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Inflation’s ‘last mile’ to 2% could be a bumpy ride

United States (y/y % chng)
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CPI: Looking under the hood

United States (y/y % chng)
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Supply chains unsnarled

(standard deviations from average value)

Global Supply Chain Pressure Index
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Global growth slows

2023 forecast (% chng)

Real GDP
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G10 policy rate moves: Huge hikes

(chng since September 2021 : ppts : as of October 17, 2023)
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“The dollar is our currency, but it’s your problem” (Former Treasury Secretary John Connally, 1971)

United States - Trade-weighted dollar index (january 2006 = 100)
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Still strong wage gains

United States (y/y % chng)
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Labor market mirrors economy: Strong demand > Constrained supply

United States (net chng from February 2020 : mins)

Labor market

10
Payrolls +

Job openings Peak@
i = Demand

0 /-/ - /
/ Labor force = Supply

10
21 22 23

Sources: BMO Economics + Haver Analytics
BMO 9 BMO Capital Markets | © COPYRIGHT 2023 BMO CAPITAL MARKETS CORP. | https://economics.bmo.com 8



Where are the workers?

United States (percent)
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Labor market imbalance not owing solely to supply

United States - Participation rate by age cohort (percent)
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Pent-up demand for services

United States (February 2020 = 100)

Real consumer spending
124

3rd Economic

................................ 5015-19
...................... trends

108 oooooooo
......................................................................... et
100 Services
92
84
76 L | | | |
19 20 21 22 23

Sources: BMO Economics + Haver Analytics
BMO 9 BMO Capital Markets | © COPYRIGHT 2023 BMO CAPITAL MARKETS CORP. | https://economics.bmo.com 11



Economy’s saving grace

United States (percent)
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Whole lotta liquidity

United States (uss trlns)
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Banking system stress
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Next Fed announcements: November 1, December 13

United States

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)

Federal Reserve Chair Jerome Powell

Source: BMO Economics
BMO 9 BMO Capital Markets | © COPYRIGHT 2023 BMO CAPITAL MARKETS CORP. | https://economics.bmo.com 15



Higher for longer

United States (% : as of October 16, 2023)
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Returning back to ‘normal’?

United States (% : as of October 16, 2023)
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Markets initially sagged as Fed tightened

United States (December 31,2019 = 100 : as of October 16, 2023)
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From record lows to highest in a score of years

United States (percent)
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Housing market rolled over quickly

United States
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Tech/construction set capex pace

United States - Real business fixed investment (y/y % chng)
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Little scope for fiscal policy amid a divided Congress

United States (fiscal years, reflecting legislation signed before March 30, 2023, adjusted for Fiscal Responsibility Act)
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Growth poised to stall, but not for long

United States (% chng)

Real GDP
40 34.8%
10
Year/
year
oA /\/-—\_./\/‘/\/-/\/\ N
U Quarter/
quarter
(a.r.)
-10
7 21 22| 23 | 24 d
58 19|23 12 -28.0%
forecast
-40
08 11 14 17 20 23

Headwinds:
Lagged impact of higher interest rates
Legacy of recent banking system stress
Commercial real estate woes
Student loan payments resuming
UAW strike

Tailwinds:
Excess savings and lingering pent-up demand
Real wage gains and labor hoarding

Fiscal support for infrastructure, microchip
and clean energy investments

Sources: BMO Economics + Haver Analytics

BMO Capital Markets | © COPYRIGHT 2023 BMO CAPITAL MARKETS CORP. | https://economics.bmo.com 23



Economic stall will loosen labor market a little...

United States (percent)
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...And allow inflation to fall further

United States (y/y % chng)

Consumer price index But longer-term issues:
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Important disclosures (continued)
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