The Message of the Financial Markets:
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Is The Message of the Financial Markets Rational?

Imbalances

Federal Reserve Policy

Liquidity

[image: image5.emf]Real M2::Real GDP (Y/Y)

0.900

0.950

1.000

1.050

1.100

1995 1996 1997 1998 1999 2000 2001 2002


Leading Economic Indicators
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How Do You Explain The Disconnect?

The Anatomy of a Financial Mania

· Stage of Investment

· Stage of Speculation

· Stage of Financial Distress

· Stage of Revulsion
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Forecast for Gross Domestic Product/Consumer Price Index 
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Consensus Forecast:  GDP 2.4% (2002), 2.7% (2003), 3.6% (2004)




     CPI  1.6%  (2002), 2.3% (2003), 2.2% (2004)
2.7% Too High?
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Consensus Forecast for Inflation too Low.


Model for Consumer Inflation
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First Albany Forecast (2003): 2.7%

Consensus Forecast (2003):    2.3%

Model for Consumer Inflation (Ex Food and Energy)
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Forecast for Non-Farm Payroll Employment and PI
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Source: Bureau of Labor Statistics, Bureau of Economic Analysis

Forecast for Corporate Profits (Accounting Profits).
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Consensus Forecast (Economic Profits): 5.1% (2002), 8.2% (2003), 10.6% (2004)
Forecast for Interest Rates. 
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Consensus Forecast 91-Day:  1.6% (2002), 1.5% (2003),  2.9% (2004)

Consensus Forecast 10-Year: 4.6% (2002), 4.3% (2003),  5.2% (2004)

Forecast for Stock Prices.

Using Reported Earnings based upon income from continuing operations excluding gains, charges and one-time items.
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Forecast for New York State
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Very, Very Little Evidence That Financial Markets Are Reconnecting.
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Reasons?

Oil

Bank Lending and Money Growth

Money Velocity and Exports

Bank Lending and Money Growth Have Slowed
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And Money Velocity Has Slowed
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