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WEEKLY EcONOMIC DIGEST

LOW INFLATION AND RISING PRODUCTION POINT TO CONTINUED EXPANSION,
BUT WEAK HOUSING MARKET COULD BE A DRAG ON NASCENT RECOVERY
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Inflation Remains in Check Amidst Falling Energy Prices. The Bureau of Labor Statistics re-
ported that the Consumer Price Index for All Urban Consumers (CPI-U), a key measure of infla-
tion, fell 0.2 percent in May, led by a 2.9 percent drop in energy prices. May’s decline in the
overall price index followed a 0.1 percent decrease in April. Gasoline prices posted the largest
decline over the month (-5.2 percent); however, gasoline prices remain 27.0 percent above
their May 2009 level. Core CPI-U, which excludes the volatile food and energy categories, in-
creased 0.1 percent over the month; the index has increased only 0.9 percent since May 2009.
This reflects the enormous slack in the economy and reinforces the expectation that next week
the Federal Open Markets Committee will reiterate that the federal funds rate will remain un-
changed “for an extended period of time.” Projections by the Administration, the Federal Re-
serve, and the Congressional Budget Office all suggest that inflation will remain low at least
through 2012.

Industrial Output Rises While Excess Capacity Shrinks. The Federal Reserve released prelimi-
nary estimates showing that industrial production rose 1.2 percent in May after rising 0.7 per-
cent in April. Manufacturing production rose 0.9 percent over the month; since May 2009,
manufacturing output has grown 7.9 percent. Production increased in all major market groups:
consumer products, business equipment, construction supplies, and materials. Preliminary
estimates show that capacity utilization across all industries increased 1.0 percentage point to
74.7 percent in May. Capacity utilization in manufacturing rose 0.7 percentage points last
month; it is now up 6.4 percentage points from its June 2009 trough, eliminating some of the
excess capacity creating during the recession. Increasing output and capacity utilization in the
manufacturing sector, along with the recent boost in employment within the industry, is a posi-
tive sign of continuing recovery.

Housing Starts Up From Historic Lows, But Still Below

Pre-Boom Averages
New Total and Single-Family Housing Starts, Seasonally Adjusted Annual Rate

Single-Family Housing Starts
Decline After Homebuyers’
Credit Expires. New single-
family housing starts fell 17.2
percent in May, following a 5.6
percent increase in April. Single
-family home starts were at a | uso |
seasonally adjusted annual rate J |

of 468,000 units in May. De- =, "
clines were evident across the V V T

country last month: single-unit

starts were down by 26.8 per- = "

cent in the South, by 10.9 per-

cent in the Midwest, by 2.0 per- 0
cent in the West, and by 1.7
percent in the Northeast. Much
of the decline in home starts in May can be attributed to the April 30, 2010 expiration of the
federal first time homebuyers’ tax credit. Homebuyers may have moved home purchases for-
ward in order to take advantage of the expiring tax credit. Single-family home starts rapidly de-
clined from February 2006 through January 2009 (see chart). After increasing for the first half
of 2009, housing starts have been relatively stagnant for the past 12 months at a level well
below the pre-housing boom average of 1.5 million units (from 1981 to 2001). May’s increase
(33 percent) in multi-family housing starts, which are much more volatile, offset the decline in
single-family housing starts, leaving the overall level of housing starts (593,000) statistically
unchanged from April’'s level (659,000). The drop in single-family home starts in May foreshad-
ows declining sales of new and existing home in coming months.
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Note: The historical ges displayed on the chart average rate of housing starts between 1981 and 2001.
Source: JEC Majority Staff calculations based on data from the U.S. Census Bureau,
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