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Banking and Financial Markets
Banks Increase their Holdings of Safe Assets

06.03.13
by William Bednar and Mahmoud Elamin

Th e banking sector seems to have transitioned to 
a new state in which a higher percentage of bank 
assets is held in safe forms.  During the last reces-
sion, holdings of safe assets, such as cash, Treasury 
securities, and federal agency securities, rose steeply. 
But almost fi ve years later, banks both large and 
small are still holding on to elevated cash levels and 
higher amounts of safe securities than before the 
recession. Many factors may have kept the trend 
going: the need to mitigate liquidity risks, a desire 
to prepare for expected regulatory changes, or an 
attempt to make banks worth more in a possible 
bankruptcy, to name a few.

A look at the data helps us distinguish between the 
probable causes of the trend. Cash may have been 
boosted in such a steep fashion during the reces-
sion because of the Fed’s increase in bank reserves. 
But other safe assets experienced a similar trend, 
without the sudden rise during the recession, which 
suggests deeper factors than the Fed’s actions are at 
play. New Basel III regulations on liquidity ratios 
could have motivated the trend, but these surfaced 
around December 2010, long after the trend was 
well established. Expected regulatory changes re-
lated to “too-big-to-fail” do not seem to be a domi-
nant factor either, because banks both small and 
large have shared in the trend. Th e story most sup-
ported by the data is that the rise in safe assets may 
substitute for a lack of suffi  cient interbank liquidity, 
or as a signal by banks that they are safer, raising 
the liquidation value of their bank in default.

Cash levels at large domestic banks experienced a 
big spike during the recession, rising from about 3 
percent of total assets to about 9 percent near the 
end of 2009. Th e trend seems to have settled, with 
the level now hovering around 8 percent. Treasury 
and agency securities levels had been declining 
since 2005, but the recession reversed the trend. 
Combined, holdings of these assets rose from 
around 10 percent at the beginning of the recession 
to about 15 percent in the fi rst quarter of 2013.
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Small banks exhibited nearly identical trends. Cash 
levels at small domestic banks spiked during the 
recession, rising from about 3 percent of total assets 
to about 8 percent near the beginning of 2010. Th e 
level now hovers around 8 percent. Holdings of 
Treasury and agency securities had also been declin-
ing at small banks before the recession but they re-
versed course during it. Holdings rose from around 
11 percent in the recession to about 16 percent in 
the last quarter.

For this rise in safe assets as a percentage of assets to 
occur, a concurrent drop in some other category of 
assets should occur. It appears that category is loans 
and leases. Loans and leases dropped for the large 
domestic banks from over 60 percent before the 
recession to about 53 percent at the beginning of 
2010. Th e trend steadied, and the level has hovered 
between 54 percent and 56 percent since.

We see a similar trend at small domestic banks. 
Loans and leases at these banks experienced a rise 
from 65 percent of total assets in 2005 to a bit over 
70 percent in the recession, and then fell off  a cliff  
to about 60 percent in the fi rst quarter of 2013. 
Th e steep jump seen in March 2010 is a result of an 
accounting change, where banks took off -balance 
sheet items onto their balance sheet.

At large banks, other assets seem to have peaked in 
the crisis but returned recently to a slightly lower 
level than before the recession. Other securities 
seem to have been steady throughout.

At small banks, both other assets and other securi-
ties have stayed fairly close to their averages since 
2005.

We see that during and after the last recession, the 
percentage of bank assets held in cash, Treasury 
securities, and agency securities experienced a steep 
rise, while loans and leases dropped. Other assets 
and other securities seem to have stayed almost 
steady.
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Households and Consumers
Th e Ever-Updated Personal Saving Rate

06.05.13
by Pedro Amaral and Sara Millington

Th e Bureau of Economic Analysis (BEA) estimates 
that the personal saving rate for the fi rst quarter 
of 2013 was 2.3 percent—a fi ve-year low, and a 
substantial drop from the fourth quarter of 2012, 
when it stood at 5.3 percent. Since many econo-
mists think a healthy household balance sheet is 
a necessary condition to fuel a stronger economic 
recovery, should we be worried about how low this 
estimate of the saving rate is?

