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e Cooling Commences

As the seasons change, signs are emerging of a cooling economy: job creation and gross
domestic product (GDP) growth are returning to more familiar levels. Inflation’s gradual
descent continues, a pattern we will soon see in the leaves of deciduous trees.

It is taking time for the new normal to feel like, well, normal. Lower inflation only means
price increases leveling off, not a return to the prices of old. Wage gains are welcome
when they are announced, but are forgotten as costs of living rise. The resumption of
student loan payments will be tolerable for most borrowers, but they are yet another
challenge for households to address.

Amid so many transitions, the labor market has stood firm. Strong employment conditions
continue to serve as the foundation for our expectation of continued growth. As long as we
are working, spending will continue, supported by tamer inflation. The economy may not
yet feel normal, but that does not mean a recession is imminent.

Key Economic Indicators

2022 2023 2024 Q4 to Q4 change Annual change
22:4a 23:1a 23:22a 23:3f 24:2f  24:3f 24:4f 2022a 2023f 2024f 2022a 2023f 2024f
Real Gross Domestic Product 26 2.0 21 32 0.9 1.2 15 17 1.9 0.9 2.0 1.6 21 23 1.5
(% change, SAAR)
Consumer Price Index 4.2 3.8 27 4.0 3.0 28 24 23 21 7.1 34 24 8.0 43 2.6
(% change, annualized)
Civilian Unemployment Rate 3.6 3.5 3.6 3.7 3.8 3.9 4.0 4.0 4.0 3.6* 3.6* 4.0*
(%, average)
Federal Funds Rate 3.66 | 452 499 534 563 | 563 563 513 4.63 1.69* 5.12* 5.26*
2-yr. Treasury Note 439 | 434 426 495 5.00 | 500 475 440 410 2.98* 4.64* 4.56*
10-yr. Treasury Note 3.83 | 3.65 3.60 4.0 425 | 425 410 4.00 3.80 2.96* 3.90* 4.04*

a=actual
f=forecast
*=zannual average

Influences on the Forecast

e  The August Consumer Price Index (CPI) increased to 3.7% year over year, up from a
low of 3.0% in June. Rising motor fuel prices have been the main contributor to the
CPI's recent rise. Annual core inflation (excluding food and energy) of 4.3% was the
lowest reading since September 2021. The runup in used vehicle prices has ended,
and shelter inflation is trending down. Core inflation is following a gradual path toward
the Fed’s 2% target, but the journey will have some ups and downs.

e Labor markets are cooling. In August, 187,000 new jobs were created, but estimates
of June and July were revised downward by a total of 110,000. The unemployment
rate rose to 3.8%, due to more workers returning to the labor force. Job openings
were estimated at 8.8 million as of July, down from over 10 million at the start of the
year. The rate of workers voluntarily leaving their jobs is back within its pre-pandemic
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range, while involuntary layoffs do not appear to be rising. This is a healthy mix of
outcomes.

e  Given the marginally softer inflation and employment data to end the summer, the Federal
Open Market Committee (FOMC) is likely to keep rates steady at its meeting next week. But
in light of above-target core inflation and economic growth that has exceeded expectations,
we expect one more rate hike before the end of the year to cement the Fed'’s restrictive
posture.

o  The path for rate cuts is difficult to foresee at this time. Our forecast of cuts starting in
third quarter 2024 is based on an expectation of a patient FOMC that will err on the
side of holding rates higher for longer, to ensure inflation has sustainably improved.

e Second quarter GDP growth was revised down to an annualized rate of 2.1%, with
adjustments made to business investment and inventory accumulation. Consumer spending
growth of 1.7% (net of inflation) reflects a more sustainable pace. Business and household
activity in the current quarter are poised to deliver another strong GDP reading, but we
expect a reversion to a lower rate of growth thereafter.

e Fixed income markets have been sensitive to current events, with the ten-year U.S. Treasury
yield reaching a 16-year high of about 4.3%. We believe the primary driver is the higher-for-
longer outlook for monetary policy, causing a repricing for all tenors. Steady short rates and
rising long yields have reduced the yield curve’s inversion, though the negative spread
between three-month and ten-year instruments is still historically wide.

o High rates and high spreads have pushed mortgage rates over 7.7%, a 23-year high,
slowing purchase activity. While limited inventory is keeping a floor under prices, high
rates have made home purchases unobtainable for many consumers.

e The resilience of the U.S. economy and the increase in long-term U.S. interest rates over the
past month led the U.S. dollar to a six-month high against a trade-weighted basket of
currencies. The strong dollar helps to contain import prices but impairs the prospects for
U.S. exports.

e Oil prices have increased by over $20 per barrel from the low at the start of the summer on
news of supply restrictions. While inflation targets exclude food and energy, oil prices flow
through as an input cost to many goods and services. Higher fuel prices quickly alter
perceptions of inflation, raising the risk that inflation expectations may come unanchored just
as monetary policy enters a new phase of steady rates.

northerntrust.com

@ @ @NT_CTannenbaum

Information is not intended to be and should not be construed as an offer, solicitation or recommendation
with respect to any transaction and should not be treated as legal advice, investment advice or tax advice.
Under no circumstances should you rely upon this information as a substitute for obtaining specific legal or tax
advice from your own professional legal or tax advisors. Information is subject to change based on market or
other conditions and is notintended to influence your investment decisions.

© 2023 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, lllinois 60603 U.S.A.
Incorporated with limited liability in the U.S. Products and services provided by subsidiaries of Northern Trust
Corporation may vary in different markets and are offered in accordance with local regulation. For legal and
regulatory information about individual market offices, visit northerntrust.com/terms-and-conditions.

Northern Trust


https://www.northerntrust.com/united-states/insights-research/2023/weekly-economic-commentary/high-spreads-pushing-up-mortgage-rates
https://www.northerntrust.com/
http://www.northerntrust.com/terms-and-conditions
http://twitter.com/nt_ctannenbaum
http://twitter.com/nt_ctannenbaum


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



