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Economic Week In Review: The Recovery Picks Up Speed 

Vanguard 1/28 - As the first month of 2011 draws to a close, signs indicate that the economic recovery is slowly 
gaining momentum. It was reported this week that the nation’s real GDP grew more than 3% last quarter, thanks 
in part to an increase in consumer spending. Consumer confidence improved notably in January, and new-home 
sales picked up during the month of December. For the week ended January 28, the S&P 500 Index dropped 
0.5% to 1276 (for a year-to-date total return of about 1.6%). The yield of the 10-year U.S. Treasury note fell 8 
basis points to 3.36% (for a year-to-date increase of 6 basis points). 

Real GDP 4Q2010 - Consumer Spending And Trade Boost GDP 

Vanguard 1/28 - The country’s real gross domestic product (GDP), which is a broad measure of the goods and 
services produced in the United States, increased by 3.2% (annualized) in the fourth quarter of 2010. Consumer 
and business spending played an important role in this economic growth. 
"The GDP headline number came a bit below consensus expectations of 3.6%, in part because of the 
unexpectedly large inventory drawdown,” said Vanguard economist Roger Aliaga-Díaz. “However, this drop in 
inventories is at the same time a very encouraging sign for the strength of final demand during 2011. Overall, the 
report is yet another indication that the balance of risks to the recovery outlook is becoming more favorable." 
Personal consumption expenditures rose 4.4% (annualized) last quarter, partly because of holiday sales. Sales 
of durable goods, including cars and furniture, increased 21.6% for the quarter, while sales of nondurable goods 
rose 5.0%. Final sales of domestic products jumped an impressive 7.1%—the largest quarterly gain since 1984. 
The U.S. economy also benefited from growth in exports, which increase GDP, and shrinkage in imports, which 
reduce it. 
Econoday 1/28 - The last quarter of 2010 was led by sharp improvement in net exports

Weakness was led by a sharp slowing in inventory investment to $7.2 billion from $121.4 billion in the third 
quarter. Government purchases slipped 0.6%. 

 to a gap of $392.2 billion 
from $505.0 billion in the third quarter. Exports rose an annualized 8.5% while imports dropped 13.6%. Also 
boosting GDP were personal consumption expenditures, up an annualized 4.4%; business investment in 
equipment & software, up 5.8%; and residential investment, up 3.4%. Nonresidential structures posted a modest 
rise. 

The bottom line is that final sales have picked up significantly. Final sales of domestic product strengthened to a 
7.1% increase from 0.9% annualized in the third quarter. Growth in real final sales to domestic purchasers (takes 
out net exports) picked up to 3.4%, following a 2.6% boost in the third quarter.  
Economy-wide inflation as measured by the GDP price index softened to 0.3% in the fourth quarter, following a 
2.1% increase the prior quarter. The consensus expected a 1.5% gain.  
Today's report is clearly positive for forward momentum in the recovery despite a slightly disappointing headline 
number

Consumer Confidence: Consumers Grow More Confident, Surprises On The Upside  

. Demand is picking up and inventories are not out of control-a very good combination. Still, growth is 
moderate and there are no signs of pending excessive growth. 

Vanguard 1/28 - The Conference Board’s index of 
consumer confidence, released 1/25, spiked to 60.6 
for the month of January—a sizeable jump

Barclays 1/25 - The rise in respondents' optimism towards the employment outlook is consistent with the 

 from its 
53.3 reading in December. Consumer sentiments 
regarding the current and future job market, business 
conditions, and income expectations were all improved 
for the month. While consumer confidence has been 
on the rise over the past several months, overall 
confidence remains relatively weak. The Conference 
Board typically considers a score of 90 or more a good 
indicator of a solid economy. 
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improvement in the January weekly claims data, which showed a slower pace of layoffs. Despite the gain today, 
consumer confidence has remained within the same range for the past few quarters. We look for steady and 
persistent improvement in the labor market to lift consumer confidence.  
Econoday 1/28 - The Reuter's/University of Michigan's Consumer sentiment index  Consumer optimism is as 
strong as it's been since mid-year based on the implied second-half January reading of the consumer sentiment 
index. The index rose 1-1/2 points to 74.2 from the mid-month reading of 72.7 pointing to an implied 75.7 level 
for full-month January for the strongest reading since June
Details show special strength in expectations, the index's leading component which is also at its best level since 
June. The assessment of current conditions is tangibly below this time last month. Inflation readings are at their 
highest levels of the recovery reflecting high energy and food prices. Consumer spirits are subject most to 
changes in the jobs market and there's no guarantee that optimism will hold.  

. 

