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Consumer Prices Continue to Surge in March Due to High Energy Prices  
Last Friday, Bureau of Labor Statistics (BLS) announced that consumer prices jumped 0.5% MoM 
in March on a seasonally adjusted basis. Consumer prices jumped 2.6% over the last 12 months. 
Inflation was 1.1% MoM in November 2010 and the current inflation rate is at the second highest 
level since October 2008. The main drivers of the March increase were food and energy prices 
which accounted for roughly 75%. The energy index jumped 3.5% MoM on a seasonally adjusted 
basis, driven by the gasoline index which has increased 14.4% over the last three months. The 
energy index soared 15.5% in the last 12 months while the gasoline index jumped 27.5%. Food 
prices also increased by 0.7% MoM. On the other hand, the pass-through effect from high oil and 
food prices to core prices remained limited. Core consumer prices, all items less food and energy, 
rose only by 0.1% MoM, less than what markets were expecting (consensus=0.2%). Both rent and 

First 
responses from Fed officials were positive. Chicago Federal Reserve Bank President Charles Evans, 
for example, told reporters in line with low underlying 
inflation  Although 12-month core inflation trended upwards, it remains within the 
zone. We expect both headline and core consumer prices to increase by2.8 % and 1.3% in 2011, 
respectively.  

 
U.S. Industrial Production Jumped 0.8% in March 

0.8% MoM in March, consistent with the 
month, all major industry and market groups posted increases. Among major industry groups, the 
utilities increased significantly by 1.7% MoM after declining two consecutive months. Across market 
groups, the production of consumer goods rose 0.9% and business equipment climbed 0.4%, 
illustrating that demand is picking up on one side and slowing down on the other side of the 
spectrum. The report also indicated that capacity utilization rates (CUR) are climbing in all major 
industries. In March, the CUR increased by 0.5pp to 77.4%, the highest level since August 2008, but 
remained below its historical average. We believe that the current CUR level will contain 
inflationary pressures.  

 

  

 
Graph 1 
Consumer Prices 
(YoY % change)  

Graph 2 
Industrial Production & Durable Goods 
 (YoY % change, 3mma YoY % change) 

  

 

 

 

  Source: BLS   Source: Federal Reserve 
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Week Ahead 

Housing Starts (March, Tuesday 08:30 ET)  

  Forecast: 520K Consensus: 525K Previous: 479K 
   

  

Housing starts and building permits are expected to increase in March after falling significantly 
in the previous month. The housing market continues to struggle with foreclosures despite 
robust economic recovery. Significant declines in existing home prices attract buyers and limit 
demand for new homes and therefore, we expect housing starts and building permits to 
improve but remain weak throughout the year.  

Existing Home Sales (March, Wednesday 10:00 ET) 

  Forecast: 4.95M Consensus: 5.0M Previous: 4.88M 
   

  

Recent real estate indicators raise questions about the fundamentals of the housing sector. The 
negative trend in home prices, weak home sales and elevated rate of foreclosures show that 
the residential sector will remain depressed through at least the first half of 2011. Although 
existing home sales had started to recover in late 2010, recent data show that sales remain 
depressed. We expect that existing home sales to increase in March after dropping 
dramatically. Furthermore, current market conditions remain favorable for home buyers and 
these conditions will help support home sales in the second half of the year.  

Initial Claims (April-16, Thursday 08:30 ET) 

  Forecast: 395K Consensus: 390K Previous: 412K 
     

  

Labor markets are improving but at a gradual pace. Last month, the unemployment rate 
declined further by 0.1pp to 8.8% and nonfarm payrolls increased by 216K in March. Since 
February 2010 the U.S. economy created approximately 1.5mn new jobs. The most recent 
jobless claims report indicates that initial unemployment claims increased to 412K in the week 
ending April-8 while continuing claims declined slightly to 3.68mn. Although initial claims 
increased, the 4-week moving average remains below 400K for the seventh consecutive week. 
However, initial claims needs to remain below 375K in order to see sustainable and robust 
employment growth in nonfarm payrolls. We expect initial claims to remain around 400K.   

