle spending has rebounded but remains 
well below its prerecession levels. Spending 
on recreational vehicles has plunged com-
pared with its prerecession level, despite 
above-average growth over the last year.

The bottom line is that while spending 
by high-income households appears to be 
growing faster than that of other house-
holds, it remains weak. It fell further and is 
still weaker relative to prerecession levels 
than many other spending components.

Budgetary relief
Consumers have not abandoned saving, 

but sources of cash not captured in the data 
are allowing them to spend aggressively 
enough to drive the saving rate down.

Reduced debt payments are providing a 
major form of reduced stress on consumer 
budgets not captured in income or most 
cash flow data. These come in two forms. 
The first is due to deleveraging. The Federal 
Reserve’s estimate of minimum required 
debt payments as a share of disposable 
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income peaked at 13.9% in late 2007 and 
early 2008. By the end of last year, it had 
dropped to 12.6% and likely dropped fur-
ther this year. This represents a reduction 
of $88 billion each year in debt payments 
(see Chart 4). While not all of this money 
was spent, it is enough to impact the sav-
ing rate.

In addition, some households are 
choosing not to make required mortgage 
payments because their house prices have 
fallen so much that they have little hope 
of having positive equity in their houses in 
the foreseeable future. There are much less 
good data on this phenomenon. Moody’s 
Analytics estimates that about 15 million 
homeowners are under water—their mort-
gage balances are larger than the current 
value of their homes. About 9 million of 
those are under water by 20% or more and 
may consider giving up on their homes. 
At least 5 million of those are not making 
payments on their mortgages. Property 
taxes and homeowner’s insurance pay-
ments are usually included in mortgage 
payments and are likely not being made 
either. Hence, on average, forgone monthly 
payments are likely about $1,500. This is 
about equal to the $88 billion on an annual 
basis. While some of this saved money is 
undoubtedly being used to pay down credit 
card debt and auto loans, especially delin-
quent payments, and some is being saved 
for future housing costs, a good portion is 
likely being spent.

Outlook
Consumer spending will continue to 

grow this year, although the pace will be 
modest; the largest gain of the year may 
well turn out to have been in the first 
quarter. Consumers will remain focused on 
meeting savings goals rather than increas-
ing their spending. Weak fundamentals, 
especially only gradual improvements in 
the labor market, cash flow, and wealth, 
will make it difficult for consumers to meet 
these goals. 

Durable goods are the most cyclical com-
ponent of spending as consumers, are quick 
to cut back on purchases of big-ticket items 
during downturns. However, once cash flow 
and confidence return, the desire to make 
postponed purchases will return. Home and 
appliance purchases have proved sensitive 
to government incentives but will struggle 
as those end.

Credit conditions are clearly turning. The 
biggest support is coming from portfolio 
cleansing. The unemployment rate is near 
10% and will not decline appreciably until 
next year. Labor market slack will also limit 
wage growth. Foreclosure moratoriums, 
delays in the foreclosure process, and efforts 
by lenders to delay foreclosures for political 
purposes suggest that defaults will remain 
high through much of the year.

Risks
The pace of hiring is a major risk to the 

consumer outlook. Job losses appear to have 

ended. However, government support to the 
labor market through census hiring will soon 
turn into a drag. Private-sector hiring needs 
to be strong enough to fill the gap.

A high incidence of foreclosures is also 
a risk to the outlook. If mitigation efforts 
prove less successful than expected or stra-
tegic defaults higher than anticipated, house 
prices would plunge again. Not only would 
this directly undermine household wealth 
and drive up delinquencies and defaults, 
but confidence would fall and the recovery 
would be jeopardized. Financial markets 
could be threatened again.

Policy actions will play an important role. 
While only a little more stimulus seems 
necessary, the timing of the removal of the 
current stimulus is important. If the Federal 
Reserve raises interest rates too soon, for 
example, the resulting increase in mortgage 
and other consumer interest rates could 
choke off the recovery in spending and 
housing, with negative implications for the 
outlook. Fiscal policy missteps also remain a 
possibility.

There are upside risks. Consumers have 
been spending more than anticipated for 
several months. This may be the result of a 
change in their attitudes, despite confidence 
surveys, or it may be that they have more 
cash than is being measured, the result of a 
reduction in debt payments. Stronger than 
expected spending would stimulate hiring 
and stock market gains, lifting the economy 
beyond expectations.
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Hope Is in Sight
BY CELIA CHEN

Recent Performance
The housing recovery is gaining steam on 

the back of the homebuyer tax credit.  The 
pace of home sales and residential construc-
tion accelerated in April, while the S&P/
Case-Shiller 20-city index and the median ex-
isting-house price are showing their strongest 
year-over-year comparisons since mid-2006 
(see Chart 1). The tax credit and distress sales, 
however, are temporary factors influencing 
the recent firming in price trends. Distress 
sales were quite high this time last year, as 
the HAMP program had still not gotten under 
way, depressing house prices. The boost to 
home sales as a result of the tax credit is also 
helping to support prices this spring.  

The outlook hinges on the prospects for 
job growth and foreclosure mitigation. On 
the first front, the May employment numbers 
cast a cloud on the outlook but, given the 
expected hesitant nature of the job recovery, 
do not alter the housing outlook. On the 
second front, the HAMP program is on target 
with the Moody’s Analytics expectations 
of slow but steady progress in keeping dis-
tressed homeowners out of foreclosure. The 
implementation of HAMP 2.0 later this year, 
combined with a stepping up of private modi-
fications and short sales under the Home 
Affordable Foreclosure Alternative plan, will 
also be helpful. At the end of the first quarter, 
about 640,000 loans were in an active trial 

modification, according to the Treasury. In 
the last month, the GSEs have also added 
their own formal short-sale programs. Short 
sales are helpful in stabilizing house prices, 
since the discount on a short sale is less than 
a discount on a foreclosure sale.

Homebuilding poised for recovery
April home sales indicate that the 

homebuyer tax credit did its job in driving 
up housing demand. New-home sales were 
particularly robust, hitting their fastest pace 
in two years. Significantly, sales exceed the 
pace that resulted from last year’s first-
time homebuyer tax credit. Sales prior to 
the expiration of the first-time homebuyer 
credit averaged 390,000 units. Sales lead-
ing up to the expiration of the extended 
credit averaged 407,000 units (see Chart 2). 
A strengthening economy, better job pros-
pects, and the sense that housing is near 
bottom are likely driving the success of the 
extended tax credit.  

Another positive for residential construc-
tion is that the supply of new homes is tight, 
with the inventories at their lowest level 
since the 1960s and the months of supply 
declining steadily even counting the inflated 
sales. The constraints on residential con-
struction over the past several years have 
gone a long way in reducing new-home sup-
ply. Other evidence of the tightness includes 

the shrinkage in the proportion of inventory 
that is completed construction. Only 39% 
of homes available for sale are completed 
units, down from 47% a year ago. Converse-
ly, the share of units that are not yet started 
or are under construction is rising (see Chart 
3). Despite the improvement in inventories, 
the time that a home is staying on the mar-
ket is still near a high of 14 months.

With the deadline to sign a contract to 
purchase a home over, sales of new homes 
will pull back over the next couple of months. 
Indeed, residential construction employment 
reflects the slowing, with declines in April 
and May. Nonetheless, there is hope that the 
retrenchment will not be too severe, since the 
fundamental drivers of housing demand are 
slowly improving. Further, mortgage interest 
rates seem set to remain very low, thanks to 
the troubles in the European economies. 

If the economic recovery holds as expect-
ed, new-home sales are likely to pick up fur-
ther this year. With inventories of new homes 
at a historic low, homebuilding will increase. 
The prospect of more foreclosures flooding 
the market, however, will keep the pace of 
new-home sales and construction modest 
once the impact of the tax credit is over. 

Mortgage credit quality to improve
The housing market still needs to absorb 

a large stock of distressed homes that is 
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represented by a high and rising late-stage 
delinquency rate, but the credit quality of 
mortgage loans coming behind this group is 
looking better. This dichotomy between ear-
ly- and late-stage delinquencies supports the 
Moody’s Analytics view that the outlook is 
bright after next year, when house prices will 
descend further as the bulge of late-stage de-
linquent loans end up as distress sales. While 
prolonging the pain a bit, this cleaning out of 
distressed mortgage loans will set the stage 
for sturdy price appreciation by 2012.  

According to the credit bureau Equifax, 
the total delinquency rate for first mortgag-
es rose in the first quarter of 2010 to 7.7% 
of mortgage debt, an increase of 8 basis 
points from the previous quarter. This dete-
rioration, however, is limited to a large gain 
in late-stage, 120-day delinquency rates. 
Earlier-stage delinquencies peaked early last 
year and have been falling because of tightly 
underwritten newer vintages (see Chart 4). 
This improvement is occurring even as the 
base is contracting. First mortgages out-
standing contracted in the first quarter—the 
fifth consecutive quarterly decline—bringing 
balances 3.8% below their year-ago level. 

Early-stage delinquency rates have im-
proved as mortgages originated in the past 
couple of years have faced much tighter un-
derwriting standards. The Federal Reserve’s 
survey of senior loan officers indicates that 
lenders have tightened every quarter since 
2006. This tightening is evident in the LTV at 
origination for conventional loans. According 
to the Federal Housing Finance Board, the 

LTV has declined from a peak of near 80% 
in 2007 to 74% in the first quarter of 2010. 
Concurrently, most of the 2006 and 2007 
vintage loans that were likely to become 
troubled have already done so and are well 
past the early stage of delinquency.  

The household financial obligations ratio 
reflects this consumer deleveraging—both 
the shrinking size of mortgages and the 
removal of housing debt from household 
balance sheets as a result of foreclosure. The 
total debt-to-disposable income ratio of 
homeowners has fallen from a peak of 17.5% 
at the beginning of 2008 to 16% in the first 
quarter of 2010. The lower indebtedness of 
homeowners bodes well for the longer-term 
mortgage credit quality outlook.

By contrast, late-stage delinquencies have 
climbed as foreclosure moratoriums and 
modification programs kept many distressed 
loans in a state of limbo last year. With a 
large number of loans expected to fall out of 
the HAMP program, many of these late-stage 
delinquent loans will eventually end up as a 
distress sale. Over the next several quarters, 
the late-stage delinquency rate will improve, 
but foreclosures and distress sales will rise.

Outlook
Strengthening fundamentals will slowly 

drive up home sales and residential con-
struction once the retrenchment from the 
tax credit is complete. When the dust set-
tles, this year will improve a bit over 2009, 
but the pace of activity in 2010 will remain 
the second weakest on record.

House prices, as measured by the Case-
Shiller U.S. home price index, will fall 5% 
from the first quarter of 2010 before it bot-
toms around the first quarter of next year. 
Distressed properties are the main weight on 
house prices. It will take until 2012 before ex-
cess supply—largely in the form of distressed 
inventory—has been reduced enough to al-
low for strong price appreciation.

Risks
The risks to the housing market are on the 

downside, with the primary risk being that 
the revamped HAMP fails to help as many 
borrowers as anticipated. Lenders are still 
working through the details of the program, 
and they may find the incentives insufficient 
to reduce principal on as many loans as an-
ticipated. Additional downside risks include a 
false turnaround in the labor market and an 
underestimation of foreclosures. 

There is some upside in the house price 
outlook related to the foreclosure timetable. 
The foreclosure process can be lengthy, and 
the timetable varies widely across states. 
Legal structure and the sheer volume of dis-
tressed properties create these differences in 
timing. To the extent that foreclosures take 
longer than expected, the house price out-
look may be too negative. A lengthier process 
would keep discounted distressed properties 
off the market for a longer period of time. 
In this case, house prices would likely tread 
sideways through much of the next year to 18 
months rather than decline, but they would 
also miss the rebound expected in 2012.
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Fed Not Rushing for the Exit 
BY RYAN SWEET

Recent Performance
The Federal Open Market Committee 

has conveyed no sense of urgency in tight-
ening monetary policy given a recovery 
that still needs nurturing. Europe’s debt 
problems and the impact of lower equity 
prices on U.S. consumption will be drags 
on growth in the second half of 2010. Also, 
temporary census workers, who are now 
boosting employment, will start to come 
off payrolls this summer. 

The Federal Reserve continues to main-
tain the target fed funds rate in a range 
between 0% and 0.25%. Also, the interest 
rate paid on reserves (the deposit rate) 
and the discount rate remain at 0.25% and 
0.75%, respectively. The effective fed funds 
rate is near 0.2%, little changed over the 
past month.

Lending through the recently reopened 
emergency currency swap lines has been 
limited. In the first week of the program 
last month, the Fed lent $9.2 billion to the 
European Central Bank, but activity has 
subsequently been tepid. Assets held on 
the Fed’s balance sheet have increased in 
two of the past three weeks to $2.34 tril-
lion. Unless extended, which is unlikely, the 
Term Asset-Backed Securities Loan Facility 
for newly issued commercial mortgage-
backed securities will expire at the end of 
this month.

Real rates are rising
The modest uptick in real interest rates 

over the past several months does not raise an 
immediate red flag, but does bear watching. 
Higher borrowing costs could slow the recov-
ery, particularly considering the tightening in 
global financial markets. The combination of 
a higher effective fed funds rate and no core 
inflation has led to four straight months of in-
creasing real rates. Based on the core CPI, the 
real effective fed funds rate has increased by 1 
percentage point over the past year and is at 
its highest since September 2008 (see Chart 
1). If core inflation remains unchanged and the 
effective rate stays near 0.25%, the real funds 
rate would turn positive in October. This in-
crease in the real rate would accelerate if core 
prices see an outright decline, something the 
Fed will need to protect against.

Although it is unsustainable for the real 
funds rate to remain consistently below the 
rate of growth in potential GDP, it is neces-
sary now to complete the transition to a 
self-sustaining expansion. Monetary policy 
rules, including the Taylor rule, support a 
negative real fed funds rate because of low 
inflation and the sizeable output gap. 

A negative real rate may heighten con-
cerns that the Fed will leave rates too low 
for too long, but these fears are premature. 
The real funds rate has been negative for 
a total of 24 months this cycle, compared 

with 39 months around the 2001 downturn. 
Also, the gap between the nominal and real 
effective fed funds rate narrowed to 1 per-
centage point in April, the smallest differ-
ence since the early 1960s.

TDF: Open for business
The Fed’s decision to schedule three 

small sales of term deposits in June and July 
does not justify a change to the forecast, 
and the announcement last month should 
not be interpreted as a sign that the central 
bank is preparing to raise interest rates.

The Fed said it will auction $1 billion in 
14-day term deposits on June 14. The sizes 
of the second and third auctions were not 
released, but they will be for terms of 24 
days, on June 28, and 84 days, on July 12. A 
benefit for the Fed is that it will be able to 
gauge the effectiveness of term deposits in 
mopping up excess liquidity in Europe before 
then; over the past few weeks the European 
Central Bank has auctioned term deposits, 
with strong participation.  

The Fed will begin to increase the size of 
term deposit auctions next quarter, or early 
in the fourth, as the central bank preps to 
begin raising interest rates in early 2011.

Not sounding the all-clear 
Fed officials have not made any signifi-

cant changes to their near-term forecasts 
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over the past few months and have been 
careful not to talk up the strength of the re-
covery (see Chart 2). The “central tendency 
forecasts”—released along with the minutes 
of the April 27-28 FOMC meeting—were 
prepared before Europe’s intensifying debt 
crisis led to lower global equity prices and 
higher interbank lending rates. Also, the 
Fed is likely not overly impressed with the 
recent improvement in the labor market. 
Although private employment is now ex-
panding on net, the jobless rate is still near 
10%, and the duration of unemployment 
continues to lengthen.

In each of its past four statements, the 
FOMC has said that employers appear “re-
luctant” to add to payrolls. This suggests 
that they believe the labor market has little 
momentum, a situation that warrants keep-
ing monetary policy accommodative. 

The minutes from the April meeting 
also provided some additional insight into 
the sequence of events for the Fed’s exit 
strategy, including asset sales to reduce the 
size of the balance sheet (see Chart 3). It 
appears a majority of Fed officials, including 
Chairman Ben Bernanke, favor selling assets 
“some time” after the first increase in the 
target rate. The pace of asset sales, including 
agency debt and mortgage-backed securi-
ties, will be gradual, which is unsurprising as 
the Fed does not want to flood the market 
and drive interest rates higher. Considering 
the desired pace, policymakers expect it will 
take five years to complete all asset sales.

Preview of June FOMC meeting
The FOMC will meet June 22-23, and 

while some analysts expect the statement 
to remove language saying that the central 
bank will keep the target rate “exceptionally 
low...for an extended period,” it may survive. 
The recovery is holding up, but it is too early 
to be confident that Europe’s debt troubles 
and a decline in global equity prices will not 
prevent the recovery from turning into a 
self-sustaining expansion. Any hit from the 
problems in Europe will become increasingly 
visible over the next several weeks, and the 
Fed may want to digest this information 
before removing its commitment to keep 
interest rates close to zero. 

