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' Following the deepest recession since the 1930s, the economic
recovery is well under way, though the pace of growth remains

. relatively subdued.

U.S. Economic Growth, 1930-2012
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Economic activity accelerated in the second quarter of the year, as drag

from government spending cuts and business investment in structures
' subsided.

U.S. Economic Growth: Contributions to Real GDP Growth
guarterly, annualized % change
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There are some encouraging signs in the overall
regional economic picture

e Recent survey data suggest that businesses expect growth to
pick up over the next two to three years, citing the following
factors as driving activity:

» Improving export picture

» Positive signs of an accelerating business investment

» Increasing clarity with tax and regulatory policies and costs
» Benefits of productivity enhancements

» Improving access to credit/capital

» Business contacts reported that the employment picture is
Improving (though lagging the pace of sales).

e Contacts continued to report increases in sales, particularly
In autos.



Business contacts continue to expect near-term growth to

be sustained at or slightly above current levels.

What is your outlook for the rate of growth in your business
over the next three to six months compared to current rates?
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As contacts make projections over the medium term, their

optimism increases significantly.
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What is your medium-term outlook (over the next two to three
years) for the rate of growth in your business compared to
current rates?
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Nonfarm payrolls have been rising on the whole since 2010. However,

the pace of growth has lagged behind that of ““typical’ recoveries.

Nonfarm Payroll Employment
monthly change, thousands
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Payroll employment increases in August were driven by increases in the
retail sector with 44,000, health care adding 33,000, and professional

and business services adding 23,000 payrolls.

Contributions to Change in Nonfarm Payroll Employment
August 2013, thousands, SA
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' Despite slow progress in the unemployment rate, joblessness

remains far too high.

Unemployment Rates
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The government and other services sectors are contracting in the region.
Business services, construction, and leisure and hospitality industries are

showing the most growth.
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' Real personal income growth has been trending a little below 2 percent

for the past year and a half. However, disposable incomes took a hit
following the payroll tax hike at the beginning of 2013.

Real Personal Income and Real Disposable Personal Income
seasonally adjusted, year-over-year percent change
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Consumer confidence remains well below prerecession levels. However,

wariness about the future continues to subside.

The Conference Board Consumer Confidence Index
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Real consumer spending disappointed in July, as spending on durable goods (re:
autos) slowed and spending on services continued to slip amid rather broadly based

weakness. Still, the trend growth in overall consumer spending remains near 2
percent—just a shade under its recovery average.

Real Personal Consumption Expenditures
year-over-year % change, monthly
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The U.S. housing market has been a particular source of strength recently. Home
sales are on a gradual up-trend (though still about 16 percent under levels posted a

decade ago). Home prices are now up 12 percent on a year-over-year basis.

U.S. Single-Family Home Sales and CoreLogic Home Price Index
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Most states are seeing growth in home prices. In the Sixth

District, the strongest gains are seen in parts of Georgia, Florida,
and Tennessee.

UNITED STATES: +11.9%

June 2013 A ———— ol —

+5

Year-over-year percent change

Ay
g’ p /L
i l‘ * o
=Y, 4 -
- 4 [ | =y = : )
ol "
. .
1 - =y
| o A Ll '}
-1 - o ': -Tt‘i*i <
Iy VY
- 3 1"‘ i
3 Y-
g L » ‘\
i % . T

Source: Corelogic 15



Gains over the past year and a half can be seen comparing the previous

map with January 2012’s version . . .

Home Prices, January 2012
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Comparisons to June 2008 are even more telling.
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| Recent data on the industrial sector have been encouraging. Though manufacturing
production remains modest, new orders for core capital goods—an indicator that tends to be

forward looking—have shown promising strength over the last couple of months.

Core Capital Goods
*excluding aircraft and parts and defense
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The trade deficit widened in July as imports increased and exports fell slightly. On a
year-over-year basis, growth in both exports and imports has begun to trend higher

in the past few months. The trade deficit remains well below its prerecession levels.
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| According to the International Monetary Fund, global growth is likely to remain
subdued this year. Growth forecasts have been lowered compared to

projections a few months ago, mainly as a result of a slowdown in key emerging
_markets.

Global Economic Growth
real GDP, annual percent change
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Commodity prices continue to fluctuate around levels established in late
2011. Led by a 4.4 percent increase in metals prices, the CRB Spot

Commodity price index rose 0.3 percent in August.
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| Looking beyond recent volatility in energy prices, the underlying trend

appears to show inflation tracking just below the FOMC’s 2 percent
objective.
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According to conventional TIPS market estimates, longer-

term inflation is likely to remained relatively subdued.

5-Year/5-Year Forward Breakeven Inflation Rates
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Private economists expect GDP growth to remain below 3

percent until late 2014.

Blue Chip Real GDP Forecast

Annualized quarterly percent change
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' Conclusion: Modest Growth and Stable Inflation

Progress on bringing down unemployment will continue to be slow.

« There will likely be a pickup in real GDP growth over the balance of
2013, with a further step-up in economic activity as we move into
2014.

 Inflation expectations appear to remain well anchored.

 Although the national unemployment rate has dropped to 7.3
percent, broad labor market conditions remain mixed, with some
indicators showing progress and others revealing little or no
Improvement.

« There are some encouraging developments in the economy, but
more months of improving economic data, especially employment
data, would help give confidence that the economy is experiencing
sustainable momentum.
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