FHFA Housing Price Index (February, Thursday 10:00 ET) 

  Forecast: -0.2% Consensus: -0.2% Previous: -0.3%  
     

  

Home prices, as measured by the Federal Housing Finance Agency Housing Price Index, are 
currently 16.5% lower than their peak level (April 2007). The index is calculated using purchase 
prices of houses with mortgages backed by Fannie Mae and Freddie Mac. We expect the index 
to decline further in February due to ongoing high foreclosures and bank short-selling in the 
housing market.  

Market Impact  

  

It will be a relatively calm week in terms of macroeconomic releases which are more related to 
real estate sector. On the other hand, financial markets will be focused on first-quarter earnings 
announcements. A further decline in existing home sales would increase the chances of a 
double-dip in housing market and therefore, could increase pessimism in financial markets. 
Moreover, if initial claims jump unexpectedly it would also indicate deterioration in labor market 
conditions and negatively affect financial markets.  
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Financial Markets 
  

Graph 3 
Stocks (Index, KBW)  

Graph 4 
Commodities (Dpb & DpMMBtu) 
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  Source: Bloomberg & BBVA Research  Source: Bloomberg & BBVA Research 

  

 
 
Graph 5 
Currencies (Dpe & Ypd)  

Graph 6 
Volatility (Vix, Index) 
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  Source: Bloomberg & BBVA Research  Source: Bloomberg & BBVA Research 

  

 
 
Graph 7 
Commercial Paper Issuance (US$Bn)  

Graph 8 
TED & BAA Spreads (%) 
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  Source: Bloomberg & BBVA Research  Source: Bloomberg & BBVA Research 
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Economic Trends 

  
Graph 9 
BBVA US Weekly Activity Index  
(3 month % change)  

Graph 10 
BBVA US Monthly Activity Index & Real Gross Domestic 
Product 
(4Q % change) 

  

-20

-15

-10

-5

0

5

10

15

06 07 08 09 10 11
 

 

 

  Source: BBVA Research  Source: BBVA Research & BEA 

  

 
 
Graph 11 
BBVA US Surprise Inflation Index  
(Index 2009=100)  

Graph 12 
BBVA US Surprise Activity Index & 10-yr Treasury (Index 
2009=100 & %) 
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  Source: BBVA Research  Source: Bloomberg & BBVA Research 

  

 
 
 
Graph 13 
BBVA US Leading Inflation Index & Core Inflation (Qoq 
% change) 

 

 
 
Graph 14 
BBVA US Recession Probability Model 
(Recession episodes in shaded areas,%) 
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  Source: BLS & BBVA Research  Source: BBVA Research 
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Yield Curve and Interest Rates 
  

Table 1 
Key Interest Rates, %  

Graph 15 
Treasuries Yield Curve, % 

  

Last

Week 

ago

4-Weeks 

ago

Year 

ago

Prime Rate 3.25 3.25 3.25 3.25

Credit Card (variable) 13.73 13.73 13.73 13.00

New Auto (36-months) 4.22 4.26 4.81 6.50

Heloc Loan 30K 5.48 5.47 5.47 5.61

30-year Fixed M ortgage * 4.91 4.87 4.76 5.07

M oney M arket 0.60 0.62 0.61 0.79

2-year CD 1.25 1.25 1.28 1.63

5-year CD 2.09 2.07 2.06 2.59
 

 

 

  
* Freddie Mac National Mortgage Homeowner Commitment 30 
Year US 
Source: Bloomberg and BBVA Research  

 
Source: Bloomberg  

 
 

Quote of the Week 
 

Federal Reserve Bank Vice Chair Janet L. Yellen 
April 11, 2011  
The Economic Club of New York,  
New York, NY 
  

the surge in commodity prices over the past year appears to be largely attributable to a 
combination of rising global demand and disruptions in global supply. These developments seem 
unlikely to have persistent effects on consumer inflation or to derail the economic recovery and 
hence do not, in my view, warrant any substantial shift in the stance of monetary policy.  

