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1.  GDP growth = 3.0% in 2012. 

 

2. The housing sector will turn sharply higher in 2012. 

 

3. Jobs growth will accelerate to 225-250 thousand per 

month. 

 

4. Unemployment rate will end 2012 at 7.6%. 

 

5. Inflation will hover round the 2.0% mark. 

 

6. Europe will probably not derail the expansion. 

 

7. The budget deficit & debt remain long-run obstacles. 
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GDP growth should average 3.0% 
in 2012 which makes our forecast 
about 0.8% above the consensus. 
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S&P 500  

The S&P declined sharply last year, but it has 
been climbing steadily and is near its high 
for the cycle. 
 
This increases wealth and boosts confidence. 
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Consumer Sentiment 

Recession 

Consumer sentiment plunged during the  
summer as fears of a recession mounted. 
 
It has since rebounded. 
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While consumers said they were worried, 
it did not affect their pace of spending. 
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Consumers have paid down enormous 
amounts of debt in the past two years 
and their debt burden seems comfortable. 
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Consumer Credit -- %SAAR 

Consumers have now paid down enough 
debt that they once again feel comfortable  
borrowing. 
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Investment spending , primarily on 
technology, has been climbing at  
a double-digit rate since the  
expansion began. 
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 Corporate Profits with IVA and CC 

Corporate America has been making 
record profits. 
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Corporate Cash ($ billions) 

Corporate cash levels are also at a record high level. 
 
That money earns less than 1.0%. 
 
It will get spent. 
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s Backlog of Orders ($ Million) 
 

The backlog of orders has been 
steadily increasing since  
January 2010. 
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GDP growth should average 3.0% 
in 2012 which makes our forecast 
about 0.8% above the consensus. 

  
 

For this forecast to be correct two things must 

happen:  

 

1. The housing sector must turn upwards. 

 

2. We need to create many more jobs. 
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Case Shiller Home Price Index 
  
Home prices have fallen 30%. 
 
Many homeowners owe more than  
their home is worth. 
 
This has reduced wealth. 
 
       But the housing market is turning  
             around quickly. 
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30-year Mortgage Rate 

A 30% drop in home prices 
combined with record low 4.0%  
mortgage rates makes housing 
very affordable. 
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Homes are more affordable today 
than they have been in 40 years. 
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Existing Home Sales 

In response to all this, home buyers 
have stopped looking and are 
actually taking the plunge. 
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Inventory of Unsold  Existing Homes 

As sales have increased, the unsold inventory 
of homes has dropped to a near record low 
level. 

5 

10 

15 

20 

25 

30 

35 

40 

Jan 2007 Oct 2007 Jul 2008 Apr 2009 Jan 2010 Oct 2010 Jul 2011 

Homebuilder Confidence 

Sensing this shortage, homebuilders today 
are more confident than they have been 
at any time in the past five years. 
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And they are doing something about 
it.  Builders have been steadily 
increasing production since 
mid-summer. 
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Housing Starts 
The Census Bureau tells us that 1.3 million  
new households are formed every year. 
 
Those households need a place to live. 
 
We need to see housing starts increase to 
1.3 million just to satisfy growth. 
 
The housing sector can easily double from where 
it is today. 

  
 

What about Jobs?? 
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Private Employment 

Currently, jobs are increasing by about 200 
thousand per month. 
 

As the economy accelerates, firms 
should quicken their pace of hiring 
to 225-250 thousand per month. 
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Construction Employment 
After a long slide in which 2 million jobs were lost 
over almost six years, construction jobs have finally 
begun to turn upwards and currently average 15T per month. 
 
If housing turns around, construction can easily 
generate 35-40 thousand jobs a month. 

 

725000 

775000 

825000 

875000 

925000 

975000 

Ja
n

 2
00

9
 

Fe
b

 2
00

9
 

M
ar

 2
00

9
 

A
p

r 
20

09
 

M
ay

 2
00

9
 

Ju
n

 2
00

9
 

Ju
l 2

00
9

 

A
u

g 
20

09
 

Se
p

 2
00

9
 

O
ct

 2
00

9
 

N
o

v 
20

09
 

D
ec

 2
00

9
 

Ja
n

 2
01

0
 

Fe
b

 2
01

0
 

M
ar

 2
01

0
 

A
p

r 
20

10
 

M
ay

 2
01

0
 

Ju
n

 2
01

0
 

Ju
l 2

01
0

 

A
u

g 
20

10
 

Se
p

 2
01

0
 

O
ct

 2
01

0
 

N
o

v 
20

10
 

D
ec

 2
01

0
 

Ja
n

 2
01

1
 

Fe
b

 2
01

1
 

M
ar

 2
01

1
 

A
p

r 
20

11
 

M
ay

 2
01

1
 

Ju
n

 2
01

1
 

Ju
l 2

01
1

 

A
u

g 
20

11
 

Se
p

 2
01

1
 

O
ct

 2
01

1
 

N
o

v 
20

11
 

D
ec

 2
01

1
 

Ja
n

 2
01

2
 

Fe
b

 2
01

2
 

M
ar

 2
01

2
 

Construction Spending 

Construction spending has risen 
in eight of the last nine months. 
 
