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Table1: Economic Indicators 

* BBVA US ERD interpretation for the restrictive stance of monetary policy: ▲ more, ▼ less, ◄► neutral; a 1 is assigned to ▲, 0 to ◄► y -1 to ▼, 
thus, a greater (lower) sum implies a greater (lower) probability of a hike. 
PCE = personal consumption expenditures deflator; CPI = consumer price index 
** Only considers the months of the quarter with available information; *** Excluding defense & aircraft 
 

 
 
 
 
 
 
 
 
 
 
 

 1Q07 2Q07 3Q07 4Q07 1Q08 Effect*  Value*
Capacity utilization (%, quarterly average) 80.7 81.0 81.3 81.0 80.6 ▼ -1 

Industrial production (Q/Q annualized change) 1.6 3.3 3.5 0.2 0.0 ▼ -1 

Capital goods new orders*** (Q/Q change) -4.3 3.1 0.8 -2.1 1.3 ◄► 0 

ISM (index, average) 50.5 53.0 51.3 49.6 49.2 ▼ -1 

Output per hour (Q/Q annualized change) 1.0 2.6 6.3 1.9   ◄► 0 

Unit labor costs (Q/Q annualized change) 5.1 -1.2 -2.8 2.5   ◄► 0 

Employment cost index (Q/Q annualized change) 2.3 3.5 4.7 3.4   ▲ 1 

Average Hourly Earnings (Q/Q annualized change) 4.1 4.0 4.0 2.9 3.8 ◄► 0 

Real disposable income (Q/Q annualized change) 5.4 -0.8 4.0 0.1 1.2 ▼ -1 

Real personal spending (Q/Q annualized change) 3.7 1.4 2.8 2.3 0.9 ▼ -1 

Consumer confidence (index, average) 109.9 106.7 105.7 91.2 76.1 ▼ -1 

Unemployment rate (% quarterly average) 4.5 4.5 4.7 4.8 4.9 ◄► 0 

Nonfarm payroll (Q/Q annualized change) 1.2 0.9 0.8 0.8 -0.3 ▼ -1 

PCE (eop, 12-month change, sa) 2.5 2.3 2.5 3.5 3.4 ▲ 1 

Core PCE (eop, 12-month change, sa) 2.3 1.9 1.9 2.2 2.0 ◄► 0 

CPI (eop, 12-month change) 2.8 2.7 2.8 4.1 4.0 ▲ 1 

Core CPI (eop, 12-month change) 2.4 2.2 2.1 2.5 2.4 ◄► 0 

PPI ex food & energy (eop, 12-month change) 1.5 1.7 2.0 2.1 2.8 ▲ 1 

Implicit inflation 10-year Note (eop, annual, %) 2.4 2.4 2.2 2.5 2.9 ▲ 1 

12m Inflation expectations (U. Michigan, avg. %) 3.0 3.3 3.2 3.3 3.8 ▲ 1 

Sum* 6 4 2 -2 -1   

2Q08 3Q08 4Q08 1Q09 2Q09
Analysts*

Mar 08
Median 2.00 2.00 2.00 2.25 2.75
High 3.00 3.50 4.00 4.00 4.50
Low 1.00 1.00 1.00 1.00 1.00

Apr 08
Median 1.75 1.75 1.75 2.00 2.25
High 2.25 2.50 2.50 3.25 3.75
Low 1.25 1.00 1.00 1.00 1.00

* Bloomberg Survey

 Fed Funds Rates Forecasts
Fed Funds Expectations
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Table 2: Fed officials’ speeches 
  Ben Bernanke 

Chairman 
Kevin Warsh 

Governor                  
Sandra Pianalto 

Cleveland                    
Charles L. Evans  

Chicago 

Activity 

GDP will not grow much, if at 
all, over the first half of 2008 
and could even contract 
slightly. We expect economic 
activity to strengthen in the 
second half of the year. 