Policymakers may also recommit to 
keeping rates low for an extended period 
because of vanishing core inflation and an 
uncomfortably high unemployment rate. 
The past six monthly readings on the core 
CPI have averaged just 0.02%, and it is be-
low 1% on a year-ago basis for the first time 
since 1966 (see Chart 4). This sharp disinfla-
tion reflects powerful fundamentals in hous-
ing and labor market weakness combined 
with an unwinding of temporary lifts to auto 
and tobacco prices in 2009. There is little 
likelihood of inflation reaccelerating over 
the next few months: Commodity prices are 
down sharply, the U.S. dollar is appreciating, 
and there is still considerable labor market 
slack. While the risk of deflation is low, few 
inflationary pressures give the Fed the flex-
ibility to err on the side of extreme caution.

Outlook
The Fed is in no hurry to raise interest 

rates, as the level of economic activity is 
very weak, inflation is uncomfortably low, 
and temporary census hiring is overstat-
ing the improvement in the labor market. 
Policymakers may wait to determine how 
strong private hiring is this summer before 
signaling any change in interest rates. 

The Fed is also very unlikely to raise 
either the interest rate paid on excess re-
serves or the target fed funds rate before 
the November elections. Therefore, the first 
increase in interest rates will likely occur 
in early 2011, and the evolution of the out-
looks for growth and inflation will deter-
mine the pace of tightening. The target rate 
will finish next year near 2.5%, and 2012 at 
above 4%. 

Risks
The combination of a stronger than 

expected first quarter and the resumption 
of job creation may lead the FOMC to 
raise its policy rate this year, although this 
would be premature. If pressure mounts, 
the Fed may feel compelled to eliminate 
the fed funds rate range of 0% to 0.25% 
and commit to a 0.25% target. Such a 
move would not tighten policy much, es-
pecially if the effective fed funds rate con-
tinues to hover near 0.25%. Lately it has 
drifted up to 0.2%, after averaging 0.14% 
in the first quarter and 0.13% in the fourth 
quarter of 2009
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U.S. Fiscal Crisis Is Not Imminent
BY AUGUSTINE FAUCHER

Recent Performance
The federal budget deficit is starting to run 

behind the record pace set in fiscal 2009 as 
economic recovery continues. During the first 
seven months of fiscal 2010, the federal gov-
ernment ran a budget deficit of $800 billion, 
0.3% smaller than the deficit at the same 
point in the prior fiscal year. Revenues were 
down 5% from fiscal 2009, while spending 
was down 3%. The on-budget deficit, which 
excludes Social Security and the postal ser-
vice, was down 5% from fiscal 2009.

Total receipts were down almost 5% 
in the first seven months of fiscal 2010 
compared with the same period one year 
earlier, while payroll taxes saw a 4% de-
cline. Personal income tax receipts were 
down 12% over this period. Revenues tied 
to the labor market are falling because of 
job losses, smaller bonuses, and weaker in-
come growth. Tax cuts in the stimulus also 
are contributing to the decline in personal 
income tax revenues. 

However, corporate income tax revenues 
are starting to improve with higher prof-
its; they were up 9% over the first seven 
months of the fiscal year. With the economy 
expanding, the decline in federal revenues is 
now slowing.

Spending has fallen so far in the current 
fiscal year, but that is because of reduced 
spending for the Troubled Asset Relief Pro-

gram. The start of fiscal 2009 included the 
first net outlays of the Treasury Depart-
ment’s bailouts, which totaled $118 bil-
lion through the first seven months; TARP 
outlays in the same period in fiscal 2010 
were just $6 billion. Excluding TARP, fed-
eral spending was up almost 3% compared 
with the first seven months of fiscal 2009. 
Increased demand for income support pro-
grams and stimulus spending are boosting 
non-TARP outlays.

Can it happen here?
The problems in the euro zone, particu-

larly Greece, have raised concerns about a 
potential fiscal crisis in the United States. 
Superficially, the U.S. has some of the same 
issues as troubled economies in Europe. The 
U.S. is running large budget deficits of about 
10% of GDP, and the nation’s debt-to-GDP 
ratio has increased sharply over the past few 
years as the economy has contracted and 
the debt has grown (see Chart 1).

More importantly, the Obama adminis-
tration has done very little to address the na-
tion’s long-term fiscal picture. The deficit has 
ballooned with the recession and the fiscal 
crisis. The deficit will decline over the next 
few years as revenues expand along with the 
economy and spending growth slows.

But that will not be enough to close the 
long-run budget deficit. Under current fiscal 

policies there is a large imbalance that will 
lead to large budget deficits.

No signs yet
However, there are no signs yet of fis-

cal crisis in the United States. In fact, with 
the European economy set to fall back into 
recession and concerns building about the 
continent’s financial system, investors have 
flocked to U.S. government debt in a flight to 
quality. The interest rate on the benchmark 
10-year U.S. Treasury has fallen by 80 basis 
points since the beginning of April, when the 
problems in Greece first started to heat up 
(see Chart 2). Certainly investors do not seem 
overly concerned that the U.S. will have dif-
ficulty in meeting its long-term obligations.

Structural advantages
The U.S. has certain structural advantag-

es that should allow it to avoid a debt crisis. 
The most important of these is the strength 
of the U.S. economy, which remains far and 
away the largest in the world. The U.S. econ-
omy is highly diversified. Flexibility, particu-
larly in labor markets, is greater in the U.S. 
compared with other developed economies 
such as Japan and the euro zone.

While immigration and foreign trade 
remain controversial, the U.S. is generally 
an open economy. Also, the U.S. remains 
the global leader in education. This means 
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cutting-edge research and development, as 
well as highly skilled workers from around the 
world who come to the U.S. to further their 
educations and careers. All of these factors 
contribute to an economy that is more dy-
namic and has stronger longer-term growth 
prospects compared with peers (see Chart 3).

Also, the dollar will remain the global 
currency. Investors around the world prize 
the dollar for its stability, and most global 
commodities are traded in dollars. This helps 
keeps domestic interest rates low. And with 
the ongoing problems in Europe, the likeli-
hood that the euro will threaten the global 
status of the dollar has faded. 

Political factors
Political institutions in the U.S. are an-

other important reason the nation should 
avoid financial crisis. Unlike the euro zone, 
the U.S. is both a monetary union—all 50 
states use the same currency—and a po-
litical union. There is one dominant fiscal 
policy, set by the federal government, for 
the entire nation.

In Europe, by contrast, there is one cur-
rency, but many different fiscal policies that 
are sometimes at odds with one another. And 
monetary policy in Europe is set by the ECB, 
which is dominated by the euro zone’s two 
major economies, Germany and France. This 
means that the ECB often takes actions that 
are detrimental to other euro zone econo-
mies. The state economies in the U.S. are 
more closely linked and more homogenous 
than the euro zone economies, because they 

share the same language, there is a freer flow 
of labor, and the U.S. has been in existence 
for hundreds of years. The Federal Reserve 
has been more aggressive in lowering inter-
est rates than the ECB, one reason the U.S. is 
now in better economic shape (see Chart 4).

Credible long-term steps
Still, the U.S. is not immune to economic 

troubles. The Great Recession has highlight-
ed the need for stronger financial regulation. 
And if the U.S. does not move to reduce the 
budget deficit over the long run, fiscal pres-
sures could build, eventually leading to crisis. 
Bringing the budget deficit down to a level 
consistent with strong long-term growth 
will require large tax increases and spending 
cuts. These should not be implemented im-
mediately, because that would threaten the 
recovery. Instead, Congress and the Obama 
administration need to commit to gradually 
raising taxes and cutting spending as the re-
covery turns into a self-sustaining expansion.

Outlook
The combination of a slowly recover-

ing economy and the economic stimulus 
will cause the federal government to run a 
deficit of about $1.4 trillion in the current 
fiscal year, or more than 9% of GDP. This will 
be slightly smaller, in nominal dollars, than 
the budget deficit in fiscal 2009, and the 
second-largest deficit as a share of the econ-
omy in the post-World War II era. The defi-
cit will shrink for a few years as economic 
growth picks up and the direct impact of the 

financial crisis fades from the budget. How-
ever, over the long run, there is a structural 
imbalance between taxes and spending. 
Greater federal spending on retirement pro-
grams as the baby boomers age, particularly 
for healthcare, will lead to consistent budget 
deficits of around 4% of GDP.

Risks
The ongoing problems in Greece and the 

rest of Europe present the greatest risk to the 
U.S. fiscal picture. If the sovereign debt crisis 
causes the U.S. economy to slip back into 
recession, the budget deficit would widen 
further because of a large decline in revenues 
and stronger growth in spending on social 
programs. Congress would also be more 
likely to provide additional fiscal stimulus.

Also, a default by Greece or other nations 
on their sovereign debt could elevate con-
cerns about the ability of the U.S. govern-
ment to repay its obligations, boosting rates.

President Obama is more likely to raise 
taxes than was President Bush, at least for 
high-income earners. Any tax increases 
would not come until a self-sustaining ex-
pansion is well under way. More spending 
could neutralize the impact on the deficit, 
however. The president’s fiscal reform com-
mission could reach a bipartisan deal to cut 
spending and raise taxes, leading to a sub-
stantial reduction in long-run budget deficits.

The healthcare legislation passed earlier 
this year holds the potential to substantially 
reduce long-run budget deficits if its cost-
containment efforts succeed. 
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Planned Austerity Measures Among State & Local Governments
BY MARK MCMULLEN

Recent Performance
As fiscal year 2010 winds to a close in 

the typical state, growth in state and local 
government tax revenues has turned the 
corner. Corporate income tax collections 
are growing rapidly in keeping with the large 
improvements in profitability seen earlier 
in the year.  More importantly, sales tax 
revenues are growing once again along with 
underlying consumer spending, while with-
holdings of income taxes out of wages and 
salaries are no longer falling.

Unfortunately, the return to revenue 
growth does not bring with it an end to the 
fiscal woes of state and local governments. 
For many, the belt tightening has just begun.

According to the National Association of 
State Budget Officers, two-thirds of states 
are already facing budget gaps for fiscal year 
2011. When combined with unresolved fiscal 
year 2010 shortfalls, a $74 billion aggregate 
gap remains to be filled. This is roughly un-
changed from the $96 billion shortfall in fis-
cal 2010 and the $73 billion shortfall in fis-
cal 2009 that have already been addressed 
by policymakers.

Making matters worse, state and lo-
cal budget gaps would be twice as large as 
they are if not for the generous amount of 
aid state and localities are receiving from 
the federal government (see Chart 1). With 
the possibility of further help from federal 

policymakers now unlikely,  grants-in-aid 
will fall sharply this year, offsetting improve-
ment in tax revenues. 

Spending
The past two years have brought the 

largest net spending cuts on record, with 
state spending plans reduced by more than 
10% during this period (see Chart 2). Even 
so, expenditure reductions still fall short 
when compared with the decline in tax 
revenues in many states.  For fiscal 2011, 
spending plans are flat in real terms in the 
typical state.

Few program areas are immune to cuts 
as policymakers look to reconcile their 
shortfalls.  In previous revenue cycles, 
education programs have weathered down-
turns better than other programs. This time 
around, education programs have not been 
considered as sacred. For the upcoming 
fiscal year 2011, 31 states are planning to 
reduce spending on K-12 programs.

Across-the-board cuts remain common. 
Several states including Alabama, Connecti-
cut, Illinois, Indiana, Iowa and Michigan plan 
double-digit reductions during fiscal 2011. 

Only spending on need-based income 
maintenance and healthcare programs is 
still growing. Medicaid spending has grown 
at a rate of 7% per year during the revenue 
downturn.  Despite considerable effort to 

constrain program costs, state policymak-
ers are planning for another 5% increase in 
Medicaid spending in fiscal 2011.

Reductions in Medicaid benefits will 
become more common in fiscal 2012 and 
beyond as the added federal matching funds 
associated with the American Recovery and 
Reinvestment Act expire. Cutting Medicaid 
programs becomes less attractive when 
more matching funds are left on the table.  
However, given the uncertainties associated 
with the new 2010 federal healthcare legis-
lation, it is unclear how much cost savings 
states will be able to realize in the future. 

Employment
The job market’s struggle represents the 

most serious threat to the fledgling recov-
ery. In turn, the fiscal crisis faced by state 
and local governments represents a primary 
downside risk to the renewed job gains seen 
in recent months.

Despite the dire revenue situation, gov-
ernments have been supporting the private 
sector as they typically do during down-
turns by cutting jobs and spending at much 
slower rates than private firms and house-
holds have. Government payrolls peaked 
in August 2008, nearly a full year after 
private sector job losses began. Since then, 
states and localities have trimmed payrolls 
by just over 1%.
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Now, however, government support for 
the labor market has turned to a major drag. 
State and local workers now account for 
15% of total employment. The only other 
time government workforces have been 
this large was during the mid-1970s. At that 
time, the population of primary school-aged 
children represented 30% of the total rela-
tive to only 20% today. In order for the rela-
tive size of government to return to trend, 
state and local government payrolls will 
need to be reduced by more than one mil-
lion workers.

Without additional aid, states and locali-
ties can be expected to trim around 20,000 
jobs per month over the next two fiscal 
years.  Fiscal 2011 cuts of more than 1,000 
workers have been proposed in Georgia, Ha-
waii, Illinois, Louisiana, Tennessee, Virginia 
and Washington. However, as is often the 
case with government layoff announce-
ments, many job cuts will come in the form 
of leaving open positions unfilled, which do 
not always appear in net employment data.

Tax increases
Tax increases have thus far been much 

less popular among fiscally troubled states 
than spending cuts (see Chart 3). While the 
pace of state spending reductions has never 
been faster, the same cannot be said for the 
pace of tax increases. 

To date, state policymakers have enacted 
tax increases at around the same rate as they 
did during recessions in the 1980s and 1990s, 
despite suffering from a more pronounced 

revenue downturn. Tax hikes have been larger 
than what was seen during the last revenue 
cycle, when $24 billion in new taxes were en-
acted during the five-year period from 2002 
to 2006. This total roughly matches what 
was passed for fiscal 2010 alone.

So far, states have been able to rely on 
increases in corporate income taxes and per-
sonal income taxes for high-income house-
holds. Generally, only the worst-off states 
such as Arizona, California, Massachusetts, 
Nevada and New York have enacted large 
sales or broad personal income tax increases.

So far, states have only proposed $3 
billion in net tax increases for fiscal 2011. 
Among these, large sales tax increases are 
planned in Arizona, Kansas and Michigan 
while Wisconsin plans to enact a large per-
sonal income tax increase. New York and 
Washington are planning major tax increas-
es for special groups, including large taxes 
on carbonated beverages.

Outlook 
The overall fiscal condition of state and 

local governments will be slow to improve. 
Aside from general sales taxes and corporate 
income taxes, few revenue streams will re-
cover strongly this year. Healthy wage and 
job gains are only beginning to return.  

Personal income taxes will show little 
growth for several months. Collections will 
remain below trend as losses of investment 
income are recorded for tax purposes. Last 
among major revenue instruments to recov-
er will be local property tax revenues. 

All told, state tax and local tax revenues 
are not expected to return to their pre-reces-
sion peaks until the end of fiscal 2012 in the 
typical state (see Chart 4). Spending growth 
is expected to remain below trend even after 
the revenue recovery has matured.

Revenue growth will typically take the 
longest to bounce back in states that are 
heavily dependent on personal income 
taxes, and those that have suffered from 
the most pronounced housing downturns. 
Technically, it will take even longer for tax 
revenues in Alaska, Texas and other energy-
producing states to return to the boom 
levels of 2008. However, the overall revenue 
picture remains relatively healthy in these 
areas, with recent severance tax collections 
having been recognized as temporary. 

Risks 
With the private-sector recovery at great 

risk until job gains hit their stride, so too is 
the nascent improvement in state and local 
fiscal conditions. 

Federal aid to states now represents as 
much of a downside risk to the outlook as it 
does a source of support. Federal policymak-
ers have soured on the idea of additional aid 
for states. The ARRA will expire just as the re-
covery in state tax revenues is in its infancy.

Rapidly rising costs of Medicaid and 
other healthcare programs, together with 
the degree to which the federal govern-
ment funds the program, represent the pri-
mary long-term source of uncertainty for 
state governments.

