
Economy to keep cruising along in 2011 and 2012
by William A. Strauss, senior economist and economic advisor, and Norman Wang, associate economist

According to participants in the Chicago Fed’s annual Automotive Outlook Symposium, 
solid economic growth is forecasted for the nation this year and in 2012. Inflation is expected 
to rise in 2011 and then ease in 2012, and the unemployment rate is anticipated to move 
lower but remain high by historical standards through the end of 2012. Light vehicle sales 
are forecasted to improve in 2011 and 2012.

ChicagoFedLetter

ESSAYS ON ISSUES                                              THE FEDERAL RESERVE BANK                         AUGUST 2011
                                                                                OF CHICAGO                                                          NUMBER 289a

1.  Median forecast of GDP and related items

 2010 2011 2012
 (Actual) (Forecast) (Forecast)

Real gross domestic producta 2.8 2.6 2.9
Real personal consumption expendituresa 2.6 2.8 2.6
Real business fixed investmenta 10.6 7.7 6.8
Real residential investmenta –4.6 3.8 16.2
Change in private inventoriesb 16.2 50.3 50.0
Net exports of goods and servicesb –397.7 –405.5 –400.0
Real government consumption
    expenditures and gross investmenta 1.1 –1.7 –0.2
Industrial productiona 6.3 5.4 4.1
Car and light truck sales (millions of units) 11.6 13.2 14.4
Housing starts (millions of units) 0.58 0.59 0.78
Unemployment ratec 9.6 8.5 8.2
Consumer Price Indexa 1.2 2.6 2.2
One-year Treasury rate (constant maturity)c 0.26 0.38 1.36 
Ten-year Treasury rate (constant maturity)c 2.86 3.70 4.20
J. P. Morgan Trade-Weighted Dollar Indexa –2.1 –0.3 0.7
Oil price (dollars per barrel of 
    West Texas Intermediate)c  85.03 103.17 103.30

aPercent change, fourth quarter over fourth quarter.
bBillions of chained (2005) dollars in the fourth quarter at a seasonally adjusted annual rate.
cFourth quarter average.
Note: These values reflect forecasts made in May 2011.
SourceS: Actual data from authors’ calculations and Haver Analytics; median forecast from
Automotive Outlook Symposium participants.

TheFederalReserveBankofChicago
helditseighteenthannualAutomotive
OutlookSymposium(AOS)onJune2–3,
2011,atitsDetroitBranch.Morethan
90economistsandanalystsfrombusi-

ness,academia,and
governmentattended
theAOS.ThisChicago 
Fed Letter reviewsthe
forecastsfromlast
year’sAOSfor2010,
andthenanalyzesthe
forecastsfor2011and
2012(seefigure1)
andsummarizesthe
presentationsfrom
thisyear’sAOS.1

TheU.S.economyis
stillrecoveringfrom
thelongestanddeep-
estdropineconomic
activitysincetheGreat
Depression.The
“GreatRecession”
lastedsixquarters,
beginninginthefirst
quarterof2008and

bottomingoutinthesecondquarterof
2009.Duringthesevenquartersfollowing
theendoftherecession,theannualized
rateofrealgrossdomesticproduct(GDP)
growthwas2.8%—roughlyinlinewith
whatisconsideredthehistoricaltrend
rateofgrowthfortheU.S.economy.

ButthisGDPgrowthrateisverydisap-
pointinggiventhatrealGDPfellfromits
peakbymorethan4%duringtheGreat
Recession.Generally,thepaceofeco-
nomicrecoveryisquitesharpfollowing
adeeprecession.Forexample,consider
whathappenedafterthedeepdropsin
economicoutputexperiencedduring
themid-1970sandearly1980s;during
thefirstsevenquartersofpositiveoutput
followingthesetworecessionaryperiods,
theannualizedrateofrealGDPgrowth
was4.6%and7.1%,respectively(signifi-
cantlyhigherthanthatofthecurrent
recovery).Thatsaid,unlikethedeepre-
cessionsofthemid-1970sandearly1980s,
theGreatRecessionwasaccompaniedby
amajorfinancialcrisis.Recoveriesboth
intheU.S.andinothercountriesthat
followrecessionsassociatedwithfinancial
crisestendtobequiterestrained.