The Fed responded 
aggressively to mitigate 
spillovers to the real 
economy, exercising some 
authorities for the first time 
in decades. 

The housing downturn 
appeared to be spilling over 
into other sectors of the 
economy, as consumer 
spending and business 
investment slowed. 

Our outlook at the Chicago 
Fed is for weakness in real 
GDP this year, particularly in 
the first half of the year. 
However, we think conditions 
will improve in the second half 
of the year. 

Credit 
Conditions 

The recent liquidity measures 
implemented by the Fed seem 
to have been helpful in 
addressing some of the strains 
in financial markets. Funding 
pressures on primary dealers 
appear to have eased 
somewhat, and liquidity seems 
to have improved in several 
markets 

These recently implemented 
measures appear to have 
reduced, to some extent, 
strains in the financial 
situation. 

Many lenders will now accept 
only Treasury securities as 
collateral, and shun the triple-A 
rated mortgage-backed 
securities. Some creditworthy 
borrowers are shut off because 
they do not have Treasury 
securities. 

The strains on credit 
intermediation and financial 
balance sheets mean that 
credit conditions will likely 
restrict spending. 

Employment 

The unemployment rate edged 
down in February and remains 
at a relatively low level; 
however, in light of the 
sluggishness of economic 
activity and other indicators of 
a softer labor market, I expect it 
to move somewhat higher in 
coming months 

 . 

The labor market, for example, 
weakened substantially in 
February with overall nonfarm 
payroll employment dropping 
63,000 and private 
employment falling by 101,000 

Productivity    

The good news here is that, 
while it is not as robust as it 
was in the late 1990s and early 
this decade, the underlying 
trend in productivity in the U.S. 
economy is still solid. 

Inflation 

We expect inflation to 
moderate in coming quarters… 
based, in part, on futures 
markets’ indications of a 
leveling out of prices for oil and 
other commodities 

We also need to be alert to 
risks to price stability. 
Increases in food and 
energy prices have pushed 
up overall consumer prices 
and are putting upward 
pressure on core inflation 
and inflation expectations. 

 

The recent numbers on core 
inflation have also moved up 
some over the past several 
months. Core PCE inflation is 
now at 2.2%—a higher rate 
than I would like to see in the 
long run. 

Inflation 
Expectations 

However, some indicators of 
inflation expectations have 
risen, and, overall, uncertainty 
about the inflation outlook has 
increased. It will be necessary 
to continue to monitor inflation 
developments carefully in the 
months ahead 

  

Furthermore, persistent food 
and energy price increases will 
find their way into inflation 
expectations, which in turn 
would boost core measures. 
So the recent developments in 
food and energy prices are a 
concern that deserves careful 
monitoring. 

Monetary 
Policy 

Much necessary economic and 
financial adjustment has 
already taken place, and 
monetary and fiscal policies are 
in train that should support a 
return to growth in the second 
half of this year and next year. 

Fed policy--both with 
respect to liquidity tools and 
monetary policy--is partially 
offsetting the consequences 
of the liquidity and credit 
pullback on real activity. 

All of these innovations are 
designed to bolster market 
liquidity and promote orderly 
market functioning. Liquid, 
well-functioning markets are 
essential for promoting 
financial stability and economic 
growth. 

At 2.25%, the current fed funds 
rate is accommodative and 
should support stronger 
growth. Indeed, because 
monetary policy works with a 
lag, the effects of last fall's rate 
cuts are probably just 
beginning to be felt, and the 
cumulative declines should do 
more to promote growth going 
forward. 
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  Dennis. Lockhart 

Atlanta 
Janet Yellen 

San Francisco 
Timothy F. Geithner 

New York  Interpretation 

Activity 

But it now appears to me that the 
contraction in housing and the 
dampening effects of financial 
turmoil on household and business 
spending could persist through the 
remainder of this year. The 
recovery in growth I had expected 
in the second half of this year may 
be delayed. 