FROM MOODY’S ECONOMY.COM   3 FROM MOODY’S ECONOMY.COM   3 

Chart 3: Tax Increases Are Relatively Rare 
Proposed FY2011 net tax increases, % of FY2010 revenues  

Source: NASBO 

Net tax cut 

Little or none 

Less than 1% 

Over 1% 
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Chart 4: Timing of Revenue Recovery 
Date of return to prerecession peak for state tax revenue 

Sources: Census, Moody’s Analytics 

FY 2011 

FY 2012 

FY 2013 

FY 2014 or later 
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Units 09Q2 09Q3 09Q4 10Q1 2005 2006 2007 2008 2009
Composition of Economic Activity, SAAR
Gross domestic product CW$ bil 12,901.5 12,973.0 13,149.5 13,248.2 12,638.4 12,976.3 13,254.0 13,312.2 12,987.3 
    Change %AR -0.7 2.2 5.6 3.0 3.1 2.7 2.1 0.4 -2.4 
Final sales CW$ bil 13,077.8 13,127.2 13,181.9 13,226.7 12,588.4 12,917.1 13,234.3 13,341.2 13,110.7 
    Change %AR 0.7 1.5 1.7 1.4 3.2 2.6 2.5 0.8 -1.7 
Final Domestic sales CW$ bil 13,401.4 13,477.2 13,524.1 13,590.5 13,311.2 13,646.5 13,881.9 13,829.8 13,458.8 
    Change %AR -0.9 2.3 1.4 2.0 3.3 2.5 1.7 -0.4 -2.7 

Personal Expenditures
Consumption CW$ bil 9,189.0 9,252.6 9,289.5 9,368.7 8,819.0 9,073.5 9,313.9 9,290.9 9,235.1 
    Change %AR -0.9 2.8 1.6 3.5 3.4 2.9 2.7 -0.2 -0.6 
     Durables CW$ bil 1,071.7 1,122.7 1,123.7 1,156.6 1,105.5 1,150.4 1,199.9 1,146.3 1,101.3 
       Change %AR -5.6 20.4 0.4 12.2 5.2 4.1 4.3 -4.5 -3.9 
        Motor vehicles CW$ bil 306.2 335.2 316.3 316.0 409.6 396.6 402.4 347.5 317.2 
           Change %AR -6.3 43.6 -20.7 -0.4 -0.4 -3.2 1.5 -13.7 -8.7 
     Nondurables CW$ bil 2,025.7 2,033.3 2,053.4 2,073.5 1,968.4 2,023.6 2,074.8 2,057.3 2,037.0 
       Change %AR -1.9 1.5 4.0 4.0 3.4 2.8 2.5 -0.8 -1.0 
     Services CW$ bil 6,078.8 6,090.6 6,105.9 6,136.4 5,745.1 5,899.7 6,040.8 6,083.1 6,087.8 
       Change %AR 0.2 0.8 1.0 2.0 3.0 2.7 2.4 0.7 0.1 

Investment
Fixed investment CW$ bil 1,631.9 1,626.7 1,646.6 1,646.9 2,122.3 2,171.3 2,126.3 2,018.4 1,648.2 
    Change %AR -12.5 -1.3 5.0 0.1 6.5 2.3 -2.1 -5.1 -18.3 
     Nonresidential CW$ bil 1,288.4 1,269.0 1,285.5 1,295.4 1,347.3 1,453.9 1,544.3 1,569.7 1,291.0 
       Change %AR -9.6 -5.9 5.3 3.1 6.7 7.9 6.2 1.6 -17.8 
        Structures CW$ bil 400.0 380.2 361.7 347.0 351.8 384.1 441.5 486.8 390.3 
           Change %AR -17.3 -18.4 -18.1 -15.3 1.5 9.2 14.9 10.3 -19.8 
        Equipment CW$ bil 876.5 879.8 918.9 946.8 995.6 1,069.6 1,097.0 1,068.6 890.7 
           Change %AR -4.9 1.5 19.0 12.7 8.5 7.4 2.6 -2.6 -16.6 
     Residential CW$ bil 344.4 359.6 362.9 352.8 775.0 718.2 585.0 451.1 358.7 
       Change %AR -23.2 18.9 3.7 -10.7 6.2 -7.3 -18.5 -22.9 -20.5 
        Single-family CW$ bil 96.3 110.4 116.2 120.5 433.5 391.1 283.9 179.7 108.9 
           Change %AR -47.1 72.7 22.7 15.6 6.8 -9.8 -27.4 -36.7 -39.4 
        Multifamily CW$ bil 28.1 23.6 19.1 14.9 47.3 47.6 42.8 36.4 25.6 
           Change %AR -36.7 -50.2 -57.1 -63.0 9.9 0.6 -10.1 -14.8 -29.8 
        Other CW$ bil 209.5 216.1 218.7 209.1 284.4 269.3 248.4 224.7 214.3 
           Change %AR -6.2 13.2 4.9 -16.4 4.9 -5.3 -7.8 -9.5 -4.6 
Inventory change CW$ bil -160.2 -139.2 -19.7 33.9 49.9 59.4 19.5 -25.9 -108.3 
     Nonfarm CW$ bil -163.1 -141.4 -13.7 37.6 49.8 63.2 20.4 -20.4 -108.3 
     Farm CW$ bil 2.2 1.9 -5.9 -3.4 0.1 -3.7 -0.8 -5.3 -0.4 

Trade
Net exports CW$ bil -330.4 -357.4 -348.0 -368.3 -722.7 -729.2 -647.7 -494.3 -355.6 
     Exports CW$ bil 1,419.5 1,478.8 1,556.8 1,584.1 1,305.1 1,422.1 1,546.2 1,629.3 1,472.4 
       Change %AR -4.1 17.8 22.8 7.2 6.7 9.0 8.7 5.4 -9.6 
        Merchandise CW$ bil 940.7 993.9 1,069.6 1,092.5 906.1 991.4 1,064.8 1,127.5 990.1 
           Change %AR -6.3 24.6 34.1 8.8 7.5 9.4 7.4 5.9 -12.2 
        Services CW$ bil 477.4 483.9 487.1 491.6 398.9 430.6 481.3 501.7 481.4 
           Change %AR 0.1 5.6 2.7 3.7 5.0 7.9 11.8 4.2 -4.1 
     Imports CW$ bil 1,749.8 1,836.2 1,904.8 1,952.4 2,027.8 2,151.2 2,193.8 2,123.5 1,827.9 
       Change %AR -14.7 21.3 15.8 10.4 6.1 6.1 2.0 -3.2 -13.9 
        Merchandise CW$ bil 1,409.4 1,490.5 1,561.1 1,601.2 1,708.0 1,808.8 1,839.7 1,767.3 1,483.9 
           Change %AR -16.5 25.1 20.3 10.7 6.8 5.9 1.7 -3.9 -16.0 
        Services CW$ bil 339.5 345.2 343.6 351.2 319.8 342.4 354.2 356.5 343.6 
           Change %AR -7.5 6.9 -1.8 9.1 2.8 7.1 3.5 0.7 -3.6 

Government
Expenditures and investment CW$ bil 2,568.6 2,585.5 2,576.9 2,564.4 2,369.9 2,402.1 2,443.1 2,518.1 2,564.6 
    Change %AR 6.7 2.7 -1.3 -1.9 0.3 1.4 1.7 3.1 1.8 
     Federal defense CW$ bil 695.2 709.3 702.9 704.6 589.1 598.4 611.5 659.4 695.0 
       Change %AR 14.0 8.4 -3.6 1.0 1.5 1.6 2.2 7.8 5.4 
     Federal nondefense CW$ bil 328.2 333.8 340.5 341.7 287.2 296.6 294.9 316.4 331.5 
       Change %AR 6.1 6.9 8.3 1.4 0.9 3.2 -0.6 7.3 4.8 
     State & local CW$ bil 1,548.0 1,545.5 1,537.0 1,521.7 1,493.6 1,507.2 1,536.7 1,543.7 1,540.9 
       Change %AR 3.9 -0.6 -2.2 -3.9 -0.2 0.9 2.0 0.5 -0.2 

Government Balance
     NIPA basis $ bil -1,268.9 -1,353.6 -1,314.3 -1,352.5 -283.0 -203.8 -236.5 -642.5 -1,226.5 
     Unified budget $ bil -304.9 -329.4 -388.1 -328.9 -321.8 -209.2 -187.9 -680.5 -1,471.3 

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 10Q2 10Q3 10Q4 11Q1 2010 2011 2012 2013 2014
Composition of Economic Activity, SAAR
Gross domestic product CW$ bil 13,346.7 13,430.3 13,522.0 13,654.8 13,386.8 13,915.2 14,609.1 15,107.0 15,494.6 
    Change %AR 3.0 2.5 2.8 4.0 3.1 3.9 5.0 3.4 2.6 
Final sales CW$ bil 13,311.7 13,390.4 13,480.9 13,615.8 13,352.4 13,878.3 14,583.3 15,093.9 15,479.8 
    Change %AR 2.6 2.4 2.7 4.1 1.8 3.9 5.1 3.5 2.6 
Final Domestic sales CW$ bil 13,678.6 13,752.9 13,831.2 13,953.8 13,713.3 14,200.4 14,880.5 15,400.0 15,805.3 
    Change %AR 2.6 2.2 2.3 3.6 1.9 3.6 4.8 3.5 2.6 

Personal Expenditures
Consumption CW$ bil 9,430.5 9,470.6 9,509.0 9,578.6 9,444.7 9,733.3 10,169.6 10,533.8 10,833.0 
    Change %AR 2.7 1.7 1.6 3.0 2.3 3.1 4.5 3.6 2.8 
     Durables CW$ bil 1,190.7 1,199.0 1,203.8 1,214.0 1,187.5 1,242.8 1,322.4 1,360.5 1,378.7 
       Change %AR 12.3 2.8 1.6 3.4 7.8 4.7 6.4 2.9 1.3 
        Motor vehicles CW$ bil 329.5 337.3 335.9 338.2 329.7 357.8 406.4 421.2 425.4 
           Change %AR 18.2 9.8 -1.7 2.8 3.9 8.5 13.6 3.7 1.0 
     Nondurables CW$ bil 2,082.3 2,090.7 2,100.3 2,113.4 2,086.7 2,138.6 2,205.2 2,261.0 2,315.2 
       Change %AR 1.7 1.6 1.9 2.5 2.4 2.5 3.1 2.5 2.4 
     Services CW$ bil 6,155.3 6,178.7 6,202.7 6,249.0 6,168.3 6,349.7 6,639.8 6,910.1 7,136.9 
       Change %AR 1.2 1.5 1.6 3.0 1.3 2.9 4.6 4.1 3.3 

Investment
Fixed investment CW$ bil 1,672.1 1,697.8 1,726.2 1,765.7 1,685.8 1,846.8 2,070.8 2,187.2 2,250.5 
    Change %AR 6.3 6.3 6.8 9.5 2.3 9.6 12.1 5.6 2.9 
     Nonresidential CW$ bil 1,312.5 1,330.8 1,348.5 1,368.8 1,321.8 1,410.3 1,523.4 1,600.0 1,645.9 
       Change %AR 5.4 5.7 5.4 6.2 2.4 6.7 8.0 5.0 2.9 
        Structures CW$ bil 346.3 348.2 352.4 359.2 348.5 377.3 425.2 459.3 488.0 
           Change %AR -0.8 2.2 4.9 8.0 -10.7 8.3 12.7 8.0 6.2 
        Equipment CW$ bil 964.6 981.0 994.5 1,007.9 971.7 1,031.3 1,096.6 1,139.1 1,156.3 
           Change %AR 7.7 7.0 5.6 5.5 9.1 6.1 6.3 3.9 1.5 
     Residential CW$ bil 360.9 368.3 378.9 398.2 365.2 437.8 548.6 588.5 605.8 
       Change %AR 9.5 8.5 12.1 21.9 1.8 19.9 25.3 7.3 2.9 
        Single-family CW$ bil 127.2 134.1 139.2 146.8 130.2 169.3 257.4 291.5 295.6 
           Change %AR 24.2 23.4 16.4 23.7 19.5 30.0 52.0 13.2 1.4 
        Multifamily CW$ bil 15.4 15.5 16.1 17.3 15.5 19.7 25.7 27.9 28.4 
           Change %AR 14.5 1.1 18.2 32.5 -39.5 27.1 30.8 8.6 1.6 
        Other CW$ bil 209.9 210.3 215.1 225.5 211.1 240.2 256.7 260.0 272.4 
           Change %AR 1.5 0.9 9.4 20.8 -1.5 13.8 6.8 1.3 4.8 
Inventory change CW$ bil 38.0 42.9 44.2 42.1 39.8 40.0 28.8 16.2 17.8 
     Nonfarm CW$ bil 34.8 39.7 41.0 38.9 38.3 36.8 25.6 12.9 14.6 
     Farm CW$ bil 3.2 3.2 3.2 3.2 1.6 3.2 3.2 3.2 3.2 

Trade
Net exports CW$ bil -366.9 -362.4 -350.3 -338.0 -362.0 -322.0 -297.2 -306.1 -325.5 
     Exports CW$ bil 1,620.8 1,657.9 1,697.0 1,739.5 1,639.9 1,818.3 2,045.0 2,234.7 2,391.6 
       Change %AR 9.6 9.5 9.8 10.4 11.4 10.9 12.5 9.3 7.0 
        Merchandise CW$ bil 1,121.0 1,148.1 1,175.6 1,205.5 1,134.3 1,263.5 1,439.9 1,599.0 1,722.3 
           Change %AR 10.9 10.0 9.9 10.6 14.6 11.4 14.0 11.1 7.7 
        Services CW$ bil 499.8 509.8 521.4 534.1 505.6 554.9 605.1 635.7 669.3 
           Change %AR 6.8 8.3 9.4 10.1 5.0 9.7 9.1 5.1 5.3 
     Imports CW$ bil 1,987.7 2,020.3 2,047.3 2,077.6 2,001.9 2,140.3 2,342.2 2,540.8 2,717.1 
       Change %AR 7.4 6.7 5.4 6.1 9.5 6.9 9.4 8.5 6.9 
        Merchandise CW$ bil 1,631.8 1,659.6 1,681.7 1,707.3 1,643.6 1,762.1 1,941.1 2,116.4 2,270.2 
           Change %AR 7.9 7.0 5.4 6.2 10.8 7.2 10.2 9.0 7.3 
        Services CW$ bil 355.9 360.8 365.6 370.3 358.4 378.3 401.2 424.4 447.0 
           Change %AR 5.5 5.5 5.4 5.3 4.3 5.6 6.1 5.8 5.3 

Government
Expenditures and investment CW$ bil 2,573.4 2,581.9 2,593.4 2,607.0 2,578.3 2,617.7 2,637.6 2,676.4 2,719.3 
    Change %AR 1.4 1.3 1.8 2.1 0.5 1.5 0.8 1.5 1.6 
     Federal defense CW$ bil 707.0 709.5 713.8 716.9 708.7 720.9 730.2 734.4 728.5 
       Change %AR 1.3 1.4 2.4 1.8 2.0 1.7 1.3 0.6 -0.8 
     Federal nondefense CW$ bil 345.6 349.7 353.9 357.9 347.7 357.4 355.1 356.7 361.7 
       Change %AR 4.6 4.8 4.9 4.7 4.9 2.8 -0.7 0.5 1.4 
     State & local CW$ bil 1,524.5 1,526.5 1,529.6 1,535.9 1,525.6 1,543.1 1,556.2 1,589.1 1,632.9 
       Change %AR 0.8 0.5 0.8 1.7 -1.0 1.2 0.8 2.1 2.8 

Government Balance
     NIPA basis $ bil -1,359.6 -1,391.9 -1,450.5 -1,464.3 -1,388.6 -1,405.4 -1,140.7 -865.9 -730.3 
     Unified budget $ bil -323.4 -314.5 -347.5 -367.0 -1,354.9 -1,095.0 -918.5 -793.3 -814.6 

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 09Q2 09Q3 09Q4 10Q1 2005 2006 2007 2008 2009
Household Sector
Median household income $ 50,278 50,427 50,699 50,955 46,326 48,201 50,233 50,303 50,341
  Change % yr ago -0.5 0.3 1.6 2.0 4.5 4.0 4.2 0.1 0.1 

Personal income, SAAR 05$ tril 11.1 11.0 11.0 11.0 10.5 11.0 11.3 11.2 11.0 
  Change % yr ago -1.8 -1.6 -2.5 -0.1 2.5 4.6 2.8 -0.4 -2.0 
Disposable income, SAAR 05$ tril 10.1 10.0 10.0 10.0 9.3 9.7 9.9 9.9 10.0 
  Change % yr ago 0.2 1.5 0.7 1.1 1.3 4.0 2.2 0.5 0.8 

