Working Paper #01-04

2002 3



Working Paper #01-04

11
12

2.1
2.2
2.3
2.4
2.5

3.1 96

32 96 9 24 FOMC

3.3 NAIRU
3.4

GDP NAIRU

1996 9 24 FOMC

Mr. Lawrence Slifman

2002

3



1990

2001 3 2000 10 3.9%
2000 12 2
2000 9 22
2000 12
2001
2002 3 1
1
1
2
3
11
GDP
1976
1990 90 7
91 3 2001



91 3 92
2
93
3 93
90 6% 3%
97 98
2000
1990
1976 79 8 -6 6 ~15
1979 1982 3 6 11 15 -3
1982 3 1990 11 -5 3 -6
1990 1992 5 -8 -4
1992 2000 8 4 4 -2
( ) 1979 2
1997 1993 1
17
1,400 8




1992

GDP 1992 1 2000

10% 1997

1998
1.2
1989 3 9.88% 1992
9 3% 94 2 95
08
(1998 10 15 ) 99 2000
2001

2
2.1
2.2

2% 4% 2001



2.3

2
1
(2.5%)
GDP 0.5
0.5
0% 1% 2%
3% 4%
1992 93 4%
2000 %
2001
4%
2.4
10
1992 1993
1994 1996
1996 2000
2000
2001
2.5
1996

2000
4%



1996 2000

(non-accelerating inflation rate of unemployment; NAIRU)

31 96 9
1996 9 1996 9 17
8
3 0.5 0.25
12
6
1996 9 16 9 20
24 FOMC
FOMC 1 1

32 96 9 24 FOMC
1996 FOMC 2002

25



4
1
4
FOMC
1998

3.3 NAIRU

7 1994 95

1.3%
1994 7 FOMC

1997 FOMC

5
7
2
FOMC
FOMC
FOMC
FOMC
1%
2.4%
2.4%

1994



GDP 4%

FOMC 1.5% NAIRU
1996 9 FOMC
— 95 96

96 9
Lawrence Slifman Associate Director Division of

Research and Statistics

9% 12
9% 9
3.4
1990 90
4.7 2000 6
90 % 2000 %
2000
2001
2000 IT
1
1996 12
1997 7
100 1 2
FOMC

2000 1 13



1%

1.75%
12

2001

12
90

4%

2000 12 5

12 19 FOMC

6.50

92 9 18
5.25%

FOMC



NAIRU

FOMC

FOMC



1998

9% 2 20 FRB

Beckhart, Benjamin Haggott (1972) Federal Reserve System , New York: Columbia
University Press. 1978

Blinder, Alan S. (1998) Central Banking in Theory and Practice, Massachusetts
Institute of Technology. ( 1999
)
Greider, William (1987) Secrets of the Temple, Touchstone
Meulendyke, Ann-Marie (1998) U.S. Monetary Policy and Financial Markets, Federal
Reserve Bank of New York (2000)

Woodward, Bob (2000) Maestro :Greenspan’s Fed and the American Boom , Simon &

Schuster

Browne, Lynn Elaine (1999) "U.S. Economic Performance: Good Fortune, Bubble, or
New Era?” New England Economic Review, May/June 1999

Corrado, Carol and Lawrence Slifman (1996) “Decomposition of Productivity and Unit
Cost”, FRB Staff Paper, November 18, 1996, pp328-332

Corrado, Carol and Lawrence Slifman (1999) “Decomposition of Productivity and Unit
Cost”, AEA Papers and Proceedings, May 1999, pp328-332

Davis, Morris A and Michael G. Palumbo (2001) “ A Primer on the Economics and Time
Series Econometrics of Wealth Effects “, Staff Working Papers, Finance and
Economics Discussion Series, Division of Research and Statistics and Monetary
Affairs, Federal Reserve Board, January 2001

Dynan, Karen E. and Dean M. Maki (2001), “Does Stock Market Wealth Matter for
Consumption?” Staff Working Papers, Finance and Economics Discussion Series,
Division of Research and Statistics and Monetary Affairs, Federal Reserve Board,
May 2001

Maki, Dean M. and Michael G. Palumbo (2001), “Disentangling the Wealth Effect: A
Cohort Analysis of Household Saving in the 1990s”, Staff Working Papers, Finance
and Economics Discussion Series, Division of Research and Statistics and Monetary
Affairs, Federal Reserve Board, April 2001



Oliner, Stephen D. and Daniel E. Sichel (2000) “The Resurgence of Growth in the Late
1990s: Is Information Technology the Story?” Staff Working Papers, Finance and
Economics Discussion Series, Division of Research and Statistics and Monetary
Affairs, Federal Reserve Board, May 2000

