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Leading Indicators and Industrial Production
Year/Year Percent Change
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Net Contribution to Leading Index

-0.14

0.31

0.36

-0.14

0.06

-0.04

0.04

0.01

0.00

-0.07

-0.6 -0.4 -0.2 0.0 0.2 0.4 0.6

Consumer Expectations

Interest Rate Spread

Money Supply

Stock Prices

Building Permits

Nondefense Cap. Goods

Supplier Deliveries

Consumer Goods

Initial Claims

Manuf. Hours Worked

June 2011

 

Leading Indicators Signal Modest Growth  

In June, the leading economic index rose 0.3 percent and is up 6.0 percent 
on a year-over-year basis (top graph). The gain reflects contributions from 
financial indicators, such as the yield curve and real money growth.  The 
largest positive contribution in June came from the real money supply, in 
part a reflection of the completion of the Fed’s asset purchase program 
(QE2). Meanwhile, the yield spread, which is the difference between the 
yield on the 10-year Treasury and the Fed Funds rate also boosted the 
leading economic index.  

Both the positive gain and the moderation of growth in the leading index 
are consistent with the pattern we see with industrial production.   

Mixed Indicators—Mixed Economy 

But the positives were not limited to simulative financial conditions. The 
contribution from building permits suggests that housing is contributing at 
least a little to the economic expansion. In addition, vendor performance 
(longer delivery waits) and manufacturers’ new orders for consumer goods 
and materials also contributed to the gain. The gains in vendor 
performance and new orders suggest that the slowdown in manufacturing 
in the second quarter will be limited and that the third quarter will be 
stronger.  

Weakness was evident in stock prices and consumer expectations. Both of 
these components reflect the readjustment for consumers and investors to 
an economic outlook that is positive, but not as positive as many had 
hoped. Meanwhile, average weekly manufacturing hours also had a 
negative contribution to the leading indicators index. For us, this decline 
suggests continued, moderate, and disappointing job gains in the 
manufacturing sector. The character of the manufacturing process 
continues to emphasize productivity, not hiring, as the way to reach output 
goals.  

Neither Double Dip Nor Boom—Just Muddling  

Along with the leading indicator report, we also received the Philadelphia 
Fed manufacturing index, which showed some improvement. As illustrated 
in the bottom graph, the outlook remains for continued economic growth 
and no double dip.  

However, the pace of that growth pleases very few. Growth is simply not 
strong enough to generate the tax revenues that will help balance the 
budgets at the federal, state or local levels. Meanwhile, job growth remains 
modest. Our expectation is for the unemployment rate to end this year 
above 8.5 percent.  

For the economy and for decision makers we must deal with the economic 
growth we have and not simply hope for the future. Hope is not a strategy.  

Nominal GDP & LEI
Nominal GDP in Trillions of Dollars, Index Level for LEI
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Source: Conference Board, Federal Reserve Board, U.S. Department of Commerce and Wells Fargo Securities, LLC 

 

Leading Indicators: Modest Gain—Modest Economic Growth 
Leading indicators rose 0.3 percent in June, consistent with a modest gain for industrial production in the 
second half of this year. Gains in financial components boosted the index, while consumer confidence fell. 
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