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The discussions and information contained in this document are the opinions of BOTW chief economist Dr. Scott Anderson and economist Myasnik “Nik” Poghosyan and 
should not be construed or used as a specific recommendation for the investment of assets, and is not intended as an offer, or a solicitation of an offer, to purchase or sell any 
security or financial instrument.  Nor does the information constitute advice or an expression of the Bank’s view as to whether a particular security or financial instrument is 
appropriate for you or meets your financial objectives. Economic and market observations and forecasts, such as those offered by Dr. Anderson and Poghosyan, reflect 
subjective judgments and assumptions, and unexpected events may occur. There can be no assurance that developments will transpire as forecasted. Nothing in this 
document should be interpreted to state or imply that past results are an indication of future performance. 

Date Indicator  For Estimate Consensus* 
Previous 
Period 

05-January -2015 Total Vehicle Sales  DEC 16.9 16.9M 17.1M 

06-January -2015 ISM New York DEC N/A N/A 62.4 

06-January -2015 Factory Orders NOV -0.6% -0.4% -0.7% 

06-January -2015 ISM Non-Mfg Composite Index DEC 58.5 58.0 59.3 

07-January -2015 ADP Employment Change DEC 237K 226K 208K 

07-January -2015 Trade Balance NOV -$41.6B -$42.0B -$43.4B 

08-January -2015 Initial Jobless Claims 01/03 293K 290K 298K 

08-January -2015 Consumer Credit NOV $16.0B $15.0B $13.2B 

09-January -2015 Nonfarm Payrolls DEC 248K 243K 321K 

09-January -2015 Mfg Payrolls DEC 18K 14K 28K 

09-January -2015 Unemployment Rate DEC 5.7% 5.7% 5.8% 

09-January -2015 Average Hourly Earnings MoM DEC 0.2% 0.2% 0.4% 

09-January -2015 Average Weekly Hours MoM DEC 34.6 34.6 34.6 

09-January -2015 Wholesale Inventories MoM NOV 0.3% 0.3% 0.4% 

 *Consensus from Bloomberg 

 
GDP with a 5.0 Handle: What Does it Mean? 
The U.S. economy confidently shifted to a higher gear of 
expansion in the third quarter of 2014, growing at an 
impressive 5.0 percent annualized rate, according to the 
“third” estimate of real GDP, reported by the Bureau of 
Economic Analysis. This was the greatest reading since 
the third quarter of 2003 and stands much higher than the 
median forecast of 75 economists, surveyed by 
Bloomberg, projecting a 4.3 percent increase. 
 

Best Two Quarters of Growth Since 2003 

 
 

 
The 1.1 percentage point upward revision to the rate of 
Q3 growth of real GDP was driven by greater consumer 
spending, an upward adjustment of business investment 
across the spectrum, increased private inventories, and 
stronger expansion of state and local government 
expenditures.  

 
Business Investment Better Than First Reported in Q3 

Business investment, a notoriously cyclical component of 
GDP that is highly dependent on business confidence, 
increased at a solid 8.9 percent annualized pace in the 
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third quarter. At the same time, corporate profits after tax 
increased at a 20 percent annualized pace in the third 
quarter. Solid business confidence and profits should 
clear the way for sustained and steady business 
investment growth in 2015.  Non-residential fixed 
investment, which includes investment in commercial 
structures, equipment, and intellectual property, is 
expected to grow 5.3 percent in 2015, with equipment 
spending leading the way. This is just a touch lower than 
2014’s 6.1 percent expected growth rate.  
    

Business Investment Share Growing during Post recession

 

 
The share of nonresidential investment relative to GDP 
has been expanding steadily during the last five years, 
reaching levels in the third quarter consistent with past 
cyclical peaks. We expect this high share of investment to 
continue for some time to come, however, given the depth 
of the downturn in business investment spending during 
the “Great Recession” and the still robust level of 
corporate profits and domestic demand. 
 

Industrial Equipment Leading Business Investment Growth

 
Over the past year all three subcomponents of business 
investment grew at least twice as fast as the entire 
economy, which increased 2.7 percent in the third quarter 

from a year ago. Notice the outsized gains in industrial 
equipment spending -- up 17.1 percent from a year ago.  
In light of the new GDP data, we have recalibrated our 
forecast for real GDP growth to an annual 2.4 percent for 
2014, and 3.2 percent in 2015.  
 
Given the sanguine economic outlook and historically low 
delinquency rates, commercial banks have been 
accelerating issuance of commercial and industrial (C&I) 
loans that are an important source of financing for most 
businesses in the U.S. C&I loans have been growing at 
double digits on an annual basis since March of this year, 
and that growth rate has been positive for the last 44 
months, implying increasing business activity, growing 
optimism, and better business opportunities pursued by 
private firms.  
 

C&I Loans Growing at an Increasing Rate 

 

 
The level of C&I loans issued by all commercial banks 
reached $1.76 trillion in November -- that exceeds the 
previous peak of 2008 by $174 billion, or 10 percent. 
Growth in commercial real estate construction and 
increased business expansion initiatives reflect a 
comeback of lending after the deep dive in the aftermath 
of the recent crisis.  The low interest-rate environment 
that is likely to change in the second half of 2015 is 
another factor for businesses to borrow and spend today.  
  
