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SOURCES: Blue Chip panel of economists, March 10, 2010.

Actual

Q4 2009 H1 2010

Total GDP growth 5.9 2.9

PCE contribution 1.2 0.7

Inventory contribution 3.9 0.2

Net Exports contribution 0.3 -0.1

GROWTH IN THE FOURTH QUARTER APPEARS TO HAVE BEEN QUITE STRONGðPUSHED 

HIGHER PRIMARILY FROM A LEVELING OFF OF INVENTORY REDUCTIONS.

Slowing in inventory liquidation
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INVENTORIES APPEAR TO BE APPROACHING ñNORMALò 

LEVELS RELATIVE TO CURRENT SALES.
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HOWEVER, RETAIL INVENTORIES SEEM UNUSUALLY 

LEANðMANUFACTURING STOCKS ARE STILL ELEVATED.
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REAL FINAL SALES (GDP LESS INVENTORIES) HAS SHOWED MUCH 

MORE MODEST GROWTH.  SPENDING IN THE U.S. ACTUALLY 

MODERATED LAST QUARTER.
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January 2010

HOME SALES HAVE SLOWED OVER THE PAST THREE MONTHS AND 

THE STOCK OF UNSOLD HOMES IS RISING AGAIN.
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THE PENDING HOME SALES CONFIRMS A SHARP SLOWING 

IN SALES ACTIVITY OVE THE NEAR-TERM.
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WHY BOTHER WITH A FORECAST?

ÅMost forecasts can beat a coin flip.

ÅI canôt beat the consensus (and neither 

can anyone else.)

ÅForecasts are useful for risk 

assessment.

ÅForecasts are useful as a means for 

evaluating policy options.
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SO WHAT ARE THE RISKS?

ÅRisk 1: History beats economics (+)

ÅRisk 2: The housing correction still has a way 

to go (-)

ÅRisk 3: Business Investment languishes (-)

ÅRisk 4: Foreign economies continue to 

struggle.

ÅRisk 5: Fiscal and other imbalances including 

state and local governments(-)



10

-8

-6

-4

-2

0

2

4

6

8

Q1-07 Q3-07 Q1-08 Q3-08 Q1-09 Q3-09 Q1-10 Q3-10 Q1-11 Q3-11

Annualized quarterly percent change

Blue Chip GDP Forecast

SOURCES: Blue Chip panel of economists, March 10, 2010.

ForecastActual

ñECONOMICò MODELS, HOWEVER, POINT TO A BREAK 

FROM OUR STATISTICAL HISTORY

Statistical model projection
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--- top ten
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THIS WOULD BE A HUGE BREAK FROM HISTORICAL 

EXPERIENCE.



*assumes recession ended in July 2009
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12Source: Bureau of Economic Analysis

REAL INCOMES HAVE BEEN HELD UP BY TRANSFERS, BUT REAL 

LABOR INCOME, THOUGH IMPROVING, WAS STILL DOWN YEAR-OVER-

YEAR IN JANUARY.



*assumes recession ended in July 2009
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AFTER RISING ABOVE 6% LAST YEAR, THE HOUSEHOLD SAVING RATE 

HAS FALLEN BACK UNDER 4% AS CONSUMER SPENDING HAS 

GROWN.



14

-$25

-$15

-$5

$5

$15

$25

Jan-04 Jul-04 Jan-05 Jul-05 Jan-06 Jul-06 Jan-07 Jul-07 Jan-08 Jul-08 Jan-09 Jul-09 Jan-10

Billions

Consumer Credit - Monthly Change 
SA, through January 2010

Nonrevolving Revolving

Source: Federal Reserve Board

Monthly Changes on Left Axis

*assumes recession ended in July 2009

YET CONSUMER CREDIT EXTENTIONS WERE STILL 

DECLINING IN DECEMBER AND WE SOFT IN JANUARY.
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RISK 2: BUSINESS SPENDING ON CAPITAL GOODS, WHICH HAD 

BEEN SHOWING SIGNS OF IMPROVEMENT HAS BEEN FLAT 

OVER THE PAST TWO MONTHS.
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PURCHASING MANAGERS AT MANUFACTURING ESTABLISHMENTS ARE 

REPORTING GOOD ACTIVITYðAND ORDERSðFOR FEBRUARY.

Source: Institute for Supply Management 16
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RISK 3: HOME PRICES, WHICH STABILIZED EARLY LAST YEAR, HAVE 

RECENTLY TILTED DOWNWARD AGAIN.
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RISK 4: GROWTH IS EXPECTED ABROAD AS WELL, BUT AT AN EVEN 

MORE SUBDUED PACE THAN WHAT IS EXPECTED FOR THE U.S. 
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RISK 5: STATE BUDGET PROBLEMS REMAIN A MAJOR RISK TO THE 

ECONOMIC OUTLOOK IN 2010-2011.



ωTo date state budgets which tend to rely on income and sales 
taxes have suffered collapsing revenue and (to a lesser extent) 
increasing service demands -especially Medicaid.

