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[Labor market robust
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Presenter Notes
Presentation Notes

Payrolls (left) are now about 800,000 above their pre-pandemic level. 
Job growth averaged 290,000 over the past three months; down from 450,000 earlier in the year, but still a very strong pace

At 3.7 percent, the unemployment rate (right) in October is close to its pre-pandemic low.  Disparities among demographic groups that had widened during the pandemic have closed as well.
  


Labor force participation
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Presenter Notes
Presentation Notes
The overall labor force participation rate (left) is still well below its pre-pandemic peak, but is somewhat above some estimates of the long-run trend, which is falling largely because of the aging of the US population.  The participation of 25 to 54 year olds (right) is near its pre-pandemic levels and well above an estimate of its trend, while the participation by workers 55 and older (not shown) is very low, as many in this age cohort appear to have retired early and re-entrance is running at a low rate.





Job openings and quits still extremely high
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Presenter Notes
Presentation Notes
Although the job openings (left) and quit rates (right) have come off of recent peaks, they are still much higher than when the unemployment rate was at a comparable level in early 2020.   This suggests that some softening in labor demand could occur through the job-posting margin and less movement of workers to new employers, instead of through layoffs.


Compensation, labor costs, and prices
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Presenter Notes
Presentation Notes
Growth in nominal wages and benefits (red, left) has been quite strong.  But it has been outstripped by increases in consumer prices, and real compensation (blue, left) has been falling since early 2021.

Aggregate productivity (not shown) was quite volatile in 2020 and 2021, with much of the swing due to large pandemic-related industry mix shifts in employment and output.  So far in 2022, productivity has fallen a good deal.  Combined with higher compensation, unit labor costs (red, right) have shot up and been passed through to higher prices (blue, right). 


Household spending
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Presenter Notes
Presentation Notes
Household spending patterns (left) are slowing shifting back from pandemic-related distortions.  Goods spending (red) has been flat since mid 2021 while service outlays (orange) are rising at a solid rate.

The shortages of chips and other parts that have held down light vehicles sales (upper right) since early 2021 appear to be subsiding, with the latest readings on sales up a good deal.

Higher mortgage rates are weighing on single-family homebuilding (lower right), which has fallen markedly since last winter. 


Household balance sheets
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Presenter Notes
Presentation Notes
Reduced consumption and fiscal support boosted household saving in 2020 and 2021 well above trend (left panel); this “extra saving” has only run down modestly through mid 2022.   Most of the excess saving is in the hands of higher income households (right panel).

These graphs are from an October 21, 2022 FEDS Notes “Excess Savings during the COVID-19 Pandemic,” by Aladangady, Cho, Feiveson, and Pinto.  They are constructed in large part by comparing current levels of outlays and income to extrapolated pre-pandemic trends.  





https://www.federalreserve.gov/econres/notes/feds-notes/excess-savings-during-the-covid-19-pandemic-20221021.html

Nonresidential investment
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Presenter Notes
Presentation Notes
Business fixed investment in equipment (blue, left) has been uneven, but overall has been solid since the main pandemic-related volatility.  Spending on intellectual property (red, left) has been strong,  But expenditures on structures have been quite weak (right), with the softness fairly broad-based by type of structure.    




Global growth outlook revised down
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Presenter Notes
Presentation Notes
Forecasts for growth abroad have been marked down since we last met, notably in the Eurozone for 2023 and in China for 2022-23.  


Business activity and supply constraints
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Presenter Notes
Presentation Notes
Business activity has slowed in the U.S., particularly in the manufacturing sector (upper left) and by a number of measures supply chain pressures have eased.  Although the FRBNY index of supply chain pressure (upper right) is still above average, it is well off recent peaks  The purchasing managers indexes for supplier delivery times (lower left) and prices paid for inputs (lower right) point to less problematic supply conditions as well. 


Inflation very high
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Presenter Notes
Presentation Notes
Both core and overall inflation are very high.


CPI inflation: goods lower; services higher
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Presenter Notes
Presentation Notes
The most recent consumer inflation data are the CPI for October and they had some positive news.  Notably core good price increases (lower panel, blue) have backed off from their outsized gains in 2021 and earlier in 2022.  However, increases in prices for services excluding energy (lower panel, red), which tend to be more persistent, have remained quite high.


Inflation expectations
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Presenter Notes
Presentation Notes
Inflation expectations of households (upper panel) and inflation compensation in financial markets (lower panel) both indicate somewhat lower near term inflation expectations (blue) and stable longer term expectations (red).


Higher fed funds rate
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Presenter Notes
Presentation Notes
The most recent Federal Reserve Summary of Economic Projections (SEP) is from September (upper panel, blue).  The median projection had the funds rate peaking at about 4-1/2 percent at the end of 2022 and 2023.  These are up substantially from the March SEP (red) we had in hand when we last met.

Since the September FOMC meeting, fed funds futures (lower panel) have risen, with markets now expecting a peak rate near 5 percent reached in mid 2023.

…. 


Smaller balance sheet
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Presenter Notes
Presentation Notes
Balance sheet run off caps currently are $60 billion per month for Treasuries and $35 billion a month for MBS.  Market participants expect tapering of the Treasury runoff to begin in early 2024 and cease by the end of the year; MBS runoff is expected to continue (blue). Market participants expect the balance sheet to end at a higher level than they thought in March (red).


Financial market developments
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Presenter Notes
Presentation Notes
Equity markets (upper panel) are down and interest rates (lower panel) up since we last met.


Financial market developments, cont.
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Presenter Notes
Presentation Notes
30-year mortgage rates (left) are over 6-1/2 percent and our Chicago Fed financial condition index (right) has tightened noticeably.  


Interest rate uncertainty
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Presenter Notes
Presentation Notes
Uncertainty over policy (upper panel) over the next 6 months (blue) and year (red) is quite high.  Here uncertainty is measured as the 90% confidence interval about the expected future federal funds rate, with the uncertainty derived from options.

There also is substantial uncertainty over longer term interest rates (lower panel).  This panel shows 1 standard deviation about the expected 10-year treasury rates at the maturity given on the horizontal axis, measured from options on 10-year treasuries.  This uncertainty has risen substantially over the past year.


Blue Chip consensus forecasts

Varisble | 2022 | 2023 _

GDP' 0.2 0.1
May 1.5 1.9
Unemployment rate? 3.7 4.7
May S5 3.7
PCE inflation’ 5.8 2.9
May 5.0 2.5
Core PCE inflation’ 4.9 3.0
May 4.2 2.6
1Q4/Q4 percent changes

2Q4 level

Source: Blue Chip Consensus Forecast via Haver Analytics, November (current) and May 2022
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Presenter Notes
Presentation Notes
The Blue Chip Consensus forecast for U.S. GDP growth has revised down substantially since we last met.  

When asked “Do you think that by removing monetary accommodation, major central banks will be successful in slowing inflation without precipitating a recession?” 78 percent of respondents answer “no” for the U.S. and 97 percent answered “no” for the Eurozone.

Inflation is expected to head down to 3 percent next year.
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