We argue that the answer to this question is no, 
at least not yet. Quarterly saving rates are fairly 
volatile, and even though the fi rst estimate for April 
came in at an equally paltry 2.5 percent, we should 
wait to see whether such low readings are con-
fi rmed in the next few months. More importantly, 
though, initial estimates for the personal saving rate 
normally end up being substantially revised. More-
over, these revisions are overwhelmingly on the 
positive side; that is, the fi nal estimates are usually a 
lot higher than the initial ones. How much higher? 
Th e initial estimate for the personal saving rate has 
averaged 4.9 percent since World War II, while the 
fi nal (current) estimate is 7 percent. So when we say 
revisions are substantial, we are not exaggerating.

Why is the personal saving rate so hard to estimate? 
Th e BEA computes the personal saving rate as 
part of its National Income and Product Accounts 
(NIPA) and defi nes it as the ratio of personal sav-
ings to disposable income. Personal savings, in 
turn, are obtained by subtracting personal outlays 
(consumption expenditures, interest payments, and 
current transfer payments) from disposable personal 
income, which is personal income minus personal 
current taxes.
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Th is is where things get tricky. While the BEA has 
a very good handle on personal outlays, disposable 
income is considerably harder to defi ne and esti-
mate. Here are its main components:

• Compensation of employees (wages and salaries 
plus employer contributions to pension plans and 
social insurance)
• Proprietors’ income (the income of owners of 
nonincorporated businesses)
• Rental income
• Income receipts on assets (interest and dividend 
income)
• Current transfer receipts (from Social Security, 
Medicare, etc., but also from businesses) net of 
contributions

While some of these components are straightfor-
ward to estimate, particularly the ones involving 
government outlays and receipts, others are in-
herently hard to defi ne. Moreover, some income 
sources that have become fairly important for 
households in the last 30 years, like capital gains on 
equity and real-estate, are excluded altogether.

Th e revision process is typically a lengthy one. Data 
for a given quarter are fi rst published in an advance 
release late in the fi rst month of the following 
quarter. After that, the second and third (aka fi nal) 
estimates are published one and two months after 
that, respectively. Th en, usually in the following 
summer, the latest three years of data are revised, so 
that the estimates typically undergo three rounds 
of annual summer revisions. After that, estimates 
are only revised in benchmark revisions, when the 
BEA reconsiders its defi nitions and classifi cations to 
more accurately portray an ever-evolving economy, 
and it introduces new and improved statistical 
methodologies. Such benchmark revisions are usu-
ally very substantial and occur every four years. 
One is coming up in July this year.

Th ere is an alternative way of obtaining estimates 
for the personal saving rate using the Flow of Funds 
Accounts (FOFA) reported by the Federal Reserve 
Board. It is based on the fact that savings (income 
minus outlays) are simply changes in net worth. 
Th e FOFA and NIPA concepts of savings actually 
diff er in that the former includes net 
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expenditures in consumer durables while the latter 
does not. Nonetheless, the FOFA also reports a 
NIPA-concept equivalent savings using FOFA data. 
Th e resulting saving rate is very noisy, so we show 
8-quarter moving averages in the fi gure below. In 
contrast to the NIPA saving rate, the FOFA saving 
rate is not only higher, it has been increasing.

Th e lesson is that we should be careful when mak-
ing inferences about household deleveraging based 
on the latest BEA estimates for the saving rate. Not 
only are these usually subject to substantial revi-
sion, but at this time alternative measures of the 
saving rate are pointing in a diff erent direction.
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Infl ation and Prices
Recent Trends in Various CPI-Based Infl ation Measures

05.28.13
by Todd Clark and Bill Bednar

In the Bureau of Labor Statistics’ most recent re-
lease of the Consumer Price Index (CPI), the index 
declined in April at an annual rate of 4.3 percent. 
Th is follows a monthly decline of 2.2 percent in 
March. On a year-over-year basis, CPI infl ation 
slowed from a recent peak of 2.0 percent in Febru-
ary to 1.1 percent in April. Taken at face value, this 
slowing of infl ation suggests some further decelera-
tion of infl ationary pressure in the U.S. economy.

