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The outlook from the FOMC
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GDP growth expected to slow toward long-run
potential rate

Real GDP growth (4-quarter) —®— FOMC median projection (June) —m— FOMC median projection (September)
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Unemployment rate expected to tick up slightly

Unemployment rate (Quarterly average) —m— FOMC median projection (June) —m— FOMC median projection (September)
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Inflation expected to rise gradually toward target

— PCE inflation (4-quarter rate) @ —m=— FOMC median projection (June) —m— FOMC median projection (September)
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What about the appropriate policy to achieve these

Federal funds rate (Quarterly average) —m— FOMC median projection (June) —m= FOMC median projection (September)
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What’s changed? Heightened downside
risks, headwinds
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Foreign manufacturing outlook has deteriorated

Diffusion index —Developed economies PMI —Emerging economies PMI
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Trade policy uncertainty at highest levels since the
run-up to NAFTA

—Trade policy uncertainty index
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US manufacturing sector slips into contractionary
territory

—|SM Manufacturing —|SM Manufacturing: New export orders

Diffusion, +50 = growth
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2015 - 2016 redux?
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We’ve (sort of) seen this picture before

= Manufacturing ‘mini-recession’ in 2015 — 2016.

= Causes were (a) foreign manufacturing slowdown, (b) fallout from oil
price bust that began in late 2014.

= Service sector slowed mildly; consumer spending and labor market
held up well.

= Fed responded then by delaying “lift-off” from near-zero federal
funds rate.
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Solid fundamentals again now, outside of
manufacturing

= Service sector activity has slowed somewhat, but remains solidly in
expansionary territory

= PMI =564

= Consumer spending has been solid after a slow start to the year
= Retail sales up 4 percent on a 12-month basis
= Also some pickup in residential activity

= Pace of job gains has been slowing for the past few years, but still
solid

= Around 150K/month in 2019, more than enough to keep the labor
market tight

Federal Reserve Bank of Dallas



What about the appropriate policy to achieve these

Federal funds rate (Quarterly average) —B— FOMC median projection (June)
—m®—= FOMC median projection (September) —m— FOMC median projection (December 2018)
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In sum...
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Back to the outlook...

= Modal outlook is still...
= sustained expansion,
= strong labor market conditions,
= |nflation nearing Fed’s 2 percent objective.

= But, heightened downside risks, headwinds...
= slowing global growth,
= {rade policy uncertainty.

Federal Reserve Bank of Dallas



Federal Reserve Bank of Dallas

Thanks for your attention!
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A new source for analysis & research:
Dallas Fed Economics

= Digital content stream with
analysis, research from Dallas
Fed economists

= National, international, energy,
regional content

= New posts each week

= Follow @DallasFed on Twitter
to see when new material posts
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... Domestic Migration to Texas
| Slows as National Labor
UL Markets Tighten

Keith R. Phillips and Alexander T. Abraham

2 Shale’s Impact on
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companies need to

2w wells has closely tracked
ese economy is losing steam. Retail
sales growth in China is the weakest in 15

Despite a strong economy and historically
Did _low unemployment rates in Texas, net

in 20187

The answer is yes, at least according to the recent

empirical literature on the macroeconomic effects of
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