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WASHINGTON - The United States economy continues to heal from the worst recession since the Great Depression, with economic
activity continuing at a moderate pace this year. Economic growth reflects in part the effect of severe drought conditions on agricultural
output and the ongoing sovereign debt crisis in Europe.  These challenges notwithstanding, private-sector activity continues to expand and
the housing market is beginning to improve, though there is clearly more work to do.  Private forecasters expect moderate growth through
the remainder of the year, with activity gradually strengthening over the course of 2013. According to the advance report on third-quarter
GDP released late last week, real GDP growth accelerated to a 2.0 percent annual rate from 1.3 percent in the second quarter, partly
reflecting faster growth of consumer spending and residential investment. 

 

Personal consumption expenditures increased at a 2.0 percent pace in the third quarter, up from a 1.5 percent gain in the second quarter. 
Residential investment strengthened to a 14.4 percent  annual rate from 8.5 percent in the second quarter. Government outlays increased
by 3.7 percent, driven by an increase in volatile defense outlays. Declines in state and local spending continued to taper, and in the third
quarter this sector’s contribution to growth was essentially neutral after being a drag on economic activity for the past three years -- the
longest period of falling state and local expenditures in post-war history.  These developments were partly offset by a decline in
nonresidential fixed investment. The severe drought, which lowered farm output, cut into inventory investment for a second straight
quarter; private inventory accumulation slowed  in Q3, subtracting 0.1 percentage point from real GDP growth during the quarter. Net
exports also showed a slight decline. 

 Conditions in the labor market continue to improve gradually, though more work needs to be done to accelerate the pace of hiring.
Private-sector firms added 104,000 workers to their payrolls in September, the 31st straight month of job growth.  The latest gain brought
the total number of private sector jobs created since the employment trough in early 2010 to 5.2 million, including the preliminary revision
to the payroll data.    The average private-sector workweek lengthened by 0.1 hour to 34.5 hours in September and is now just 0.1 hour
shorter than its pre-recession level in late 2007.  In addition, the index of aggregate production worker hours has risen steadily for the past
six months.  The unemployment rate declined 0.3 percentage point to 7.8 percent in September, with the largest declines occurring in the
demographic groups with the highest unemployment rates.  While the jobless rate is still high relative to its pre-recession average, the
1.3 percentage point decline recorded since August 2011 represents an improvement in the employment situation across a wide range of
demographic groups and is largely the result of people leaving unemployment for employment.

Looking ahead, the economy is expected to strengthen, consistent with an improved pace of activity. Growth of real disposable income
has strengthened this year to 2.5 percent at an annual rate. Household debt as a share of personal income has fallen notably from a pre-
recession peak of nearly 130 percent to 109 percent in the second quarter of 2012.  Household wealth relative to income continues to
improve, reflecting gains in equity markets and the recent upturn in house prices.  These developments are expected to put consumer
budgets on a stronger footing going forward.  The housing sector – which faced extraordinary challenges in the wake of the financial crisis
-- has also shown clear signs of improvement.

A consensus of private forecasters sees real GDP growing by 2.3 percent over the four quarters of 2013.  While the outlook is positive, the
U.S. economy remains vulnerable to global economic conditions, particularly the situation in Europe.  Uncertainty about sovereign debt
strains in the eurozone has already contributed to volatility in U.S. and global financial markets.  The recent slowdown in global growth
also has implications for U.S. exports, which have been an important source of strength for the U.S. economy over the past three years. 
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 Putting federal finances on a more sustainable course in a way that supports growth and creates jobs in the near term is important both to
maintaining our current recovery and ensuring stronger growth over the long term.  In the fiscal year just ended, FY2012, the budget deficit
continued to decline and is now roughly 3 percentage points below its peak as percentage of GDP. The President’s FY2013 Budget would
reduce the deficit further over the next decade, achieving primary balance and putting the debt-to-GDP ratio on a declining path by 2018. 
Importantly, it would achieve these goals in a way that preserves room for programs needed to support our most vulnerable citizens and to
enhance our long-run competitiveness through targeted investments in education, infrastructure, and research and development.

The Administration remains focused on getting more Americans back to work, shoring up these gains, and advancing an agenda to
provide near-term support for disposable income and job growth.  If passed, these measures would further the progress made over the
past three years, creating a stronger foundation for near-term economic growth and enhancing our nation’s competitiveness and standard
of living for the long term.
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