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Contemporary Economic Policy
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* Contemporary Economic Policy

- Week 1 (1/10): Trade and Globalization (Alan Deardorff, Univ. Michigan)
Week 2 (1/17): Trade Deficits and Exchange Rates (Alan Deardorff)
Week 3 (1/24): US Economic Update (Geoffrey Woglom, Amherst College)
Week 4 (1/31): Monetary Economics (Geoffrey Woglom)
Week 5 (2/7): The Black-White Wealth Gap(Jon Haveman, NEED)
Week 6 (2/14): Autonomous Vehicles (Jon Haveman)
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@mitting Questions

* Please submit questions of clarification in the chat.
- I will try to handle them as they come up.

* We will do a verbal Q&A once the material has been presented.

* Slides will be available from the NEED website tomorrow
(https://needelegation.org/delivered_presentations.php)

ﬁ NATIONAL ECONOMIC

EDUCATION DELEGATION

@dits and Disclaimer

* This slide deck was authored by:
- Jon D. Haveman, NEED
- Scott Baier, Clemson University
- Geoffrey Woglom, Amherst College (Emeritus)
- Brian Dombeck, Lewis & Clark College
- Doris Geide-Stevenson, Weber State

* Disclaimer
- NEED presentations are designed to be nonpartisan.
- Itis, however, inevitable that the presenter will be asked for and will provide their own views.
- Such views are those of the presenter and not necessarily those of the National Economic Education Delegation (NEED).
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US Economy: Update

Geoffrey Woglom,
Professor of Economics

Ambherst College, emeritus
January 24, 2023
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1. Quick summary of the state of the economy.
2. The Effect of M&F policies.
3. What lies ahead for the economy.
4. What's at stake in controlling inflation.
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IFIRED -~/ — Real Gross Domestic Product, Q4 2019=100 ..
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in Maine

FIRED -~ — Gross Domestic Product All Industry Total in Maine, Q4 2019=100
— Gross Domestic Product, Q3 2019=100
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@der Doesn’t Seem to Matter

FRED J_/ — Labor Force Participation Rate, Jan 2020=100
B — Labor Force Participation Rate - Women, Jan 2020=100
— Labor Force Participation Rate - Men, Jan 2020=100
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FIRED -~/ — Labor Force Participation Rate - White, Jan 2020=100 o
—— Labor Force Participation Rate - Black or African American, Jan 2020=100 .
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FRED -~/ — unemployment Rate in Maine (right) ®
— All Employees: Total Nonfarm in Maine, Dec 2019=100 (left) .
—— Labor Force Participation Rate for Maine, Dec 2019=100 (left)
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* GDP is very close to its potential.

* The labor market as measured by the unemployment rate is fully
recovered.
* Fly in the ointment: labor force has lost over 1.5 million workers.

* But there is also a nominal side: interest rates, asset prices, inflation
and wages.

* News isn’t so good!
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rest Rates: Era of Falling Rates Over?

FFIRED -~/ — Effective Federal Funds Rate
—— 30-Year Fixed Rate Mortgage Average in the United States
— Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity, Quoted on an Investment Basis
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FRED M-// — New Privately-Owned Housing Units Started: Single-Family Units (left)
N — S&P/Case-Shiller U.S. National Home Price Index (right)
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ck Prices: Rates and Recession?
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FRED w — Consumer Price Index for All Urban Consumers: All items in U.S. City Average
N — Consumer Price Index for All Urban Consumers: All items Less Food and Energy in U.S. City Average
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ation a Closer Look: Good News

FRED -~

— Consumer Price Index for All Urban Consumers: All Items in U.S. City Average
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Two Measures of Rents
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Less Pain at the Pump
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Wage Growth Tracker by Wage Level ..
12-month moving average of median wage growth for each category, hourly data
—— Overall — 1st quartile — 2nd quartile
— 3rd quartile —— 4th quartile
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Fiscal:

* 2020-2021: massive stimulus. Cares Act, 3 rounds of stimulus
checks, expanded unemployment benefits, Payroll Protection Loans.

Monetary:

» 2020-2/2022: policy interest rate at zero, new round of quantitative
easing.

* 3/2022-present: most rapid increase in interest rates since Paul
Volcker
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Percent Change in All Consumer Spending*

In the United States, as of July 31 2022, total spending by high-income consumers increased by 8%
compared to January 2020.

Week ending
Jul 31,2022

+19.3%
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+8%

High Income
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0% |

data source: Affinity
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@haped Recovery

v ECONOMIC TRACKER

Percent Change in Employment*

In the United States, as of June 03 2022, employment rates among workers in the top wage quartile decreased by
12.5% compared to January 2020 (not seasonally adjusted).