A careful assessment of underlying price trends 
suggested by other, “core” measures of CPI infl ation 
provides further evidence of this deceleration. CPI 
infl ation can be signifi cantly aff ected by large, tem-
porary movements in volatile individual compo-
nents of the price basket, and core measures—such 
as the CPI excluding food and energy, the median 
CPI, and the trimmed-mean CPI—are less aff ected 
by these temporary, idiosyncratic price changes.

Infl ation in the CPI excluding food and energy was 
0.6 percent at an annual rate in April, down from 
1.3 percent in March. Infl ation in the median and 
trimmed mean CPIs came in at 1.8 and 1.0 per-
cent, respectively, compared to 1.1 and 0.7 percent 
in March. On a year-over-year basis, infl ation 
in the CPI-excluding-food-and-energy measure 
slowed from 1.9 percent in March to 1.7 percent in 
April. Year-over-year infl ation in the trimmed-mean 
CPI fell from 1.7 percent in March to 1.6 percent. 
However, year-over-year infl ation in the median 
CPI has continued to remain close to 2 percent, 
coming in at 2.1 percent in April.

While the recent discrepancies between these vari-
ous measures are small in historical terms, over the 
past six months infl ation measured by the median 
CPI has been consistently above infl ation measured 
by the trimmed-mean or core CPI. Th e reason for 
this is that, among the components of the CPI, 
there has been a slight shifting of prices below the 
median. Looking at the boundary for the lower 
25th percentile of price changes, it has shifted 
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downward slightly over this time period, while 
the boundary for the upper 25th percentile has 
remained relatively constant. Th is basically means 
that there is a wider distribution of price changes 
below the median than there is above. While this 
may not impact the median CPI, it would have the 
impact of pulling down the other measures, which 
has been the primary cause of the recent diff er-
ences.

One reason that median CPI infl ation has been so 
stable is that a major component of the CPI, own-
er’s equivalent rent of primary residency (OER), 
has been increasing at a steady rate. Year-over-year 
infl ation in the OER component has been 2.1 per-
cent each month since last September. Th e weight 
(relative importance) of this component in the CPI 
is currently around 23 percent, much larger than 
any other single component, so OER has a large 
impact on all measures of CPI infl ation. For exam-
ple, excluding OER and other shelter components 
from the calculation of the core CPI in April gives 
a year-over-year change of 1.4 percent, compared 
with 1.7 percent when these shelter components 
are included. OER is particularly important for the 
median CPI because OER is often at or near the 
median of the distribution of CPI components.

To shed more light on the recent behavior of core 
infl ation, it is helpful to distinguish infl ation in 
core services (services excluding energy services) 
and infl ation in core goods (goods excluding food 
and energy goods). Normally, infl ation in services 
exceeds infl ation in goods. While this pattern 
broke down briefl y following the last recession, it 
has returned in the last couple of years. Year-over-
year infl ation in core goods prices has averaged 1.0 
percent since the beginning of 2012, while infl a-
tion in core services prices has averaged 2.4 percent. 
Recently, goods infl ation has trended down sharply, 
actually reaching negative territory in April (around 
−0.1 percent), while services infl ation has remained 
steady. Th is makes clear that the recent slowing of 
some measures of core infl ation has been driven by 
deceleration in goods prices, not services.

One variable that is positively correlated with the 
gap between services and goods infl ation is the 
exchange rate. As the exchange rate appreciates, 
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imports tend to become less expensive. Since it 
is primarily goods that are imported rather than 
services, the downward pressure from exchange 
rate appreciation falls primarily on goods prices, 
boosting services infl ation relative to goods infl a-
tion. Recently, there has been some appreciation of 
the exchange rate, which could explain some of the 
rewidening of the gap in goods and services infl a-
tion. Consistent with these developments, infl ation 
in imported consumer goods (excluding autos) has 
been moving downward recently, similarly to infl a-
tion in core goods prices.

