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U.S. Forecast: A Soft LandingU.S. Forecast: A Soft Landing

United States

Sources: BEA, BLS, Federal Reserve and Citigroup, “Prospects for Financial Markets in 2007,” November 23, 2006.
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U.S. House Prices: Diverse PerformanceU.S. House Prices: Diverse Performance

United States

Sources: Office of Federal Housing Enterprise Oversight, National Association of Realtors, Harvard’s Joint Center for Housing Studies, and Haver.
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Demographics of Housing Demand and Constraints on SupplyDemographics of Housing Demand and Constraints on Supply

United States

Rate of Growth of the Number of Households and 
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Mortgage Activity does not Drive ConsumptionMortgage Activity does not Drive Consumption
United States

Dependent Variable
Labor  

Income
Transfer  
Income

Property  
Income

New  
Worth

Active  
MEW

Consumption
(1)                               0.609 1.206 0.193 0.062 - 

(22.1) (5.7) (2.4) (8.1)

(2)                               0.584 1.236 0.184 0.066 -0.235
(9.7) (4.6) (1.9) (5.4) (-0.9)

PCE
(3)                               0.602 1.072 0.08 0.075 -0.116

(8.0) (3.4) (0.7) (8.3) (-0.4)

Source: Table 1 from Macroeconomic Advisors, "Fear Not MEW," October 20, 2006.

Estimates of Long-run Consumption Functions

Independent Variables

Note: Dynamic OLS; estimated over 1968q1 to 2006:q2; all variable are real per capita; and figures in parenthesises are Newey-
West t-statistics.
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Dip In Energy Costs Cushions Blow From Weak House PricesDip In Energy Costs Cushions Blow From Weak House Prices

Housing Wealth Effects (Percent Contribution to PCE Growth)

and Change in Energy Costs (Pct. of Income)
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Ratio of Net Worth to Income for Households 
Segregated by Percentiles of Net Worth
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Inflation Appears Less Driven by SlackInflation Appears Less Driven by Slack

Note: Based on unpublished work by Paul Landefeld.  Sources: BLS, BEA, CBO and Citigroup.

United States

Estimated Impact On Core PCE Inflation from 
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Utilization Based on Simple Philips Curves 

Estimated over Alternative Periods*

0

0.2

0.4

0.6

0.8

1

1.2

1.4

Unemployment Gap Capacity Utilization

Percent

0

0.2

0.4

0.6

0.8

1

1.2

1.4
Percent

Est. Period 1966-85

Est. Period: 1986-2006

* Impact of a 1-percentage point decline (increase) in the Unemployment gap (Capacity 
Utilization) sustained over 4 quarters. Estimated over the period 1966q1-1985q4 and 
1986q3-2006q2.

RMSE 
(percent)

Ratio to 
Random 

Walk
RMSE 

(percent)

Ratio to 
Random 

Walk

Random Walk 1.11 -- 0.38 --

Alternative Models

AR(1) 1.05 0.94 0.54 1.40

Philips Curve with:

Unemployment Gap 0.68 0.61 0.33 0.87

Capacity Utilization 0.75 0.67 0.30 0.79

Core PCE Inflation: Square of Root Mean Squared Error from 
Out-Of-Sample Forecasts Based on 10-Year Rolling 

Regressions

1969-2006 2000-2006



9

Inflation Driven by Demand, not CostsInflation Driven by Demand, not Costs

Sources: National Federation of Independent Business, BLS and BEA.
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The “Great Moderation” in Economic Volatility… The “Great Moderation” in Economic Volatility… 
Global

Sources: OECD, Bureau of Economic Analysis, Cabinet Office of Japan, Eurostat and Haver Analytics.
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…Has Spread to Emerging Markets……Has Spread to Emerging Markets…

Sources: Haver Analytics and Citigroup.
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Real Fed Funds Rate Versus the One- to Ten-Year Treasury
Spread (Percentage Points), 1985-Jan 06

Note: Fed Funds deflated using Citigroup estimate of long-term inflation expectations.  Sources: Federal Reserve and Citigroup.
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The Conundrum ContinuesThe Conundrum Continues

