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2023 Year in Review



Key Themes of 2023

 Economic outlook started the year very dim and brightened throughout the year.

* InJanuary 2023, professional forecasters had 65% probability of recession beginning 2023
— Real GDP Forecast of 0.5%
— Unemployment Rate rising to 4.8%
— Inflation falling to 2.3%
— Interest Rates (10yr Treasury) at 3.3%

« Why did the economy outperform forecasters expectations?
— Global economy averted two early crises:
 Warm winter helped Europe avoid energy crisis and recession
e China’s economy reopened after ending COVID restrictions.
— Domestic:
e Strong rebound in labor supply cooled hot labor market while sustaining job growth
* Consumption spending holds due to excess savings from pandemic

* |Increase outlays from state and local governments

* Result: increases in both demand and supply = output increases and prices stabilize
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Summary of key US economic indicators

Real GDP PCE Inflation | Unemployment | 10yr Treasury | Federal Funds
Growth Rate Rate Yield Rate

2023

2022 0.7 54 3.5 3.9 4.1
2021 54 6.2 3.9 1.5 0.1
2011-2019 (Avg.) 2.4 1.5 5.6 2.3 0.7

Note: Values are percentage points calculated at end of year. Real GDP and PCE inflation values are percentage change from one year ago.
Source: St. Louis Fed, FRED Database (link to data)
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https://fred.stlouisfed.org/graph/?g=1f9Dn

Current economic conditions



Job growth slowing, but remains consistent with past expansions
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Labor market remains tight, but supply and demand coming into balance

FRED qu — Employment Level+Job Openings: Total Nonfarm
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https://fred.stlouisfed.org/graph/?g=1fHY8

Wage growth has slowed but is outpacing inflation

FRED qu — Average Hourly Earnings of All Employees, Total Private
— Personal Consumption Expenditures: Chain-type Price Index
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Green shoots of recovering economy hidden by supply-chain disruptions
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Presenter Notes
Presentation Notes
Q1: -1.6  (Inv -0.3%, nx -3.2%)  GDI: 1.8%
Q2: -0.9 (Inv -2%, +1.4%)

https://fred.stlouisfed.org/graph/?g=1fI00

Households accumulated significant savings during pandemic
FRED -~/ — personalsaving
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Presenter Notes
Presentation Notes
Wealth to income high
Excess savings about 1 trillion

https://fred.stlouisfed.org/graph/?g=1fI3H

Spending growth healthy, with pivot back to services
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Strong growth in government consumption and investment

FRED qf,fr — Real Government Consumption Expenditures and Gross Investment
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Manufacturing production slows as firms report slow growth in orders

FRED ~/7 = Industrial Production: Total Index
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Presenter Notes
Presentation Notes
There was a big decline in utilities production in June because # of days requiring AC was lower than one year ago.  Probably going to reverse in July given the heat wave.
Also notable is that motor vehicle production and sales where up strongly in Q2.
Backlog of orders through May is 10% higher than its last peak in 2018, and 25% higher than end of 2019.

https://fred.stlouisfed.org/graph/?g=1afLW
https://fred.stlouisfed.org/graph/?g=1afLW
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Supply chains are returning to “normal” operations

FRBNY Global Supply Chain Pressure Index
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https://www.newyorkfed.org/research/policy/gscpi#/interactive

Residential investment hit by rising interest rates, starting to recover

— Real Private Monresidential Fixed Investment
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B
Housing starts appear to have bottomed out and are recovering

FRED ~/% — New Privately-Owned Housing Units Started: Units in Buildings with 5 Units or More
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Presenter Notes
Presentation Notes
Why,  long project pipeline of projects to complete, supply delays, and higher prices.
And how higher rates slowing prices growth

https://fred.stlouisfed.org/graph/?g=1fI88

Slower time to completion leads to elevated construction activity

FRED ~~% — New Privately-Owned Housing Units Under Construction: Units in Buildings with 5 Units or More
' — MNew Privately-Owned Housing Units Under Construction: Single-Family Units
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Cooling demand + improving supply = slower inflation

FRED qf,fr — Personal Consumption Expenditures: Chain-type Price Index
= * Personal Consumption Expenditures Excluding Food and Energy (Chain-Type Price Index)
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Goods inflation near 0%, but non-housing services trends close to 2%

PCE Inflation Ex. Housing & Utilities Services
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Housing prices flat while housing inflation persists

House price growth and housing service inflation
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Presenter Notes
Presentation Notes
What’s the logic?
The cost of housing (rents) receives the largest weight in the CPI.
A key factor in rents is the price of the asset.
House prices are rising sharply.
Rents tend to respond with a lag; they are now rising sharply.
Expect limited supply to trump higher interest rates and affordability metrics.