 
Economic Calendar 

  

Date Event Period Forecast Survey Previous

18-Apr NAHB Housing Market Index APR 17.0 17.0 17.0

19-Apr Building Permits MOM% MAR 3.0% 1.1% -5.2%

19-Apr Housing Starts MOM% MAR 8.60% 9.60% -22.50%

19-Apr Building Permits MAR 550K 540K 534K

19-Apr Housing Starts MAR 520K 525K 479K

20-Apr Existing Home Sales MoM MAR 1.4% 2.5% -9.6%

20-Apr Existing Home Sales MAR 4.95M 5.00M 4.88M

21-Apr Initial Jobless Claims 16-Apr 395K 390K 412K

21-Apr Continuing Claims 9-Apr 3660K 3682K 3680K

21-Apr House Price Index MoM FEB -0.2% -0.2% -0.3%

21-Apr Leading Indicators MAR 0.5% 0.3% 0.8%

21-Apr Philadelphia Fed. APR 33.0 36.8 43.4
 

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

1 M 3 M 6 M 2 Y 5 Y 10 Y 30 Y

Last
3 Months ago
Year Ago



   
  

 
   

   
 

PAGE 6 

U.S. Weekly Watch 
April 18th, 2011 
 

 
 

 
 

 

 

 

 

 

 

 

 

Chief Economist for US 

Nathaniel Karp 

Nathaniel.karp@bbvacompass.com 

 

  

Ignacio San Martin 

Ignacio.SanMartin@bbvacompass.com 

 

Jeffrey Owen Herzog 

Jeff.Herzog@bbvacompass.com 
 

Marcial Nava 

Marcial.Nava@bbvacompass.com 

 
 

Hakan.Danis@bbvacompass.com 

Jason Frederick 

Jason.Frederick@bbvacompass.com 

 
 
 

 
 
 
 
 

  

 

Contact details 

BBVA Research 
5 Riverway Drive 
Houston, Texas 77056 
 
 
BBVA Research reports are available in English and Spanish 

 

 

mailto:Ignacio.SanMartin@bbvacompass.com


   
  

 
   

   
 

 

U.S. Weekly Watch 
April 18th, 2011 
 

 

 

DISCLAIMER 

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya Argentaria, 
and are subject to changes 

without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to 
undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind. 

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be appropriate for 
them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to prepare this report. Therefore, 
investors should make their own investment decisions considering the said circumstances and obtaining such specialized advice as may be necessary. The 
contents of this document is based upon information available to the public that has been obtained from sources considered to be reliable. However, such 
information has not been independently verified by BBVA and therefore no warranty, either express or implicit, is given regarding its accuracy, integrity or 
correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the use of the document or its contents. Investors should 
note that the past performance of securities or instruments or the historical results of investments do not guarantee future performance. 

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should be aware 
that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities can involve high risks and are 
not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in such 
circumstances, investors may be required to pay more money to support those losses. Thus, before undertaking any transaction with these instruments, 
investors should be aware of their operation, as well as the rights, liabilities and risks implied by the same and the underlying stocks. Investors should also 
be aware that secondary markets for the said instruments may be limited or even not exist. 

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred to, 
directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those securities, 
provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders, 
executives or employees, or may have interests or perform transactions in those securities or instruments or related investments before or after the 
publication of this report, to the extent permitted by the applicable law. 

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its 
clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA 
businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may be (i) copied, 
photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of this report 
may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is 
prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction. 

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within 

whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services and markets act 2000) may 
otherwise lawfully be com
persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document 
relates is available only to relevant persons and will be engaged in only with relevant persons. The remuneration system concerning the analyst/s author/s 
of this report is based on multiple criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in 
turn, include the results generated by the investment banking business; nevertheless, they do not receive any remuneration based on revenues from any 
specific transaction in investment banking. 

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.  

les to prevent and avoid 
conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security Market Operations is available for 

 

BBVA is a bank r 0182. 

 


