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The National Economy:
Future Prospects versus Current Realities

» Will the recovery pick up steam or will the long slow workout
continue?

» Right now the answer to that question is unclear.
— Data on the real economy suggest the answer may be no.
— But possible indicators of future activity are more upbeat.

* For now, a renewed pace of growth is only in the outlook, not in the
data.




So far, this expansion has not been sufficiently robust to create jobs
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And recent trends in the labor market are not encouraging

Private Nonfarm Payroll Employment [nitial Claims
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Consumption growth has been bouncy since the presumed beginning of the
recovery

Annualized Growth

| Real Personal Consumption
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And there are few indications of sustained strength
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We have yet to see more than marginal improvement in investment in the
current data

New Orders ($ billions) Shipments ($ billions)
3-mo Moving Average 3-mo Moving Average
75 66
: 5
— 64
70 — _
. — 62
65 — p
— 60
60 — ) 3 A ' ) | . ~ 2 =58
Shipments: Nondefense Capital Goods,
o excl. Aircrafts (right scale) Sy
B8 == &
4 New Orders: Nondefense Capital Goods, | 54
so—| excl. Aircrafts (left scale) -
— 52
. Recession Began ﬁ i
- 8
g 5 W 3 O 0 O 2 ] 2 0 M ) 00 g e e o e

Jan-00 Jul-00 Jan-01 Jul-01 Jan-02




W
Yet consumers seem to be getting more optimistic /W”u M

Current Conditions Expectations
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Equity markets are moving upward
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And residential investment has remained relatively strong

Thousands of Units, Annualized
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Rising productivity provides considerable support for the long-run
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...but weakness 1n state and local budgets will
likely offset at least part of the federal stimulus

Sources: National Conference of State Legislatures (individual state budget documer}ts).
Bureau of Economic Analysis. :
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While inflation will continue to decline 7”/
Unemployment Rate, Percent Core CPI, Year-to-Year Percent Change
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Most forecasters anticipate a solid recovery as the year progresses...

Annualized Growth
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Summary:

* So far financial markets and sentiment are more optimistic than are
data for the real economy.

* Excess capacity and slowing inflation remain.

* In the long run the economy is sound, as trend productivity growth
remains robust.

* Fiscal and monetary stimulus are in place -- but are they sufficient
to spur consumption and investment?

If so, when?
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How is New England faring?

* Suffering somewhat more than the nation since the recession began.
« Within the region, some states are doing better than others.

 No turnaround yet, but confidence seems to be improving.




Employment Growth
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Unemployment Rates

Unemployment has risen steeply in New England
but remains below average.
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\ Why steeper losses in New England?

« National weakness in key regional industries:
- money management (stock market weakness)
~ software and other technology services
~ communications

— computers and other capital goods

 Steep regional job losses in manufacturing and professional and
business services.

 Steadier sectors, such as private education and health services, not
strong enough to offset.




25

20

15

10

0

Office Vacancy Rates

The weak jobs picture has moved vacancy rates up sharply in greater Boston.
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Office rents have also fallen as vacancies have risen.

Source: CB Richard Ellis.
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New England state governments face sizable 2004 deficits....

...considerably worse this time than in the early 1990s




Confidence Indicators

State fiscal worries, along with job concerns and
Consumer Confidence  g€opolitical uncertainties, weakened confidence, but the  Business Confidence
consumer view is now brightening.
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Key factor in regional outlook is the national
economy, but New England will lag

* Region will recover later than nation, with recovery contingent on
national pickup 1n business spending.