FOMC Meeting Jan 25-26: Fed holds steady 

Vanguard 1/28 - After meeting for the first time in 2011, the Federal Open Market Committee (FOMC) 
announced that it will make no changes to its monetary policy. As it has since December 2008, the central bank 
voted to keep the target federal funds rate in the 0% to 0.25% range “for an extended period.

Econoday 1/26 - The meeting statement kept most of the language from the prior meeting. The previously 
announced QE2 stays on track as planned. There were no dissenting votes. 

” The FOMC will 
also continue with its plan to purchase $600 billion in Treasuries by the middle of this year. The program is 
designed to prevent deflation and support economic recovery. 

The Fed continued to focus on 
weakness in labor markets and soft core inflation as justification for continued loose monetary policy

New Home Sales - December 

. 

Press Release 1/26 - Sales of new single-family houses in December 2010 were at a seasonally adjusted annual 
rate of 329,000, according to estimates released jointly today by the Census Bureau and HUD. This is 17.5% 
above the revised November rate of 280,000
The median sales price of new houses sold in December 2010 was $241,500; the average sales price was 
$291,400. The seasonally adjusted estimate of new houses for sale at the end of December was 190,000. This 
represents 

, but is 7.6% below the December 2009 estimate of 356,000. 

a supply of 6.9 months at the current sales rate. 

Vanguard 1/28 - The boost in sales may have been helped by homebuilders who attempted to clear out houses 
at a discounted rate before year-end.  

An estimated 321,000 new homes were sold in 2010. This is 14.2% below the 2009 figure of 375,000. 

Econoday 1/16 - The buyer rush was likely tied to December's jump in mortgage rates which encouraged home 
shoppers to go ahead and tie the knot. 
The bad news is that indications on January, most importantly the drop underway in purchase applications, point 
squarely at a drop for next month's report (purchase applications data were posted earlier this morning). Another 
negative is that December's gain is concentrated in the 
West, not evenly distributed through regions.  
This and last week's existing home sales report offer 
rare good news on the housing sector

Barclays 1/26 - Looking past this temporary window of 
elevated activity, the current level of months supply has 
returned to levels observed in December 2006. 

. It would be a 
welcome surprise if this strength is extended.  

The 
gain in sales was driven exclusively by the West. When 
taken together with the strong increase in existing home 
sales for December (12.3% m/m to 5.28mn units 
annualized), the new home sales data are further 
indication that activity in the housing sector stabilized in 
the fourth quarter of last year. New home sales, 
however, remain well below historical averages.  
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Bloomberg 1/27 - Distressed sales currently account for 36% of existing sales, suggesting that potential 
purchasers are hunting for bargains

US S&P/Case-Shiller Home Prices Decline In November  

. This will probably keep many of them away from the new home market, as 
the median price of a new home in December stood at $241,500 compared with $168,000 for an existing home. 
Whatever recovery is taking place in the housing sector is a function of aggressive price discounting and bank 
foreclosures, rather than improving fundamentals. 

Barclays 1/25 - The S&P/Case-Shiller composite 20-city home price index decreased 0.5% in November 
following a 1.0% drop in October. This is the fifth consecutive decrease in the series but was a smaller decline 
than we or the consensus had expected (-0.8%). Sixteen out of the twenty cities posted a drop in November, with 
the biggest falls in Detroit (-2.3%), Atlanta (-1.7%) and Chicago (-1.6%). On a y/y basis, the headline index fell 
1.6% in November, down from -0.8% in October. We expect softness to persist in the near term as home prices 
continue to face headwinds from the large pipeline of foreclosures entering the market. 

Durable Goods Orders: A Dip In Durable-Goods Orders 

Vanguard 1/28 - The nation’s factories experienced a 2.5% drop in durable goods orders for the month of 
December. A decrease in the demand for military and commercial aircraft accounted for much of the decline. 
Excluding the transportation sector, demand for durables rose 0.5% for the month. 

Employment Cost Index, 4Q2010: Employer Costs Are On The Rise 

Vanguard 1/28 - Employer costs increased 0.4% during the fourth quarter of 2010. Growth was equal in all three 
of the measured categories—wages, salaries, and benefits. Costs rose between 1.6% and 2.9% in all three 
categories compared with those of one year ago. This growth indicates that the labor market is steadily but 
slowly growing stronger. 

US CBO Budget Deficit Forecasts Released  

Bloomberg 1/27 (excerpts) - The U.S. budget is bleeding even more than previous forecasts indicated

The new forecast adds urgency to the U.S.'s looming fiscal crisis. By 2020 net interest on the debt will capture 
roughly 3.3% of gross domestic product should the U.S. continue on its current fiscal course. As the cost of the 
U.S.’s debt grows, productive investment in public goods like roads or schools or private goods like factories and 
technological innovation will begin to be crowded out. 

