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Economic Growth



Real GDP
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Imbalances remain and 
inflation could accelerate 

further



Unemployment 

and Inflation:

A very difficult equilibrium 
for the Fed!



The Labor Market
Unemployment is currently at 
4.5%, well within the range of 

what is called full employment 
(4%-6%)



Overall Unemployment Rate
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Initial Jobless Claims
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Change in Total Nonfarm Payroll
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Inflation is showing its 
“ugly” face once again…



Change in Producer Prices
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Consumer Price Index
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Consumer Price Index
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Core CPI
(% change year-over-year)
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The state of the 
economy



Production



New Home Sales
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Existing Home Sales
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Housing Starts
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Construction Spending
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Industrial Production
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Capacity Utilization
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ISM Manufacturing
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ISM Non-Manufacturing
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Leading Economic Indicators
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The Consumer



University of Michigan Consumer Sentiment
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Personal Income
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Microsoft



PERSONAL CONSUMPTION EXPENDITURES
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Change in Retail Sales

(2.5)

(1.5)

(0.5)

0.5

1.5

2.5

3.5

12/31/2004 4/30/2005 8/31/2005 12/31/2005 4/30/2006 8/31/2006 12/31/2006

MOM 
Pct Chg

Source: Census Bureau

0.9



The Financial Market



Treasuries
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Tracking the 10 Year
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Asia-Pacific Region



China
• Industrial production up 17.2% y-o-y in first three 
quarters

• Fixed investment up 27.3% y-o-y

• Retail sales increased 13.5% y-o-y

• Exports rose 26.5%; imports gained 21.7% y-o-y

• FDI was US$42.6 billion, 1.5% lower than in 2005

• Foreign reserves = US$ 1 trillion

• Consumer inflation at 1.3%; producer prices at 
2.9% 



India
• Inflation increased by 6.9% y-o-y in October

• However, the rupee has strengthened lately 

• Exports increased by 11% y-o-y in October but 
imports surged by 37%

• The central bank increased its overnight interest 
rate to 7.25% to slow growth and control rising 
inflation

• India’s relations with Pakistan seem to have 
improved, reducing the risks of a major regional 
conflict



Japan
• Inflation still below 1% per year

• High productivity is helping to keep inflation 
down

• Years of deflation have made Japanese products 
very competitive

• Overnight interest rate at 0.25%, the first time 
above zero in several years

• Growth will remain low due a weakened export 
environment



2004 2005 2006 2007 2008 2009 2010
ASIA-PACIFIC 5.1 4.5 4.7 4.5 4.5 4.3 4.2
Australia 3.7 2.8 2.5 2.4 2.7 2.7 2.8
China 10.1 10.2 10.5 9.5 8.4 8.1 7.9
Hong Kong 8.6 7.3 5.6 4.7 5.8 6.1 5.5
India 8.5 8.7 8.5 7.7 7.6 7.2 7.2
Indonesia 5.1 5.6 5.2 5.4 5.3 5.5 5.3
Japan 2.7 1.9 2.0 1.9 2.1 1.7 1.6
Malaysia 7.2 5.2 5.9 5.5 5.2 4.8 4.9
New  Zealand 4.3 2.0 2.4 2.6 2.8 3.1 3.0
Pakistan 6.4 8.4 6.6 6.3 6.0 5.5 4.1
Philippines 6.2 5.0 5.2 4.7 4.7 4.6 4.6
Singapore 8.7 6.4 8.1 5.5 5.2 4.7 4.6
South Korea 4.7 4.0 5.0 5.0 5.8 5.6 5.2
Sri Lanka 5.4 6.0 6.6 5.5 5.4 5.1 5.1
Taiw an 6.1 4.0 3.8 3.6 4.0 4.7 4.9
Thailand 6.3 4.5 5.0 5.3 5.4 5.6 5.3
ASIA 5.1 4.6 4.8 4.6 4.6 4.4 4.3
PACIFIC (OCEANIA) 3.8 2.7 2.5 2.5 2.7 2.8 2.9

Real GDP Growth
(% per year)

Source: Global Insight, WFE



Summary & Conclusions

• We still believe the U.S. economy is not going 
into a recession

• Inflation will remain a problem for the Federal 
Reserve

• The housing market is trying to find its floor, but 
don’t expect it to rebound during 2007

• Major imbalances will remain: fiscal and current 
account deficits

• The political landscape is changing and this 
could mean trouble



Summary & Conclusions, cont.

• Saving glut is keeping interest rates low, 
supporting higher growth

• This saving glut is also creating overinvestment 
in some parts of the world, but especially in 
China

• Worldwide deflationary pressures on the 
supply/production side

• Worldwide inflationary pressures on the 
demand/consumer side

• So far, these two pressure seem to be canceling 
each other but with an edge for inflation
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