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Presentation Notes
Economic overview – November 2024:   The economy is growing strongly despite inflation, higher interest rates, and the decline of consumers’ savings and credit capacity. The economy grew 2.8% in the 3rd quarter, which was in line with expectations. Inflation was 2.6% annually in October. On monthly basis, it was up, 0.2%, from September to October. Inflation is still high, but easing. The inflation metric the Fed watches most, Core was 2.7% in September, that is still above its 2% target. On an annual basis, wages are surpassing inflation, which is helping to keep consumer spending strong.We added only 12,000 jobs in October, which was way below expectations and well below the 193,000 average of the previous 12 months. If we had the same participation rate we had pre-pandemic, there would be almost 2 million more workers in the labor force. There were 7.4 million job openings as of the end of September, 609,000 more than unemployed workers.  The Fed lowered its key interest rate 0.25% in November. Market expectations has been for another 0.5% cut. The fluctuation in the jobs market from a strong September to a weak October complicated the Fed outlook.Key risk to watch: Commercial Real Estate, office space particularly, and regional banks’ exposure to those office loans. Apartment buildings are a new area of stress according to the WSJ.
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Growth Picked up in the Second Quarter
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Presenter Notes
Presentation Notes
The economy met expectations in Q3. Growth came in at 2.8%, which was consistent with many estimates. Growth in Q2 and Q3 was excellent. Q4 should be similarly strong, which would mean another solid year of growth.Source: Bureau of Economic Analysis and Chamber projections



Consumption Up in September – Above Inflation
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Presenter Notes
Presentation Notes
Consumption was up 0.5% in September. Real (accounting for inflation) spending was up 0.3% because inflation was 0.2%. Inflation-adjusted spending on goods was up 0.7% (durables 0.4% & nondurables 0.8%). Real spending on services was up 0.2%.The strength of consumer spending remains impressive, even if the last few months have shown signs of wavering. Source: Bureau of Economic Analysis



There are 609,000 More Job Openings than
Unemployed Workers 
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Presenter Notes
Presentation Notes
Job openings were 7.4 million at the end of September. That is -418,000 less than in August. There are 609,000 more job openings than unemployed workers (see chart). Hiring was up 123,000 from August.Separations were up 28,000, to under 5 million.Quits were down by -107,000Layoffs were up 165,000Other separations fell -30,000 (Other Separations includes retirements; transfers to other locations; deaths; or separations due to employee disability.)The labor market isn’t as tight as it was a few months ago, but it is still strong. Businesses are still adding workers and workers are still confident they can quit their current jobs and find better ones easily. The labor market isn’t as tight as it was a few months ago, but it is still strong. Businesses are still adding workers and workers are still confident they can quit their current jobs and find better ones easily. Worker Shortage Index number (used to be Worker Availability Ratio) was 1.15 in September. (There are 1.15 workers for every available position in the economy.)Causes of worker shortage: govt benefits, savings, virus fears, ill from virus, child/dependent care, early retirements, shift to spending more time home/schooling, shifting skills/industries. (COVID concerns/Financial Cushion/Lifestyle Change). Need to get numbers for: Decreased, immigration; excess COVID deaths. Source: BLS



Wages are Growing Faster than Inflation
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Presenter Notes
Presentation Notes
Wage growth remains strong and is running above inflation on an annual basis. This has been the case each month since May 2023. Wages grew 4% on an annual basis in October; inflation rose 2.6%. The growth in real wages is buttressing impressive spending numbers. Cumulative since March of 2021, when inflation first took off: Wages +18%; Inflation +19%. The gap is closing, but prices are still up more than wages during this inflationary period. 



Savings Coming Down After Pandemic Explosion
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Presenter Notes
Presentation Notes
Savings dipped again in September; excess pandemic savings were down another -$11 billion compared to the pre-Covid average as inflation ate into budgets. Savings have been at or below pre-pandemic levels (the dotted line) since late 2021. Excess pandemic savings peaked at close to $2.5 trillion at the end of 2021. It is declining quickly, in large part because of high inflation.https://www.frbsf.org/our-district/about/sf-fed-blog/excess-no-more-dwindling-pandemic-savings/   Source: Bureau of Economic Analysis



Credit Card Balances Rose Modestly in September 
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Presenter Notes
Presentation Notes
Credit Card balances rose slightly, 0.1%. in September. They have been steady for several months now. Credit Card debt as a percentage of Disposable Income is still well below historical norms. 20-year average is 7.3%. Credit card debt is 6.2% of it now. 



We are Short Almost 2 Million Workers 
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Presenter Notes
Presentation Notes
Job gains were only 12,000 in October. The average over the previous 12 months is 193,000 jobs. August and September were revised down a combined -112,000.Expectations were for 110,000, so this was well short of that. The labor force declined by -220,000. If we had the same participation rate now as February 2020 (pre-Covid), there would be almost 2 million more workers in the labor force.Wages rose 0.4% from September; 4% annually compared to October 2023.Non-farm employees (on payroll)  (private and govt) totaled 159 million. Private sector (includes nonprofit) totaled 135.5 million or 85% of total employment. 



