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Overview

 National Economic Outlook
e Policy Choices
e Risks Ahead

* Regional Implications



National Overview:
On Track for 2005

e Economic output (real GDP)
— 3.5% annual pace in 2005:Q1
— June 15, 2005, Beige Book reports strength

o Coreinflation (excludesfood & energy)
— Remains low, around 2 % at an annual rate

 Monetary policy
— 25 basis point increase on May 3, 2005
— “Measured pace” expected




Economy:. Continuesto Approach
Potential Growth Path for Real Output (GDP)
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Composite I ndicators. Leading Indicators
Slump Again as Energy Costs Have an | mpact
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Health of Key Sectors

e Consumers—sitill contributing
— Spending—slower May sales
— More spending on energy, less elsewhere
— Vehicle sales—watch the incentives

e Businesses—boosting expansion
— Manufacturing expanding—maore slowly
— Investment—some softening
— Jobs—Iabor market improvement
— Productivity—still rising...but more slowly
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FedViews
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Going forward, more of the same




Outlook: GDP Forecasts Project

Fedviews Faster than Average Growth

Going forward, more of the same
Real GDP
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_ | nflation: 2005 & 2006 Expected
FedViews | t9 Hold Below 2 Percent Rate

With olil prices flat, inflation should stabilize
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Policy. Still
Promoting Growth

 Monetary Policy--accommodative
 “measured pace”
 Futures market expectations
* Fiscal Policy
o Stimulative
 Deficits expected to continue
e Factors Slowing Growth

e Energy
o Slower exports



arget Rate: Interest Rates Remain L ow and
Policy Remains Accommodative
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Yield Curve: Fl

atter Since First Federal Funds

Rate I ncrease-L ong-Term Rates Down

Yield in Percent
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Risks Ahead

e FOMC Statement—domestic risks
— Economic growth
— “Pricing power more evident”

* Funding the deficits—from abroad
— Record trade deficit ($618 billion for 2004)
— Record Federal deficit (over $425 billion)

* Impact of oil prices—agged effect
— Prices still in the mid $50 range... futures still high...

* Productivity— how much can it dow?



| nternational Risk: Record Trade

Deficit Creates Pressure

Imports: Goods and Services, BOP Basis Record 2004
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Adjustment: Dollar Has Rebounded in 2005 after Long
Downward Trend against Major Currencies

Real Broad Trade-Weighted Exchange Value of the US$
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Risk: Record (in $) Federal Budget
Deficit asWell (CBO)

May Not Include Federal Outlays: CBO Projections
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Regional Overview

e Strong performance

~alling unemployment rates
Robust job growth

~aster personal iIncome increases

 Housing markets

— Continued appreciation

— More modest pace for most areas
« Commercial real estate

— Some improvement



Unemployment Picture: | mproving

e Unemployment rates by state as of May 2005:

—Oregon .........cciiinnnn. 6.5 %
—Washington ................ 5.7 %
—California .................. 5.3%
—US 5.1%
—ldaho ..ol 3.9%



Pacific Region Job Growth Rates
Outpace the Nation (may 2005-May 2004)

« PAYROLL EMPLOYMENT (12-month change)

— Nevada (#1 Rank) +6.7 %
— Idaho (#4) +3.3 %
— Oregon (#6) +3.0 %
— Hawall (#7) +2.5%
— Washington (#11) +2.0%
— Cdlifornia (#18) +1.8 %
— Montana (#20) +1.7 %

— United States +1.5 %



Washington and Oregon: Recorded Robust
Payroll Job Growth Rates over the Past Y ear

Nonfarm payroll employment by state

(Y ear-over-year percent change, monthly)
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|daho Jobs: Consistently
Strong Growth Since Early 2004

Nonfarm payroll employment by state

(Y ear-over-year percent change, monthly)
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Hawall: Experiencing the Fastest
Payroll Job Growth in over a Decade

Nonfarm payroll employment by state

(Year-over-year percent change, monthly)
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Housing Appreciation: Rebound in Pricesin
Portland and Seattle Areas Exceedsthe U.S. Rate

{ Year-over-year percent change, monthly)

Home price index
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Office Markets: Lower Vacancy Rates | ndicate
| mprovement in Key Pacific Northwest Markets

Metro area office vacancy rate
{Percent, quarterly)
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| ocal Performance

* Dependson national performance
— Interest rates—business cycle—energy
— QOutlook: Above average performance
* Function of the local economy
— Diversity of industrial composition
— Products
— EXports



A More Diverse Economy Tends to Behave
More Like the National Economy

Industrial Diversity Rankings for Selected Western
States
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Western Blue Chip Outlook for 2005 and 2006.
Continued Expansion

Western Blue Chip Economic Forecasts Predict
Continued Strong Job Growth in 2005 and 2006
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Summary

e Momentum

— Expansion nationally and globally

— Result in solid overall regional growth

e 2005 and 2006 Outlook

— Growth at average pace expected

— Inflation remains low—inflation
expectations unchanged
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Resources. CSIP, a Great
New Website

Center for the Study of Innovation and Productivity [ Search FRESF Economic Research Kol
Federal Reserve Bank of San Francisco Site map Contact us

|ﬂj http: /v, frbsf, orgfosipfindex.php

= CSIF Home 1 Abowt the Center = CSIP Research = Analysis im Bief = Quick Stats = Data & Chartimg

Vvelcome to CSIP

IF"'s goal i=s to promote understanding of the
rales of innowation, technological progress, and

_-\\ productivity in the globkal, national, and regicnal
mNCsIP ECONOMIEs.

Learn more about CSIP =

Mawigation tips =

CSIP Highlights =

Prospects for Productivity »

Recent Research » L meest Indicators »

Mew work by Diego Valderrama and Michelle Connolly Hational

Although productivity growth has =lowed shows that trade liberalization combined with well- Real GOP (in $2000 dollars):
;; Ia;z:gﬂgﬁ;;;::;ﬂ;;%;Enn_fstt;;ei;lsgm = designed intellectual property rights can be welfare +3.1% in 2005:Q21
Lo e e o v o™/ oat roaueuty tentarm
Outlook, remarks presented at the — L = = = usiness):

Stanford Institute for Economic Policy competition from imitative activity but requires +2.1% in 2004:04

Research. payments to the innovators. Implications of Intellegtual Real Busines= e s tment:

Property Rights for Dynamic Gains from Trade +4 7% in 2005:021

Stopgap Measure or Lasting

Change® » Real Business Investment in IT:
Hawe the extracrdinary gains in Does the mix of physical capital in a firm affect its|total +24 3% in 2005:Q1

productivity in recent years been factor productivity™ If so, is it lasting? Dan Wilson
temporary or more permanent? lMary Daly examines the relationship between capital mix and
and Fred Furlong argue that the gains productivity in IT and Beyond: The Contribution of

hawe been lasting and are unlikehly to be . —
unwound as the economy adds jobs. Heterogeneous Capital and Productivity.

IT Trade Balance:
-520.8 millions in 2004:C04

Employment Growrth in IT:
+1.29% in 2004: 014

Shaping the Economy » i i i .
= In real time, shifts in the trend growth of productivity are
W ropeec ™ The remarkable strength of difficult to disti ish fr t ¢ Auctuati
B0 T T — ifficult to distinguis om transitony fluctuations.
-‘h bee,—, a halimark of the U.=. Rochelle Edge, Th-:-rnaﬁ Laubach, and ._I-:-hn Williams
= gl e o o 3l o S e e at P T T T e B o o
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