Po2tf sk UhA 1O80n I cotbK\S
U.S.rEconomic. &KPolicy. Qutlook

Apple Processors Association
2011 Washington Seminar

11 November 2011

Matthew A. Salomon

Chief Macroeconomist (Majority Staff
Joint Economic Committee, U.S. Congress
G-01 Dirksen Senate Office Building
Washington, D.C. 20510

Phone: +1.202.224.0377

Mobile: +1.202.329.9228

FAX: +1.202.224.5568

EMail: Matt_Salomon@jec.senate.gov

NOTE:MP { I f2Y2yQa @GASsa INB y20 ySOSaal maskéf any Menbedf Corigress KS { Sy |



TheChallenges for U.S:Economic:-Polic

Overview of Current Economic Conditions
a. Severe downturn followed by relatively weak recovery
b. Even more protracted recovery in employment
c. With so much excess capacityflationary pressures remain minimal

Recovery Expected to Continue at Slow Pace
a. Slow growth of labor income
b. Withdrawal of fiscal stimulus
c. Credit markets still tight, especially for small businesses
d. Ongoindalance sheet adjustments by households and businesses
e. Fiscal strains on state and local governments
f. Continued weakness in residential housing and-residential construction

Downside Risks U.S.Growth
a. Euro contagion?
b. Toomuch global fiscal austerity too quickly?

U.S. Monetary Policy
a. Shorterm interest rates as low as they can go for the foreseeable future
b. Federal Reserve taking extraordinary measures to hold down lkbegerinterest rates

U.S. Fiscal Policy
a. Near terrAsome improvement as deficit declines some as the economy improves
b. Structural deficits will persist
c. Longeterm--aging population and rising excess health care costs ensure that, sans
reforms, the growth of public debt will increasingly outpace growth of U.S. income
d. Prospects for U.S. fiscal reforms depend largely on political considerations
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DeeprRecession is Followed by Slow Recov

Historical U.S. Economic Growth After 9 Quarters of Recovery
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Vertical scale: Cumulative GDP growth over first 9 quarters of recovery, in percent
Horizontal scale: Maximal GDP decline over preceding recession, in percent

SOURCE: Staff calculations using data from the Department of Commerce, Bureau of Economic Analysis.



Extraordinary Underperformance

The U.S. "Output Gap"--Actual Minus Potential Gross Domestic Product
Percent of real potential GDP, quarterly through 2011-Q3
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SOURCES: Staff calculations using data from Bureau of Economic Analysis, U.S. Department of Commerce and CBO, The Budget and
Economic Outlook: An Update (August 2011).

NOTE: Potential GDP, as estimated by the Congressional Budget Office, is that level of real gross domestic product thatis consistent
with full employment of productive resources (labor and capital) and stable inflation. Shaded areas indicate periods of recession as
determined by the National Bureau of Economic Research.



Persistently-High Unemployment

Unemployment Rate
Percent of civilian labor force, monthly through October 2011
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SOURCE: Bureau of Labor Statistics, U.S. Department of Labor.

NOTE: Shaded areas mark periods of recession as determined by the National Bureau of Economic Research.




Extraordinarily-Highd-orterm Unemploymen

Long-Term Unemployment Rate
Percent of civilian labor force that was jobless for at least 27 weeks, through October 2011
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SOURCES: Bureau of Labor Statistics, U.S. Department of Labor.

NOTE: Shaded areas mark periods of recession as determined by the National Bureau of Economic Research.




Full'Recovery inrfEmploymentisa Long Way

Private Nonfarm Payroll Employment by Sector Sector (October 2011 employment as
Changes in thousands of jobs percent of December 2007 level):

Private nonfarm establishments (95%)

Private goods-producing (82%)

Construction (74%)
Manufacturing (86%)

Mining and logging (109%)

Private service-producing (98%)

Trade, transportation & utilities (94%)

Information (88%)

Financial activities (93%)

Professional & business services (96%)
Education & health services (108%)
Leisure and hospitality (98%)

Other private services (99%)

B December 2007 to February 2010 M February 2010 to October 2011

SOURCE: Staff calculations using data from the Bureau of Labor Statistics, U.S. Department of Labor.