While the 5.0 percent handle on Q3 GDP is a welcome 
development that gets the U.S. economy closer to its full 
potential, such a rapid pace of growth is not sustainable 
over the long run. That said, the U.S. expansion is now 
broad-based and sustainable into 2015. Business 
investment has become a bigger piece of our economy in 
2014 as robust corporate profits, low interest rates, and 
improving confidence helped businesses take the plunge 
on business investment.  But as 2015 evolves, corporate 
profits as a share of the economy will likely peak, interest 
rates are expected to head higher, and business 
confidence is already at high levels.  Some deceleration in 
business investment growth can be expected.    
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Major Economic Indicators 

 

Economic Data 2014.1 2014.2 2014.3 2014.4 2015.1 2015.2 2015.3 2015.4 2016.1 2016.2 2016.3 2016.4 2013 2014 2015 2016

Real GDP* -2.1 4.6 5.0 2.5 2.7 2.8 3.1 3.1 2.6 2.9 2.5 2.6 2.2 2.4 3.2 2.8

Personal Consumption Expenditures* 1.2 2.5 3.2 3.8 3.2 3.3 3.5 3.4 2.9 2.9 2.5 2.4 2.4 2.5 3.4 3.0

Non-residential Fixed Investment* 1.6 9.7 8.9 2.1 5.0 5.0 5.0 5.0 4.7 4.6 4.6 4.2 3.0 6.1 5.3 4.8

Private Housing Starts (000s units) 925 985 1,033 1,039 1,070 1,100 1,121 1,143 1,165 1,180 1,240 1,260 930 996 1,109 1,211

Vehicle Sales (mill. Units, annualized) 15.6 16.5 16.7 16.8 17.0 17.1 17.2 17.2 17.2 17.2 17.3 17.3 15.5 16.4 17.2 17.2

Industrial Production* 3.9 5.7 4.0 5.0 3.5 3.3 3.3 3.2 3.4 3.4 3.4 3.4 2.9 4.2 3.9 3.4

Nonfarm Payroll Employment (mil.) 137.8 138.5 139.2 140.0 140.7 141.4 142.1 142.8 143.4 144.1 144.7 145.3 136.4 138.9 141.8 144.4

Unemployment rate 6.7 6.2 6.1 5.8 5.7 5.6 5.5 5.4 5.4 5.3 5.2 5.2 7.4 6.2 5.6 5.3

Consumer Price Index* (percent) 1.9 3.0 1.1 -1.3 0.5 1.7 1.9 1.9 1.9 1.9 2.0 2.1 1.5 1.6 0.9 1.9

"Core" CPI* (percent) 1.6 2.5 1.3 1.5 1.6 1.7 1.7 1.8 1.8 1.8 1.9 1.9 1.8 1.8 1.7 1.8

PPI (finished goods)* (percent) 3.9 3.9 0.8 -2.5 0.0 0.3 1.0 1.1 1.3 1.3 1.4 1.4 1.2 2.1 0.1 1.2

Trade Weighted Dollar (Fed BOG, major) 76.9 76.4 77.5 82.2 83.5 83.9 84.6 85.2 85.5 86.3 87.0 86.9 76.1 78.3 84.3 86.4

Crude Oil Prices -WTI ($ per barrel) 99 103 98 76 63 68 71 73 75 75 76 76 98 94 69 76

*Quarterly Data Percent Change At Annual Rate; Annual Data Year-on-Year % Chg, or Annual Average.

Financial Data 2014.1 2014.2 2014.3 2014.4 2015.1 2015.2 2015.3 2015.4 2016.1 2016.2 2016.3 2016.4 2013 2014 2015 2016

S & P 500 1,835 1,900 1,976 1,644

Dow Jones Industrial Average 16,177 16,604 16,954 15,010

Federal Funds Rate (effective) 0.07 0.09 0.09 0.08 0.10 0.18 0.43 0.70 1.12 1.37 1.62 1.95 0.11 0.08 0.35 1.52

Treasury-3 Month Bills (yield) 0.05 0.03 0.03 0.02 0.03 0.16 0.43 0.76 1.17 1.42 1.67 2.00 0.06 0.03 0.35 1.57

Treasury-2 Year Notes (yield) 0.37 0.42 0.52 0.52 0.72 0.85 1.13 1.33 1.80 2.10 2.35 2.68 0.31 0.45 1.00 2.23

Treasury-5 Year Notes (yield) 1.60 1.66 1.70 1.57 1.70 1.91 2.12 2.40 2.87 3.07 3.32 3.45 1.17 1.63 2.03 3.18

Treasury-10 Year Notes (yield) 2.77 2.62 2.50 2.27 2.47 2.72 2.96 3.11 3.21 3.34 3.45 3.68 2.35 2.54 2.82 3.42

Treasury-30 Year Notes (yield) 3.68 3.44 3.27 2.97 3.10 3.23 3.40 3.50 3.61 3.72 3.80 3.91 3.44 3.34 3.31 3.76

Prime Rate 3.25 3.25 3.25 3.25 3.25 3.25 3.43 3.70 4.12 4.37 4.62 4.95 3.25 3.25 3.41 4.52

Libor 3-Mo. U.S. Dollar 0.26 0.25 0.24 0.23 0.24 0.27 0.48 0.80 1.21 1.47 1.71 2.05 0.28 0.25 0.45 1.61

Mortgage-30 Year (yield) 4.36 4.23 4.14 4.03 4.18 4.44 4.68 4.82 4.92 5.05 5.16 5.39 3.98 4.19 4.53 5.13

BAA Corporate (yield) 5.12 4.82 4.74 4.74 4.88 4.98 5.16 5.32 5.45 5.60 5.72 5.95 5.10 4.86 5.09 5.68

Source:  Bank of the West Economics, Bloomberg, Federal Reserve .
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