EmploymentlossesthatbeganinFebruary
2008continuedtomountfollowingthe
endoftherecessionuntilFebruary2010.
Sincethen,theeconomyhasbeenadding
jobs,butthenumberofjobsaddedisjust
under1.8million—around20%ofthe
8.7millionjobslost.Inadditiontomaking
upfortheselostjobs,theU.S.economy
needstogeneratejobstoaccommodate
allthenewentrantsintothelaborforce.
Duringthepastdecade,thelaborforce
intheU.S.economyincreasedbyanaver-
ageof1.3millioneachyear,according



Light vehicle sales are expected to rise to 13.2 million units 
in 2011 and then improve to 14.4 million units in 2012.

totheU.S.BureauofLaborStatistics.
Thus,about4millionpotentialworkers
havebeenaddedsincethestartofthe
recession.Allofthesefactorsarereflected
intheveryhighunemploymentrate,
whichstoodat9.1%inMay2011.The
currentunemploymentrateillustrates
thesignificantoutputgapsthatpersist.

Withsuchslackinproduction,labor
markets,andotherpartsoftheeconomy,
inflationhasstayedlowforthemostpart.
Inflation,asmeasuredbytheConsumer
PriceIndex(CPI),was1.2%in2010.
However,followingtheunrestinthe

MiddleEast,oilpricesrosemorethan
15%,to$94perbarrel,inthefirstquarter
of2011.Largelyasaresultofthis
jumpinoilprices,inflationincreased
toanannualizedrateof5.2%during
thisperiod.Oilpricesrosefurtherin
April2011,to$110perbarrel,butthen
pulledbackinMay2011,to$101per
barrel.Coreinflation,whichremoves
morevolatilefoodandenergyprices,is
morereflectivethantotalinflationofthe
underlyingslackintheU.S.economy.
Coreinflationremainedlow,witha
year-over-yearrateof1.5%inMay2011.

Theweakestsectoroftheeconomyre-
mainedhousing.Therewere0.58million
housingstartsin2010,wellbelowthe
nearly1.4millionannualhousingstarts
thattheU.S.averagedduringthe1990s.
Thechangeinrealresidentialinvest-
mentwas–4.6%in2010,followingan
averageannualchangeof–24.2%over
thepreviousthreeyears.

Themanufacturingsector,whoselevel
ofproductionfellbymorethan20%
duringtheGreatRecession,hasbeen
increasingitspaceofproductionrapidly
sincetheendoftherecession.From
June2009throughMay2011,manufac-
turingoutputgrewatanannualized
rateof6.6%,recoveringjustoverhalf
ofthelossexperiencedduringthe
downturn.Thetwoindustriesthatfell
bythelargestpercentage—automotive
manufacturingandprimarymetals—
arethetwoindustriesthathaveshown

thestrongestgrowthsincetheendofthe
recession,withannualizedgrowthrates
of29.2%and21.2%,respectively.

Lightvehiclesales(carandlighttruck
sales)improvedfrom10.4millionin2009
to11.6millionin2010—anearly12%
gain.Thisincreaseinlightvehiclesales
wasmuchlargerthanthe2.6%increase
inrealpersonalconsumptionexpendi-
turesfor2010.Theannualizedselling
rateforlightvehiclesroseto13million
unitsinthefirstquarterof2011from
12.3millionunitsinthepreviousquarter.
However,theMarch11,2011,Japanese

earthquakeandtsunamiandthesubse-
quentnucleardisasteraffectedproduction
facilities—especiallythoseforautomotive
manufacturing—notjustinJapan,but
aroundtheworld.Thechangeinman-
ufacturingoutputintheUnitedStates
was–0.5%inApril,withmotorvehicles
andpartsexperiencingachangeof
–8.9%.Butexcludingmotorvehiclesand
parts,factoryproductionwasactually
upinApril,recordingachangeof0.2%.

