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GDP/Consumption: The Big Picture



GDP: Past Present and Future

Real GDP Component Tracking Estimate and Forecast

Tracking estimate Forecast
Change in GDP Component (annualized %
change) Q3 (actual) Q4 Q1
. 1.8 2.6 2.3
Consumption
. 14.4 0.7 1.1
Business Structures
16.2 -1.5 9.3
Business Equip. & Soft.
1.2 1. .
Residential Investment 3 8.8
-2 +29 -11
Change in Inventories (billions $) 2) (+29) -11)
-0.1 0.0 -1.3
Government
4.7 6.8 3.8
Exports
1.2 2.9 2.4
Imports
Annualized Real GDP Growth 1.8 3.3 2.0

Source: Bureau of Economic Analysis and Macroeconomic Advisers



Consumption

Real Quarterly Personal Consumption Expenditures

Real Disposable Personal Income
Percent change annualized rate, SA

10

———real disposable personal income =—real personal consumption expenditures

-10

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Actual data through Q3 2011

* . :
Q4 projected using November levels December retail sales (% annualized)
1.0 4.7 6.5

Total retail sales

Core sales (ex. autos, building materials, gasoline) -3.9 1.6 4.9

Motor vehicles and parts 19.3 15.8 8.8

Source: Bureau of Economic Analysis, Census Bureau 4



Retall Sales
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Savings and Consumer Confidence

University of Michigan Consumer Sentiment Personal Savings Rate

Index Value, Q166=100 As a percentage of disposable income
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Sources: University of Michigan, Bureau of Economic Analysis



What’s Holding Us Back?



Housing

U.S. CorelLogice Home Price Index
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Note: January 2000 = 100 through November
Source: CorelLogic®




Uncertainty?

Figure 1. Policy Uncertainty and

Small Business Hiring Plans
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Source: Mark Schweitzer and Scott Shane., Federal Reserve Bank of Cleveland



A Challenging Labor Market
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Unemployment - The Rate

Unemployment Rates

percent November 2011
20
18 Unemployed + Marginally Attached +

Part-time for Economic Reasons Rate
16 November 2011 = 15.6%
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Civilian Unemployment Rate
November 2011 = 8.6%
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Source: U.S. Bureau of Labor Statistics
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Employment - The Jobs

Monthly Change in Payrolls

thousands, SA
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Source: U.S. Bureau of Labor Statistics 12



Payroll Employment & Unemployment Rate
December 2011 percent
monthly change, thousands
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Source: U.S. Bureau of Labor Statistics



Part-Time for Economic Reasons
Indexed to Start of Recession=1
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Beveridge Curve
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Unemployment and Labor Force Participation Rates
percent, monthly, SA
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Participation Rate (right axis) Unemployment Rate (left axis)
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2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Labor Force Participation Rate (Percent) Unemployment Rate (Percent)
Dec. 2007 Dec. 2011 % point Dec. Dec. % point
change 2010 2011 change
Men (16+ yrs) 10.0 8.7 -1.3
Men (16+ yrs) 73.1 70.5 -2.6
Women (16+ 8.6 8.3 -0.3
Women (16+ yrs) 59.4 57.8 -1.6 yrs)
< High school 46.4 26.7 +0.3 < High School 15.1 13.8 -1.3
High School Grad 62.6 59.8 2.8 el Selire] 9.8 e —d
Grad
< Bachelor’s 72.2 69.1 -3.1 < Bachelor’s 8.2 7.7 -0.5
Bachelor’s + 78.0 76.0 -2.0 Bachelor’s + 4.8 4.1 -0.7

Source: U.S. Bureau of Labor Statistics
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lable 1

NET CHANGE IN EMPLOYMENT FROM JANUARY 2010
TO AUGUST 2011

Mer change Percent change

Tesal Employment (age 16 and alder) 1,116,000 0.8%
By kel of educasional assyinment (age 25 and older)

Less than high school diploma =i546,000 0. 7%

High school graduate, no college ~576,000 =1.7%

Some college or associate’s degres 345,000 1.0%

Bachelor's degree and higher 1,103,000 2.5%
By pender (age 16 and older)

hen 1,514,000 2. 1%

Women =314,000 “0.5%
By age

Apes 16-24 281,000 1.7

Ages 2554 -512,000 -0.5%

Age 55 and older 1,430,000 5.2%

Source: Household aurvey (CPS, BLS)

Source: Avseaul Sahin and Jonathon Willis, Federal Reserve Bank of Kansas City



Closer to Home...