Dividends $ bil 532.3 528.2 554.1 535.1 555.0 702.2 765.1 686.5 554.2 
  Change % yr ago -22.9 -21.6 -16.7 -11.1 1.2 26.5 9.0 -10.3 -19.3 
Interest $ bil 1,241.1 1,234.9 1,234.4 1,238.9 987.0 1,127.5 1,266.4 1,308.0 1,238.4 
  Change % yr ago -5.0 -7.0 -4.5 -0.4 14.7 14.2 12.3 3.3 -5.3 
Rent $ bil 262.0 277.9 286.7 293.7 178.2 146.5 144.9 210.4 268.1 
  Change % yr ago 29.2 25.1 21.1 19.4 -10.2 -17.8 -1.1 45.2 27.4 
Personal saving rate % 5.4 3.9 3.7 3.4 1.4 2.4 1.7 2.7 4.2 

Household financial assets $ tril 39.8 41.2 45.1 46.9 43.3 48.1 50.8 41.7 45.1 
  Change % yr ago -15.1 -6.5 8.2 16.9 10.4 11.0 5.5 -17.8 8.2 

Consumer confidence 1985=100 48.3 51.8 51.0 51.7 100.3 105.9 103.3 57.9 45.2 

Consumer Spending, SAAR
Retail sales & food services $ bil 4,076.2 4,149.1 4,225.1 4,309.3 4,092.6 4,312.7 4,454.3 4,409.4 4,131.8
  Change % yr ago -9.9 -7.1 1.9 5.7 6.5 5.4 3.3 -1.0 -6.3 
Retail sales & food services less autos $ bil 3,407.3 3,448.3 3,505.7 3,584.2 3,203.7 3,408.2 3,542.5 3,624.3 3,440.4
  Change % yr ago -8.0 -7.0 1.2 5.4 7.7 6.4 3.9 2.3 -5.1 
Building materials, garden equip., & Supply $ bil 274.3 268.3 265.8 271.9 321.8 336.1 322.0 305.5 271.4 
  Change % yr ago -12.1 -13.6 -8.6 -1.9 9.2 4.4 -4.2 -5.1 -11.2 
General merchandise $ bil 589.4 592.0 599.7 610.6 527.7 554.7 579.4 597.1 593.5 
  Change % yr ago -2.2 -1.8 0.9 3.0 6.4 5.1 4.5 3.0 -0.6 
Food & beverage stores $ bil 574.4 576.4 581.3 588.4 508.8 526.9 549.3 572.6 576.0 
  Change % yr ago 0.3 -0.5 1.3 2.9 3.9 3.6 4.3 4.2 0.6 
Clothing & clothing accessories $ bil 207.8 209.6 209.4 216.1 200.8 213.3 222.1 218.2 208.8 
  Change % yr ago -7.7 -4.6 1.8 3.8 6.1 6.2 4.1 -1.7 -4.3 
Food services & drinking places $ bil 460.0 458.0 459.7 467.4 397.8 424.7 446.7 457.5 459.9 
  Change % yr ago 0.5 -0.6 -0.1 1.2 6.4 6.8 5.2 2.4 0.5 

Vehicle sales, SAAR mil 9.6 11.5 10.8 11.0 16.9 16.5 16.1 13.2 10.3 
     Car sales mil 4.9 6.4 5.7 5.7 7.7 7.8 7.6 6.8 5.4 
     Light truck sales mil 4.7 5.1 5.2 5.3 9.2 8.7 8.5 6.4 4.9 

Household Financial Obligations
Total financial obligations ratio % 18.0 17.9 17.5 17.4 18.4 18.5 18.8 18.6 17.9
     Homeowners % 16.6 16.4 16.1 16.0 17.0 17.2 17.5 17.3 16.5
     Renters % 24.6 24.7 24.4 24.4 25.3 25.1 25.1 24.9 24.7

Consumer Credit Outstanding
Total $ tril 2.51 2.49 2.45 2.45 2.29 2.39 2.52 2.56 2.45
   Change % yr ago -2.7 -3.6 -4.4 -3.4 4.5 4.1 5.7 1.5 -4.4
   Revolving $ tril 0.91 0.90 0.87 0.85 0.83 0.87 0.94 0.96 0.87
      Change % yr ago -5.7 -8.2 -9.6 -8.8 3.8 5.0 8.1 1.6 -9.6
   Nonrevolving $ tril 1.59 1.59 1.58 1.60 1.46 1.51 1.58 1.60 1.58
      Change % yr ago -0.8 -0.8 -1.3 -0.2 4.9 3.6 4.4 1.5 -1.3

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 10Q2 10Q3 10Q4 11Q1 2010 2011 2012 2013 2014
Household Sector
Median household income $ 51,264 51,485 51,700 51,989 51,351 52,606 54,440 56,295 57,938
  Change % yr ago 2.0 2.1 2.0 2.0 2.0 2.4 3.5 3.4 2.9 

Personal income, SAAR 05$ tril 11.1 11.1 11.1 11.2 11.1 11.4 11.9 12.5 13.0 
  Change % yr ago -0.2 1.1 1.6 1.7 0.6 2.8 4.9 4.7 3.7 
Disposable income, SAAR 05$ tril 10.1 10.1 10.2 10.3 10.1 10.4 10.8 11.2 11.5 
  Change % yr ago 0.1 1.5 2.1 2.2 1.2 2.6 3.9 3.9 3.1 

Dividends $ bil 543.6 548.0 552.3 556.7 544.8 566.0 602.6 647.1 691.3 
  Change % yr ago 2.1 3.8 -0.3 4.0 -1.7 3.9 6.5 7.4 6.8 
Interest $ bil 1,236.8 1,237.8 1,242.3 1,244.9 1,239.0 1,273.3 1,395.7 1,532.5 1,654.5 
  Change % yr ago -0.3 0.2 0.6 0.5 0.0 2.8 9.6 9.8 8.0 
Rent $ bil 296.1 297.4 297.8 299.1 296.2 303.3 321.2 355.7 399.5 
  Change % yr ago 13.0 7.0 3.9 1.8 10.5 2.4 5.9 10.7 12.3 
Personal saving rate % 3.7 4.1 4.5 4.5 3.9 4.1 3.7 4.1 4.6 

Household financial assets $ tril 47.8 50.0 50.3 50.5 50.3 53.1 57.0 59.7 61.5 
  Change % yr ago 20.3 21.2 11.6 7.6 11.6 5.5 7.5 4.7 2.9 

Consumer confidence 1985=100 52.5 54.1 56.2 61.2 53.6 74.9 89.2 90.4 93.9 

Consumer Spending, SAAR
Retail sales & food services $ bil 4,366.5 4,403.4 4,440.8 4,512.2 4,380.0 4,627.7 4,962.3 5,209.9 5,413.7
  Change % yr ago 7.1 6.1 5.1 4.7 6.0 5.7 7.2 5.0 3.9 
Retail sales & food services less autos $ bil 3,622.5 3,638.2 3,652.6 3,688.2 3,624.4 3,771.0 3,997.8 4,183.1 4,347.3
  Change % yr ago 6.3 5.5 4.2 2.9 5.3 4.0 6.0 4.6 3.9 
Building materials, garden equip., & Supply $ bil 298.1 301.5 302.7 308.8 293.5 328.2 376.8 410.2 416.0
  Change % yr ago 8.7 12.4 13.9 13.6 8.2 11.8 14.8 8.9 1.4 
General merchandise $ bil 608.0 614.7 618.3 625.2 612.9 633.6 669.2 701.7 735.7 
  Change % yr ago 3.2 3.8 3.1 2.4 3.3 3.4 5.6 4.9 4.8 
Food & beverage stores $ bil 586.8 591.2 594.1 599.7 590.1 609.3 640.2 664.6 690.4 
  Change % yr ago 2.2 2.6 2.2 1.9 2.5 3.2 5.1 3.8 3.9 
Clothing & clothing accessories $ bil 224.8 218.4 218.9 220.4 219.6 225.4 240.3 252.5 264.2 
  Change % yr ago 8.2 4.2 4.5 2.0 5.2 2.7 6.6 5.1 4.6 
Food services & drinking places $ bil 470.1 472.2 473.4 478.0 470.8 488.8 516.7 541.7 565.1 
  Change % yr ago 2.2 3.1 3.0 2.3 2.4 3.8 5.7 4.8 4.3 

Vehicle sales, SAAR mil 11.5 11.8 12.2 13.0 11.6 13.9 16.1 16.9 17.1 
     Car sales mil 5.3 5.5 5.7 6.0 5.5 6.5 7.5 7.8 7.9 
     Light truck sales mil 6.1 6.3 6.5 6.9 6.1 7.4 8.6 9.0 9.2 

Household Financial Obligations
Total financial obligations ratio % 17.4 17.4 17.4 17.5 17.4 17.5 17.6 17.6 17.7
     Homeowners % 15.9 16.0 16.0 16.1 16.0 16.1 16.2 16.2 16.2
     Renters % 24.3 24.3 24.3 24.4 24.3 24.4 24.6 25.0 25.3

Consumer Credit Outstanding
Total $ tril 2.45 2.47 2.50 2.52 2.50 2.67 2.92 3.09 3.22
   Change % yr ago -2.1 -0.7 2.0 3.0 2.0 6.8 9.4 5.9 4.4
   Revolving $ tril 0.85 0.86 0.87 0.89 0.87 0.98 1.11 1.18 1.22
      Change % yr ago -7.0 -4.4 0.9 4.7 0.9 11.7 14.0 6.0 3.6
   Nonrevolving $ tril 1.60 1.61 1.62 1.63 1.62 1.69 1.80 1.91 2.00
      Change % yr ago 0.7 1.4 2.5 2.0 2.5 4.2 6.7 5.8 4.9

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 09Q2 09Q3 09Q4 10Q1 2005 2006 2007 2008 2009
Monetary Aggregates
M1 $ tril 1.64 1.66 1.70 1.71 1.38 1.37 1.38 1.59 1.70
   Change %AR 21.1 4.9 8.8 3.8 -0.1 -0.5 0.6 15.9 6.4
M2 $ tril 8.44 8.46 8.54 8.51 6.67 7.07 7.50 8.24 8.54
   Change %AR 2.5 0.6 4.3 -1.5 4.1 6.0 6.1 9.8 3.7

Money Market Rates
Federal funds % 0.18 0.16 0.12 0.13 3.21 4.96 5.02 1.93 0.16 
Prime rate % 3.25 3.25 3.25 3.25 6.19 7.96 8.05 5.09 3.25 
Discount rate % 0.50 0.50 0.50 0.61 4.19 5.96 5.86 2.39 0.50 

91-day CD % 0.62 0.30 0.22 0.21 3.51 5.15 5.27 2.97 0.56 
91-day CP % 0.26 0.24 0.17 0.16 3.36 4.98 4.99 2.12 0.26 
91-day eurodollar % 1.31 0.71 0.46 0.41 3.50 5.19 5.32 3.30 1.04 
91-day Libor % 0.85 0.41 0.27 0.26 3.56 5.19 5.30 2.91 0.69 

Mortgage Rates
 Primary market (FHLMC)
    Fixed:  U.S. % 5.03 5.16 4.92 5.00 5.86 6.41 6.34 6.04 5.04 
        Northeast % 5.07 5.19 4.92 5.03 5.89 6.44 6.38 6.09 5.05 
        Midwest % 5.07 5.22 4.97 5.04 5.96 6.48 6.38 6.07 5.08 
        Southeast % 5.00 5.12 4.92 4.98 5.80 6.36 6.30 6.01 5.03 
        Southwest % 5.04 5.17 4.93 4.96 5.86 6.39 6.34 6.05 5.06 
        West % 4.99 5.12 4.89 4.96 5.82 6.39 6.32 6.02 5.01 

    Adjustable: U.S. % 4.83 4.71 4.42 4.25 4.49 5.53 5.56 5.17 4.71 
        Northeast % 4.45 4.30 4.14 4.06 4.36 5.48 5.63 5.12 4.36 
        Midwest % 4.97 4.78 4.73 4.40 4.69 5.55 5.62 5.28 4.85 
        Southeast % 5.07 5.03 4.60 4.18 4.42 5.54 5.57 5.25 4.95 
        Southwest % 5.06 5.02 4.45 4.42 4.57 5.58 5.60 5.34 4.93 
        West % 4.82 4.66 4.36 4.29 4.46 5.54 5.47 5.05 4.66 

FHFB composite rate % 5.02 5.31 5.07 5.09 5.91 6.58 6.50 6.14 5.14 
     Fixed % 5.03 5.33 5.11 5.12 6.08 6.65 6.52 6.17 5.15 
     Adjustable % 5.05 5.06 4.96 5.07 5.54 6.37 6.33 5.76 5.12 

Adjustable Rates
11th District cost of funds % 1.60 1.39 1.73 1.75 2.74 4.02 4.28 3.07 1.69 
National cost of funds % 2.48 2.32 2.12 1.94 3.44 3.45 3.78 3.18 2.40 
National contract rate % 4.95 5.22 4.98 5.04 5.86 6.53 6.46 6.08 5.06 

Mortgages, Secondary Market
Current coupon GNMA % 4.35 4.45 4.26 4.38 5.13 5.70 5.71 5.38 4.45 
FNMA commitment:
     Conventional % 4.71 4.86 4.61 4.75 5.71 6.31 6.24 5.79 4.67 
     FHA/VA % 5.69 5.52 5.49 5.47 5.76 6.35 6.29 6.10 5.63 
     Second % 3.58 3.89 3.61 3.75 5.31 6.12 5.99 4.95 3.70 

Mortgage Spreads
FHLMC fixed - 10-yr Treasury DIFF 1.72 1.64 1.46 1.28 1.57 1.62 1.71 2.37 1.79 
FHLMC ARM - 1-yr Treasury DIFF 4.31 4.26 4.07 3.89 0.87 0.60 1.04 3.35 4.24 
FHLMC fixed - ARM DIFF 0.20 0.45 0.50 0.74 1.38 0.88 0.78 0.87 0.33 
GNMA - 10-yr Treasury DIFF 1.04 0.93 0.80 0.67 0.84 0.91 1.08 1.71 1.19 
11thD COF - fed funds DIFF 1.42 1.23 1.61 1.62 -0.47 -0.94 -0.74 1.14 1.53 
11thD COF - 1-yr Treasury DIFF 1.08 0.94 1.38 1.39 -0.88 -0.91 -0.24 1.25 1.22 

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 10Q2 10Q3 10Q4 11Q1 2010 2011 2012 2013 2014
Monetary Aggregates
M1 $ tril 1.71 1.72 1.71 1.71 1.71 1.75 1.81 1.89 1.97
   Change %AR 0.5 0.3 -0.9 0.3 0.9 2.1 3.5 4.5 4.0
M2 $ tril 8.57 8.63 8.69 8.77 8.69 8.99 9.28 9.68 10.11
   Change %AR 2.6 3.2 2.8 3.3 1.8 3.4 3.3 4.3 4.4

Money Market Rates
Federal funds % 0.16 0.18 0.22 0.69 0.17 1.60 3.78 4.07 3.98 
Prime rate % 3.16 3.18 3.22 3.69 3.20 4.60 6.78 7.07 6.98 
Discount rate % 0.83 0.83 0.86 1.43 0.78 2.48 4.92 5.21 5.12 

91-day CD % 0.94 1.28 1.62 2.27 1.01 3.61 6.76 7.27 7.19 
91-day CP % 0.47 0.63 0.85 1.38 0.53 2.47 5.04 5.47 5.39 
91-day eurodollar % 0.66 0.70 0.76 1.27 0.63 2.29 4.72 5.03 4.94 
91-day Libor % 0.45 0.45 0.45 0.85 0.40 1.78 4.01 4.29 4.21 

Mortgage Rates
 Primary market (FHLMC)
    Fixed:  U.S. % 5.07 5.24 5.49 5.76 5.20 6.35 7.14 6.58 6.36 
        Northeast % 5.12 5.30 5.55 5.83 5.25 6.42 7.21 6.65 6.43 
        Midwest % 5.11 5.28 5.52 5.79 5.24 6.38 7.17 6.61 6.39 
        Southeast % 5.05 5.23 5.48 5.75 5.18 6.34 7.13 6.57 6.35 
        Southwest % 5.04 5.21 5.46 5.73 5.17 6.31 7.09 6.54 6.32 
        West % 5.03 5.20 5.45 5.72 5.16 6.31 7.10 6.54 6.32 

    Adjustable: U.S. % 4.20 4.08 3.92 4.35 4.11 5.02 6.26 5.99 5.46 
        Northeast % 4.01 3.91 3.77 4.17 3.94 4.80 5.94 5.69 5.20 
        Midwest % 4.34 4.21 4.05 4.43 4.25 5.06 6.22 5.98 5.48 
        Southeast % 4.13 4.02 3.87 4.31 4.05 5.00 6.27 6.00 5.47 
        Southwest % 4.39 4.28 4.13 4.58 4.31 5.28 6.57 6.30 5.76 
        West % 4.22 4.08 3.89 4.35 4.12 5.08 6.41 6.12 5.54 