Productivity Growth is Strong but Lagging 
Rising Labor Costs
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Presenter Notes
Presentation Notes
Productivity rose 2% in Q3 2024 compared to Q2 2023. Productivity growth is a sign of a strong and growing economy. Productivity is calculated by dividing the amount of production in the economy by the number of hours workers labored.  It is a vital economic metric because when productivity is up that means workers’ efficiency is rising. This allows businesses to pay their workers more while also increasing profitability, as long as productivity growth exceeds the rise in labor costs.After recent revisions, productivity growth has lagged labor cost growth this year after exceeding it in the middle of 2023. This could be a reason for low business confidence, particularly for small business, despite the really encouraging productivity numbers. The recent robust productivity growth is a really encouraging for the economy. Chief Economist of RSM and Chamber friend Joe Brusuelas attributes it to: higher wages pulling workers back into the labor market; workers shifting to better jobs because of the lack of supply of workers across the economy; more and better training of workers; an increase of manufacturing capacity owing to the generous incentives recently passed into law; and an increase of legal immigration.Christine Lagarde, President European Central Bank: “It’s just mind boggling. Productivity in the United States between 2019 and now has been 6 percent. Europe, 0.6 percent.” (https://www.cfr.org/event/conversation-christine-lagarde-0)All of these are signs that the economy is prospering and the benefits are widely shared among workers and businesses. 



Consumer Prices Rose 2.6% Annually
in October
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Presenter Notes
Presentation Notes
CPI, a broad measure of consumer prices, rose 2.6% annually in October. That is down from the peak of 8.8% in June 2022, but still above the Fed’s 2% target. Inflation was up 0.2% from September to October.Energy prices were flat (+/- 0%) on a monthly basis.Electricity was up 1.2% from September.Gas prices were down -0.9% on the month. Food at home (groceries) prices were up 0.1% from September and are up 1.1% annually.Housing was up 4.9% annually.New car prices were flat (+/- 0%) and used car prices up 2.7% from September. Annually, new cars are down -1.3% and used cars down -3.4%. Source: Bureau of Labor Statistics



Core PCE Inflation Still Above Fed’s 2% Target –
Creeping Down Slowly
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Presenter Notes
Presentation Notes
Core PCE is the key metric the Fed looks at, not CPI. Core PCE is creeping down. It is 2.7% as of September 2024, but is still above the 2% target. 



Average 30 Year Fixed Mortgage Rate 
Below Recent Highs (6.8% as of 11/12/24)
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Presenter Notes
Presentation Notes
As the Fed raised the rate it controls, the Fed Funds rate, interest rates for consumers and businesses rose.The rate on an average 30-year fixed mortgage has risen sharply compared to early 2022. It is 6.8% as of 11/12/24. It was 3.2% as of 1/1/22. This has caused home prices to stop rising as much as they were, but demand remains strong and prices are rising again despite the higher mortgage rates. A similar effect will occur with other items that consumers typically use credit to buy. A partial list: using credit card less for everyday expenses; home repairs; home remodeling; cars; car repairs; expensive electronics like computers and televisions; appliances like refrigerators, dishwashers, washing machines and dryers; furniture and other home furnishings; recreational vehicles, boats; trailers; vacations; and education; and fewer personal loans for other expenses they need cash for.This will bring demand down and prices. 



Borrowing Costs for Businesses
Climbed Quickly, Settling Now
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Presenter Notes
Presentation Notes
Business investment is a large part of the economy. Businesses often borrow through bond issues to finance large new projects.The cost of that borrowing has risen, meaning businesses will do less of it.The average rate of a AAA-rate corporate bond was 5% as of 11/12/24.It was 2.8% on 1/1/22.Less business investment will also cool demand and take upward pressure off of prices. 



Home Prices are Rising Again
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Presenter Notes
Presentation Notes
Home prices on an annual basis are now rising again. They rose 4.3% on an annual basis in August and actually fell -0.1% on a monthly basis from July to August. Source: Case-Shiller Index



Small Business Optimism Up in October – Remains 
Well Below 50-Year Average
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Presenter Notes
Presentation Notes
Small business optimism ticked up slightly in October.It is still well been below the 50-year average and has been for 34 straight months. The net percentage of small business owners expecting conditions to be better over the next 6 months was -5%, 7% higher (less negative) than in September. Single most important problems: #1: Inflation 23%; #2: Quality of Labor 20%; #3: Taxes 16%.   53% of small businesses tried to hire in October, down 6% from September. 35% of business owners reported job openings they couldn’t fill. That is up 1% from September. “The difficulty in filling open positions is particularly acute in the construction, transportation, and wholesale sectors.” 46% (87% of those hiring or trying to hire) say they had few or no qualified applicants. Down 6% from September. Net 21% said they raised prices last 3 months. 1% lower than in September. Net 26% expect to raise prices in next 3 months, 1% higher than in September. Net 31% increased compensation last 3 months. Down 1% from September and down 19 percentage points from January 2022, which was a 48-year high!https://strgnfibcom.blob.core.windows.net/nfibcom/SBET-October-2024.pdf 



Manufacturing Sentiment Down in October - Remains 
in Contraction Territory
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Presenter Notes
Presentation Notes
Manufacturer’s sentiment was down slightly in October and is still below 50. A reading below 50 means the manufacturing sector is contracting; above expanding. It had been below 50 for the previous16 straight months, going back to November 2022, before going over 50 in March, then dipping back below the last 7 months. The slump in manufacturing has been persistent since it hit highest level in 37 years in March 2021. “U.S. manufacturing activity contracted again in October, and at a faster rate compared to last month. Demand remains subdued, as companies continue to show an unwillingness to invest in capital and inventory due to concerns (for example, inflation resurgence) about federal monetary policy direction in light of the fiscal policies proposed by both major parties. Production execution eased in October, consistent with demand sluggishness. Suppliers continue to have capacity, with lead times improving and some shortages reappearing.”Source: ISM
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