Gust, Christopher and Jaime Marquez (2000) “Productivity Development Abroad”,
Federal Reserve Bulletin, October 2000, pp665-681

Lettau, Martin, Sydney Ludvingson and Nathan Barczi, (2001)“A Primer on the
Economics and Time Series Econometrics of Wealth Effects: A Comment”,
http://lwww.newyorkfed.org/rmaghome/staff_rp/2001/sr131.pdf - 05-23-01

Ludvingson, Sydney and Charles Steindel (1999) “How Important Is the Stock Market
Effect on Consumption? “ Federal Reserve Bank of New York Economic Policy
Review 5, no 2, July 1999,pp29-52

Federal Reserve Board, Federal Reserve Bulletin, various issues
Federal Open market Committee, Statements; Minutes; Transcripts,

http://federalrexserve.gov/fomc/

Federal Reserve Bank of St. Louis, Monetary Trends; National Economic Trends

http://www.stls.frb.org/publications/index.html

Business Week, “ A Tag-of-War Inside the Fed” pp40-41, September 16,1996


http://federalrexserve.gov/fomc/
http://www.stls.frb.org/publications/index.html

O &H
O FEEE BR, 7L

Real Gross Domestic Product

Percent change from year ago
10 —_— . B

i e |

1 [ I | I | [ I [
7%6 77 78 79 80 8 82 83 B4 85 86 87 88 89 90 91 |

[ R N R N R |
92 93 94 95 96 97 98 99 00 Ot

Percent change from year ago

Payroll Survey

-4

AN B i I | [ I f | | | I I | I 1 I 1 { |
77I78 79 BO 81 82 83 84 85 B85 87 88 83 90 91 92 93 94 95 96 97 98 99 00 Ot

[
02

Unemployment, Labor Force Participation and Employment Rates
Percent of labor force Percent of population
Labor F?EE/’F;opulation

12 — N Ry L IV St — BF
9~ 64
6— 61

v 3 - 58
0 55

T ooT T
77 78 79 80 81

Consumer Price Index

Percent change from year ago

Exci. Food
_.and Energy

All ltems

rT T - T_ T T T T _ T T T T T T 7
77 78 79 80 81 82 83 B84 B85 86 87 88 89 90 91 92 93 94 95 96

T T T 1T 1
97 98 99 00 O 02



@ BEEH, 1—n Feb—7 28

Reserve Market Rates

Percent
6.75
6.50 — ;
6.00 J.-" e e e
5.75 8 N
5.580
880
500 — [
4.75 T "
4.50 A
4.25 S
4.00 NE
375 -
350 b
3.25 e L S b i e i 00 8 S o
3.00
2.75 \
2.50 .
2.25
2.00 N
% :
20 TUEHedtive Federal Funds Rate -
1-85 —intended Fede Flinds Rate ==~ L e
1999 2000 ! 2001 ! 2002 i
FOMC intended Federal Funds Rate and Discount Rate
Percent
12 —
10 Federal Funds Rate
6 o
Discount Rate I’[ﬁ r_P[
4 Lo N T
0T l | ! ] t T T l | | | | )
85 86 87 88 89 90 23] 92 93 94 95 96 a7

Treasury Security Yield Spreads
Yield to maturity

30 year - 3 month

gt

30 year - 3 year ™

} [ |

85 86 87 89

Real Interest Rates

Percent, Real rate = Nominal rate less CPI inflation

8
6~ e :, 1-year Treasury Yield
4 — VLMY )

L

'/
2

A /;/4//\, Federal Funds Rate
0 PN A
27 1 I | | | | | I on 1 | | I 1 | x | [ [
85 86 87 88 89 90 91 92 93 94 95 96 97 98 a9 00 01 02



@ R=XvRx—lwR—H S5

Adjusted and Required Reserves

Billions of $
100 — : A
80
Adjusted w

60 —

~ Required
40—
20 —
07 | T

—
87'88[89 92,93'94[95r96’97|98|99100 01 -

Adjusted Monetary Base

Percent change from year ago
20 —

M2 .

Percent change from year ago

M3

Percent change from year ago
15

10 —N\




@ FT—F—N—lwwHITh - L—J

MonetaryTrends

02/20/02

Federal Funds Rate and Inflation Targets

Percent

12 4% 3% 2% 1% 0% " Target Infiation Hates

9 —

§ : Actual e e RN

e
N
=
a s
! 1992 ! 1993 l 1994 ! 1995 ' 1996 1997 ! 1998 l 1999 ! 2000 2001

Calculated federal funds rate is based on Taylor's rule. See notes on page 19.