Forecasts versus results

Atlastyear’sAOS,whichtookplacea
yearaftertheendoftheGreatRecession,
participantsforecastedtheeconomy’s
realGDPgrowthratetobe3.1%in2010,
slightlymorethantheactualrateof2.8%.
Theunemploymentratewaspredicted
toaverage9.5%inthefinalquarterof
2010—thiswasquiteclosetotheactual
averageof9.6%.Inflation,asmeasured
bytheCPI,waspredictedtoaverage1.7%
in2010—0.5percentagepointshigher
thantheactual1.2%increaseinprices
thatoccurredduring2010.Lightvehicle
saleswereexpectedtorisesubstantially,
from10.4millionin2009to11.6million
in2010,whichmatchedtheactualtotal.
Housingstartswereforecastedtorisefrom
0.55millionunitsin2009to0.68million
unitsin2010,buttheyactuallyonlyedged
higherto0.58millionunits.

Outlook for 2011 and 2012

Theeconomyisforecastedtogrowata
solidpacein2011and2012.Thegrowth

rateofrealGDPispredictedtobe2.6%
in2011and2.9%in2012.Thequarterly
patternshowstheannualizedrateof
realGDPgrowthtobebetween2.6%
and3.2%overtheforecasthorizon
(2011:Q2–2012:Q4).Thisrateofgrowth
isconsideredtoberightaroundthe
historicaltrend.Theunemployment
rateispredictedtoedgelowerthrough
theendof2012:Itisexpectedtofallto
8.5%bythefourthquarterof2011and
theneasetoastillveryhigh8.2%by
thefinalquarterof2012.Inflation,as
measuredbytheCPI,isexpectedtorise
quiteabitin2011,toanannualrateof
2.6%,butthisanticipatedriseislargely
duetoincreasesinenergypricesinthe
earlypartof2011.Oilpricesarepre-
dictedtopeakinthesecondquarterof
2011,at$104perbarrel,andthenremain
relativelyflat.Inflationisthenanticipated
tofallslightlyto2.2%in2012.Real
personalconsumptionexpendituresare
forecastedtoexpandatasolidrateof
2.8%in2011andataslightlylowerrate
of2.6%in2012.Lightvehiclesalesare
expectedtoriseto13.2millionunitsthis
yearandthenimproveto14.4million
unitsnextyear.Realbusinessfixedin-
vestmentispredictedtorecordstrong
growthratesof7.7%in2011and6.8%
in2012.Industrialproductionisfore-
castedtogrowatarateof5.4%thisyear
andatastillsolidrateof4.1%nextyear.

Thehousingsectorispredictedtoim-
proveovertheforecasthorizon.Real
residentialinvestmentisanticipatedto
growin2011,atarateof3.8%,andsurge
in2012,atarateof16.2%.Housing
startsareexpectedtoincreaseto0.59
millionunitsin2011and0.78million
unitsin2012.

Thelong-terminterestrate(ten-year
Treasuryrate)isforecastedtoincrease
84basispointsin2011,to3.70%,and
50basispointsin2012,to4.20%.The
short-terminterestrate(one-year
Treasuryrate)isexpectedtorise12basis
pointsthisyear,to0.38%,and98basis
pointsnextyear,to1.36%.Thetrade-
weightedU.S.dollarispredictedtoedge
downthisyear,atarateof–0.3%,and
thenincreasein2012,atarateof0.7%.
Thetradedeficit(netexportsofgoods
andservices)ispredictedtoremain
unchangedthisyearandnext.



