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Economic data remain consistent with a soft landing
Strong economy wrapping up 2024 but more uncertainty ahead

* Remarkable U.S. economic performance over the last several years
* GDP growth 1s strong
* Unemployment 1s low
* Inflation has cooled and 1s near Fed’s target

* But risks remain
* Uncertainty about policies from the new administration
* Higher longer-run interest rates
Shifts in the housing market
Extended financial stability risks from commercial real estate



The U.S. is the global leader in the economic recovery
Our economy 1s benefitting from stronger demand and stronger supply

Real Gross Domestic Product for the G-7 Economies
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Productivity is on the rise
Output per hour 1s above trend

Nonfarm Business Sector: Labor Productivity (Output per Hour) for All Workers
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Source: U.S. Bureau of Labor Statistics via FRED, St. Louis Fed, and linear trend 2014-2019



We’re seeing a persistent surge in entrepreneurship
The gains 1n new businesses appear unique to the U.S.

New Business Registrations
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Source: The Fed - Why 1s the U.S. GDP recovering faster than other advanced economies?



The U.S. labor market remains strong
Forecasters expect continued low unemployment

Unemployment Rate
% of the labor force

12

=
Forecast

----------------------- LLLLY

4.2%: Fed's longer-run
4 estimate of unemployment

2000 2004 2008 2012 2016 2020 2024

Source: U.S. Bureau of Labor Statistics via FRED, St. Louis Fed, and the Survey of Professional Forecasters, Philadelphia Fed



Inflation has cooled, although prices remain elevated
Price reductions would come at great economic cost

PCE Inflation Rate

Percent change from a year ago
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Markets are concerned about inflation resurgence
S-year breakeven inflation rate 1s up 0.5 pp since September

5-Year Breakeven Inflation Rate

Percent annualized
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Interest rates are moving lower in the near term
The next steps for the Fed are downward, but maybe not so far

FOMC Median Projected Appropriate Policy Path

Fed Funds Rate, %
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Source: FOMC Summary of Economic Projections, September 18, 2024

Longer Run



Market expectations for the Fed keep changing

The market reacts strongly to data releases

Target Rate Probability History for upcoming December 2024 Fed Meeting

Fed Funds Rate, %
1.2

1
425-450

0.8 M

0.6

0.4 “ 450-475

o= sy oyl A
AV - A5

0 r—
Dec-23 Jan-24 Feb-24  Mar-24 Apr-24 May-24 Jun-24 Jul-24 Aug-24 Sep-24 Oct-24

Source: CME FedWatch



Housing supply is a long-run problem
Housing supply policies are going to take time

New Residential Construction
Thousands of Units, Seasonally Adjusted Annual Rate
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Structural shift in home price/rent ratio?
We could be settling at a new normal, but it could also shift again

Home Price to Rent Ratio
Case-Shiller U.S. National Home Price Index/CPI Rent of Primary Residence
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Source: S&P Dow Jones Indices LLC and U.S. Bureau of Labor Statistics; via FRED, St. Louis Fed



We’re seeing a U.S. manufacturing construction boom
Supportive policy environment for manufacturing construction

Total Construction Spending: Manufacturing in the United States
Billions of Dollars, Seasonally Adjusted Annual Rate
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Commercial real estate remains a concern
New research from the NY Fed shows risks from extend-and-pretend

8 4

5 ﬂﬂutsialltajing halﬂue I;EEJIE 5

o e
2020 2035 2030 2035 2040
Year of maturity
& . 2020:04 sec@ens 202104 —8== 202204 —o— 2023:04

Figure 6: A rapidly expanding maturity wall. This fizure shows the maturity wall faced by our sample
banks as of 2020:004, 2021:034, 2022:0Q)4, and 2023:(}4. Each line shows, as of one of these four dates, the
dollar value of CRE mortgages expiring in each year in the future (x-axis). Mortgages maturing after 2040
are cut off for exposition purposes. Source: FR Y-140) Schedule H.2.

Source: Federal Reserve Bank of New York Staff Report No. 1130 October 2024



Base case remains a soft landing
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Risks to the outlook on both sides

* Remarkable U.S. economic
performance over the last several
years
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* We’re still facing financial,
demand, and supply-side risks
going forward:

* Financial risk from CRE
* Lurking recession risk

* New administration brings
uncertainty

* Supply-side risks from climate,
health, and geopolitical tensions
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