Near-term outlook



Financial market stress at below average levels

FRED ~/% — 5t Louis Fed Financial Stress Index
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Forecasters expect slower growth in Q1 and further deceleration in Q2

Reported GDP Growth & Bluechip Consensus
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B
Forecasters expect inflation will decline slightly over next few quarters

Reported PCE Price Inflation & Bluechip Consensus
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Financial markets now expect policy rate to remain unchanged at next meeting

Expected Path of Federal Funds Rate
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Medium-term Outlook



Constrained by aging population, labor market expected to remain tight

FRED q,f,fr — Labor Force Participation Rate (left)
' — Labor Force Participation Rate - 25-54 Yrs. (right)
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Inflation expectations returning to pre-pandemic levels

Inflation Expectations
Average annual percent change
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Higher interest rates raise the cost of borrowing, incentives to save

FRED ~/ — Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity, Quoted on an Investment Basis
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Fewer banks report tightening lending standards

Banks Tightening Lending Standards
Net Percentage (values >0 tightening)

100.0
80.0
\\
60.0 \
\
\ ' ’”
-
40.0 ' A e
' noooa ]
Vo | N \ \
\ h /) \\ (]
20.0 \ (N ’ !
\ (P A !
(%) r\ [] - \ [}
‘o I, / : /
0.0 2= N A
S =a .
\, » Nay I
-20.0 \\,
-40.0
-60.0
O O o N N N < n O O N 00 O OO0 © 9« (o} (o} 0N < N N O N 0 0 o O — - N 0N < < n OW N N 00 OO0 O O « N n oM
QO O O O O O o o 0O 0O o 0o 0O OO O O O O O O O O O oo o o o o - — - — — — — — — I 1 = AN AN N N N
a OO O oo OO O OO 0o 0O 0O 0o 0O 00 0O O O O O O O O O O O O O O O O O O O O O O O O O O 0o o o o o o o
i — — — - - — — — — — i i i N (gl N N (] N N N N N (o] N (] N (o] (o] ()] o (gl (gl (gl (@} (@} (@\] (g\] (@\] (g\] (g\] (a\] (aV] (aV] (aV]
Recession Small Business Loans = = = Commerical Real Estate e Res. Mortages Credit Cards

Note: Shaded areas indicate NBER recessions
Source: Federal Reserve Senior Loan Officer Opinion Survey (link to data)

FEDERAL RESERVE BANK ofST. LOUIS | CENTRALTO AMERICA'S ECON



https://fred.stlouisfed.org/tags/series?t=sloos

B
If recession occurs, it will be the one of the most anticipated in history

The Anxious Index
Probability of Decline in real GDP

100
90
80

70.1 H

70 o
60
50

40

40.9
N\/’ (2024:Q1)

30 24

20.2
12. 17.9
o Y

1969 1974 1979 1984 1989 1994 1999 2004 2009 2014 2019 2024

N
o
®

14.3 il
(J

Note: Shaded areas indicate NBER recessions
Source: Federal Reserve Bank of Philadelphia, Survey of Professional Forecasters (link to data)

FEDERAL RESERVE BANK ofST. LOUIS | CENTRAL TO AMERICA'S ECONOMY ™


Presenter Notes
Presentation Notes
Why?
Modest growth gives little room on downside
Russian/Ukraine war
Pandemic resurgence
Debt limit issues
End of govt benefits
Housing market continues to cool


https://www.philadelphiafed.org/surveys-and-data/real-time-data-research/survey-of-professional-forecasters

B
Markets expectations are shifting closer to FOMC December projections

Expected Path of Federal Funds Rate
Percent
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FOMC Summary of Economic Projections for end of 2024

Real GDP PCE Inflation Unemployment Fed Funds
Growth Rate Rate Rate

Median
Top 2.5 2.7 4.5 54
Bottom 0.8 2.1 3.9 3.9

Note: Projections are under the assumption of appropriate monetary policy. Real GDP, PCE Inflation are Q4/Q4 Growth, Unemployment and Fed Funds are Q4 Averages
Source: Federal Open Market Committee (FOMC) Summary of Economic Projections Dec 2023. See Macro Snapshot for Data
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Presenter Notes
Presentation Notes
RGDP +1.1
PCE +.1/ Core median 3.7
UR -.3
FFR +0
Below trend growth expected over next few years
Unemployment rate expected to rise, but remain historically low
Inflation continues to run hotter and more persistent than expected


https://fred.stlouisfed.org/macro-snapshot

Key Takeaways
e Data indicate the economy continued to expand in 2023 with inflation slowing.
 Economic growth expected to healthy during first quarter and return to trend in 2024

* Labor market moving better into balance, unclear the extent labor supply can continue increase
given demographics

* Inflation pressures expect to moderate, with slower housing inflation an important driver

e Reasons for pessimism:
— Inflation remains elevated and persistent in areas like services
— Tightening credit conditions reign in household and business investment

— Weakness in manufacturing and construction typically signal of recession
e Reasons for optimism:
— Housing market appears to have bottomed out and showing signs of improvement

— Labor constraints are easing on higher participation rates and recovering immigration rates

— Low unemployment and healthy real wage growth will sustain consumer spending
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Inflation has eased from its highs, and this has come without a significant
increase in unemployment. That’s very good news. But inflation is still too
high, ongoing progress in bringing it down is not assured, and the path
forward is uncertain. As we look ahead to next year, | want to assure the

American people that we’re fully committed to returning inflation to our 2
percent goal. Restoring price stability is essential to achieve a sustained period

of strong labor market conditions that benefit all.

-Federal Reserve Chair Powell, December 13,2023
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