It is much nicer to discuss a soft recovery than a strong recession.
April marked the fifth consecutive month of the Buffalo regional PMI remaining above the 50 point mark, indicating that the economy of Western NY and its manufacturing sector have continued on the path of economic recovery. This recovery appears to have started in August of 2009, when the index surpassed the 50 point mark for the first time. April was also the first month in the current expansion when the production index exceeded 60 points (the last time we observed a level above 60 was in October of 2008). Our regional employment index also surpassed the 60 mark (a level not seen since September of 2008). New orders and production indicators continued to increase. All of these indicators suggest that the pace of the expansion remains intact. The level of the PMI suggests that both the region’s manufacturing sector and the overall economy continue to expand.
The seasonally adjusted production index rose from 58.1 in March to 61.8 in April, as 56.2% of the survey responders indicated higher levels of production. Almost 20% more of survey responders reported increased production in April compared to March. This was the first time in the recovery that we saw more than half of our survey responders indicate increased production. We also noticed a small increase in the number of responders who indicated lower production levels, but that response rate continued to remain relatively low (25%, up from 18.7% in March).
The new orders index edged up after retreating in March. The new orders activity continues to expand and also points in the direction of economic expansion. Half of our survey responders indicated increased orders activity, representing about a six percent increase relative to March. The number of responders indicating reduced orders remained unchanged at 31.2%.

However, the most welcomed sign in the April survey was the sharp rise in the employment index. Our employment index increased by 14.4 points to 60.9, a level not seen since September of 2008. The percentage of responders indicating higher employment levels increased from 18.8% in March to 31.2%. But most importantly, the number of responders indicating reduced employment levels dropped from 25% to only 6.2%. 
Over the past couple of months we have observed some stabilization in the state and regional employment markets. 

NY State Non-Farm Employment Change (000’s), seasonally adjusted
	Year
	Jan
	Feb
	Mar
	Apr
	May
	Jun
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	2008
	22.8
	6.5
	-0.6
	19.8
	-14.8
	-1.7
	11.4
	-10.8
	-22.6
	-14.8
	-37.4
	-32.1

	2009
	-35.9
	-22.3
	-36.9
	-23.5
	-13.4
	-34.8
	42.4
	-19.4
	-59.6
	-15.9
	-8.5
	-16.8

	2010
	17.3
	14.1
	11.7
	 
	 
	 
	 
	 
	 
	 
	 
	 


Source: BLS 

Buffalo – Niagara Falls Employment Change (000’s), seasonally adjusted

	Year
	Jan
	Feb
	Mar
	Apr
	May
	Jun
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	2008
	1.7
	0.0
	-1.3
	2.9
	0.2
	0.8
	0.7
	-1.2
	-0.5
	0.2
	-3.7
	-2.5

	2009
	-2.9
	-1.8
	-1.8
	-0.8
	-1.8
	-1.7
	3.5
	-2.4
	-2.0
	0.8
	0.0
	-1.5

	2010
	-0.1
	0.5
	0.1
	 
	 
	 
	 
	 
	 
	 
	 
	 


Source: BLS

Our employment index further reinforces this observation. This indicates that the jobless recovery may be turning into a real economic recovery. Our regional economy is not only expanding but starting to add jobs, effectively ending the jobless nature of this recovery. However, any sustainability of such recovery depends largely on the macro environment of the US economy, and that one seems to remain very fragile.
The recovery of the US economy remains fragile. In fact, the recent news has not been very encouraging. The debt crisis in Europe, the skyrocketing debt of the public sector in the US, the continuing softness of the non-residential investment, all threaten the sustainability of the recovery and its ability to generate sustained job growth.

