Weekly Econotes

Although viewed as better than expected, the economic
data released this week were uninspiring. Retail sales
were soft and industrial production gapped lower.

Industrial production decreased 0.7% in April and was
revised slightly lower in March. Production increased by
0.2% in March after falling 0.7% in February. Compared
with a year earlier, industrial production was up by only
0.2% in April — the weakest year-over-year advance since
early in the recovery from the 2001 recession. Since
peaking in January, industrial production has declined at
an annual rate of 3.7% - the steepest drop in a four-
month period since the recession, other than following
the 2005 hurricanes.

Manufacturing output fell 0.8% in March, in part reflecting
the ongoing strike at an automotive parts supplier. Mining
output fell due to a disruption at an offshore gas facility.
The disruptions in the motor vehicle and mining sectors
also suppressed output in May. Capacity utilization fell
below 80% for the first time since 2005. It hit a peak of
81.4% last August.

Surveys of manufacturers in different regions uncovered
mixed conditions in May. The Philadelphia Fed Manufac-
turing Index improved due to better orders and ship-
ments, but remained well into negative territory. The
Empire State Manufacturing Survey conducted by the
Federal Reserve Bank of New York deteriorated in May,
after rebounding in April, mainly reflecting weaker
shipments.

Retail sales fell in April for the third time in the past five
months. Falling employment, the high price of gasoline,
and tighter credit conditions combined to push down retail
sales by 0.2% to 2.0% above the year ago level. Non-auto
sales increased 0.5% on the month and 4.5% on a year-
over-year basis. Non-auto sales also were revised higher
for March, lifting the prospects for consumer spending
during the second quarter.

According to the University of Michigan survey of
consumers, however, attitudes deteriorated to a 28-year
low in May. Assessments of both current and future
conditions worsened to long-time lows, presumably as
consumers focused on weaker job prospects and the
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surge in the price of gasoline. The decline in the index
during May was concentrated among low- and middle-
income households. About 90% of the respondents
believe that the economy is in a recession, as buying
plans for motor vehicles and household durables
remained at levels consistent with recession.

If not for the distribution of tax rebate checks, which
begain at the beginning of the month, consumer spending
would very liekly have declined durign the second quarter.
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Initial Claims for Unemployment Insurance
Thousands Per Week, Seasonally Adjusted
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