FHFB composite rate % 5.20 5.49 5.66 5.90 5.36 6.17 6.62 6.29 6.09 
     Fixed % 5.18 5.38 5.61 5.90 5.32 6.25 6.72 6.23 6.07 
     Adjustable % 5.04 4.93 4.77 5.16 4.95 5.80 6.71 6.41 5.97 

Adjustable Rates
11th District cost of funds % 1.91 2.07 2.13 2.38 1.97 2.92 4.14 4.62 4.62 
National cost of funds % 2.01 2.06 2.12 2.19 2.03 2.73 3.95 4.43 4.43 
National contract rate % 5.00 4.93 4.82 5.08 4.95 5.49 6.23 6.06 5.74 

Mortgages, Secondary Market
Current coupon GNMA % 4.45 4.62 4.87 5.15 4.58 5.77 6.60 6.02 5.78 
FNMA commitment:
     Conventional % 4.84 5.03 5.31 5.62 4.98 6.30 7.20 6.56 6.30 
     FHA/VA % 5.55 5.76 6.07 6.39 5.71 7.08 8.01 7.36 7.10 
     Second % 3.78 3.99 4.32 4.70 3.96 5.59 6.80 5.96 5.62 

Mortgage Spreads
FHLMC fixed - 10-yr Treasury DIFF 1.57 1.59 1.49 1.39 1.48 1.48 1.57 1.70 1.76 
FHLMC ARM - 1-yr Treasury DIFF 3.80 3.56 3.29 3.37 3.63 3.18 2.34 1.85 1.36 
FHLMC fixed - ARM DIFF 0.87 1.16 1.57 1.41 1.09 1.33 0.88 0.59 0.89 
GNMA - 10-yr Treasury DIFF 0.95 0.97 0.87 0.78 0.86 0.90 1.03 1.14 1.19 
11thD COF - fed funds DIFF 1.75 1.89 1.91 1.69 1.79 1.32 0.36 0.55 0.64 
11thD COF - 1-yr Treasury DIFF 1.51 1.55 1.50 1.40 1.49 1.08 0.22 0.48 0.52 

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 09Q2 09Q3 09Q4 10Q1 2005 2006 2007 2008 2009
Treasury Bill Rates
91-day T-bill % 0.17 0.16 0.06 0.11 3.15 4.73 4.35 1.37 0.15 
182-day T-bill % 0.32 0.25 0.16 0.18 3.39 4.80 4.43 1.62 0.28 
365-day T-bill % 0.52 0.45 0.35 0.37 3.62 4.93 4.52 1.82 0.47 

Treasury Bill Spreads
91-day - fed funds DIFF -0.01 0.00 -0.06 -0.03 -0.07 -0.24 -0.67 -0.56 -0.01 
T-bill: 182-day - 91-day DIFF 0.15 0.09 0.10 0.08 0.25 0.08 0.08 0.25 0.13 
T-bill: 365-day - 182-day DIFF 0.20 0.20 0.19 0.18 0.23 0.13 0.09 0.20 0.19 

Treasury Yield Curve
91-day T-bill, EBY % 0.18 0.16 0.06 0.11 3.22 4.85 4.46 1.39 0.15 
182-day T-bill, EBY % 0.32 0.25 0.16 0.19 3.50 4.99 4.59 1.66 0.28 
365-day T-bill, EBY % 0.53 0.45 0.36 0.37 3.81 5.26 4.81 1.88 0.48 

Treasury: 1-yr % 0.52 0.45 0.35 0.37 3.62 4.93 4.52 1.82 0.47 
Treasury: 2-yr % 1.01 1.03 0.87 0.92 3.85 4.82 4.36 2.00 0.96 
Treasury: 3-yr % 1.49 1.56 1.39 1.47 3.92 4.77 4.34 2.24 1.43 
Treasury: 5-yr % 2.23 2.47 2.30 2.42 4.05 4.74 4.43 2.80 2.19 
Treasury: 7-yr % 2.88 3.12 2.98 3.16 4.15 4.76 4.50 3.17 2.81 

Treasury: 10-yr % 3.31 3.52 3.46 3.72 4.29 4.79 4.63 3.67 3.26 
Treasury: 30-yr % 4.17 4.32 4.33 4.62 5.17 5.00 4.83 4.28 4.07 

Corporate Rates
Corporate:  Aaa % 5.51 5.27 5.20 5.29 5.23 5.59 5.56 5.63 5.31 
Corporate:  Aa % 6.18 5.46 5.32 5.56 5.38 5.79 5.90 6.09 5.74 
Corporate:  A % 6.59 5.81 5.66 5.80 5.60 6.06 6.09 6.59 6.15 
Corporate:  Baa % 7.98 6.66 6.33 6.29 6.06 6.48 6.48 7.45 7.30 

Utility: Aa % 6.19 5.37 5.36 5.63 5.44 5.84 5.94 6.19 5.75 
Utility: A % 6.39 5.73 5.66 5.83 5.65 6.07 6.07 6.53 6.04 
Utility: Baa % 7.69 6.45 6.19 6.21 5.92 6.32 6.33 7.25 7.05 

Corporate Spreads
Aa corp. - 10-yr Treasury DIFF 2.86 1.94 1.86 1.85 1.09 1.00 1.27 2.43 2.48 
Baa corp. - 10-yr Treasury DIFF 4.67 3.14 2.87 2.57 1.77 1.69 1.85 3.78 4.04 
Corp.:  Baa - Aa DIFF 1.81 1.20 1.00 0.73 0.69 0.69 0.58 1.35 1.56 

Aa utility - 10-yr Treasury DIFF 2.87 1.85 1.90 1.91 1.15 1.04 1.31 2.52 2.49 
Baa utility - 10-yr Treasury DIFF 4.38 2.93 2.73 2.49 1.63 1.53 1.70 3.58 3.80 
Utility: Baa - Aa DIFF 1.51 1.08 0.84 0.58 0.48 0.48 0.39 1.06 1.30 

Stock Market
S&P 500 1941=10 892.2 996.7 1,088.7 1,127.4 1,207.1 1,310.7 1,476.7 1,220.9 946.7 
   Change %YA -35.0 -20.4 19.7 39.3 6.8 8.6 12.7 -17.3 -22.5 
Dividend yield % 2.5 2.1 1.7 1.7 1.8 1.9 1.9 2.4 2.4 
Price/earnings ratio ratio 106.7 138.0 127.4 123.5 19.8 18.1 18.0 20.6 101.0 

Exchange Rates
Japanese yen ¥/$ 97.4 93.5 89.9 90.7 110.1 116.3 117.8 103.1 93.6
Euro $/€ 1.36 1.43 1.48 1.38 1.24 1.26 1.37 1.52 1.39
Canadian dollar C$/US$ 1.17 1.10 1.06 1.04 1.21 1.13 1.07 1.06 1.14

International Sector
FRB 10-country index (nominal) Jan97=100 107.0 103.5 100.8 102.2 110.7 108.5 103.4 99.8 105.6 
   Change %YA 11.7 5.7 -7.0 -8.1 -2.6 -2.0 -4.7 -3.4 5.8 

Current account $ bil -391.0 -409.4 -462.4 -496.0 -748.7 -803.5 -726.6 -706.1 -419.9 
Merchandise trade $ bil -461.8 -528.4 -582.0 -618.4 -790.9 -847.3 -831.0 -840.3 -517.0 

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 10Q2 10Q3 10Q4 11Q1 2010 2011 2012 2013 2014
Treasury Bill Rates
91-day T-bill % 0.16 0.19 0.28 0.67 0.19 1.50 3.46 3.79 3.72 
182-day T-bill % 0.28 0.29 0.37 0.73 0.28 1.54 3.51 3.86 3.79 
365-day T-bill % 0.40 0.52 0.63 0.98 0.48 1.84 3.92 4.14 4.10 

Treasury Bill Spreads
91-day - fed funds DIFF 0.01 0.01 0.06 -0.01 0.01 -0.10 -0.32 -0.28 -0.26 
T-bill: 182-day - 91-day DIFF 0.11 0.10 0.09 0.05 0.10 0.03 0.04 0.07 0.07 
T-bill: 365-day - 182-day DIFF 0.12 0.23 0.26 0.25 0.20 0.31 0.41 0.27 0.31 

Treasury Yield Curve
91-day T-bill, EBY % 0.17 0.19 0.29 0.70 0.19 1.55 3.58 3.92 3.85 
182-day T-bill, EBY % 0.28 0.30 0.39 0.76 0.29 1.62 3.70 4.07 4.00 
365-day T-bill, EBY % 0.41 0.54 0.66 1.05 0.50 2.01 4.32 4.55 4.51 

Treasury: 1-yr % 0.40 0.52 0.63 0.98 0.48 1.84 3.92 4.14 4.10 
Treasury: 2-yr % 0.98 1.21 1.39 1.78 1.12 2.45 4.01 4.18 4.15 
Treasury: 3-yr % 1.56 1.70 1.83 2.13 1.64 2.62 4.10 4.23 4.20 
Treasury: 5-yr % 2.51 2.70 2.69 2.87 2.58 3.42 4.52 4.41 4.40 
Treasury: 7-yr % 3.22 3.37 3.48 3.68 3.31 4.20 5.09 4.67 4.52 

Treasury: 10-yr % 3.50 3.65 4.00 4.37 3.72 4.87 5.57 4.88 4.60 
Treasury: 30-yr % 4.75 4.95 5.19 5.52 4.88 5.98 6.62 5.98 5.70 

Corporate Rates
Corporate:  Aaa % 5.30 5.31 5.39 5.56 5.32 5.93 6.46 5.84 5.77 
Corporate:  Aa % 5.57 5.56 5.64 5.81 5.58 6.16 6.66 6.03 5.99 
Corporate:  A % 5.81 5.81 5.88 6.04 5.83 6.38 6.83 6.18 6.16 
Corporate:  Baa % 6.45 6.58 6.60 6.73 6.48 7.02 7.56 6.94 6.80 

Utility: Aa % 5.63 5.63 5.69 5.83 5.65 6.11 6.52 6.01 5.98 
Utility: A % 5.85 5.84 5.92 6.08 5.86 6.44 6.92 6.24 6.22 
Utility: Baa % 6.22 6.21 6.30 6.47 6.24 6.84 7.33 6.59 6.58 

Corporate Spreads
Aa corp. - 10-yr Treasury DIFF 2.07 1.91 1.64 1.44 1.87 1.30 1.09 1.15 1.39 
Baa corp. - 10-yr Treasury DIFF 2.95 2.93 2.60 2.36 2.76 2.16 1.99 2.06 2.20 
Corp.:  Baa - Aa DIFF 0.88 1.01 0.95 0.92 0.89 0.86 0.90 0.90 0.82 

Aa utility - 10-yr Treasury DIFF 2.13 1.98 1.69 1.46 1.93 1.25 0.95 1.13 1.38 
Baa utility - 10-yr Treasury DIFF 2.72 2.56 2.30 2.10 2.52 1.98 1.76 1.71 1.98 
Utility: Baa - Aa DIFF 0.59 0.58 0.61 0.65 0.59 0.73 0.81 0.58 0.60 

Stock Market
S&P 500 1941=10 1,123.9 1,159.2 1,181.0 1,201.3 1,147.9 1,214.2 1,265.2 1,339.3 1,391.2 
   Change %YA 26.0 16.3 8.5 6.6 21.2 5.8 4.2 5.9 3.9 
Dividend yield % 1.7 1.6 1.6 1.6 1.7 1.6 1.9 1.9 1.9 
Price/earnings ratio ratio 114.5 104.2 96.8 85.1 109.8 65.9 25.4 19.3 18.6 

Exchange Rates
Japanese yen ¥/$ 91.4 92.4 94.0 95.1 92.1 96.4 99.3 100.0 100.0
Euro $/€ 1.28 1.21 1.16 1.15 1.26 1.14 1.13 1.14 1.18
Canadian dollar C$/US$ 1.02 1.01 1.01 1.02 1.02 1.03 1.05 1.05 1.05

International Sector
FRB 10-country index (nominal) Jan97=100 102.0 102.6 103.0 102.5 102.4 102.3 100.9 101.7 102.8 
   Change %YA -4.7 -0.8 2.2 0.3 -3.0 -0.1 -1.4 0.8 1.1 

Current account $ bil -480.3 -486.3 -479.1 -483.9 -485.4 -478.9 -469.7 -465.3 -513.1 
Merchandise trade $ bil -609.7 -627.4 -632.1 -646.4 -621.9 -656.6 -680.5 -694.3 -763.7 

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 09Q2 09Q3 09Q4 10Q1 2005 2006 2007 2008 2009
Labor Markets
Total nonfarm employment, U.S. mil 131.1 130.1 129.6 129.7 133.7 136.1 137.6 136.8 130.9 
       Change % yr ago -4.6 -4.8 -4.0 -2.3 1.7 1.8 1.1 -0.6 -4.3 
    Natural resources and mining mil 0.7 0.7 0.7 0.7 0.6 0.7 0.7 0.8 0.7 
       Change % yr ago -7.9 -12.5 -13.0 -7.1 6.2 9.1 5.8 5.7 -8.5 
    Construction mil 6.1 5.9 5.7 5.6 7.3 7.7 7.6 7.2 6.0 
       Change % yr ago -16.1 -17.2 -16.0 -12.7 5.2 4.9 -0.8 -6.1 -15.7 
    Manufacturing mil 11.9 11.7 11.6 11.6 14.2 14.2 13.9 13.4 11.9 
       Change % yr ago -12.2 -12.6 -11.0 -6.5 -0.6 -0.5 -2.0 -3.4 -11.3 
    Trade mil 20.2 20.1 19.9 20.0 21.0 21.3 21.5 21.2 20.2 
       Change % yr ago -5.5 -5.2 -4.2 -2.2 1.5 1.0 1.3 -1.4 -5.1 
    Transportation and utilities mil 4.8 4.8 4.7 4.7 4.9 5.0 5.1 5.1 4.8 
       Change % yr ago -5.9 -6.2 -5.2 -4.0 2.1 2.0 1.5 -0.5 -5.3 
    Information mil 2.8 2.8 2.8 2.7 3.1 3.0 3.0 3.0 2.8 
       Change % yr ago -6.4 -6.6 -5.8 -4.8 -1.8 -0.8 -0.2 -1.6 -5.9 
    Financial activities mil 7.8 7.7 7.7 7.6 8.2 8.3 8.3 8.1 7.8 
       Change % yr ago -5.1 -5.4 -4.6 -3.5 1.5 2.2 -0.3 -1.9 -4.7 
    Professional and business services mil 16.6 16.4 16.4 16.5 17.0 17.6 17.9 17.7 16.6 
       Change % yr ago -7.5 -7.4 -5.3 -2.2 3.4 3.6 2.1 -1.2 -6.5 
    Education and health services mil 19.1 19.2 19.3 19.4 17.4 17.8 18.3 18.8 19.2 
       Change % yr ago 1.8 1.6 1.7 1.7 2.5 2.6 2.8 2.8 1.8 
    Leisure and hospitality mil 13.1 13.1 13.0 13.0 12.8 13.1 13.4 13.4 13.1 
       Change % yr ago -2.9 -2.4 -2.1 -1.1 2.6 2.3 2.4 0.1 -2.5 
    Other services mil 5.4 5.4 5.3 5.3 5.4 5.4 5.5 5.5 5.4 
       Change % yr ago -3.0 -2.9 -2.9 -1.7 -0.3 0.8 1.0 0.4 -2.8 
    Government mil 22.6 22.5 22.5 22.5 21.8 22.0 22.2 22.5 22.6 
       Change % yr ago 0.7 -0.3 -0.3 -0.4 0.9 0.8 1.1 1.3 0.2 
  Northeast mil 24.9 24.7 24.6 24.6 25.2 25.4 25.7 25.7 24.8
       Change % yr ago -3.5 -3.7 -3.4 -2.0 0.9 0.9 0.9 0.1 -3.3
  Midwest mil 30.1 29.8 29.7 29.7 31.4 31.6 31.7 31.5 30.0
       Change % yr ago -5.0 -5.5 -4.7 -2.8 0.8 0.7 0.4 -0.7 -4.8
  South mil 47.3 46.8 46.7 46.7 47.6 48.6 49.4 49.3 47.2
       Change % yr ago -4.5 -4.8 -4.1 -2.4 2.2 2.2 1.6 -0.3 -4.2
  West mil 28.7 28.3 28.2 28.1 29.4 30.1 30.6 30.3 28.6
       Change % yr ago -6.1 -6.6 -5.6 -3.7 2.7 2.7 1.4 -0.8 -5.7