The US national debt is rising rapidly. The budget deficit for 2010 will likely surpass 1.5 trillion dollar mark. This will add to an already significant national debt. According to the US Treasury, the national debt in March totaled some 12.773 trillion dollars, or about 86% of the GDP. It is interesting to note that in January of 2009, the US national debt was at 10.632 trillion dollars. Within the last 14 months we increased the national debt by some 2.14 trillion dollars, or 20.1%. This is unsustainable and presents a serious threat not only to the sustainability of this recovery but to the long term economic growth. Although in the last few days we saw the yield curve flatten somewhat as the long term rates retreated, but unfortunately it is not an indicator of the stability of the US budget or economic strength, but rather an indicator of the presence of a bigger crisis overseas. 

Greece was continuously in the news in April due to its own debt crisis. But Greece is only the beginning. On April 22, the Eurostat released statistics for government finance of EU member states for 2009. These numbers paint a less than optimistic picture. However, there is a key difference between the US and Greece, or any other EU economy – the US can print money! 
But there are lessons in the European debt crisis: national debt is a serious issue and expanding it at a rate between 1.5 -2 trillion a year is not a sustainable economic policy even for a wealthy economy such as the US. Furthermore, while the national debt is expanding at such rates, the FED effectively is put into a difficult position as any exit from monetary expansion may drive up the rates too quickly, and a failure to exit may help make the yield curve more vertical and thereby drive up the long term rate structure. In addition to the emerging potential problems with rates, future tax increases are guaranteed, thereby reducing incentives to invest. 

Selected EU Member States: Debt and Deficit Status (2009)

	 
	Budget Deficit as % of GDP
	National Debt as % of GDP

	 
	 
	 

	Ireland
	14.30%
	64.00%

	Greece
	13.60%
	115.10%

	United Kingdom
	11.50%
	68.10%

	Spain
	11.20%
	53.20%

	Portugal
	9.40%
	76.80%

	France
	7.50%
	77.60%

	Italy
	5.30%
	115.80%


Source: Eurostat, press release of April 22, 2010. 
The recently released GDP numbers for the first quarter also did not add much optimism to the picture. The US economy indeed expanded at a healthy rate, and the rise in the consumer demand helped strengthen the expansion. However, we once again saw a significant contribution to growth coming from business inventory buildup (1.57% out of the 3.2% GDP growth, Bureau of Labor Statistics) and the non-residential structures investment continued to deteriorate. The growth seems to be induced by government policies. The housing market is a perfect example where the recent run up in prices and increased bidding activity is caused by government incentives. Another is the auto market, where the “cash for clunkers” program induced buying in the third quarter of 2009, just to be followed by reduced spending in the following two quarters. The economy becomes too dependent on government incentives, which come at a high cost in terms of deficit.  

Looking forward, the recovery remains sustained. The manufacturing sector appears to lead in this expansion, although the service sector also picked up speed in the first quarter. The job growth finally is returning. All of these are positive signs, but the US long term economic picture remains uncertain in large part due to the rising national debt.  

The labor markets will continue to improve, but will also remain soft for any strong and sustainable job growth. Given the size of its population, the US economy requires a sustainable employment growth of 100 – 150 thousand jobs a month just to keep up with the growing labor market. When coming out of a deep recession, these numbers need to be considerably higher than that, more on the order of about 300 thousand jobs or more a month to reduce the unemployment. Although we will likely continue to see employment growth varying between 100 – 250 thousand jobs, it will be unlikely that we will experience a sustainable and strong growth in 2010. The labor market will continue to remain somewhat soft for the purpose of significant unemployment rate reductions. This will present a further risk to the recovery, consumer strength, and to government finances. But it is better to be in a position of discussing the weaknesses in a recovery than in the position of discussing the strengths of a recession. I continue to believe that no double dip will occur this year and the GDP expansion will continue. The long term outlook however, is worsening primarily due to the national debt and the current fiscal policy. 
April is a tax month in the US and I can’t allow this opportunity to go by without reminding those of you have been patient enough to read all the way through to this point that NY ranks near the top of the state tax burden distribution. According to the Federation of Tax Administrators, in 2009, NY ranked 7th in terms of the overall tax burden per capita, and 15th in terms of the tax burden expressed as a percentage of personal income. 
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