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AGENDA

Federal Reserve background
e Economic update

e Labor market progress

* Inflation dynamics

* The Fed’s response
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ORGANIZATION OF THE FED
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We serve the public by pursuing a growing economy
and stable financial system that work for all of us.
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THE FEDERAL RESERVE’S CONGRESSIONAL MANDATE

The Federal Reserve Act mandates that the Federal Reserve conduct
monetary policy “so as to promote effectively the goals of maximum
employment, stable prices, and moderate long-term interest rates.”

Dual Mandate: maximum employment and price stability
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EMPLOYMENT MANDATE
PROGRESS



UNEMPLOYMENT BACK NEAR PRE-PANDEMIC LEVELS

Unemployment rate
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NONFARM EMPLOYMENT

MILLIONS, LEVEL
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EMPLOYMENT-POPULATION RATIO

16+, PERCENT
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Production and nonsupervisory employees, % Ch. Y/Y

WAGES RISING (BEFORE INFLATION)
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WAGES RISING (BEFORE INFLATION)

Average Hourly Earnings
Production and nonsupervisory employees, % Ch. Y/Y
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PANDEMIC AND INFLATION



INFLATION HAS INCREASED DRAMATICALLY

B
Consumer Price Index
12-month percent change
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WHAT’S GOING UP THE MOST?

CPI, August 2022

12-month change

Airline fares
Gasoline
Energy
Electricity
Food
All Items
Food Away from Home
Used Cars and Trucks
Shelter
Medical Care Services
Apparel
lodging incl. hotels and motels I
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INFLATION TAKING A BITE OUT OF WAGE GAINS

Real Average Hourly Earnings
Production and nonsupervisory employees, % Ch. Y/Y
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INFLATION TAKING A BITE OUT OF WAGE GAINS

Real Average Hourly Earnings
Production and nonsupervisory employees, % Ch. Y/Y
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CONSUMER SPENDING WAY UP, ESPECIALLY FOR GOODS

B
Personal Consumption Expenditures
Index Feb 2020=100, Monthly, Seasonally Adjusted
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GOODS GOT MORE EXPENSIVE RELATIVE TO SERVICES

Ratio: PCE-Durable Goods/PCE-Services
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A LOT OF RECENT INFLATION STILL IN GOODS AND ENERGY

N
Components of CPI inflation
Percentage point contribution, NSA
10%
8% ‘m ‘
6% M”
4% HH
. | li H ”““I I | I I HHH|||
I|||\||IIIIIIIIIIII (il IHHIII fift \HHHUHHHH ( \HHH\HHHHHHWHHI||I||\||||| [l
11tk i
-2%
AN AN AN AN NN NN <F < O O O O > > > > 0 0 0 0O NSO OO 0O W = = — & O A
R R R R R R B R e B B R I R R R R R,
—_ — = —_ — - [} —_ — - [} —_ — - [} —_ > [l — > [l — +~ = — — ~ = — — ~ [ — — +~ [ — —
E2E2858328E5228852883238E8528385288228E82288828¢8z¢%¢E
W Services Less Energy Goods Less Food & Energy Energy ®Food

Source: Bureau of Labor Statistics
¥ FEDERAL RESERVE BANK o MINNEAPOLIS




Contributions to Core CPI Inflation
Percentage point contribution, monthly rate, SA

PRICE INCREASES HAVE BECOME MORE WIDESPREAD

-0.2
-0.4
-0.6

zcoz-3ny
zeoz-Ing
zcoz-ung
TT0T-KeN
ceoz-1dy
TT0T-1EN
7207994
zeoc-uef
12029
120T-AON
1202320
120T-dos
1202-3ny
120Z-1nf
[20z-ung
1202-Ae]N
120-1dy
120C-1eIN
1202-99d
[20C-uef
020Z-22d
020T-AON
02020
020¢-dos
020Z-3ny
020z-In[
0z0z-ung
020Z-Ae N
020-1dv
020C-TeN
020Z-99d
0c0C-ue[
6102-2°d
6102-AON
6102-1°0
610C-dog
6102-3ny
610Z-1nf
610C-un(
610C-KeN
6107-1dv
61018\
6102-99d

FEDERAL RESERVE BANK or MINNEAPOLIS

B Other ™ Vehicle-related ™ Pandemic-related

Source: Bureau of Labor Statistics



THE FED’S RESPONSE



RATES INCREASING

FRED ﬁ;ﬁ — Federal Funds Target Range - Lower Limit

— Federal Funds Target Range - Upper Limit
— J0-Year Fixed Rate Mortgage Average in the United States

Fercent

— Market Yield on U.5. Treasury Securities at 10-Year Constant Maturity, Quoted on an Investment Basis
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BALANCE SHEET NORMALIZATION

FRED ::/j — Assets: Total Assets: Total Assets (Less Eliminations from Consolidation): Wednesday Level
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LONG TERM INFLATION EXPECTATIONS DOWN

FRED 5¥;‘j — 2 Year Expected Inflation

Fercent
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THANK YOU!

@MINNEAPOLISFED
JOSEPH.MAHON@MPLS.FRB.ORG
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