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US economy leads the pack
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Economic complexity index by country
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The Fed’s job: Fly the biggest airplane but with no autopilot
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Refresher on the Fed structure
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Source: Federal Reserve



FOMC at a glance
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Source: Bloomberg



Fed’s preferred national economic indicators
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GDP Manufacturing

Households

Inflation

Labor market

Investment

Trade
Monetary 

policy

• Real GDP – QoQ & YoY

• Decomposition of Real GDP

• Retail sales

• Consumer income and spending

• Sales of autos and light trucks

• Personal savings rate

• Household net worth

• Single family home activity

• Housing starts & permits

• Consumer price indexes (CPI)

• Personal consumption expenditure 

price indexes (PCE)

• Producer price indexes (PPI)

• Commodity price indexes

• Crude oil prices

• TIPS inflation compensation

• Balance of international trade

• Exchange value of the US dollar

• Business survey indexes (ISM)

• Indexes of manufacturing and non-

manufacturing activity

• Manufacturers’ new orders

• Core capital goods

• Business inventory-sales ratios

• Nonfarm payroll employment

• Unemployment rate

• Labor utilization

• Labor force participation

• Aggregate weekly hours index

• Average hourly earnings

• Real investment in nonres structures

• Real private construction

• Real nonres fixed investment

• Real investment in equipment

• Real investment in IP

• Treasury curve

• M2 or money supply

• Money market rates

• Risk premium

• Summary of economic projections



Distinguishing the types of data and relative importance
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Data that is tracked and produced by government 

agencies, which support improvements in the 

economy feeding into economic growth. Examples 

include:

− Real gross domestic product

− Consumer price index

− Personal consumption expenditure price indexes

− Producer price indexes

− Nonfarm payroll employment

− Unemployment rate

− Retail sales

Data is representative of business, consumer 

confidence and sentiment surveys, financial market 

variables, and labor statistics. Examples include:

− RSM Middle Market Business Index

− ISM Manufacturing Survey

− NFIB Small Business Optimism Index

− NAHB Housing Market Index

− U. of Mich. Sentiment Index

− S&P Global Services PMI Index

Hard data Soft data



The Fed doesn’t ignore high frequency data
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Source: Bloomberg, RSM US



Decision making when the data is conflicting
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The Fed’s open mouth operations and toolbelt

Fed speak
Active 

policy

tools

Bank term 
funding 
program

Standing 
overnight 

repo facility

FIMA repo 
facility

Central 
bank 

liquidity 
swaps Term 

deposit 
facility

Overnight 
reverse 

repo facility 

Interest on 
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balances

Required 
reserves

Discount 
window & 
discount 

rate

Open 
Market 

operations
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Fed speak in action

16

Chair Powell delivers 

remarks At the Banco de 

Espana Fourth Conference 

on Financial Stability, 

Madrid, Spain



THE DATA DRIVING

MONETARY POLICY



Inflation still top of mind for Fed



Markets see inflation continuing to fall

Source: Bloomberg



Markets now believe Fed’s higher for longer message

Source: Bloomberg



The meteoric rise in short term rates
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Fed rate hike campaigns

Q3 '04 - Q2 - '06

425 bps

Q4 '15 - Q4 '18

225 bps

Q2 '99 - Q2 '00

175 bps

Q4 '86 - Q3 '87

137 bps

Q1 '84 -

Q3 - '84

225 bps

Q1 '88 -

Q3 - '89

325 bps Q1 '94 -

Q1 - '95

300 bps

Number of months in hiking campaign

Q1 '22 - Today

500 bps



Labor market remains resilient
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June jobs report: strong despite softening

Change in Nonfarm payrolls MoM (L axis) Unemployment rate (R axis)



Plenty of jobs for every unemployed person

0

0.5

1

1.5

2

2.5

3

3.5

2018 2019 2020 2021 2022 2023

Source: BLS, RSM US

Job openings to unemployed workers ratio
Seasonally adjusted, 3 month moving average

Financial services firms Total labor force



Smaller workforce to drive innovation, M&A
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Personal income: inflation takes a bite
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Personal spending: More is not more
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Excess savings falling



Financial conditions remain tight against economic outlook
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Recession indicator RSM US FCI

Source: Bloomberg; RSM US calculations
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Increased level of risk

Positive values

Increased level of accommodation

2011

Debt ceiling

crisis

2014-16

OPEC/ commodity-price

collapse.

2018-19

Trade war

and policy uncertainty
2010

European debt

crisis



Credit standards tightening
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C&I loan lending standards
Fed Senior Loan Officer Survey as of April 2023

Large & medium firms Small firms

Indicates softening 

underwriting standards

Indicates tightening 
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CRE loan lending standards
Fed Senior Loan Officer Survey as of April 2023

Const & land development Nonfarm nonres structures
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Indicates softening 

underwriting standards

Indicates tightening 
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US economy: The slowdown, stubborn inflation and headwinds

US economic growth outlook: slowdown is underway
• Continued economic growth below long-term trend between 1.5% and 1.8%

• Easy money era is over as low to no-interest rates are gone and unlikely to return soon

• Growth in real wages as inflation moderates; wages will not “reset” to pre-pandemic levels

• Productivity is key as labor force growth stalls

US inflation outlook: risk around stubborn inflation
• Despite being in a disinflationary environment, services inflation is still stubbornly sticky

• Upper end consumers spending at robust clip despite inflation

• Elevated services inflation likely to require higher policy rates absent a true crisis

• Higher long-term rates will require innovation to allay increasing costs

US Recession Outlook: Risk elevated over the next 12 months
• Economists calling for a ~65% probability of recession in the next 12 months

• Tightening credit underwriting standards and decreasing loan demand elevate risk of slowing economic output

• Resiliency or recession – end of current business cycle to impact industries differently

• Indicators pointing to ending of business cycle
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