They are building apartments, factories, 
schools, stores, and power plants . 
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State & Local Govt. Employment 
During the recession as tax revenue declined, 
state & local governments laid off thousands of 
teachers, police, and firemen. 
 
We are still losing 15 thousand jobs per month. 

 

But as the economy improves, tax receipts 
will rise, and these layoffs should soon end. 
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The unemployment rate currently is 
8.3% , and it should fall to 7.6% by yearend, 
but that is still way too high. 
 
Furthermore, that 8.3% rate is not spread 
evenly amongst various sectors of the  
population. 
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The unemployment rate is particularly 
high for blacks, teens, and those 
lacking a high school education. 
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Average Duration of Unemployment 

The unemployment rate has fallen 0.8% in 5 months, 
but the duration of unemployment is the highest it  
has been since the depression. 
 
Long-term unemployed workers are having 
a very difficult time finding jobs. 
 
43% have been without a job for more 
than 6 months. 
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These long-term unemployed workers 
may become unemployable. 
 
If so, the full employment level may be 
rising from 5.0% to 6.0% (or higher). 
 

By Yearend 2012 
 

1. GDP Growth = 3.0% in 2012 
 

2. Housing Sector Begins to Turn Upwards 
 

3. Monthly Job Gains Increase to 225-250 Thousand. 
 

4. Unemployment Rate Falls to 7.6%. 
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All-in-all, not a bad year! 

Stephen Slifer 
NumberNomics 
www.NumberNomics.com 

What about Europe? 

 

Can it derail the U.S. economy? 
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Economists believe a debt to GDP ratio 
above 90% is  a serious problem. 
 
Greece at 175% has a huge problem. 
Italy at 100% has a little problem. 
Spain at 60%  has virtually no problem. 
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Not very likely! 
 
Prior to the recession banks were very highly leveraged. 
 
In the past three years their cash holdings have doubled, 
while loans outstanding have declined somewhat. 
 
This ratio of leverage is at a near record low level! 
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Corporate cash levels are also at a record high level. 
 
Higher cash levels at banks and corporations will 
provide a buffer in the event of a problem in Europe. 
 

What About Inflation? 
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PCE Deflator 

Ex Food and Energy 

PCE Deflator 

The Fed has a 2.0% target for the personal 
consumption expenditures deflator. 
 
Ex food & energy it is currently running at 1.8%. 
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Because labor costs are two-thirds of a firm’s 
overall cost, they are the most important 
factor in determining the inflation rate.  
 
With the unemployment rate so high 
at 8.3%, competition amongst unemployed 
workers for available jobs will keep the 
pressure off of wages. 
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Capacity Utilization 

When the manufacturing sector is running 
flat out, the unitization rate will climb. 
 
Once it hits the 80% mark, prices begin to climb. 
 
It will not hit that level for another couple of years. 
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Gasoline Prices 

Last year gasoline prices climbed by 50% 
in response to unrest throughout N. Africa 
and the Middle East 
 
This year they have risen 8.0%. 
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Non-Fuel Commodities 

Commodities prices for everything other than 
energy -- food, metals and industrial materials --  
have been dropping like a rock. 
 
They have fallen 15% in the past year. 
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Excess Reserves 

The Fed has flooded the banking system with  
$1.6 trillion of surplus reserves. 
 
At some point they will have to drain those reserves. 
 
It has a game plan, but will it work?  
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If 2012 GDP Growth 
Is Stronger Than Expected 

 
Might the Fed Begin 

 to Tighten? 
 

2012 2013 2014 
Longer 
Run 

GDP 

Federal Reserve 2.5% 3.0% 3.7% 2.5% 

Unemployment Rate 

Federal Reserve 8.4% 7.8% 7.2% 5.6% 

PCE Inflation 

Federal Reserve 1.7% 1.7% 1.8% 2.0% 

Federal Reserve’s Forecast 
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Fed Funds Rate 

If the Fed does not begin to tighten 
until late 2014 it will take until 
the middle of 2016 for the funds 
rate to return to “neutral”. 

