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* The State of the US Economy
* Global Comparisons
* Inflation
* On the policy response:
- To the pandemic
- To inflation
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* Expenditures drive GDP growth.
- GDP is the sum of four categories of spending:
o Consumption
o Investment — housing/business/inventories
o Government spending
o Net Exports: Exports — Imports
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* Depends on what is driving the drop.
- Inventories
- Housing
- Government spending

e Consumer spending is still ok.
* Employment growth is solid.
e Other indicators are still ok.
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How Does Inflation Work? ».%°
Inflation represents the rate at which the cost of goods and services increase over a period of time. e
.I
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When demand for goods/service When production costs When prices rise, wages rise too,
exceeds production capacity. increase prices. in order to maintain living costs.
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* Spending patterns have changed dramatically. q
* Yes, there were supply chain issues that affected some areas in
particular (e.g., computer chips).
 But there was also too much total spending.
* Fiscal stimulus led households to increase saving over 2021 by more
than $2 trillion. Strong retail sales numbers suggest they are
prepared to spend it.
* Whose to Blame: ARP probably too big, but the Fed could have
acted sooner.
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What’s the Fed Doing About It?
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* Investment borrowing
* Home loans - tied to 10-year Treasury
* Car loans
* Credit cards
* Savings accounts — positive
* And more....
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* Is a recession on the horizon? o °®
- While the chances of slipping into a recession have increased, | think on many o
dimensions the economy is doing quite well. ¢

o Consumer’s have been driving the recovery, and consumer’s account for two-
thirds of GDP.

o Job creation remains robust — 315k in August.

e What about GDP?

- 2022:Q1 was -1.6%, 2022:Q2 was -0.6.
- Much of this lower growth was driven by lower inventory.

o Inventories led GDP growth in 2021:Q4, didn’t sell, so production in Q1&Q2 fell.
- Housing markets — very tightly linked to interest rates — softened ... A LOT.
- Government spending is falling.

* Still just the pandemic messing with the ecomomy.
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