In North America, light vehicle sales are climbing back 
toward pre-crisis levels.
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Auto sector outlook

JeffSchuster,executivedirector,J.D.
PowerandAssociates,presentedthe
lightvehiclesalesoutlook.Hesaidthat
2011beganwithstrongglobalsalesfor
lightvehicles,whichheanticipatedto
continueinthecomingyears.Though
theglobalsellingratedidpullbackin
recentmonthsbecauseoftheJapanese
disasterandaslowingChineseeconomy,
Schusterexpectedglobalsalestoreach
76millionthisyear,up6%from2010,
andtoeventuallycross100millionby
2015.Mostofthisgrowthwillcomefrom

in2009.Viethsaidthatmedium-duty
trucksalesarenotexperiencingthesame
stronggrowth,sincetheyarecorrelated
withhousingconstruction,whichremains
weak;butheexpectedsteady,albeit
slow,growththrough2016.

PaulTaylor,chiefeconomist,National
AutomobileDealersAssociation,pre-
sentedthelightvehiclesalesoutlook
fromthedealers’perspective.Taylorsaid
thatdealershipshaveimprovedtheirper-
formanceinrecentyears.Forinstance,
dealerships’netpretaxprofitsedged
higherfrom2007to2010.Dealerships

thefourthquarterspentrecoupinglost
unitsfromtherestoftheyear.Andrea
outlinednumerouschallengesthatlie
aheadfortheindustry.Chiefamong
themwillbetherecruitmentandreten-
tionofhigh-qualitypersonnel,aswell
asthehighcostandlimitedavailability
ofrawmaterialsandcomponents,in
particularrubber,electronics,specialty
alloysteels,andrareearthmaterials.
Despitesuchchallenges,Andreaex-
plainedthatopportunitiesforindustry
growthareabundant.Creditavailability
isnolongeranissue.Newvehiclecon-
tentandtechnologies,suchasthosefor
electriccars,willrequirenewsupply
bases,andthedifficultiesstemming
fromtheJapanesecrisisforforeign
suppliersmayleadtoopportunitiesfor
U.S.regionalsuppliers.

GaryVasilash,editorialdirector,
Automotive Design and Production,pre-
sentedtheoutlookforautomotivetech-
nology.Vasilashsaidthatenvironmental
vehiclesarebecominglegitimatealter-
nativestointernalcombustionengine
vehiclesintheautomotivemarket,rather
thannichevehiclesthatrequirecon-
sumerstosacrificeperformanceor
aestheticsforfueleconomy.Theirsales
reflectthatreality.Forinstance,during

emergingmarkets,suchasChina.In
2010,emergingmarkets’shareofglobal
lightvehiclesalessurpassed50%forthe
firsttime(51%);by2015,thisshareis
expectedtoaccountfor60%.InNorth
America,salesareclimbingbacktoward
pre-crisislevels.AccordingtoSchuster,
U.S.totallightvehiclesalesareexpected
toreach13.0millionin2011,upfrom
11.6millionin2010,andcontinuerising
to16.5millionby2015.

KennyVieth,partner,Americas
CommercialTransportation(ACT)
ResearchCo.,providedtheoutlookon
commercialvehicles(medium-andheavy-
dutytrucks).Viethexplainedwhycom-
mercialvehicledemandhasrecently
rebounded.Truckers’profitshavein-
creasedbecausethedemandforhauling
freightbytruckhasrisen,tightening
truckingcapacity—there’snowtoomuch
freightfortoofewtrucks.Withgreater
profits,truckershaveimprovedtheir
creditworthiness,increasingtheirability
toborrowfunds.Manytruckersputoff
buyingnewvehiclesduringthepasttwo
yearsbecauseofthepooreconomy,in-
creasingtheaverageageofthecommer-
cialfleetandgeneratingpent-updemand
fornewtrucks.Giventhesefactors,
heavy-dutytruckordershaverisento
five-plus-yearhighsinMarchandApril
of2011.AccordingtoVieth’sprojections,
heavy-dutytrucksalesareexpectedto
reach256,000unitsin2011and330,000
unitsin2012—upfrom118,000units