Labor force, U.S. mil 154.8 154.2 153.5 153.5 149.3 151.4 153.1 154.3 154.2
       Change % yr ago 0.4 -0.2 -0.7 -0.5 1.3 1.4 1.1 0.8 -0.1
  Northeast mil 28.4 28.4 28.3 28.4 27.6 27.9 28.0 28.3 28.4
       Change % yr ago 0.5 0.0 -0.4 -0.1 0.9 1.0 0.4 1.2 0.2
  Midwest mil 34.9 34.7 34.5 34.5 34.3 34.7 34.9 34.9 34.7
       Change % yr ago -0.2 -0.7 -1.2 -1.0 0.6 1.0 0.6 0.1 -0.6
  South mil 55.1 55.0 54.9 55.2 52.8 53.7 54.3 54.9 55.1
       Change % yr ago 0.6 0.2 -0.2 0.0 1.9 1.7 1.2 1.1 0.3
  West mil 35.9 35.8 35.6 35.7 34.0 34.6 35.1 35.8 35.8
       Change % yr ago 0.7 -0.2 -1.0 -0.9 1.6 1.7 1.6 1.8 0.2

Unemployment rate, U.S. % 9.3 9.6 10.0 9.7 5.1 4.6 4.6 5.8 9.3 
  Northeast % 8.3 8.8 9.0 9.1 4.8 4.6 4.4 5.4 8.4 
  Midwest % 9.7 10.0 10.0 10.0 5.4 5.0 5.1 6.1 9.6 
  South % 8.9 9.3 9.5 9.7 5.0 4.5 4.3 5.5 8.9 
  West % 10.1 10.5 10.6 10.9 5.2 4.6 4.7 6.3 10.1 

Demographics
Population, U.S. mil 307.0 307.7 308.5 309.3 296.1 299.0 301.9 304.7 307.4
       Change % yr ago 0.9 0.9 0.9 1.0 0.9 1.0 1.0 0.9 0.9
  Northeast mil 55.3 55.3 55.4 55.4 54.6 54.8 55.0 55.2 55.4
       Change % yr ago 0.4 0.4 0.4 0.4 0.2 0.2 0.3 0.3 0.4
  Midwest mil 66.8 66.9 66.9 67.0 65.9 66.2 66.5 66.7 66.9
       Change % yr ago 0.4 0.3 0.3 0.3 0.4 0.4 0.4 0.3 0.3
  South mil 113.3 113.6 114.0 114.3 108.2 109.8 111.3 112.7 114.0
       Change % yr ago 1.2 1.1 1.1 1.1 1.4 1.5 1.4 1.2 1.1
  West mil 71.6 71.8 72.0 72.3 68.4 69.3 70.2 71.2 72.0
       Change % yr ago 1.2 1.2 1.2 1.3 1.3 1.3 1.3 1.3 1.2

Households, U.S. mil 114.8 115.1 115.3 115.6 110.9 111.9 113.0 114.0 114.9
       Change % yr ago 0.8 0.8 0.8 0.9 0.9 0.9 1.0 0.9 0.8
  Northeast mil 20.9 20.9 20.9 20.9 20.7 20.7 20.8 20.8 20.9
       Change % yr ago 0.3 0.4 0.4 0.4 0.1 0.2 0.3 0.3 0.4
  Midwest mil 25.7 25.7 25.7 25.7 25.3 25.4 25.5 25.6 25.7
       Change % yr ago 0.4 0.4 0.3 0.4 0.4 0.4 0.4 0.4 0.3
  South mil 42.8 42.9 43.1 43.2 40.9 41.5 42.1 42.6 43.1
       Change % yr ago 1.1 1.1 1.1 1.2 1.4 1.5 1.4 1.2 1.1
  West mil 25.5 25.6 25.7 25.8 24.3 24.7 25.0 25.4 25.7
       Change % yr ago 1.3 1.3 1.2 1.4 1.4 1.4 1.4 1.4 1.2

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 10Q2 10Q3 10Q4 11Q1 2010 2011 2012 2013 2014
Labor Markets
Total nonfarm employment, U.S. mil 130.3 130.5 130.8 131.2 130.3 132.3 136.1 140.4 142.9 
       Change % yr ago -0.6 0.3 0.9 1.2 -0.4 1.5 2.9 3.2 1.7 
    Natural resources and mining mil 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.7 
       Change % yr ago -1.2 1.9 3.2 0.5 -1.0 0.7 1.3 1.6 0.1 
    Construction mil 5.6 5.6 5.7 5.7 5.6 5.8 6.1 6.4 6.6 
       Change % yr ago -7.7 -4.0 -1.2 1.4 -6.6 2.7 5.6 4.9 2.3 
    Manufacturing mil 11.6 11.6 11.6 11.6 11.6 11.6 11.8 12.0 12.0 
       Change % yr ago -3.0 -1.0 0.3 0.2 -2.6 0.5 1.6 1.8 0.0 
    Trade mil 20.0 20.1 20.1 20.2 20.1 20.3 20.6 21.1 21.3 
       Change % yr ago -0.9 0.1 1.1 1.1 -0.5 1.2 1.8 2.4 0.9 
    Transportation and utilities mil 4.7 4.7 4.7 4.7 4.7 4.7 4.8 4.9 4.9 
       Change % yr ago -2.1 -0.9 -0.2 0.7 -1.8 0.9 1.5 2.0 0.6 
    Information mil 2.7 2.7 2.7 2.7 2.7 2.8 2.8 2.9 2.9 
       Change % yr ago -2.6 -1.3 -0.6 0.3 -2.3 0.4 1.7 2.8 1.5 
    Financial activities mil 7.6 7.7 7.7 7.7 7.7 7.7 7.9 8.1 8.3 
       Change % yr ago -1.6 -0.4 0.3 0.9 -1.3 0.7 2.7 2.8 1.5 
    Professional and business services mil 16.6 16.8 16.8 16.9 16.7 17.1 17.9 18.8 19.3 
       Change % yr ago 0.5 2.3 2.5 2.3 0.7 2.6 4.6 4.8 2.5 
    Education and health services mil 19.5 19.6 19.7 19.9 19.6 20.0 20.7 21.5 22.1 
       Change % yr ago 2.0 2.1 2.3 2.3 2.0 2.4 3.2 4.1 2.7 
    Leisure and hospitality mil 13.1 13.2 13.3 13.4 13.2 13.6 14.1 14.7 15.1 
       Change % yr ago -0.0 0.8 2.1 2.8 0.4 3.1 4.2 4.3 2.5 
    Other services mil 5.3 5.4 5.4 5.4 5.4 5.5 5.6 5.8 5.9 
       Change % yr ago -0.6 0.2 1.4 2.0 -0.2 2.1 2.8 3.3 1.7 
    Government mil 22.7 22.5 22.3 22.3 22.5 22.5 23.0 23.4 23.7 
       Change % yr ago 0.5 -0.2 -0.9 -0.7 -0.3 -0.1 2.2 1.7 1.5 
  Northeast mil 24.7 24.7 24.8 24.8 24.7 24.9 25.5 26.2 26.6
       Change % yr ago -0.6 0.0 0.6 0.7 -0.5 0.9 2.3 2.8 1.4
  Midwest mil 29.8 29.8 29.8 29.9 29.8 30.1 30.9 31.7 32.1
       Change % yr ago -1.0 0.0 0.4 0.7 -0.9 1.1 2.6 2.8 1.3
  South mil 46.9 47.0 47.1 47.4 47.0 47.8 49.5 51.2 52.4
       Change % yr ago -0.7 0.3 0.9 1.4 -0.5 1.9 3.4 3.5 2.3
  West mil 28.3 28.3 28.3 28.4 28.3 28.7 29.6 30.5 31.2
       Change % yr ago -1.5 -0.0 0.6 1.1 -1.2 1.5 3.1 3.3 2.0

Labor force, U.S. mil 154.8 155.4 156.1 156.8 155.0 157.3 158.4 159.6 160.7 
       Change % yr ago -0.0 0.8 1.7 2.1 0.5 1.5 0.7 0.7 0.7 
  Northeast mil 28.5 28.6 28.6 28.7 28.5 28.7 28.7 28.8 28.8
       Change % yr ago 0.3 0.7 1.2 1.0 0.5 0.6 0.0 0.2 0.2
  Midwest mil 34.6 34.7 34.7 34.8 34.6 34.8 34.9 35.0 35.1
       Change % yr ago -0.8 -0.0 0.8 0.7 -0.3 0.6 0.2 0.3 0.3
  South mil 55.5 55.7 55.9 56.1 55.5 56.4 56.9 57.5 58.2
       Change % yr ago 0.6 1.1 1.7 1.7 0.9 1.5 1.0 1.1 1.2
  West mil 35.9 36.0 36.2 36.3 35.9 36.5 36.9 37.3 37.7
       Change % yr ago -0.2 0.7 1.6 1.8 0.3 1.6 1.1 1.1 1.1

Unemployment rate, U.S. % 9.8 10.0 10.1 10.1 9.9 9.5 7.5 6.1 5.7 
  Northeast % 9.1 9.4 9.5 9.5 9.2 9.1 7.4 6.1 5.7 
  Midwest % 10.2 10.4 10.5 10.4 10.3 9.8 7.7 6.3 5.7 
  South % 9.8 9.8 9.8 9.8 9.8 9.4 7.6 6.3 5.7 
  West % 11.1 11.2 11.2 11.1 11.1 10.6 8.3 6.7 6.2 

Demographics
Population, U.S. mil 310.0 310.8 311.5 312.3 310.4 313.4 316.4 319.5 322.6
       Change % yr ago 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 
  Northeast mil 55.5 55.5 55.6 55.6 55.6 55.7 55.9 56.0 56.1
       Change % yr ago 0.4 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.2
  Midwest mil 67.1 67.1 67.2 67.2 67.2 67.4 67.7 68.0 68.2
       Change % yr ago 0.3 0.3 0.3 0.3 0.3 0.4 0.4 0.4 0.4
  South mil 114.6 115.0 115.3 115.7 115.3 116.8 118.4 120.2 121.9
       Change % yr ago 1.2 1.2 1.2 1.2 1.2 1.3 1.4 1.4 1.4
  West mil 72.5 72.7 73.0 73.2 73.0 74.0 75.0 76.1 77.1
       Change % yr ago 1.3 1.3 1.3 1.3 1.3 1.4 1.4 1.4 1.4

Households, U.S. mil 115.8 116.1 116.4 116.6 116.0 117.2 118.9 120.5 122.0
       Change % yr ago 0.9 0.9 0.9 0.9 0.9 1.1 1.5 1.3 1.2 
  Northeast mil 20.9 21.0 21.0 21.0 21.0 21.1 21.2 21.3 21.4
       Change % yr ago 0.4 0.4 0.4 0.4 0.4 0.4 0.5 0.5 0.5
  Midwest mil 25.8 25.8 25.8 25.9 25.8 26.0 26.3 26.5 26.7
       Change % yr ago 0.4 0.4 0.4 0.4 0.4 0.8 1.0 0.8 0.7
  South mil 43.3 43.5 43.6 43.8 43.6 44.3 45.1 45.9 46.7
       Change % yr ago 1.2 1.2 1.3 1.3 1.3 1.6 1.8 1.8 1.7
  West mil 25.9 26.0 26.1 26.1 26.1 26.5 27.1 27.6 28.0
       Change % yr ago 1.4 1.4 1.4 1.4 1.4 1.8 2.0 1.8 1.7

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 09Q2 09Q3 09Q4 10Q1 2005 2006 2007 2008 2009
Housing, SAAR
Housing starts, U.S. mil 0.54 0.59 0.56 0.62 2.07 1.81 1.34 0.90 0.55
   Change % yr ago 5.4 42.2 -13.8 42.9 6.3 -12.6 -25.9 -32.9 -38.4 
  Single-family mil 0.42 0.50 0.49 0.53 1.72 1.47 1.04 0.62 0.44
     Change % yr ago 86.5 90.1 -6.3 33.9 7.1 -14.3 -29.7 -40.5 -28.2 
  Multifamily mil 0.11 0.09 0.08 0.09 0.35 0.34 0.31 0.28 0.11
     Change % yr ago -78.8 -61.7 -47.5 111.0 2.6 -4.5 -9.5 -7.3 -60.5 
Existing-home sales, U.S. mil 4.25 4.65 5.23 4.50 6.18 5.71 4.96 4.34 4.57
   Change % yr ago 12.1 42.4 60.9 -45.5 4.5 -7.6 -13.2 -12.5 5.3 
  Northeast mil 0.53 0.60 0.65 0.56 0.78 0.72 0.66 0.55 0.56
       Change % yr ago 46.8 64.9 39.2 -44.7 0.7 -7.9 -8.1 -16.0 1.4
  Midwest mil 1.01 1.10 1.24 1.06 1.40 1.32 1.20 1.04 1.08
       Change % yr ago 16.2 42.0 58.37 -45.9 2.5 -5.4 -9.4 -13.2 3.7
  South mil 1.63 1.77 1.98 1.74 2.51 2.42 2.13 1.75 1.75
       Change % yr ago 10.1 38.9 55.7 -40.6 8.3 -3.5 -12.1 -17.6 -0.3
  West mil 1.00 1.07 1.19 1.06 1.40 1.17 0.96 0.95 1.06
       Change % yr ago -2.8 31.6 56.2 -37.4 4.2 -16.5 -18.4 -1.0 12.5
Existing-condo sales, U.S. mil 0.52 0.63 0.73 0.64 0.89 0.81 0.72 0.55 0.59
   Change % yr ago 47.57 106.48 85.38 -41.09 10.13 -9.94 -11.22 -22.50 6.63
New-home sales, SAAR ths 0.37 0.40 0.37 0.38 1.28 1.05 0.77 0.48 0.37
   Change % yr ago 18.1 41.5 -25.1 2.2 6.5 -18.0 -26.7 -37.3 -22.5 
House Prices
  Existing homes, median, U.S. $ ths 170.2 172.9 172.5 173.0 217.4 222.0 215.6 195.8 172.5 
   Change % yr ago -15.7 -11.1 -5.4 -0.9 12.8 2.1 -2.9 -9.2 -11.9 
  Existing condos, median, U.S. $ ths 174.1 174.9 177.4 174.9 223.1 222.5 224.5 208.3 175.3 
   Change % yr ago -19.9 -15.4 -5.8 0.1 13.6 -0.3 0.9 -7.2 -15.9 
  New homes, median, U.S. $ ths 216.5 213.2 220.8 219.2 234.2 243.0 243.8 230.4 214.5 
   Change % yr ago -7.6 -6.8 -1.1 5.5 7.5 3.8 0.3 -5.5 -6.9 
  Northeast, existing median $ ths 228.9 228.5 232.5 231.0 268.0 272.3 271.4 252.5 229.3 
   Change % yr ago -11.0 -8.6 -2.5 1.7 12.8 1.6 -0.3 -6.9 -9.2
  Midwest, existing median $ ths 123.4 122.2 124.9 125.1 152.8 152.6 147.5 133.0 122.4 
   Change % yr ago -9.7 -6.9 0.7 4.9 6.1 -0.2 -3.3 -9.8 -7.9
  South, existing median $ ths 143.7 143.5 143.7 148.1 175.1 176.5 170.7 156.2 143.8 
   Change % yr ago -9.5 -7.3 -3.0 2.7 12.9 0.8 -3.3 -8.5 -7.9
  West, existing median $ ths 217.1 222.6 228.7 237.0 321.7 337.4 333.1 273.3 222.6 
   Change % yr ago -24.0 -14.7 -5.2 6.7 15.3 4.9 -1.3 -17.9 -18.5
  Freddie Mac CMHPI, U.S. 1987=100 274.6 268.8 267.1 263.0 268.8 290.5 296.0 284.7 273.0
   Change % yr ago -4.4 -3.8 -4.2 -6.7 12.5 8.1 1.9 -3.8 -4.1
Affordability index index 175.3 171.0 169.7 165.0 113.8 107.8 117.1 139.1 171.6 
   Change % yr ago 32.2 22.5 10.7 -3.2 -9.6 -5.2 8.6 18.8 23.3 
Rental vacancy rate % 10.7 11.0 10.8 10.5 9.9 9.7 9.7 10.0 10.6 
Mortgage Originations, SAAR
Total originations $ tril 2.05 2.41 2.28 2.22 3.27 3.00 2.58 1.71 2.13
  Change % yr ago 13.1 58.4 63.3 25.3 8.3 -8.3 -13.9 -33.9 24.6 
Purchase originations $ tril 0.65 0.68 0.77 0.76 1.67 1.55 1.28 0.85 0.71
Refi originations $ tril 1.40 1.73 1.51 1.46 1.61 1.45 1.31 0.85 1.42
Refi share % 67.6 57.1 71.0 68.0 42.3 43.0 45.7 49.7 67.9 
ARM share % 7.4 7.8 6.7 7.0 30.6 21.7 10.4 7.7 6.6 
Construction Put in Place, SAAR
Total private construction $ bil 637.8 601.4 589.0 557.0 867.3 915.0 862.5 766.8 622.5 
  Change % yr ago -18.3 -21.2 -18.9 -15.8 12.7 5.5 -5.7 -11.1 -18.8 
Private residential $ bil 243.7 241.7 263.5 255.8 610.5 616.7 495.3 351.3 252.9 
  Change % yr ago -32.8 -29.6 -15.0 -2.7 14.9 1.0 -19.7 -29.1 -28.0 
  Single-family $ bil 94.1 106.3 113.0 117.2 432.4 418.3 306.5 186.7 106.5 
    Change % yr ago -52.6 -39.9 -24.6 4.2 14.9 -3.3 -26.7 -39.1 -43.0 
  Multifamily $ bil 32.4 26.5 21.4 16.5 47.3 52.8 49.0 44.1 29.4 
    Change % yr ago -29.3 -40.6 -48.0 -56.0 18.4 11.7 -7.2 -10.0 -33.3 
Private nonresidential $ bil 394.1 359.6 325.4 301.3 256.7 298.3 367.2 415.6 369.5 
  Change % yr ago -5.8 -14.3 -21.7 -24.5 7.8 16.2 23.1 13.2 -11.1 
  Office $ bil 43.3 38.2 32.7 29.2 37.4 45.7 53.8 56.9 40.7 
    Change % yr ago -24.4 -34.3 -40.1 -39.8 13.9 22.3 17.8 5.7 -28.5 
  Commercial $ bil 58.1 49.5 44.2 41.3 66.6 73.3 85.5 81.6 54.5 
    Change % yr ago -32.0 -38.2 -40.1 -37.5 5.5 10.1 16.6 -4.5 -33.3 
  Manufacturing $ bil 82.7 72.7 62.8 55.5 29.9 34.9 45.1 60.6 74.6 
    Change % yr ago 45.2 18.5 -11.0 -30.8 26.6 17.0 29.1 34.5 23.1 
  Lodging $ bil 28.7 23.0 18.5 13.0 12.7 17.6 27.5 35.4 25.0 
    Change % yr ago -22.7 -37.8 -46.6 -56.4 5.7 39.1 55.9 28.7 -29.2 
  Educational $ bil 17.3 16.5 14.9 14.8 12.8 13.9 16.6 18.6 16.6 
    Change % yr ago -5.5 -13.9 -20.3 -16.8 0.8 8.2 20.1 11.7 -10.5 
  Healthcare $ bil 39.1 36.7 33.7 32.0 28.5 32.0 35.6 39.0 36.9 
    Change % yr ago 0.9 -8.0 -16.8 -16.1 8.5 12.5 11.0 9.7 -5.4 
  Infrastructure $ bil 108.6 108.3 105.4 102.8 52.3 62.1 83.5 103.9 105.7 
    Change % yr ago 4.0 3.2 1.2 2.3 5.4 18.8 34.5 24.4 1.7 
  Other $ bil 15.0 13.4 11.6 11.3 15.3 17.1 17.7 17.4 14.1 
    Change % yr ago -15.2 -21.7 -31.2 -30.6 -7.8 11.7 3.8 -1.6 -19.2 
Public $ bil 180.5 178.5 166.8 161.7 122.8 130.6 154.7 166.4 174.5 
  Change % yr ago 8.3 5.8 -0.8 -6.0 4.1 6.4 18.5 7.6 4.8 