Putting all of this together, it is clear that the CPI 
report for April revealed some further, modest slow-
ing of infl ation, refl ecting stable infl ation in services 
prices and additional declines in goods infl ation.
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Monetary Policy
Yield Curve and Predicted GDP Growth, May 2013

Covering April 16, 2012–May 20, 2013
by Joseph G. Haubrich and Patricia Waiwood

Overview of the Latest Yield Curve Figures

Th e slope of the yield curve—the diff erence be-
tween the yields on short- and long-term maturity 
bonds—has achieved some notoriety as a simple 
forecaster of economic growth. Th e rule of thumb 
is that an inverted yield curve (short rates above 
long rates) indicates a recession in about a year, and 
yield curve inversions have preceded each of the last 
seven recessions (as defi ned by the NBER). One of 
the recessions predicted by the yield curve was the 
most recent one. Th e yield curve inverted in August 
2006, a bit more than a year before the current 
recession started in December 2007. Th ere have 
been two notable false positives: an inversion in late 
1966 and a very fl at curve in late 1998.

More generally, a fl at curve indicates weak growth, 
and conversely, a steep curve indicates strong 
growth. One measure of slope, the spread between 
ten-year Treasury bonds and three-month Treasury 
bills, bears out this relation, particularly when real 
GDP growth is lagged a year to line up growth with 
the spread that predicts it.

Th e slope change had a bit more impact on the 
probability of a recession. Using the yield curve 
to predict whether or not the economy will be in 
recession in the future, we estimate that the ex-
pected chance of the economy being in a recession 
next May is 6.1 percent, down from April’s 8.1 
percent, though up a bit from March’s 5.9 percent. 
So although our approach is somewhat pessimistic 
as regards the level of growth over the next year, it 
is quite optimistic about the recovery continuing.

Highlights
May April March

Three-month Treasury bill rate  (percent) 0.04 0.06 0.10
Ten-year Treasury bond rate (percent) 1.93 1.73 2.04
Yield curve slope (basis points) 189 167 194
Prediction for GDP growth (percent) 0.3 0.5 0.5
Probability of recession in one year (percent) 6.1 8.1 5.9
 
Sources: Board of Governors of the Federal Reserve System; authors’ calculations.

Yield Curve Spread and Real GDP Growth

Note: Shaded bars indicate recessions.
Source: Bureau of Economic Analysis, Federal Reserve Board. 
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Th e Yield Curve as a Predictor of Economic 
Growth

Th e slope of the yield curve—the diff erence be-
tween the yields on short- and long-term maturity 
bonds—has achieved some notoriety as a simple 
forecaster of economic growth. Th e rule of thumb 
is that an inverted yield curve (short rates above 
long rates) indicates a recession in about a year, 
and yield curve inversions have preceded each of 
the last seven recessions (as defi ned by the NBER). 
One of the recessions predicted by the yield curve 
was the most recent one. Th e yield curve inverted 
in August 2006, a bit more than a year before the 
current recession started in December 2007. Th ere 
have been two notable false positives: an inversion 
in late 1966 and a very fl at curve in late 1998.

More generally, a fl at curve indicates weak growth, 
and conversely, a steep curve indicates strong 
growth. One measure of slope, the spread between 
ten-year Treasury bonds and three-month Treasury 
bills, bears out this relation, particularly when real 
GDP growth is lagged a year to line up growth 
with the spread that predicts it.

Predicting GDP Growth

We use past values of the yield spread and GDP 
growth to project what real GDP will be in the fu-
ture. We typically calculate and post the prediction 
for real GDP growth one year forward.

Predicting the Probability of Recession

While we can use the yield curve to predict wheth-
er future GDP growth will be above or below aver-
age, it does not do so well in predicting an actual 
number, especially in the case of recessions. Alter-
natively, we can employ features of the yield curve 
to predict whether or not the economy will be in a 
recession at a given point in the future. Typically, 
we calculate and post the probability of recession 
one year forward.