Week ending
Jun 03, 2022
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FIRED -~/ — Effective Federal Funds Rate
—— 30-Year Fixed Rate Mortgage Average in the United States
—— Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity, Quoted on an Investment Basis
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* Zero interest rates until March and a Big QE program “
Figure 1. Balance sheet assets, 2016-22
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* The ARP was probably too big, but helped many poor families, and
the Fed was aware of the size of the stimulus.
* Monetary policy was too easy for too long, but since March of last
years has been much more restrictive.
* Yes, there were supply chain issues that temporarily raised inflation,
but there was (is?) too much total spending.
So, where are we headed?
NATIONAL ECONOMIC 0
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Probability the U.S.is in a recession in next 12 o
months including today [ |

¢ RECESSION Latest Observation,
10/2022: 63%
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Source Wall Street Journal
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* Defined by the National Bureau of Economic Research (NBER)
* “The NBER's definition emphasizes that a recession involves a
significant decline in economic activity that is spread across the
economy and lasts more than a few months.”
* Popular Rule of Thumb: Two or more, consecutive quarters where
Real GDP falls.
* Recessions are caused by decreases in total spending.
NATIONAL ECONOMIC 3
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Household excess savings FRED :£/ — Revolving Consumer Credit Owned and Securitized .‘
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s or Market Cooling?

US: Industries shedding and gaining workers in December 2022
Source: Challenger, Gray & Christmas, Inc.
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* Economy is stronger than had been anticipated in September, but ¢

real GDP growth will remain positive.
* Unemployment will have to rise by about 1 percentage point.

* Short-term interest rates will have to rise some more, to above 5
percent.

* Inflation will slowly return to the Fed’s target of 2 percent: sort of a
“soft landing.”
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Variable Medians o Y
(in percent) 2022 2023 2024 2025 Longer Run |
RGDP growth 0.5 0.5 1.6 1.8 1.8
Sept. 0.2 1.2 1.7 1.8 1.8
Unemployment 3.7 4.6 4.6 4.5 4.0
Sept. 3.8 4.4 4.4 43 4.0
Inflation 5.6 3.1 2.5 2.1 2.0
Sept. 5.4 2.8 2.3 2.0 2.0
Core Inflation 4.8 3.5 2.5 2.1 2.0
Sept. 5.4 2.8 2.3 2.0 2.0
Federal Funds 4.4 5.1 4.1 3.1 2.5
Sept 4.4 4.6 3.9 2.9 2.5
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* The growth in total spending is at least slowing. .q
* Labor Market is still strong, but lagging indicator.
* Hard or Soft Landing: the Jury is out.
* Inflation is coming down, but how fast?
Known Unknowns: New Covid Variant, Ukraine War, Budget Fight,
Fed Actions.
Unknown, Unknowns!
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* If people expect inflation, that can lead to high actual inflation.
* Paul Volcker in 1981 realized this point and wrung inflation out of
the system with a massive recession.
* Unemployment peaked at 11%.
* Europe’s lost decade.
* Latin America Debt Crisis.
* But, (for the US) it worked!
NATIONAL ECONOMIC 5
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Expectations and Subsequent Inflation ...
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=Forecast Made 1 Year Ago =Actual Inflation

Forecasts: Philadelphia Fed, “Survey of Professional Forecasters”
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September 22, 2021: inflation, 5.2%; unemployment 5.2%

Inflation is elevated, largely reflecting transitory factors. ...With inflation
having run persistently below this longer-run goal, the Committee will aim to
achieve inflation moderately above 2 percent for some time so that inflation
averages 2 percent over time and longer-term inflation expectations remain
well anchored at 2 percent.

December 14, 2022: inflation, 7.1%, unemployment 3.6%

[T]he Committee decided to raise the target range for the federal funds rate
to 4-1/4 to 4-1/2 percent. The Committee anticipates that on%oing increases
in the target range will be appropriate ...to return inflation to 2 percent over
time. .. The Committee is strongly committed to returning inflation to its 2
percent objective.
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* January 26, BEA first estimate of fourth quarter GDP.
* January 27, BEA releases PCE inflation for December.
* January 31, next Federal Reserve meeting.
Next week we will look in more depth at the Fed and their current
policy stance.
AT ESSLoN SE 28NS .
48
U.:. o. o.:
@s Hear from You! o:.:..
Geoffrey Woglom % e
)
grwoglom@ambherst.edu o

/=, NATIONAL ECONOMIC

Contact NEED: Info@NEEDelegation.org

Submit a testimonial:
www.NEEDelegation.org/testimonials.php

Support NEED:
www.NEEDelegation.org/donate.php
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