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 10Q2 10Q3 10Q4 11Q1 2010 2011 2012 2013 2014
Housing, SAAR
Housing starts, U.S. mil 0.67 0.68 0.72 0.79 0.67 0.99 1.67 1.85 1.81
   Change % yr ago 40.1 5.3 24.8 43.5 21.3 47.2 68.9 10.6 -2.1 
  Single-family mil 0.55 0.56 0.58 0.63 0.56 0.77 1.32 1.45 1.41
     Change % yr ago 20.5 9.3 16.3 32.9 25.7 39.4 70.7 9.7 -2.7 
  Multifamily mil 0.12 0.12 0.13 0.16 0.12 0.21 0.35 0.40 0.40
     Change % yr ago 202.3 -11.3 71.8 97.1 4.0 84.2 62.5 14.0 0.2 
Existing-home sales, U.S. mil 5.37 5.18 5.47 5.62 5.13 5.73 5.50 5.18 5.34
   Change % yr ago 102.9 -13.0 23.6 11.8 12.3 11.7 -4.0 -5.7 3.0 
  Northeast mil 0.60 0.64 0.66 0.67 0.61 0.68 0.68 0.66 0.68
       Change % yr ago 31.9 29.6 14.6 4.2 9.3 10.2 0.3 -2.4 2.9
  Midwest mil 1.11 1.16 1.20 1.21 1.13 1.22 1.21 1.18 1.22
       Change % yr ago 19.6 18.6 14.5 3.4 4.7 7.7 -1.0 -1.7 3.3
  South mil 1.90 2.05 2.12 2.15 1.95 2.18 2.17 2.15 2.21
       Change % yr ago 42.2 34.6 14.5 6.4 11.7 11.9 -0.4 -1.0 2.9
  West mil 1.19 1.31 1.35 1.37 1.23 1.39 1.40 1.41 1.47
       Change % yr ago 56.0 48.8 13.8 5.4 15.2 13.0 1.2 0.7 4.0
Existing-condo sales, U.S. mil 0.69 0.49 0.52 0.55 0.59 0.58 0.61 0.59 0.62
   Change % yr ago 32.3 -74.6 26.8 27.5 -0.9 -0.4 4.2 -2.4 4.9
New-home sales, SAAR ths 0.53 0.49 0.56 0.59 0.49 0.69 0.98 1.11 1.05
   Change % yr ago 285.41 -21.69 62.59 24.50 30.68 41.49 41.40 13.36 -5.10
House Prices
  Existing homes, median, U.S. $ ths 173.94 169.77 167.20 166.09 170.98 166.51 170.45 181.22 195.21
   Change % yr ago 2.2 -1.8 -3.1 -4.0 -0.9 -2.6 2.4 6.3 7.7 
  Existing condos, median, U.S. $ ths 175.90 171.84 170.10 168.88 173.19 169.85 174.35 183.02 192.25
   Change % yr ago 1.0 -1.7 -4.1 -3.4 -1.2 -1.9 2.6 5.0 5.0 
  New homes, median, U.S. $ ths 220.83 222.03 223.49 225.24 221.39 228.86 237.48 250.72 264.29
   Change % yr ago 2.0 4.1 1.2 2.8 3.2 3.4 3.8 5.6 5.4 
  Northeast, existing median $ ths 225.24 217.03 210.39 208.48 220.92 210.28 221.43 237.54 252.08
   Change % yr ago -1.6 -5.0 -9.5 -9.8 -3.6 -4.8 5.3 7.3 6.1 
  Midwest, existing median $ ths 124.45 122.21 120.00 118.82 122.93 118.52 120.93 128.56 136.69
   Change % yr ago 0.9 -0.0 -4.0 -5.0 0.4 -3.6 2.0 6.3 6.3 
  South, existing median $ ths 145.15 140.25 137.66 136.74 142.79 136.93 140.63 148.99 157.71
   Change % yr ago 1.0 -2.3 -4.2 -7.7 -0.7 -4.1 2.7 5.9 5.9 
  West, existing median $ ths 219.08 205.34 202.02 204.45 215.85 208.48 224.04 242.06 255.95
   Change % yr ago 0.9 -7.8 -11.7 -13.7 -3.1 -3.4 7.5 8.0 5.7 
  Freddie Mac CMHPI, U.S. 1987=100 262.0 260.4 259.8 260.0 261.3 260.5 262.2 266.1 277.9
   Change % yr ago -4.6 -3.1 -2.7 -1.1 -4.3 -0.3 0.7 1.5 4.4
Affordability index index 163.7 163.3 162.1 160.4 163.5 156.2 150.8 154.8 156.0 
   Change % yr ago -6.60 -4.5 -4.5 -2.8 -4.7 -4.5 -3.4 2.6 0.8 
Rental vacancy rate % 10.3 10.2 10.0 9.9 10.3 9.5 9.1 9.1 9.1 
Mortgage Originations, SAAR
Total originations $ tril 2.10 1.96 1.74 1.65 2.01 1.68 1.83 1.94 2.10
  Change % yr ago 2.57 -18.82 -23.61 -25.56 -5.77 -16.11 8.66 6.09 8.12
Purchase originations $ tril 0.78 0.83 0.84 0.88 0.80 0.92 0.99 1.01 1.09
Refi originations $ tril 1.32 1.13 0.90 0.78 1.20 0.76 0.83 0.93 1.01
Refi share % 62.93 57.63 51.83 46.94 60.09 45.30 45.60 47.70 48.22
ARM share % 8.79 11.05 14.59 14.95 10.37 17.06 18.72 14.91 15.69
Construction Put in Place, SAAR
Total private construction $ bil 556.8 561.9 567.9 585.8 560.9 616.2 735.5 805.3 840.5
  Change % yr ago -12.7 -6.6 -3.6 5.2 -9.9 9.9 19.4 9.5 4.4 
Private residential $ bil 259.9 265.7 270.6 278.8 263.0 302.0 389.7 426.2 436.3 
  Change % yr ago 6.6 9.9 2.7 9.0 4.0 14.8 29.0 9.4 2.4 
  Single-family $ bil 123.8 129.5 133.7 140.3 126.0 160.7 241.8 274.6 282.3 
    Change % yr ago 31.6 21.9 18.3 19.7 18.4 27.5 50.5 13.6 2.8 
  Multifamily $ bil 17.4 17.5 18.3 19.9 17.4 22.7 29.3 33.0 35.4 
    Change % yr ago -46.3 -33.8 -14.3 20.6 -40.8 30.3 29.0 12.5 7.4 
Private nonresidential $ bil 296.9 296.2 297.3 307.0 297.9 314.2 345.8 379.0 404.1 
  Change % yr ago -24.7 -17.6 -8.6 1.9 -19.4 5.5 10.0 9.6 6.6 
  Office $ bil 28.5 28.5 28.5 28.6 28.7 30.0 35.5 40.1 42.7 
    Change % yr ago -34.3 -25.4 -12.8 -2.0 -29.5 4.5 18.5 13.0 6.3 
  Commercial $ bil 40.6 40.4 41.0 41.5 40.8 43.2 49.3 53.2 55.4 
    Change % yr ago -30.1 -18.4 -7.2 0.5 -25.1 5.7 14.2 7.8 4.2 
  Manufacturing $ bil 52.8 52.8 53.8 61.6 53.7 64.7 75.3 89.1 98.2 
    Change % yr ago -36.1 -27.4 -14.4 11.1 -28.0 20.5 16.4 18.3 10.3 
  Lodging $ bil 12.8 13.0 13.6 15.5 13.1 17.0 20.9 25.3 29.6 
    Change % yr ago -55.5 -43.7 -26.5 19.5 -47.7 29.4 23.1 21.3 16.9 
  Educational $ bil 14.8 14.8 14.9 15.1 14.9 15.3 16.1 17.0 17.9 
    Change % yr ago -14.5 -9.8 -0.1 1.6 -10.7 3.0 5.0 5.7 5.5 
  Healthcare $ bil 31.2 31.2 31.3 31.6 31.4 32.4 35.1 38.4 40.9 
    Change % yr ago -20.1 -15.0 -7.1 -1.1 -14.9 3.0 8.4 9.5 6.4 
  Infrastructure $ bil 102.7 102.2 100.8 99.7 102.1 98.2 98.8 99.6 101.6 
    Change % yr ago -5.4 -5.6 -4.4 -3.0 -3.4 -3.9 0.7 0.7 2.0 
  Other $ bil 11.2 11.1 11.2 11.2 11.2 11.4 12.6 14.2 15.7 
    Change % yr ago -25.3 -16.7 -4.1 -1.0 -20.4 1.7 10.7 12.5 11.1 
Public $ bil 163.2 164.8 166.4 168.0 164.0 170.6 177.5 184.6 192.1 
  Change % yr ago -9.6 -7.7 -0.2 3.9 -6.0 4.0 4.0 4.0 4.1 

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 09Q2 09Q3 09Q4 10Q1 2005 2006 2007 2008 2009
Consumer Prices 
GDP chain price deflator 2005=100 109.7 109.8 109.9 110.2 100.0 103.3 106.2 108.5 109.7 
   Change %AR -0.0 0.4 0.5 1.0 3.3 3.3 2.9 2.1 1.2 
Consumer price index 1982=100 213.5 215.4 216.8 217.6 195.3 201.6 207.3 215.2 214.5 
  Change %AR 1.9 3.7 2.6 1.5 3.4 3.2 2.9 3.8 -0.3 
  Less food & energy 1982=100 218.9 219.8 220.6 220.6 200.9 205.9 210.7 215.6 219.2 
  Change %AR 2.3 1.5 1.5 -0.0 2.1 2.5 2.3 2.3 1.7 
   Shelter 1982=100 249.6 249.6 249.3 247.9 224.4 232.1 240.6 246.7 249.4 
      Change %AR 1.0 -0.0 -0.3 -2.2 2.5 3.4 3.6 2.5 1.1 
   Food 1982=100 218.0 217.3 217.5 218.6 190.7 195.2 202.9 214.1 218.0 
      Change %AR -1.5 -1.3 0.4 2.0 2.5 2.3 4.0 5.5 1.8 
     Food away from home 1982=100 223.0 223.7 224.5 225.0 193.4 199.4 206.7 215.8 223.3 
      Change %AR 2.2 1.2 1.6 0.8 3.2 3.1 3.6 4.4 3.5 
    Medical care 1982=100 374.3 377.0 380.0 384.5 323.2 336.2 351.1 364.1 375.6 
      Change %AR 3.5 2.9 3.2 4.8 4.2 4.0 4.4 3.7 3.2 

Producer Prices 
All commodities 1982=100 171.3 173.9 176.9 182.1 157.4 164.8 172.7 189.6 172.9 
  Change %AR 4.3 6.0 7.2 12.2 7.3 4.7 4.8 9.8 -8.8 
Finished goods 1982=100 171.6 173.0 175.6 179.5 155.8 160.3 166.6 177.2 172.7 
  Change %AR 2.5 3.2 6.2 9.2 4.9 2.9 3.9 6.4 -2.5 
Intermediate goods 1982=100 169.8 172.3 175.8 180.9 153.9 163.8 170.3 187.9 172.1 
  Change %AR -1.5 6.2 8.2 12.2 8.0 6.4 3.9 10.3 -8.4 
Crude goods 1982=100 169.4 173.9 192.4 211.4 182.3 185.0 206.9 251.0 174.9 
  Change %AR 14.1 11.2 49.6 45.8 14.6 1.4 11.8 21.4 -30.3 
Industrial commodities 1982=100 172.6 176.4 179.4 184.6 160.2 168.8 175.1 192.3 174.9 
  Change %AR 3.9 9.1 7.1 12.1 8.6 5.4 3.8 9.8 -9.1 
Ind. commodities ex energy 1982=100 175.0 176.4 178.2 181.2 158.2 166.1 170.9 181.0 176.5 
  Change %AR -2.6 3.2 4.1 6.7 4.4 5.0 2.9 6.0 -2.5 
Iron & steel 1982=100 169.7 186.3 194.4 211.5 171.1 186.5 201.1 246.4 184.0 
  Change %AR -30.1 45.1 18.5 40.3 5.4 9.0 7.8 22.6 -25.3 
Lumber & wood products 1982=100 181.0 183.2 183.5 189.9 196.4 194.4 192.4 191.3 182.8 
  Change %AR -5.4 5.0 0.8 14.5 0.4 -1.1 -1.0 -0.6 -4.5 
Construction equipment 1982=100 191.5 190.8 190.6 190.9 168.3 175.4 179.6 185.4 191.0 
  Change %AR 0.7 -1.5 -0.3 0.6 6.2 4.3 2.4 3.2 3.0 
Transportation equipment 1982=100 162.1 161.1 163.1 163.5 151.0 152.6 155.1 158.6 162.2 
  Change %AR -1.1 -2.6 5.2 0.9 1.6 1.1 1.6 2.3 2.3 