, the 
Congressional Budget Office said yesterday. The budget deficit will be $1.48 trillion in 2011, $400 billion wider 
than previous CBO forecasts, due to the December compromise between U.S. President Barack Obama and 
Republican leaders in Congress that extended Bush-era tax cuts, set a payroll tax holiday and reauthorized 
unemployment insurance. 

Bloomberg 1/25 - The International Monetary Fund estimates that the U.S.'s debt-to-GDP ratio will be 85% by the 
end of 2015 if there is no change in spending. The Congressional Budget Office's baseline scenario puts the 
figure at 67%. 

Unemployment Insurance Weekly Claims Report (Initial Jobless Claims) – week ended Jan. 22 

Press Release 1/27 (excerpts) – In the week ending Jan. 22, the advance figure for seasonally adjusted initial 
claims was 454,000, an increase of 51,000 from the previous week's revised figure of 403,000. The 4-week 
moving average was 428,750, an increase of 15,750 from the previous week's revised average of 413,000. 
The advance seasonally adjusted insured unemployment rate was 3.2% for the week ending Jan. 15, an 
increase of 0.1 percentage point from the prior week's unrevised rate of 3.1%. 
The advance number for seasonally adjusted insured unemployment during the week ending Jan. 15 was 
3,991,000, an increase of 94,000 from the preceding week's revised level of 3,897,000. The 4-week moving 
average was 3,975,500, a decrease of 39,750 from the preceding week's revised average of 4,015,250.  

       WEEK ENDING Jan. 22 Jan. 15 Change Jan. 8 Prior Year 
Initial Claims (Seasonally Adj) 454,000 403,000 +51,000 447,000 476,000 

4-Wk Moving Average (SA) 428,750 413,000 +15,750 417,250 472,750 
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Econoday 1/27 - The Labor Department 
is blaming snow storms in the South for 
a very disappointing and totally 
unexpected 51,000 rise in initial jobless 
claims to 454,000

The four-week average jumped 15,750 
to 428,750 which is nearly 15,000 higher 
than a month ago and which 

 for the January 22 
week (prior week revised 1,000 lower to 
403,000). But unfortunately the jump 
also reflects what the Labor Department 
calls "normal" volatility in the numbers at 
this time of year, which is the heaviest 
time for initial claims. 

Japan's Credit Rating Cut to AA- by S&P on Mounting Debt Burden 

suddenly 
points to trouble for the monthly employment report. 

Bloomberg 1/27 - Japan’s sovereign credit rating was cut for the first time in nine years on concern that Prime 
Minister Naoto Kan hasn’t done enough to curb an $11 trillion debt burden, the world’s largest

The Economic Week Ahead: Jan. 31 – Feb 4, 2011 

. The rating was 
cut to AA-, the fourth-highest and alongside China, from AA, Standard & Poor’s said. The move fuels concern 
that policy makers may struggle to finance debt projected to swell to 943 trillion yen, or about twice the size of 
gross domestic product. Kan may need to speed efforts to raise revenue with a higher consumption tax to 
prevent a debt crisis like that of Europe. 

Vanguard 1/28 - Friday’s release of the Labor Department’s monthly assessment of the employment situation 
will be the big news. Other reports will include the latest on personal income (Monday), auto sales, construction 
spending, the ISM manufacturing index (Tuesday), factory orders, the ISM nonmanufacturing index, and 
productivity and costs (Thursday). 
This Week’s U.S. Economic Calendar    Source: Briefing.com 

Date ET Release For Actual Briefing.com Consensus Prior Revised 

From 

Jan 31 08:30 Personal Income Dec 0.4% 0.8% 0.5% 0.4% 0.3% 

Jan 31 08:30 Personal Spending Dec 0.7% 0.7% 0.6% 0.3% 0.4% 

Jan 31 08:30 PCE Prices - Core Dec 0.0% 0.1% 0.1% 0.1%  

Jan 31 09:45 Chicago PMI Jan 68.8 65.0 65.0 66.8 68.6 

Feb 01 10:00 Construction Spending Dec  -0.5% -0.5% 0.4%  

Feb 01 10:00 ISM Manufacturing Index Jan  57.5 58.2 58.5 57.0 

Feb 03 08:30 Productivity-Preliminary Q4  2.0% 2.2% 2.3%  

Feb 03 08:30 Initial Claims for Unemployment 01/29  410K 425K 454K  

Feb 03 10:00 Factory Orders Dec  -0.5% -0.6% 0.7%  

Feb 03 10:00 ISM Services Index Jan  57.5 57.0 57.1  

Feb 04 08:30 Nonfarm Payrolls Jan  125K 150K 103k  

Feb 04 08:30 Unemployment Rate Jan  9.6% 9.5% 9.4%  
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