Inflationary (IPressures-Remain/Minimal

Core Inflation in Consumer Prices
Twelve-month percent change through September 2011
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SOURCE: Bureau of Economic Analysis, U.S. Department of Commerce.

NOTE: Core inflation is measured as thetwelve-month percent change in the chain-weighted price index for personal consumption expenditures
excluding the the prices of food and energy.




Wage Growth:sl-agging Behind Inflation

Inflation in Consumer Prices and the Wages and Salaries of Civilian Workers
Four-quarter percent change
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SOURCE: Bureau of Economic Analysis, U.S. Department of Commerce; Bureau of Labor Statistics, U.S. Department of Labor.

NOTE: Consumer price inflation is measured as the four-quarter percent change in the chain-weighted price index for personal consumption
expenditures. Wage inflation is measured as the four-quarter percent change in the wage component of the employment cost index for all
civilian workers.



Recovery Expected to,Continue-at . Slow-Pac

. Slowgrowth of labor income
- Withdrawalof fiscal stimulus
. Credit markets still tight, especially for small businesses
- Ongoinghalance sheeadjustments
Fiscaktrains on state and local governments

. Continuedweakness in residential housing anan-
residential construction



U.S."Economic-Recovery Since-R0d9

Growth of Alternative Measures of Real Aggregate Demand
Percent change, annual rate

2.5 2.5
2.3

1.4 13
H 0.4
. | . 0.0 |
-

2009-Q3 2009-Q4 2010-Q1 2010-Q2 2010-Q3 2010-Q4 2011-Q1 2011-Q2 2011-Q3

B Gross domestic product (GDP) @ Final sales of domestic product (GDP less inventory change)

SOURCE: Bureau of Economic Analysis, U.S. Department of Commerce.



NearTermQutlook: Continued Slow Growth
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Forecast Comparison: Near-Term U.S. Economic Growth
Percent change in real gross domestic product at annual rates
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SOURCES: Bureau of Economic Analysis, U.S. Department of Commerce; Aspen Publishers, Blue Chip Economic Indicators (10 November
2011); and forecasts by Goldman Sachs (4 November 2011), JP Morgan Chase (4 November 2011), Macroeconomic Advisers (4 November
2011), Moody's Analytics (18 October 2011), Morgan Stanley (7 October 2011) and Wells Fargo (9 November).




Recovery Comparison:kinalSales

Recovery Comparison: Real Final Sales of Domestic Product
Percent change from business cycle trough
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SOURCE: Staff calculations using data from the Bureau of Economic Analysis, U.S. Department of Commerce, and the
National Bureau of Economic Research (NBER).

NOTE: The median growth is calculated as the median of growth rates from the businsess cycle troughs dates (as
determined by the NBER: 1949-Q4, 1954-Q2, 1958-Q2, 1961-Q1, 1970-Q4, 1975-Q1, 1982-Q4,1991-Q1, and 2001-Q4. The
recovery that began in 1980-Q3 is omitted due to its proximity to the subsequent trough in 1982-Q4.




Recovery Comparison: Consumer Spending
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Recovery Comparison: Real Personal Consumption Expenditures
Percent change from business cycle trough
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SOURCE: Staff calculations using data from the Bureau of Economic Analysis, U.S. Department of Commerce, and the
National Bureau of Economic Research (NBER).

NOTE: The median growth is calculated as the median of growth rates from the businsess cycle troughs dates (as
determined by the NBER: 1949-Q4, 1954-Q2, 1958-Q2, 1961-Q1, 1970-Q4, 1975-Q1, 1982-0Q4, 1991-Q1, and 2001-Q4. The
recovery that began in 1980-Q3 is omitted due to its proximity to the subsequent trough in 1982-Q4.



Recent income. & SpendingGrowth

Real Income and Consumer Spending
Quarterly change at annual rates
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SOURCE: Bureau of Economic Analysis, U.S. Department of Commerce.

16



Household Wealth Still-Recovering

The Recovery in Net Household Wealth
Cumulative change in household net worth since 2007-Q4, in billions of U.S. dollars at annual
rates, quarterly through 2011-Q2
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SOURCE: Federal Reserve Board, Flow of Funds Accounts of the United States.



Consumer Confidence:Remains.Low



