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Overview

• National Economic Outlook

• Policy Choices

• Risks Ahead 

• Regional Implications



National Overview:           
On Track for 2005

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

• Core inflation (excludes food & energy) 
– Remains low, around 2 % at an annual rate 

• Monetary policy
– 25 basis point increase on May 3, 2005
– “Measured pace” expected  
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Economy:  Continues to Approach
Potential Growth Path for Real Output (GDP)

Recession: March       
to November 2001
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Composite Indicators:   Leading Indicators     
Slump Again as Energy Costs Have an Impact
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Health of Key Sectors
• Consumers—still contributing

– Spending—slower May sales
– More spending on energy, less elsewhere
– Vehicle sales—watch the incentives

• Businesses—boosting expansion 
– Manufacturing expanding—more slowly
– Investment—some softening
– Jobs—labor market improvement
– Productivity—still rising…but more slowly 
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Outlook:  GDP Forecasts Project       
Faster than Average Growth

June 2005 FedViews, FRBSF

FedViews

GDP = Gross Domestic Product



Inflation: 2005 & 2006 Expected    
to Hold Below 2 Percent Rate

June 2005 FedViews, FRBSF

FedViews

PCE = Personal Consumption Expenditures



Policy:  Still                   
Promoting Growth

• Monetary Policy--accommodative
• “measured pace”  
• Futures market expectations

• Fiscal Policy
• Stimulative
• Deficits expected to continue

• Factors Slowing Growth
• Energy
• Slower exports 
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Yield Curve:  Flatter Since First Federal Funds 
Rate Increase–Long-Term Rates Down

3-Months                           Maturity 10-Years
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Risks Ahead

• 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—lagged effect
– Prices still in the mid $50 range… futures still high…

• Productivity— how much can it slow?
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International Risk: Record Trade                 
Deficit Creates Pressure

Monthly Deficit
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Record 2004 
Trade Deficit of  

$618 Billion
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Regional Overview

• Strong performance
– Falling unemployment rates
– Robust job growth
– Faster personal income increases

• Housing markets
– Continued appreciation 
– More modest pace for most areas

• Commercial real estate
– Some improvement 



Unemployment Picture: Improving

• Unemployment rates by state as of May 2005:
– Oregon  …………………. 6.5 %
– Washington  ……………. 5.7 %
– California  ……………… 5.3 %
– U.S.  …………………….. 5.1 %
– Idaho ……………………. 3.9 %
– Hawaii ….………………. 2.7 %



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 %
– Hawaii (#7) +2.5 % 
– Washington (#11) +2.0%
– California (#18) +1.8 %
– Montana (#20) +1.7 %
– United States +1.5 %



WASHINGTON
OREGON

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



IDAHO

Idaho Jobs: Consistently                    
Strong Growth Since Early 2004



HAWAII

Hawaii: Experiencing the Fastest                 
Payroll Job Growth in over a Decade



Housing Appreciation:  Rebound in Prices in 
Portland and Seattle Areas Exceeds the U.S. Rate



Office Markets:  Lower Vacancy Rates Indicate     
Improvement in Key Pacific Northwest Markets



Local Performance

• Depends on national performance
– Interest rates—business cycle—energy
– Outlook: 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 



Western Blue Chip Outlook for 2005 and 2006:
Continued Expansion



Summary

• Momentum

– Expansion nationally and globally

– Result in solid overall regional growth

• 2005 and 2006 Outlook

– Growth at average pace expected

– Inflation remains low—inflation 
expectations unchanged



Questions?

Gary C. Zimmerman       
Senior Economist                 

Federal Reserve Bank             
of San Francisco

Gary.Zimmerman@sf.frb.org



Resources: CSIP, a Great 
New Website
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