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The Federal Reserve’s Dual Mandate

m Price stability
— Sets 2% objective for PCE inflation
— Target is for an average over medium term — it is not a ceiling
— EXxplicit statement should help to anchor inflation expectations

® Full employment

— The appropriate employment goal may change over time for
nonmonetary reasons

— 4.3-4.7% unemployment rate currently consistent with mandate
— Seek an economy operating at its level of potential output

m Balanced approach

— Take a balanced approach when shocks push the economy
away from objectives



FOMC GDP Growth Projections
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Private Sector Growth Forecasts
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Global Growth Forecasts

Real World GDP Growth

(4-quarter percent change)
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Contributions to U.S. Growth by Sector

Contributions to Real GDP Growth
(percent, annual rate)
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Consumer and Business Spending

Consumer Spending
(percent change, annual rate)

Business Spending
(percent change, annual rate)
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The Labor Market

Nonfarm Payroll Employment Labor Underutilization Measures
(change, thousands) (percent)
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U.S. and Midwest Economic Activity

Chicago Fed Activity Indexes

(standard deviation from trend, 3-month average)
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Chicago Fed Survey of Business Conditions

Real GDP and CFSBC Activity Index CFSBC Outlook Index and

(GDP: percent change, annualized; Capital Spending and Hiring Plans
Index: 0 = trend growth) (Index: 0 = trend growth)
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FOMC Unemployment Projections

Unemployment Rate
(fourth quarter average, percent)

8

AN

2013 ‘14 ‘15 '16 17 ‘18 '19 20

T
Longer
run

10



Output and Employment Gaps

Gross Domestic Product Nonfarm Payroll Employment
(Trils. 2009%) (SA, millions)
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Sources of Productivity Growth

Contributions to Output per Hour
(business sector, percent change, annual rate)

m Periods of low and high
productivity growth are common
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3 — ~$3 tril. in “missing” output

m Possible mismeasurement likely
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» Gains to innovation in IT (prices),

> Intangible capital,
» Offshore profit shifting, etc.

m Slower technical progress (TFP)
and changing demographics are
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Measures of Labor Market Slack

Labor Force Participation

(fraction of the civilian noninstitutional population 16+) (percent)
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Demographic Considerations

Labor Force Age Composition
(percent of the total labor force age 16+)
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FOMC Inflation Projections

Total PCE Inflation
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Wage Growth

Wages

(4-quarter percent change)
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Other Inflation Factors

Dollar and Import Prices

Brent Crude Oil Prices and Futures
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Appropriate Pace of Policy Firming

Federal Funds Rate at Year-End
(percent)
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FOMC March Fed Funds Projections

Federal Funds Rate
(percent)
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Global Real Rates

Real 10-Year Rate*
(percent)
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