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THE ECONOMY



Q3 2009
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GDP for the third quarter were revised down from the initial 3.5% growth reading. Downward 
revisions were in consumer spending and business investment despite government stimulus 
programs. The continuation of these programs will keep GDP growing through year end and 
into the first half of next year. We remain concerned about the economyôs underlying strength 
absent government stimulus. 

Gross Domestic Product
Q1 2001 ïQ3 2009

Source: Bureau of Economic Analysis



Contributions to GDP Growth by Component 
Q2 2008 ïQ3 2009

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

Personal 
Consumption

Government 
Spending

Net Exports Gross Investment

0.1%

0.7%

2.4%

-1.7%

-2.5%

1.0%

-0.1%

-1.0%

-2.2%

0.2%

0.5%

-3.9%

0.4%

-0.5%

2.6%

-9.0%

-0.62%

1.33%
1.65%

-3.10%

2.07%

0.63%

-0.83%

0.91%

Q2-08

Q3-08

Q4-08

Q1-09

Q2-09

Q3-09

The improvement in Q3 GDP was led by personal consumption and gross investment paired 
with continuing impact of Government Spending led by Federal stimulus programs.  
Particularly impressive was the increase in gross domestic private investment whose 
quarterly change turned positive for the first time since Q3 of 2007 with an important 
contribution from housing sales. Somewhat surprising was the slippage in net exports but 
this reflects a more severe decline in imports relative to the decline in exports. We believe  
increased Government spending will stimulate increased consumer spending at least 
through Q4 and possibly into the first half of 2010 if Federal stimulus programs are 
extended.  However, it remains to be seen if consumer spending can be maintained when 
these Federal programs expire given the continued high level of unemployment and the 
escalating cost of credit and healthcare and energy costs.

Source: Bureau of Economic Analysis
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Source:  World Bank

The world-wide recession is over with emerging market economies led by China, India and Brazil leading the overseas recovery.  For 
the first time in post WWII history, the U.S. and Europe are not the locomotives of worldwide economic growth. However both t he 
U.S. and Europe are recovering in the second half of 2009 led by government stimulus programs. Barring a ñdouble dip ñ recession
next year on the expiration of government stimulus programs, the estimates below of worldwide economic growth in 2010 and 2011 
are likely to be exceeded, particularly in developing countries.  

*2007/08 data are actual 

Historic and Projected Real GDP Growth around the World 
2007 ï2011*



Year -over -year Percentage Changes: S&P Reported 
Operating Earning for Listed Companies

Q1 2001 -Q3 2009

Source: Bureau of Economic Analysis
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Operating earnings reported by corporations included in the S&P 500 
index.  The data  comes from company financial accounts and is not 
distorted by inventory, ñwrite-offò, tax and depreciation adjustments.  It is 
a truer measure of corporate profitability.  Corporate earnings have fallen 
dramatically since the third quarter of 2007, falling 100% year/year in Q4 
of 2008. Operating earnings are showing better year/year comparisons 
and are stabilizing but are still at depressed levels through Q2 of this year. 
Further improvement is expected in 2H of this year and 2010.



Industrial Production 
January, 2008 - October, 2009

Source: Federal Reserve Bank
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Industrial  Production (IP) had collapsed since the 
beginning of the recession in Q4, 2007.  It 
bottomed in the second quarter and improved 
significantly in the third quarter aided importantly 
by increased auto production from the ñCash for 
Clunkersò program. The monthly production level 
is measured against  the average in 2002.  IP for  
October 2009 was 98.6, indicating that the 
production level was 98.6% of that in 2002, the 
bottom of the last recession.

% decline Jan. 08 -
Oct. ô09: 12.4%



Capacity Utilization by Status of Production
January, 2008 - October, 2009

Source: Federal Reserve Bank
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Coincident with the decline  in Industrial Production was the decline  in Industrial 
Capacity Utilization which bottomed in the second quarter. Reflecting the 
improvement in orders and production  in Q3 is an increase in capacity utilization in 
all three major categories.



Manufacturers Orders & Shipments
Excluding Transportation

January, 2008 ïOctober 2009

Source: Census Bureau
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New Orders Shipments
Since the beginning of the recession 
book/bill ratios have been below 1 
hitting a recessionary low this past 
April. Orders have increased since 
April aided by Federal stimulus 
programs. While still at depressed 
levels, book/bill ratios ended the third 
quarter close to 1. Continued Federal 
stimulus spending should support 
further improvement in these trends.  



Net Change in U.S. Jobs (Total Non -farm)
November, 2005 ïNovember, 2009

Nov -09
-11 thousands

-800

-700

-600

-500

-400

-300

-200

-100

0

100

200

300

400

500

N
o

v
-0

5

J
a

n
-0

6

M
a
r-

0
6

M
a
y
-0

6

J
u

l-
0
6

S
e
p-

0
6

N
o

v
-0

6

J
a
n
-0

7

M
a
r-

0
7

M
a
y
-0

7

J
u

l-
0
7

S
e
p-

0
7

N
o

v
-0

7

J
a

n
-0

8

M
a
r-

0
8

M
a
y
-0

8

J
u

l-
0
8

S
e
p-

0
8

N
o

v
-0

8

J
a

n
-0

9

M
a
r-

0
9

M
a
y
-0

9

J
u

l-
0
9

S
e
p-

0
9

N
o

v
-0

9

Thousands

Since January of 2008, over 8 million jobs 
have been lost. The rate of job loss peaked in 
the first quarter of this year and has been 
improving since January, 2009. The rate of 
unemployment may be peaking. 

Source: Bureau of Labor Statistics


