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“It remains the case
that the Committee will
determine the timing of
the initial increase in
the federal funds rate
on a meeting-by-
meeting basis,
depending on its
assessment of
Incoming information
and its implication for
the outlook."

Source: Janet Yellen, press conference opening statement,
June 17, 2015:


http://www.federalreserve.gov/mediacenter/files/FOMCpresconf20150617.pdf

The 2015 outlook is less rosy than the last time we talked.

2015: 2015:
g4/gq42 g3/q3

Dec 2014 Atlanta 3.1 2.8
Fed staff forecast
Current Atlanta 2.1 1.9

Fed staff forecast

Source: Atlanta Fed forecasts



The preliminary (real) GDP growth estimate for the first

guarter indicated an annualized decline of 0.7%.

Quarterly Real GDP Growth

(annualized, percent change)

Recovery

2013 - Q4 2014 - Q1 2014 - Q2 2014 - Q3 2014 - Q4 2015 - Q1
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Deconstructing
the first quarter:
Point 1

Energy
iIndependence is
a mixed
blessing in the
short run.




Mining and oil field investment, as a share of business

spending, has risen dramatically.
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We estimate the impact of lower oil prices on energy-related

Investment took about six-tenths of a percent off Q1 growth.

Quarterly Real GDP Growth

(annualized, percent change)

B +0.6% oil investments

Recovery
average (2.2%)

2013 - Q4 2014 - Q1 2014 - Q2 2014 - Q3 2014 - Q4 2015 - Q1

Source: Bureau of Economic Analysis, FRBA calculations 7



Deconstructing i
the first quarter:
Point 2

“King dollar” is
a mixed
blessing in the
short run.



The sharp dollar appreciation slowed recent GDP growth,

primarily through manufacturing via the export channel.
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We estimate the exchange rate effect took about 1.7

percentage points off first-quarter growth.

Quarterly Real GDP Growth

(annualized, percent change)

B +0.6% oil investments
5 0 +1.7% dollar influence

Recovery

2013 - Q4 2014 - Q1 2014 - Q2 2014 - Q3 2014 - Q4 2015 - Q1

Source: Bureau of Economic Analysis, FRBA calculations 10



Deconstructing the first quarter: Point 3

It was arough winter.
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We estimate weather took about seven-tenths of a

percentage point off first-quarter growth.

Quarterly Real GDP Growth

(annualized, percent change)

B +0.6% oil investments
5 80 +1.7% dollar influence
Bl +0.7% bad weather

Recovery

2013 - Q4 2014 - Q1 2014 - Q2 2014 - Q3 2014 - Q4 2015 - Q1

Source: Bureau of Economic Analysis, FRBA calculations 12



Deconstructing the first quarter: Point 4

. It's a big
o4 (Seasonal)
i measurement
& problem.
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Weak first-quarter growth has been a pattern during the

recovery.

Real Gross Domestic Product (GDP) Growth by Quarter
percent change, SAAR

average growth by quarter (2010-14)

Q1 Q2 Q3 Q4

-2

-3

Source: Bureau of Economic Analysis 14



The Commerce Department is on the case.

“Starting this summer...Commerce is looking to:

 Adjust measures of government spending, which
appear to have lower growth rates in the first and
fourth quarters of the year.

e Start adjusting inventory investment numbers that
don’t now account for seasonal factors.

« Start adjusting some figures from the...quarterly
services survey that until now haven’t had sufficient
time spans for seasonal adjustment.”

Source: The Wall Street Journal: blogs.wsj.com/economics/2015/05/22/first-quarter-growth-may-look-better-
after-upcoming-statistical-tweaks/
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http://blogs.wsj.com/economics/2015/05/22/first-quarter-growth-may-look-better-after-upcoming-statistical-tweaks/

A conservative guess—we emphasize guess—could get

you another Y2 percentage point on Q1 growth.

Quarterly Real GDP Growth

(annualized, percent change)

B +0.6% oil investments
5 0 +1.7% dollar influence

Bl +0.7% bad weather
+0.5% mismeasured
seasonal

Recovery

Note: Current estimates suggest that Q1

growth will be revised up to about zero.

2013 - Q4 2014 - Q1 2014 - Q2 2014 - Q3 2014 - Q4 2015 - Q1

Source: Bureau of Economic Analysis, FRBA calculations 16



Summing it up, and looking ahead.

 The weather effects are clearly transitory, and we
should see some payback in the second (and
maybe third) quarters.

« Seasonal adjustments problems only affect the
timing of measured activity, and we should see
the “lost output” reappear (probably in the third
guarter).

 Now that the dollar and oil prices have stabilized,
we should see the headwinds fade away—but
some of the effects may persist for a bit.
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Tracking estimates are not quite up to a 3 percent pace, but the

May data has been encouraging.

The Evolution of Q2 Real GDP Growth Tracking Estimates
quarterly percent change, SAAR
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REVISION: The U.S. Bureau of Economic Analysis revised its Q1 GDP calculations on
June 24. Below is an updated version of the GDP chart.

Breaking down Q1 GDP: What were the sources of the

disappointing growth?
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Thank you for joining us today.
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