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Recent Economic DevelopmentsRecent Economic Developments

• The economy continues to expand, but the pace has slowed in 
recent months. 

• Business spending and corporate profits remain solid, and 
manufacturing continues to lead the recovery. 

• Consumer spending has been weak in the second quarter, and 
the labor market has softened. 

• Looking forward 
– Manufacturing should accelerate as supply chain disruptions end. 

D li i i h ld id li f– Declining energy prices should provide some relief to consumers. 

– But, the weak pace of labor market growth remains a concern. 

• Inflationary pressures from energy are easing but core inflation• Inflationary pressures from energy are easing, but core inflation 
continues to increase. 
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Moderate expansions tend to be rockyp y

Chicago Fed National Activity Index During Expansions
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Businesses continue to expandp

Institute of Supply Management Indices
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Orders and shipments of capital goods
t ti d t th i b i i t tsuggest continued strength in business investment

Nondefense Capital Goods Excluding Aircraft
Billi f d ll (3 th i l t )
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The labor market has softened in recent months

Unemployment and Nonfarm Payroll Employment
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Employment growth has weakened across all sectorsp y g

Change in Nonfarm Employment by Sector in 2011
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Labor productivity growth has made
i il t ib ti isimilar contributions across recoveries

Growth in Nonfarm Business Sector Output in First Two Years of Recovery
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Weak income growth is limiting consumptiong g p

Real Disposable Income and Consumption
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Household mortgage debt is declining, 
b t f lli h i di h h ld itbut falling house prices are eroding household equity

P t
Mortgage Debt and Owner’s Equity

140

160

140

160
Percent

Owner’s equity as percentage of 

80

100

120

80

100

120
q y p g

disposable personal income

40

60

80

40

60

80

Mortgage debt as percentage of 
disposable personal income

0

20

0

20

1970 1974 1978 1982 1986 1990 1994 1998 2002 2006 20101970 1974 1978 1982 1986 1990 1994 1998 2002 2006 2010

(Recessions shaded)
Confidential FR, no disclosure except by 

author's permission



Oil and gasoline prices have moderated since Aprilg p p

Energy PricesDollars per barrel                                                                                                           Dollars per gallon
W t T I t di t N ti l t il i
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Financial conditions are supportive for economic recoverypp y

Kansas City Financial Stress Index
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Despite some moderation in headline inflation,
i fl ti ti t icore inflation continues to rise

PCE Inflation
Percent change from 3 months ago (annual rate)
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Wage inflation remains moderateg

Wage inflation
4

Percent change from year ago

2

3

1

2

Average hourly earnings

Employment cost index – total compensation

0
2007 2008 2009 2010 20112007 2008 2009 2010 2011

Confidential FR, no disclosure except by 
author's permission



Private forecasters expect a sustained 
f d trecovery of moderate pace

Real GDP
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Unemployment is expected to slowly declinep y p y

Unemployment Rate

10

12

10

12

p y

April

July

Percent (quarterly average)

Actual Forecast

Blue Chip Economic Indicators

88

4

6

4

6

0

2

0

2

10Q4 11Q1 11Q2 11Q3 11Q4 2012 Q4

Confidential FR, no disclosure except by 
author's permission



The Large Scale Asset Purchase program concluded June 30g p g

Federal Reserve Banks Balance Sheet Trillions of dollars
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Settings for the Fed’s policy rates
i hi hl d tiremain highly accommodative

Policy Rates
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Corporate profits are near pre‐crisis peaks
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Higher energy prices are deflecting
h iconsumer purchasing power

Retail Sales and PCE Inflation
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Real consumer spending on durable and 
d bl d h d li d tlnondurable goods has declined recently

Real Personal Consumption Expenditures
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The housing sector remains in the doldrumsg

House Prices and Housing Starts
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Residential investment is not contributing to the recoveryg y

Ratio of Nominal Residential Investment to Nominal GDPPercent
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Longer term inflation expectations remain well‐anchoredg p

Expected Price Change
Percent (annual rate)

5

6

5

6
Percent (annual rate)

Next 12 Months

3

4

3

4
Next 5-10 Years
(U. of Michigan)

Next 12 Months
(U. of Michigan)

2

3

2

3

Next 10 Years
(Survey of Professional Forecasters)

0

1

0

1
(Survey of Professional Forecasters)

2007 2008 2009 2010 2011

Confidential FR, no disclosure except by 
author's permission



Producer costs have moderated, but remain at elevated levels,

ISM Prices PaidIndex, 3-month moving average
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