2012 2013 2014 
Longer 
Run 

GDP 

Federal Reserve 2.5% 3.0% 3.7% 2.5% 

NumberNomics 3.0%      3.5% 

Unemployment Rate 

Federal Reserve 8.4% 7.8% 7.2% 5.6% 

NumberNomics 7.6%      7.0% 

PCE Inflation 

Federal Reserve 1.7% 1.7% 1.8% 2.0% 

Federal Reserve’s Forecast 

How Bad is the 
Budget Deficit? 

 
  Debt Outstanding? 

 

Things to Talk About 

  
 1. What are budget deficits? 

 

2. How are budget deficits and debt related? 

 

3. Is our debt really a problem? 

 

4. How might we solve this problem? 
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FY 2011  

Revenue $2.3 trillion 

Less:  Expenses $3.6 trillion 

Budget Deficit $1.3 trillion 

Budget Surplus / Deficit 

($1.0 trillion = A stack of $1,000 bills 66 miles high) 
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Budget Deficit 

We had a budget deficit of $1.3 
trillion in FY 2011. 
 
CBO expects a deficit of $1.1 
trillion this year, and about  
$300 billion  annually  by 2014 
and beyond. 
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Deficit  / GDP -- % 

Most economists think that if  
the deficit averages about 3.0% 
of GDP over a business cycle, 
it is acceptable. 
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Debt Outstanding 

To finance the budget deficit for a given year 
the government must borrow an equivalent 
amount. 
 
Thus, debt outstanding  
cumulates over time. 
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Debt / GDP -- % 

Danger 

Acceptable 

A debt/GDP ratio of 50.0% is acceptable. 
 
A debt/ GDP ratio of 90% is dangerous. 
 
Through 2022 we are higher than we  
would like to be, but appear to have  
no particular problem. 
 
This is very misleading. 
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Debt --  GDP 

First, the real budget problems do not occur  
until after 2021.  By 2035 debt/GDP ratio climbs to 84%. 
 
Gets much closer to the 
danger level. 
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Population Age 65+ (% GDP) 

The basic reason why our budget outlook 
deteriorates so quickly is because 
our population is getting older. 
 
Today 23% are 65+ years of age. 
By 2035 38% will be 65+ years of age. 
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As we age, more people receive Social Security. 
More people receive Medicare benefits. 
Medicaid payments go up. 
 
These three categories represent  8% of GDP today. 
By 2035 they will represent 16% of GDP. 
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Debt  /  GDP 

Danger 
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Alternative 
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Second, the baseline forecast assumes current laws remain 
in place for the entire forecast period. 
 
An “alternative” forecast uses less optimistic 
 revenue and expense assumptions. 
 
Payroll taxes, unemployment benefits, payments to physicians 
 
In this case, debt/GDP climbs to 190% by 2035.  
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“Many analysts believe that the alternative 
scenario presents a more realistic picture 
of the nation’s underlying fiscal policy.” 

50.0% 

70.0% 

90.0% 

110.0% 

130.0% 

150.0% 

170.0% 

190.0% 

Greece 

Port. 
Ireland 

Italy 
U.S. 
2035 
Base 

Debt/GDP (%) 
U.S 
2035 
Alter. 

 

Spain 

The projected budget deficits for 2035 
suggest that the U.S. debt problem will 
become worse than many of the 
European countries currently 
experiencing debt woes. 
 

What Might We Do  
 To Solve the Problem? 
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1960 
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Major Components of Government Spending 
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Government Spending  % GDP 
Currently government spending is 24% of GDP, 
well above its 20% average, and it stays high. 
 
This reflects an  implicit belief that government can 
spend money more wisely 
than private sector. 

To trim the budget deficit sharply curtail government spending . 
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Revenue % GDP 
Revenues today are about 15.5% of GDP versus average of about 
18%.  They will climb to 21% as 2010 tax act expires at end of 2012. 
 
Raise individual income tax rate. 
Reduce child tax credit.  Raise estate tax rate. 
Reduce exemption for AMT. 
 

While some want to increase taxes, 
this does not seem prudent. 
 
Make provisions of 2010 tax act permanent. 

So What Have We Learned? So What Have We Learned? 

1. Our likely budget deficits over the next 25 years are too big. 
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So What Have We Learned? 

1. Our likely budget deficits over the next 25 years are too big. 

 

2. As a result, we just keep piling on debt. 

 We are simply pushing the problem off on our kids and grandkids. 

 

3. To reduce our deficits and debt we will have to cut 

      transfer payments – Social Security, Medicare, Medicaid. 

 

4. Focus on cutting expenditures. 

 The government sector has become entirely too big. 

 

5. Keep revenues in line with their long term average. 

  

 

  Do We Have the Courage to Do It? 

Stephen Slifer 
NumberNomics 
www.NumberNomics.com 