Given the ongoing turmoil in 
financial markets, the continued 
contraction in housing, and growing 
caution by households and 
businesses, I see the risks to this 
outcome as skewed to the 
downside. 

I believe that the actions 
taken by the Federal 
Reserve on a number of 
fronts in recent months 
have reduced some of the 
risk to the economy that is 
inherent in this adjustment 
in financial markets 

Stagnant in 1Q08 

Credit 
Conditions 

I expect it will take much of the rest 
of the year for house prices to 
bottom out and financial markets to 
restore the necessary 
preconditions of stability—that is, 
confidence in asset values and 
confidence in transaction 
counterparties. 

Most financial institutions now face 
intense pressure to reduce the 
leverage on their balance sheets. 
Though some are succeeding in 
raising new capital, they also are 
seeking to scale back their leverage 
by reducing their total volume of 
loans outstanding. The 
consequence is that banks are 
stiffening up their terms of lending 
to households and business and are 
reducing the availability of credit. 

Conditions worsened 
materially in February and 
March. Credit spreads on 
financial institutions 
widened, equity prices 
declined and market 
functioning deteriorated 
sharply. By the early part 
of March, the threat of a 
disorderly adjustment was 
growing 

Should improve in coming 
months 

Employment 

There has been significant 
softening of employment, 
manufacturing activity, and sales at 
the retail and wholesale levels. 
Indeed, some areas such as 
employment actually have been 
contracting. Job growth in recent 
months was negative, and the 
unemployment rate has moved up 
to 4.8 percent, compared with 4.5 
percent last summer. 

In recent months, growth in 
employment from a survey of 
business establishments slowed 
sharply, actually falling in January 
and February. Slower job growth 
will have a negative impact on the 
disposable income available to 
households and therefore will 
provide an additional restraint on 
consumer spending. 

 Weakening 

Productivity  

Moreover, productivity growth has 
been fairly robust, and, after 
incorporating its effects, unit labor 
costs are up by less than 1 percent 
over the past four quarters. 

 Sustained 

Inflation 

I've learned not to be dismissive of 
inflation risks in this era of surging 
global demand for commodities. 
But my expectations are in accord 
with the FOMC statement of March 
18 that inflation should moderate in 
coming quarters. 

Over the past year, inflation has 
been elevated by rising food, 
energy and other commodity prices 
and declines in the value of the 
dollar that have boosted import 
prices. However, several 
developments suggest that inflation 
is likely to moderate over the next 
couple of years. 

 Should moderate as 
pressures recede 

Inflation 
Expectations 

Even when inflation abates, shifts 
in relative prices of goods such as 
increases in energy costs—if 
sustained—can cause painful 
dislocations that force households 
to adjust living patterns and 
companies to change their 
practices and even business 
models. 
 

Most survey measures of longer-run 
inflation expectations have 
remained reasonably well behaved. 
But measures of inflation 
compensation derived from the 
differential between nominal and 
real Treasury yields have moved up 
for the period of five-to-ten years 
ahead. 

 Potential risks of contagion 

Monetary 
Policy 

But from where I stand, Fed 
actions were taken with a prudent 
acknowledgement of the 
unintended consequences that 
may accompany almost all policy 
interventions. The actions taken by 
the Federal Reserve over the past 
several months were taken in 
perilous and fast-moving 
circumstances. 

I consider such accommodation an 
appropriate response to the 
contractionary effects of the 
ongoing financial shock and the 
housing downturn, and I anticipate 
that the resulting stimulus, 
combined with that of the fiscal 
package, will foster a moderate 
pickup in growth later this year. 

  Close to a pause 
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FOMC Meeting Fedometer 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

* The Fedometer shows likely changes in the Fed funds rate based on analysis of the four following sources: Economic Indicators, Minutes and 
Fed Speeches, Fed Funds Futures and a selected group of analysts. The number below the meter reflects the numerical change associated 
with each source.  
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