thatsurvivedtherecessionfacelesscom-
petition,sotheirperformancemayim-
proveevenfurther.Taylorremarkedthat
thedropinnewcarsalesduringthe
recessionmeantthatmoreconsumers
heldontotheiroldcars—vehiclesthat
wouldhavebeenintheusedcarmarket.
Alltold,themarketplacelostabout5mil-
lionusedcarsduringtherecession.
Thedeclineinthesupplyofusedcars
increasedusedcars’valueandreduced
thedifferenceincostbetweennewand
usedcars.Moreover,creditavailability
hasimproved:Approvalratesareback
to2007levelsforconsumerswithgood
creditscores,andU.S.autoloansout-
standingareprojectedtoincreasefrom
$699.8billioninthefourthquarterof
2010to$716.5billioninthefinalquarter
ofthisyear.Taylornotedthatallofthese
factorsbodewellforstrongerfuturelight
vehiclesales.However,Taylorcautioned
thatnewcarsalesmaybehurtbyapoten-
tialfurtherdeclineinhousingprices.

DavidAndrea,vicepresident,Original
EquipmentSuppliersAssociation(OESA),
presentedtheoutlookontheautoparts
supplierindustry.Startingoutstrongin
2011,supplierconfidencefellfollowing
theMarch11Japanesecrisis.Theun-
certaintyoverwhatrawmaterialswill
costandhowproductionwillbeaffected
inthewakeofthecrisishastakenatoll
ontheindustry.Andreaexpectedparts
productioncapacitytoberestoredby
theendofthethirdquarterof2011,with



1Somematerialspresentedatthesymposium
areavailableatwww.chicagofed.org/
webpages/events/2011/automotive_
outlook_symposium/index.cfm.Thepanel
onthegrowingroleofelectronicsinauto-
mobileswillbecoveredinanupcoming
Chicago Fed LetterbyThomasH.Klier.

thefirstfourmonthsof2011,Toyota’s
hybridPriusoutsoldGeneralMotors’
entireCadillacdivision—55,256units
versus53,639units.Vasilashnotedthat
oneofthebiggesthurdlesforthewide-
spreadusageofenvironmentalvehicles
isthelackofinfrastructuretosupport
it.Vasilashargued,however,thatthe
firstautomobilesintheearly1900s
facedfarmoredauntingchallenges,
includingnogasstations,nopavedroads,
andnotrafficsigns;yettheautoindustry
wasabletogrowintowhatitistoday.
Environmentalvehiclesalesareexpected
toincreaseinthecomingyears,as
emergingmarketslikeChinadriveup
thedemandfor,andhencetheprice

of,oil.VasilashnotedthatChinaover-
tooktheU.S.astheworld’slargestauto
marketin2009,eventhoughChinahas
anextremelylowcarownershiprate.
Thatsaid,Vasilashalsoarguedthatinter-
nalcombustionenginevehicleswillstill
haveaplaceinthemarket.Toomuch
knowledge,infrastructure,andtechnol-
ogyhavebeeninvestedinthem.Vasilash
expectedthemarkettomovetowarda
combinationoflessexpensiveelectric
vehiclesandmorefuel-efficientinter-
nalcombustionenginevehicles.

Conclusion

Theparticipantsatthisyear’sAOSpre-
dictedtheeconomytogrowatasolid

pacein2011and2012.However,because
economicgrowthisstillbeingrestrained
followingarecessionaccompaniedbya
financialcrisis,theunemploymentrate
isexpectedtoremainhighbyhistorical
standardsthrough2012.Inflationis
anticipatedtorisebutremaincontained
through2012.Lightvehiclesalesarefore-
castedtoimprovethisyearandin2012.