Citigroup Financial Conditions Index, 6-Month T-Bill- Tens Spread, 
and the Real Fed Funds Rate
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Corporate Spreads are Tight, but well SupportedCorporate Spreads are Tight, but well Supported
Global
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Dollar Under Pressure, Equities Should OutperformDollar Under Pressure, Equities Should OutperformGlobal

Sources: IMF, Congressional Budget Office and Citigroup
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Change in the ratio of Exports from Individual 
Countries to Global GDP

(five-year intervals, percent of global GDP)
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Oil Demand Has Slowed But Capacity Is TightOil Demand Has Slowed But Capacity Is Tight

F Department of Energy forecast for 2006.
Sources: Oil and Gas Journal, Department of Energy, Citigroup calculations.

Global

OPEC Excess Capacity (% World 
Consumption) and OECD Oil Inventories (% 

OECD Consumption)

0

2

4

6

8

10

12

14

16

18

85 87 89 91 93 95 97 99 01 03 05

Percent

7.6

7.8

8.0

8.2

8.4

8.6

8.8

Percent

Excess Capacity (Left)
Inventory/Consumption (Right)

GlobalGlobal

Ratio of Oil Consumption to real GDP for High-
Income OECD Countries and The Share of Global 
Oil Production coming from Outside OPEC and the 

Soviet Union

50

60

70

80

90

100

110

120

130

65 70 75 80 85 90 95

1965=100

25

30

35

40

45

50

55

60
Percent

Consumption/Real GDP (Left)

Non OPEC, Non FSU Oil Production (Right)

OPEC
Embargo

OPEC Fails to Agree 
on Production Cuts



18

-10.0

-7.5

-5.0

-2.5

0.0

2.5

-3 -2 -1 0 1 2 3 4 5 6 7 8 9 10 11 12
Months

Percent

-10.0

-7.5

-5.0

-2.5

0.0

2.5

Percent

World

Kuw ait and Iraq

Jul. 1990

-10.0

-7.5

-5.0

-2.5

0.0

2.5

-3 -2 -1 0 1 2 3 4 5 6 7 8 9 10 11 12
Months

Percent

-10.0

-7.5

-5.0

-2.5

0.0

2.5

Percent

World

Iran and Iraq

Aug. 1980

-10.0

-7.5

-5.0

-2.5

0.0

2.5

-3 -2 -1 0 1 2 3 4 5 6 7 8 9 10 11 12
Months

Percent

-10.0

-7.5

-5.0

-2.5

0.0

2.5

Percent

World

Iran

Sept. 1978

-10.0

-7.5

-5.0

-2.5

0.0

2.5

-3 -2 -1 0 1 2 3 4 5 6 7 8 9 10 11 12
Months

Percent

-10.0

-7.5

-5.0

-2.5

0.0

2.5

Percent

World
Arab OPEC

Sept. 1973

The Nature of Past Oil ShocksThe Nature of Past Oil Shocks
Global

Sources: Haver and Citigroup. 

OPEC Embargo

Iranian Revolution Iraq invades Kuwait

Iran-Iraq War

Change in Oil Production (Percent of Pre-Shock World Total)



19

Disclosure Appendix
ANALYST CERTIFICATION
Each individual contributing to this report hereby certifies that, with respect to the material contributed by him or her, all of the views expressed in this report accurately reflect his or her personal views about 
such subject securities, issuers, currencies, commodities, futures, options, economies or strategies.  Further, each of these individuals also certifies that no part of his or her compensation was, is or will be directly 
or indirectly related to the specific recommendations or views expressed in this report. Other Disclosures
ADDITIONAL INFORMATION AVAILABLE UPON REQUEST