ωLocal property taxes have held up better because of 
assessments lags and more flexible millage rates but local 
governments have greater service demands, less state aid and 
shrinking property digests.
ς -Rockefeller Institute of Government

ωStates had to close a collective $145 billion gap in the 2009-10 
budgets.  States budget officers currently project an 
additional shortfall of $28.2 billion for 2010-11. 
ς -National Conference of State Legislatures

THIS STUFF I THINK YOU KNOW BETTER THAN ME.



ÅDespite this, budget cuts and tax increases have been mitigate by 
the ARRA (stimulus) which provided $60B and $73B in 2009 and 
2010 but falls to $30B for 2011 on.  Increase Medicaid match rates 
are scheduled to end this year.

-CEA, CBO.

ÅCalifornia, which has the lowest credit score of any US state 
(BBB,Baa1,A-), pays a risk premium on its debt between that of 
Spain and Greece.

-FRBA calculation

ÅState reserves are largely depleted and public employee pension 
are heavily underfunded suggesting that state and local budgets will 
be especially lean in coming years as these balances are re-built.

AND THIS STUFF TOOðBUT I WOULD LOVE TO HEAR YOUR THOUGHTS 

ON THIS ISSUE.
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Industry Jan Feb

Mfg 20 1

Const. -77 -64

Retail 41.8 -0.4

Prof & bus

(Incl. temps)
30 51

Edu & Health

23 32

Leisure & 

Hosp 0 7

Gov 7 -18

JOBS REDUCTIONS HAVE IMPROVED, BUT òGROWTHó 

IS STILL NOT IN THE PICTURE.
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THERE HAS BEEN A NOTABLE RISE IN THE HIRING OF TEMPORARY 

WORKERSðPERHAPS A SIGN OF IMPROVING LABOR DEMAND AMID 

UNCERTAINTY ABOUT THE SUSTAINABILITY OF THE EXPANSION
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ADDING THE INVOLUNTARY PART-TIMERS AND DISCOURAGED 

WORKERS TO OFFICIALLY UNEMPLOYED WORKERS RAISES THE 

RATE OF JOBLESSNESS TO NEAR 17 PERCENT.
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THE AVERAGE WORKWEEK, WHILE IMPROVING, REMAINS WELL 

UNDER PRE-RECESSION LEVELS.
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THE PROPORTION OF WORKERS WHO HAVE EXHAUSTED THEIR UNEMPLOYMENT 

COMPENSATION, AND ARE NOW ON EXTENDED BENEFITS, HAS GROWN SHARPLY. 
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These are in your old 
economics textbook

¢ƘŜǎŜ ǘƘƛƴƎǎ ŀǊŜƴΩǘ

Tools of Fed policy



The Fedôs balancesheet remains elevated as MBS 

purchases wind down.
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THIS GROWTH WAS òFUNDEDó BY EXPANDING 

RESERVES.
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THE PRIMARY CREDIT RATE WAS RAISED BY 25 BPS ON FEB. 18, INCREASING 

ITS SPREAD WITH THE FUNDS RATE TO 50 BPS.  AT THE SAME TIME, THE 

MATURITY ON DISCOUNT WINDOW LOANS WAS SHORTENED TO OVERNIGHT.

31



Tool
Impact on 

Reserves

Impact on 

Balance Sheet
Status

Discount Window -- --
Raised spread by 25 bps, shortened term 

to overnight

Liquidity Facilities -- --
TALF last one open. Most closed on 2/1.

Last TAF on 3/8.

Interest on Reserves -- --
Ready to go.  Rate Could become 

operating target.

Reverse Repos Shrink Nil

For Treasuries & Agency debt has been 

tested and is available.  For MBS currently 

developing.

Term Deposits Shrink Nil
Currently developing. Plan to test auctions 

in the spring.

Asset Sales Shrink Shrink Not anticipated in the near term.

Assets Mature Shrink Shrink This is a passive strategy
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THE SYSTEM CONTINUES TO READY ITS POLICIES IN ANTICIPATION 

OF AN ñEVENTUALò NEED TO  EXIT 
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ÅñThe sequencing of steps and the combination of tools that the Federal Reserve uses 

as it exits from its currently very accommodative policy stance will depend on 

economic and financial developments.ò

ÅñI currently do not anticipate that the Federal Reserve will sell any of its security 

holdings in the near term, at least until after policy tightening has gotten under way 

and the economy is clearly in a sustainable recovery.ò

Åñéto help reduce the size of our balance sheet and the quantity of reserves, we are 

allowing agency debt and MBS to run off as they mature or are prepaid.ò

ÅñIn the long run, the Federal Reserve anticipates that its balance sheet will shrink 

toward more historically normal levels and that most or all of its security holdings 

will be Treasury securities.ò

ÅñAs a result of the very large volume of reserves in the banking system, the level of 

activity and liquidity in the federal funds market has declined considerably, raising 

the possibility that the federal funds rate could for a time become a less reliable 

indicator than usual of conditions in short-term money markets.ò

Chairman Bernankeôs Articulation of Exit Strategy

Source: Ben Bernanke, February 10, 2010 33



ECONOMISTS SEE LONGER-TERM INFLATION IN THE 1% to 3% 

RANGEðBUT THERE ARE SKEPTICS ON EITHER SIDE OF THIS RANGE.
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