District Unemployment Rates
Percent of labor force, December 2011
14

12

10 m~

\

[ep)

0

Jan-07 May-07 Sep-07 Jan-08 May-08 Sep-08 Jan-09 May-09 Sep-09 Jan-10 May-10 Sep-10 Jan-11 May-11 Sep-11

——AL (8.1%) FL (9.9%)  ===GA (9.7%) =LA (6.8%)  =—=MS (10.4%) =——TN (8.7%) ====U.S. (8.5%)
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Total Nonfarm Employment Levels, Normalized
Dec 2007 = 100 December 2011
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Source: U.S. Bureau of Labor Statistics



Sixth District State Employment Momentum

7.0 Quadrant 4: Improving
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Structural or Cyclical?
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Inflation

PCE Price Index

year-over-year % change

5
PCE price index
annualized 1-month |3-month [6-month
%change
Headline -0.5% 0.3% 1.3%
Core 1.0% 0.6% 1.5%
Trimmed-mean 1.2% 1.3% 1.7%
3
FOMCsiStatcONpbjectivE NN [ [ TTTTTTTTTTTITTINTIIURTTT LN TR LT T T A N ™ T T T T TE T ORI T TN NI
1
0
-1
Jan-95 Jan-97 Jan-99 Jan-01 Jan-03 Jan-05 Jan-07 Jan-09 Jan-11

through November
= Headline e Core

Source: Bureau of Economic Analysis, FRB Dallas 22
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More Inflation Indices
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TIPS - Inflation Expectations

Barclays 5-yr/5-yr Forward Breakeven Inflation Rate

percent
December FOMC
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FEDERAL RESERVE BALANCE SHEET - ASSETS

Federal Reserve Assets (Uses of Funds)

3.000 $ billions
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Source: Federal Reserve Board




FEDERAL RESERVE BALANCE SHEET - Liabilities

Federal Reserve Liabilities (Sources of Funds)

$ billions
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Deleveraging
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SA Consumer Credit
Monthly Change and Total Outstanding Billions $

Monthly Changes Nonrevolving HRevolving Total outstandi
otal outstanding

$25 ’—_—A—-——-— $2,500
Consumer Credit

Outstanding
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Source: Federal Reserve Board Through November 2011



Exhibit 29

Real GDP growth is significantly slower in the first 2-3 years
of deleveraging

SOURCE: IMF; McKinzey Global Institute
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Interest Rates and Asset Markets
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Europe: A Risk to the

Outlook.... And to
Financial Stability?




Evolution of the European Debt Crisis

e Banking Crisis -

Debt Crisis Euro-area exposure map, end-2010 (€ bn)
* Ireland, Iceland, GREECE, IRELAND, PORTUGAL, SPAIN

Spain )
STATES
*

4

NON

336

* Fiscal Profligacy BANKS
- Debt Crisis
» Greece & Portugal <
« Contagion B
- Debt Crisis REST OF EURD AREA AND OFFICIAL LENDERS

° |ta|y Source; Bruegel. See Table 2 for explanations,



US Banking System/Regulation

Resolution Authority - FDIC
Lender of Last Resort - Federal Reserve
National Deposit Insurance - FDIC

Bear Stearns, Lehman, Merrill Lynch, Wachovia,
Countrywide, Indy Mac, etc.

~400 banks ‘resolved’ by FDIC so far and 865 on
Problem Bank List

TARP + Public Stress Tests and Capital Adequacy
Review

Dodd-Frank: FSOC, Resolution, Volcker Rule, etc.



European Banking System/Regulation

National Systems for Deposit Insurance &
Supervision

National Champions/Competition Policy

Significant differences in liquidity provision for new
member states

Non-public/Weak Stress Tests
Few Resolutions/Restructurings --- Zombification
National Guarantees



Who Pays?

e US: Monetary Union, Fiscally Independent States with
‘balanced budgets’, Federal Government Overlay

e Europe: Monetary Union, Fiscally Independent
Countries issuing Sovereign Debt, No ‘Federal’
Government

Creditors?
‘Local’ taxpayers?
‘Broad’ Taxpayers?

ECB?



Funding Conditions in Europe
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Financial Contagion?

bps Euro Area Sovereign CDS
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Growth Forecast

Euro Area Real GDP Growth

annualized % change, SA
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Sources: Eurostat, OECD Economic Outlook 43