Citibank, N.A., London Branch and Citigroup Global Markets Inc, including its parent, subsidiaries and/or affiliates (“the Firm”), may make a market in the securities discussed in this report and may sell to 
or buy from customers, as principal, securities recommended in this report.  The Firm may have a position in securities or options of any issuer recommended in this report.  An employee of the Firm may 
be a director of an issuer recommended in this report.  The Firm may perform or solicit investment banking or other services from any issuer recommended in this report.
Within the past three years, the Firm may have acted as manager or co-manager of a public offering of the securities of any issuer recommended in this report.  Securities recommended, offered, or sold 
by the Firm : (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any insured depository institution (including Citibank); and (iii) are subject to 
investment risks, including the possible loss of the principal amount invested. The Firm are regular issuers of, and trade in including position taking), traded financial instruments linked to securities which 
may have been reported on in the preceding research report.
Investing in non-U.S. securities, including ADR’s entails certain risks.  The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting requirements of, the U.S. Securities and 
Exchange Commission.  There may be limited information available on foreign securities.  Foreign companies are generally not subject to uniform audit and reporting standards, practices and 
requirements comparable to those in the U.S.  Securities of some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies.  In addition, exchange 
rate movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors.  Net dividends to ADR investors are estimated, 
using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for exact dividend computations.
Although information has been obtained from and is based upon sources the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete or condensed.  All opinions and 
estimates constitute the Firm 's judgement as of the date of the report and are subject to change without notice.  This report is for informational purposes only and is not intended as an offer or solicitation 
for the purchase or sale of a security.  This research report does not constitute an offer of securities.  Any decision to purchase securities mentioned in this research must take into account existing public 
information on such security or any registered prospectus
Investing in non-US securities by US persons may entail certain risks.  Investors who have received this report from the Firm may be prohibited in certain US States from purchasing securities mentioned 
in this report from the Firm; please ask your Financial Consultant for additional details.
This report is distributed in the United Kingdom by Citibank, N.A. London Branch or Citigroup Global Markets Limited, Citigroup Centre, Canada Square, Canary Wharf, London E14 5LB, UK. This material 
is directed exclusively at market professional and institutional investor customers and is not for distribution to private customers, as defined by the rules of the Financial Services Authority, who should not 
rely on this material. Moreover, any investment or service to which the material may relate will not be made available to such private customers.  This material may relate to investments or services of a 
person outside of the United Kingdom or to other matters which are not regulated by the Financial Services Authority and further details as to where this may be the case are available upon request in 
respect of this material. If this publication is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc.  ("The Firm Canada"), the Firm Canada has approved this 
publication. If this report was prepared by the Firm (excluding Nikko Citigroup Limited) and distributed in Japan by Nikko Citigroup Limited, it is being so distributed under license.  This report is made 
available in Australia, to non-retail clients through Citigroup Global Markets Australia Pty Limited  (ABN 64 003 114 832), and to retail clients through Smith Barney Citigroup Australia Pty Ltd (ABN 10 009 
145 555), Licensed Securities Dealers.  In New Zealand it is made available through Citigroup Global Markets New Zealand Limited, a member firm of the New Zealand Stock Exchange. This report does 
not take into account the investment objectives, financial situation or particular needs of any particular person.  Investors should obtain advice based on their own individual circumstances before making 
an investment decision. Citigroup Global Markets (Pty) Limited is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office is at Citibank Plaza, 
145 West Street, Sandown, Sandton, 2196, Republic of South Africa. The investments and services contained herein are not available to private customers in South Africa. This publication is made 
available in Singapore through Citigroup Global Markets Singapore Holdings Pte Ltd, a licensed Dealer and Investment Advisor.  This report is being distributed in Hong Kong by or on behalf of, and is 
attributable to Citigroup Global Markets Asia Limited, 20th Floor, Three Exchange Square, Hong Kong.
Citigroup Global Markets Inc. is a member of the Securities Investor Protection Corporation (SIPC). © Citigroup Global Markets Inc., 2006. All rights reserved Smith Barney is a division and service mark of 
Citigroup Global Markets Inc. and its affiliates and is used and registered throughout the world.  Citigroup and the Umbrella Device are trademarks and service marks of Citicorp and its affiliates and are 
used and registered throughout the world. CitiFx ® is a service mark of Citicorp.  Any unauthorized use, duplication or disclosure is prohibited by law and may result in prosecution.   Nikko is a service 
mark of Nikko Cordial Corporation.