Of course, it might not be advisable to take these 
numbers quite so literally, for two reasons. First, 
this probability is itself subject to error, as is the 
case with all statistical estimates. Second, other 
researchers have postulated that the underlying de-
terminants of the yield spread today are materially 

Yield Spread and Lagged Real GDP Growth

Note: Shaded bars indicate recessions.
Sources: Bureau of Economic Analysis, Federal Reserve Board. 
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diff erent from the determinants that generated yield 
spreads during prior decades. Diff erences could 
arise from changes in international capital fl ows and 
infl ation expectations, for example. Th e bottom line 
is that yield curves contain important information 
for business cycle analysis, but, like other indica-
tors, should be interpreted with caution. For more 
detail on these and other issues related to using the 
yield curve to predict recessions, see the Commen-
tary “Does the Yield Curve Signal Recession?” Our 
friends at the Federal Reserve Bank of New York 
also maintain a website with much useful informa-
tion on the topic, including their own estimate of 
recession probabilities.

For more on the yield curve, read the Economic Commentary “Does 
the Yield Curve Signal Recession?” at http://www.clevelandfed.org/
Research/Commentary/2006/0415.pdf.

For more on the Federal Reserve Bank of New York’s estimate fo 
recession, visit http://www.newyorkfed.org/research/capital_mar-
kets/ycfaq.html.

Recession Probability from Yield Curve

Note: Shaded bars indicate recessions.
Sources: Bureau of Economic Analysis, Federal Reserve Board, authors’ 
calculations.
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Regional Economics
Housing Recovery?

05.22.13
by Kyle Fee and Daniel Hartley

Th e lowest point of the housing bust was character-
ized by a glut of supply. Homes for sale remained 
on the market longer, and foreclosed homes and 
those with mortgages in default added to or threat-
ened to add to this inventory. As a result, prices fell, 
and construction of new homes fell to extremely 
low levels.

Recent data shows that construction activity of 
multifamily housing has recovered to around its 
pre-bust level, with roughly 300,000 to 400,000 
units of new construction beginning each year. 
Th ese levels were typical through the late 1990s 
and early 2000s. In contrast, single-family housing 
construction—even though it has increased from 
around 400,000 units per year to around 600,000 
units per year—is still far below its peak during the 
boom (1.8 million units) and less than its average 
during the late 1990s (about 1.2 million units per 
year).

After swelling from 2.5 million units in 2005 to 
4 million units in 2007, the inventory of housing 
units for sale has fallen to 2 million units, back to 
its year 2000 level. Th is means that given the recent 
pace of home sales, the average time a home spends 
on the market has fallen from around one year to 
less than fi ve months.

Even the inventory of foreclosed homes, another 
source of units for sale, has started to fall in the 
past year. After 14 quarters above 4.0 percent, the 
inventory of foreclosed homes is currently 3.6 per-
cent. Boding well for the future, foreclosure starts 
and the fraction of mortgage holders that are in 
default have also been falling recently

Th e reduction in supply has been accompanied by 
increases in prices. Home prices grew by about 10 
percent over the past year following four years of 
price declines or stagnation.

While there are many encouraging signs of recovery 
in housing markets at the national level, there is a 
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good amount of variation in the degree of recovery 
across the country. Home-price growth has been 
strongest over the past year in western states and in 
Atlanta and New York City. A number of factors 
may be driving this variation.

Local economic conditions and population growth 
play a role in driving demand for housing. At the 
same time, states where foreclosures are processed 
through the judicial system have had much less 
of a reduction in their stocks of foreclosures than 
nonjudicial foreclosure states. Nonjudicial foreclo-
sure states are able to process the stock of foreclosed 
homes faster, eff ectively shrinking the foreclosure 
inventory. Th ere seems to be some correlation be-
tween recent price growth and the way foreclosures 
are processed. Additionally, there appears to be 
higher price growth in the past year in places where 
prices fell the most from the peak of the boom to 
the trough.

Mortgage Delinquencies and Foreclosures
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