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Inflation’s ‘last mile’ to 2% could be a bumpy ride
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CPI: Looking under the hood
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Supply chains unsnarled
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Greenback peaked October 2022, highest real index since September 1985 (Plaza Accord)

United States – Trade-weighted dollar index  ( January 2006 = 100)

“The dollar is our currency, but it’s your problem” (Former Treasury Secretary John Connally, 1971)
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Still strong wage gains
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Labor force = Supply
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Labor market mirrors economy: Strong demand > Constrained supply
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Where are the workers?

Officially unemployed: 6.4 mln
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Economy’s saving grace
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Whole lotta liquidity
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Re-emphasized credit tightening trend already underway

Slower regional/smaller bank deposit and loan growth

Source: BMO Economics

Banking system stress
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The decision to raise policy rates again will be “based on the totality 
of the incoming data and their implications for the outlook for 
economic activity and inflation, as well as the balance of risks”

Latest ‘dot plot’ still has one more rate hike this year, but it reduced 
next year’s cuts by half (50 bps vs. 100 bps)

Source: BMO Economics

Federal Reserve Chair Jerome Powell

United States

Next Fed announcements: November 1, December 13
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From record lows to highest in a score of years
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Tech/construction set capex pace

Sources: BMO Economics • Haver Analytics
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Government shutdown shenanigans… On to November 17

United States  (fiscal years, reflecting legislation signed before March 30, 2023, adjusted for Fiscal Responsibility Act)

Little scope for fiscal policy amid a divided Congress

¹ (lhs) • ² (rhs) • ³ CBO projection (May 30, 2023)
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Economic stall will loosen labor market a little…
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…And allow inflation to fall further
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