Actual and Potential Real GDP

Billions of chain-weighted 1996 dollars
10000

9500
9000 -

/
8500
8000 —

Potential

7500
7000 — =

8800 T | ey
1992 " 1993 ' 1994 ' 1995 ' 1996 ' 1997 ' 1998 ' 1999 ' 2000 ' 2001

Monetary Base Growth* and Inflation Targets

F =254 2o+ (Fy = 202 + 100 X (3t — yit )2

PCE Inflation and Projections

Percent change from year ago
6

! 1992 ! 1993 ! 1994 I 1995] 1996 ] 1997 l 1998 ' 1999 ‘ 2000 ' 2001

The shaded region shows the range of projections published in the
Monetary Policy Repart to Congress. See page 19 for information.

Percent
12
o
6 \
3 P |
0% 1% 2% 3% 4%  Target Inflation Rates
l 1992 I 1983 l 1994 I 1995 [ 1996 1997 l 1998 1 1999 ' 2000 l 2001

*Modified for the effects of sweeps programs on reserve demand.

Calculated base growth is based on McCallum’s rule. Actual base growth is percent change from year ago. AMB." =7 + (10-year moving average growth of real GDP)

Monetary Base Velocity Growth

Percent
4~
Actual
0
4 N . AYOAT. ..
moving average
-8 "~'

1992 ! 1993 ! 1994 l 1995 l 1996 t 1997 ! 1998 ! 1999 l 200012001 ]

- (4-year moving average of base velocity growth)

Real Output Growth

Percent

Actual

10-year
moving

1 1992 l 1993 I 1994I 1995 ! 1996 I 1997 ' 1998 | 1999 ‘ 2000 ' 2001

Federal Reserve Bank of St. Louis



® AEPEME: - B/ GDP » NAIRU
®-1
Output per Hour, Nonfarm Business and Nonfarm, Nonfinancial Corporations

Percent change from year ago

Nonfarm Business Sector

T e
®-2 BEERRFIC O\ T(1997 46 8 H FOMC  #$4#)

Nonetheless, the members remained concerned about the risks of rising inflation,
especially if somewhat-faster-than-projected growth in economic activity were to occur
and add to pressures on resources in an economy that already seemed to be operating

close to, or perhaps even above, its sustainable potential.
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"y TABLE 1—SeCTORAL DECOMPOSITION
&

(PERCENTAGE CHANGE, ANNyAL RATE)
— .
1959~ 1973~ 1989

Line Sector 1973 1989 1997
Output per Hour:

1 Nonfarm business sector 29 g2

2 Income-based 28 1.1 13

3 Nonfinancial corporations® 24 1.6 1.3

4 Manufacturing 3.3 2.7 29

5 Nonmanufacturing 1.6 09 14

6 Nonfarm noncorporate 3.5 -0.6 0.3

business

Unit Labor Costs:

7  Nonfinancial corporations* 28 5.1 L5

8  Nonfarm noncomorate business 2.1 82 4.2
Unit Profits:

9 Nonfinancial corporntions® 0.1 33 6.4

10 Nonfarm noncorporaie business 3.1 38 150

Source: Bureau of Economic Analysis, Bureau of Labor Statistics,
and authors’ calculations.
* Includes farm corporations.

IT Producers and Users Show Largest

Productivity Gains
@ Average Annual
Productivity Growth
~—(Percenty
Number of
Industries  1987-95 1995-99 Cha_ngc_
Unweighted averages
ITproducing industries 2 8.53 12.22 3.69
IT-intensive industries 26 118 3.16 1.99
Other industries 29 1.87 2.30 043
Weighted averages
IT-producing industries 2 8.24 11.90 3.66
T-intensive industries 26 1.24 2.61 1.37
Other industries 29 0.98 I.11 0.13

Source: Author’s calculations,

Notes: Unweighted values for each group of industries are calculated as the

mean of the industries’ annual productivity growth rates for each period. Weighted
estimates use the share of private employment to weight the productivity growth
rates of each industry. The IT-producing industries are industrial machinery and
equipment and electronic and other electric equipment. IT-intensive industries
have a 1995 [T capital share above the 1995 median. Four industries are excluded
because detailed capital stock data are not available,

@ Contributions to Labor Productivity Growth in the Nonfarm Business Sector, 1974-1999

1974-90 1991-95 1996-99
1. Growth rate of labor productivity:a 1.37 1.53 2.57
Contributions !"rom:b
2. Capital deepenin g .81 .62 1.10
3. Information technology capital A44» S1 .96
4. Hardware 25 23 .59
5. Software .09 23 27
6. Communication equipment .09 .05 .10
7. Other capital 37 A1 .14
8. Labor quality 22 44 31
9. Multifactor productivity 233 48 1.16
AN

ZAveragc annual log difference for years shown multiplied by 100.

Percentage points per year.

Note: Detail may not sum to totals due to rounding.

Source: Authors’ calculations based on BEA and BLS data.
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