Energy Prices
West texas intermediate $/Bbl 59.5 68.2 76.1 78.6 56.5 66.1 72.4 99.6 61.7 
  Change %AR 269.0 72.1 54.7 14.2 36.3 17.1 9.5 37.6 -38.0 
PPI - energy 1982=100 154.0 165.1 171.6 182.8 156.4 166.7 177.6 214.6 158.7 
  Change %AR 30.4 32.0 16.7 29.0 23.2 6.6 6.5 20.8 -26.0 
PPI - coal 1982=100 183.9 180.5 181.1 183.9 116.8 126.6 130.8 161.7 182.5 
  Change %AR -1.0 -7.1 1.2 6.3 7.0 8.4 3.3 23.7 12.8 
PPI - electric power 1982=100 179.9 185.0 177.4 177.5 150.1 162.0 167.3 175.6 180.1 
  Change %AR 4.3 11.8 -15.4 0.2 4.8 7.9 3.3 5.0 2.5 
PPI - refined petrol. products 1982=100 169.3 193.2 202.3 216.9 165.0 193.2 214.2 271.7 175.5 
  Change %AR 131.0 69.7 20.1 32.1 37.6 17.1 10.9 26.8 -35.4 
PPI - utility natural gas 1982=100 196.8 194.5 200.5 210.0 227.9 230.8 228.0 255.5 204.5 
  Change %AR -42.8 -4.7 12.9 20.4 20.4 1.2 -1.2 12.1 -19.9 

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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Units 10Q2 10Q3 10Q4 11Q1 2010 2011 2012 2013 2014
Consumer Prices 
GDP chain price deflator 2005=100 110.7 110.8 110.8 110.9 110.6 111.5 113.4 115.5 117.3 
   Change %AR 1.8 0.4 0.1 0.5 0.8 0.8 1.7 1.9 1.5 
Consumer price index 1982=100 218.0 218.7 219.5 220.7 218.5 223.0 229.9 236.3 241.7 
  Change %AR 0.8 1.2 1.6 2.1 1.8 2.1 3.1 2.8 2.3 
  Less food & energy 1982=100 220.8 221.2 221.7 222.5 221.1 224.7 231.9 238.7 244.2 
  Change %AR 0.5 0.7 0.9 1.4 0.8 1.6 3.2 2.9 2.3 
   Shelter 1982=100 247.7 247.4 247.1 246.9 247.5 247.0 248.8 252.9 257.5 
      Change %AR -0.5 -0.4 -0.4 -0.3 -0.7 -0.2 0.7 1.6 1.8 
   Food 1982=100 219.5 220.4 221.4 222.4 220.0 223.9 228.0 232.1 236.1 
      Change %AR 1.6 1.7 1.8 1.8 0.9 1.8 1.8 1.8 1.7 
     Food away from home 1982=100 225.9 226.9 227.9 228.9 226.4 230.5 234.6 238.9 243.0 
      Change %AR 1.6 1.7 1.8 1.8 1.4 1.8 1.8 1.8 1.7 
    Medical care 1982=100 389.2 393.8 398.3 402.9 391.5 409.4 427.1 444.7 462.0 
      Change %AR 5.0 4.8 4.7 4.6 4.2 4.6 4.3 4.1 3.9 

Producer Prices 
All commodities 1982=100 182.9 182.9 183.0 183.9 182.7 185.6 190.4 194.1 197.5 
  Change %AR 1.8 0.0 0.3 2.0 5.7 1.6 2.6 1.9 1.8 
Finished goods 1982=100 178.6 179.8 180.7 182.1 179.7 184.1 189.4 194.0 197.8 
  Change %AR -2.0 2.7 1.9 3.2 4.0 2.4 2.9 2.4 2.0 
Intermediate goods 1982=100 182.3 183.2 183.6 184.1 182.5 185.4 190.4 195.1 198.7 
  Change %AR 3.2 2.0 0.8 1.0 6.1 1.6 2.7 2.4 1.8 
Crude goods 1982=100 201.2 206.1 208.9 214.8 206.9 222.5 238.8 247.5 251.6 
  Change %AR -18.0 10.1 5.6 11.8 18.3 7.6 7.3 3.6 1.7 
Industrial commodities 1982=100 185.2 185.6 186.0 187.0 185.3 188.8 193.8 197.5 201.1 
  Change %AR 1.2 0.8 0.9 2.2 6.0 1.8 2.6 1.9 1.8 
Ind. commodities ex energy 1982=100 182.3 183.4 184.4 185.7 182.8 188.1 194.4 198.8 203.6 
  Change %AR 2.6 2.4 2.2 2.7 3.6 2.9 3.3 2.3 2.4 
Iron & steel 1982=100 212.7 214.3 215.7 217.6 213.6 220.5 229.0 236.4 243.8 
  Change %AR 2.3 3.0 2.5 3.5 16.1 3.2 3.9 3.2 3.1 
Lumber & wood products 1982=100 191.1 191.6 192.0 193.0 191.1 195.4 202.6 207.8 211.4 
  Change %AR 2.5 1.1 0.9 2.2 4.6 2.2 3.7 2.6 1.7 
Construction equipment 1982=100 191.8 192.3 192.8 193.3 191.9 194.8 199.3 203.8 207.8 
  Change %AR 2.0 1.1 0.9 1.1 0.5 1.5 2.3 2.3 2.0 
Transportation equipment 1982=100 164.8 164.8 165.2 165.5 164.6 166.4 169.8 173.7 177.2 
  Change %AR 3.3 -0.1 1.1 0.8 1.4 1.1 2.0 2.3 2.0 

Energy Prices
West texas intermediate $/Bbl 78.1 79.5 81.8 84.3 79.5 87.3 89.4 90.2 92.3 
  Change %AR -2.5 7.0 12.5 12.5 28.9 9.8 2.4 0.9 2.4 
PPI - energy 1982=100 180.9 182.1 182.7 186.2 182.1 190.3 199.1 202.3 205.8 
  Change %AR -4.1 2.6 1.3 8.0 14.8 4.5 4.6 1.6 1.7 
PPI - coal 1982=100 181.9 183.1 183.7 187.3 183.2 191.4 200.3 203.5 207.0 
  Change %AR -4.1 2.6 1.3 8.0 0.4 4.5 4.6 1.6 1.7 
PPI - electric power 1982=100 179.5 185.1 177.4 179.1 179.9 182.5 185.2 187.3 189.4 
  Change %AR 4.6 13.2 -15.7 4.0 -0.1 1.5 1.4 1.1 1.2 
PPI - refined petrol. products 1982=100 212.0 214.8 216.6 224.6 215.1 232.1 247.7 252.6 258.2 
  Change %AR -8.7 5.5 3.3 15.5 22.5 7.9 6.7 2.0 2.2 
PPI - utility natural gas 1982=100 206.3 209.8 212.9 217.8 209.8 219.5 227.4 234.4 241.6 
  Change %AR -6.9 6.9 6.0 9.5 2.6 4.7 3.6 3.1 3.1 

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 



56� MOODY’S ANALYTICS   /   Précis U.S. Macro   /   June 2010

U.S. FORECAST DETAIL TABLES  ��   Producers

Units 09Q2 09Q3 09Q4 10Q1 2005 2006 2007 2008 2009
Industrial Production
 All industries 1997=100 96.4 97.9 99.5 101.4 107.2 109.7 111.3 108.8 98.2
  Change % yr ago -12.9 -9.4 -4.7 2.3 3.3 2.3 1.5 -2.2 -9.7
     Manufacturing 1997=100 96.2 98.3 99.6 101.4 109.1 112.1 113.8 110.3 98.1
       Change % yr ago -14.6 -10.6 -4.6 3.2 4.2 2.7 1.5 -3.1 -11.1
         Nondurables 1997=100 97.1 98.0 99.2 100.3 104.8 105.7 106.7 103.6 97.8
            Change % yr ago -8.0 -4.5 -0.8 3.3 2.8 0.8 1.0 -2.9 -5.6
         Durables 1997=100 94.1 97.4 98.9 101.3 112.8 117.8 120.2 116.3 97.2
            Change % yr ago -21.0 -16.5 -8.5 3.0 5.5 4.4 2.1 -3.3 -16.4
         Motor vehicles & parts 1997=100 52.8 64.5 68.1 70.2 103.9 100.2 97.4 83.3 60.0
            Change % yr ago -37.7 -21.9 -7.3 28.6 0.2 -3.6 -2.8 -14.5 -28.0

Capacity utilization % 65.5 67.2 68.4 69.8 78.3 79.2 78.9 75.0 66.9

Agriculture
Prices received by farmers
   All farm products 90-92=100 130.7 127.3 134.7 138.0 115.9 116.0 136.9 149.0 130.8
       Change % yr ago -13.8 -18.6 -5.4 5.9 -2.8 0.1 18.0 8.8 -12.2
      All crops 90-92=100 152.0 145.0 150.3 150.7 111.8 119.8 143.0 168.1 149.7
             Change % yr ago -12.8 -18.4 -4.7 -0.4 -4.3 7.2 19.3 17.5 -11.0
      Livestock and products 90-92=100 112.0 109.7 114.7 124.3 120.0 112.5 131.8 130.6 111.7
             Change % yr ago -15.6 -19.4 -7.0 12.7 -1.4 -6.2 17.2 -0.9 -14.5

PPI farm products 1982=100 138.9 129.5 136.7 145.6 118.5 117.0 143.4 161.3 134.6
  Change % yr ago -18.7 -22.7 -2.9 9.2 -3.9 -1.2 22.5 12.5 -16.6

Productivity and Costs
Compensation per hour 1992=100 185.9 185.7 184.8 185.5 162.8 169.0 176.1 181.5 184.7
  Change % yr ago 3.4 1.8 0.2 1.6 4.0 3.8 4.2 3.1 1.8
Output per hour 1992=100 147.0 149.8 152.1 153.2 136.2 137.5 140.1 142.9 148.3
  Change % yr ago 2.9 4.6 5.6 6.1 1.7 1.0 1.8 2.1 3.7
Unit labor costs 1992=100 126.4 124.0 121.5 121.1 119.5 122.9 125.7 126.9 124.6
  Change % yr ago 0.5 -2.7 -5.1 -4.2 2.3 2.8 2.3 1.0 -1.9

Private industry wages & salaries 1989=100 110.1 110.5 111.0 111.4 99.2 102.0 105.5 108.7 110.3
  Change % yr ago 1.6 1.3 1.3 1.5 2.5 2.9 3.4 3.0 1.5
Compensation-civilian workers 1989=100 110.3 110.7 111.1 111.8 99.0 102.1 105.5 108.7 110.5
  Change % yr ago 1.8 1.5 1.5 1.7 3.2 3.1 3.4 3.0 1.7

Corporate Profits
Profits with IVA & CCA $ bil 1,226.5 1,358.9 1,467.6 1,549.0 1,456.1 1,608.3 1,541.7 1,360.4 1,308.9
  Change % yr ago -12.6 -6.6 30.6 31.0 16.8 10.5 -4.1 -11.8 -3.8
IV & CC adjustments $ bil -110.5 -136.0 -164.4 -263.9 -184.1 -214.4 -232.7 -102.3 -118.7
After-tax profits $ bil 1,031.1 1,173.9 1,270.1 1,393.3 1,227.8 1,349.4 1,322.8 1,170.6 1,112.8
  Change % yr ago -19.2 -7.7 51.8 42.7 33.0 9.9 -2.0 -11.5 -4.9

Cash flow $ bil 1,271.3 1,428.6 1,460.6 1,537.8 1,528.2 1,357.8 1,276.8 1,251.3 1,333.7
  Change % yr ago -7.7 4.3 55.2 30.9 49.9 -11.2 -6.0 -2.0 6.6

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 



MOODY’S ANALYTICS   /   Précis U.S. Macro   /   June 2010� 57

U.S. FORECAST DETAIL TABLES  ��   Producers

Units 10Q2 10Q3 10Q4 11Q1 2010 2011 2012 2013 2014
Industrial Production
 All industries 1997=100 101.8 102.7 103.7 104.9 102.4 106.6 110.5 112.5 113.7
  Change % yr ago 5.6 4.9 4.2 3.5 4.2 4.1 3.7 1.8 1.0
     Manufacturing 1997=100 101.7 102.7 103.8 105.1 102.4 106.9 111.0 113.0 114.2
       Change % yr ago 5.7 4.5 4.2 3.7 4.4 4.4 3.9 1.8 1.1
         Nondurables 1997=100 100.5 100.8 101.2 101.7 100.7 102.7 104.9 106.2 107.6
            Change % yr ago 3.5 2.9 2.0 1.5 2.9 1.9 2.2 1.3 1.3
         Durables 1997=100 101.7 103.2 104.7 106.4 102.7 108.2 112.3 114.4 115.6
            Change % yr ago 8.1 6.0 5.9 5.1 5.7 5.3 3.8 1.9 1.0
         Motor vehicles & parts 1997=100 71.9 73.9 76.4 78.8 73.1 81.4 87.1 90.9 93.8
            Change % yr ago 36.1 14.5 12.3 12.2 21.8 11.3 7.1 4.3 3.1

Capacity utilization % 69.9 70.5 71.1 71.9 70.3 72.8 74.7 74.7 74.1

Agriculture
Prices received by farmers
   All farm products 90-92=100 138.4 139.2 140.6 141.1 139.1 142.4 146.6 151.2 154.3
       Change % yr ago 5.9 9.3 4.4 2.3 6.3 2.4 3.0 3.1 2.1
      All crops 90-92=100 151.1 152.1 153.9 154.5 151.9 155.8 160.5 165.4 168.8
             Change % yr ago -0.6 4.9 2.4 2.5 1.5 2.6 3.0 3.1 2.0
      Livestock and products 90-92=100 124.7 125.2 126.2 126.7 125.1 127.8 131.6 135.6 138.4
             Change % yr ago 11.3 14.2 10.1 1.9 12.0 2.1 3.0 3.1 2.0

PPI farm products 1982=100 149.4 146.7 145.3 147.7 146.7 150.0 154.9 159.1 161.9
  Change % yr ago 7.6 13.3 6.2 1.5 9.0 2.2 3.3 2.7 1.8

Productivity and Costs
Compensation per hour 1992=100 187.0 188.5 189.8 190.9 187.7 192.3 194.9 197.6 200.3
  Change % yr ago 0.6 1.5 2.7 2.9 1.6 2.5 1.4 1.3 1.4
Output per hour 1992=100 154.0 154.0 154.1 154.5 153.8 155.2 157.5 160.8 164.6
  Change % yr ago 4.7 2.8 1.3 0.9 3.7 0.9 1.5 2.1 2.3
Unit labor costs 1992=100 121.5 122.4 123.1 123.6 122.0 123.9 123.8 122.9 121.7
  Change % yr ago -3.9 -1.3 1.3 2.0 -2.1 1.5 -0.1 -0.8 -0.9

Private industry wages & salaries 1989=100 111.8 112.2 112.7 113.3 112.0 114.2 116.6 118.8 121.4
  Change % yr ago 1.5 1.5 1.5 1.7 1.5 2.0 2.1 1.9 2.2
Compensation-civilian workers 1989=100 112.4 113.2 114.1 115.1 112.9 116.5 120.3 123.3 126.5
  Change % yr ago 1.9 2.3 2.7 2.9 2.2 3.2 3.2 2.5 2.6

Corporate Profits
Profits with IVA & CCA $ bil 1,572.8 1,565.7 1,555.8 1,568.1 1,560.8 1,642.4 1,871.2 2,011.3 2,106.4
  Change % yr ago 28.2 15.2 6.0 1.2 19.2 5.2 13.9 7.5 4.7
IV & CC adjustments $ bil -262.4 -249.6 -247.0 -238.3 -255.7 -234.1 -237.0 -239.5 -240.4
After-tax profits $ bil 1,411.7 1,396.3 1,386.7 1,388.6 1,397.0 1,442.2 1,622.1 1,732.8 1,806.7
  Change % yr ago 36.9 18.9 9.2 -0.3 25.5 3.2 12.5 6.8 4.3

Cash flow $ bil 1,549.1 1,559.1 1,568.5 1,577.3 1,553.6 1,591.3 1,636.1 1,694.7 1,765.6
  Change % yr ago 21.9 9.1 7.4 2.6 16.5 2.4 2.8 3.6 4.2

Units: ths = thousands; mil = millions; bil =  billions; tril = trillions; % = percent change; %AR = percent annualized rate;  SAAR = seasonally adjusted annualized rate;  
CW = chain-weighted; 05 $ bil = billions of 2005 dollars; 
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U.S. Economic Indicators
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PR
ÉC

IS U
.S. M

A
C

RO
   /   JU

N
E 2010

Copyright © 2010, Moody’s Analytics, Inc. All Rights Reserved.

CONTACT US 
For further information contact us at a location below:

Email us: help@economy.com
Or visit us: www.economy.com

U.S./CANADA
+1.866.275.3266

EUROPE
+44 (0) 20.7772.1646

ASIA/PACIFIC
+61 2 9270 8111

OTHER LOCATIONS
+1 610.235.5299


