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Vital Signs is a weekly economic wrap from UNSW economics professor and Harvard PhD
Richard Holden ( @profholden ). Vital Signs aims to contextualise weekly economic events and
cut through the noise of the data affecting global economies.

This week: hourly earnings and consumer in the United States; and job ads, cost of living and
balance of trade in Australia

The biggest news of the week was the gyrations in the US stockmarket . And the proximate
cause seemed to be what one might think of as good news – average hourly earnings for
workers in the United States 
rose 2.9%
for the year to January.

This led to fears of a spike in inflation – as it could lead to more aggressive interest rate rises by
the US Federal Reserve – and a big sell-off on Wall Street.

Regular readers of this column will know that something that has preoccupied the central
bankers of the world’s advanced economies has been persistently low inflation and wage rises .
This has been bad news for workers and has kept interest rates from rising.

       Read more:       Increasing wages would make the Australian economy safer

The 2.9% rise in US average hourly earnings is the strongest since the financial crisis. This,
coupled with the low 4.1% unemployment rate  in the US, has triggered inflationary fears. Of
course, inflation was below the Fed&rsquo;s
target of 2% .
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https://twitter.com/profholden
https://theconversation.com/three-reasons-not-to-worry-about-the-stock-market-crash-91338
https://www.bls.gov/news.release/empsit.nr0.htm
https://theconversation.com/vital-signs-economics-cant-explain-why-unemployment-and-inflation-are-both-low-85824
http://theconversation.com/increasing-wages-would-make-the-australian-economy-safer-87182
https://www.bls.gov/news.release/empsit.nr0.htm
https://data.bls.gov/timeseries/CUUR0000SA0L1E?output_view=pct_12mths
https://data.bls.gov/timeseries/CUUR0000SA0L1E?output_view=pct_12mths
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This all reveals a fundamental economic truth: it is expectations of the future, not the facts of the
past, that drive economic behaviour. That is one reason that the Fed (and the Reserve Bank of
Australia) talk a lot about “inflation expectations” – or what people think inflation is going to be –
not what it has been. 

In domestic news, it was no surprise that the RBA left the cash rate unchanged at 1.50%  when
the board met this Tuesday. 
In his official statement
, RBA governor Philip Lowe emphasised Australia’s low inflation and unemployment rates,
saying:

The low level of interest rates is continuing to support the Australian economy. Further progress
in reducing unemployment and having inflation return to target is expected, although this
progress is likely to be gradual.

There was some further positive news on the employment front from ANZ&rsquo;s job
advertisements report . It
showed that ads were up 6.2% in January, and 13.8% on an annualised basis. 

The big question, however, is about wages growth, which has proved very sluggish. We will
have to wait until later in the month for new evidence on that in the form of fourth-quarter 2017
wages figures.

       Read more:       View from the Hill: Shorten targets hip-pocket pain, but
prescriptions yet to come

Cost of living figures released Wednesday by the ABS  showed what most people will tell you –
that the cost of living has increased. The index is up by between 0.6% and 1.0% in the
December quarter, depending on the type of household.
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https://www.rba.gov.au/statistics/cash-rate/
https://www.rba.gov.au/media-releases/2018/mr-18-01.html
http://www.media.anz.com/phoenix.zhtml?c=248677&amp;p=irol-jobad&amp;nyo=0
http://www.media.anz.com/phoenix.zhtml?c=248677&amp;p=irol-jobad&amp;nyo=0
http://theconversation.com/view-from-the-hill-shorten-targets-hip-pocket-pain-but-prescriptions-yet-to-come-90959
http://theconversation.com/view-from-the-hill-shorten-targets-hip-pocket-pain-but-prescriptions-yet-to-come-90959
https://www.abs.gov.au/ausstats/abs@.nsf/mf/6467.0
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It is worth pausing briefly to discuss the difference between the Living Cost Index (LCI) and the
Consumer Price Index (CPI). The ABS describes the purpose of the LCI as to answer the
following question:

By how much would after-tax money incomes need to change to allow households to purchase
the same quantity of consumer goods and services that they purchased in the base period?

This is slightly different from the CPI, which measures price changes in a basket of goods and
services. Perhaps the key difference is that the LCI includes mortgage interest and treats
housing costs differently. For a more detailed description of the differences see this description
.

And for no group of households did the LCI come in lower than the CPI (0.6% for the December
quarter) and for most it came in higher. For example, on an annualised basis the LCI rose by
2.0% for “employee” households and by 2.3% for “pensioner and beneficiary” households. By
contrast, the CPI grew 1.9% in the year to December.

Moving from the micro to the macro, ABS data  showed a trade deficit of A$1.358 billion in
December, after a small surplus in November. This was largely driven by a strong increase in
imports of fuel and machinery.

       Read more:       Uncertainty isn't causing slow economic growth, for now

In the US, consumer credit for December increased by US$18.45 billion , below expectations of
a US$20 billion increase. On the other hand, November figures were revised higher from
US$27.95 billion to US$31.02 billion, making the overall picture pretty much a wash.
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https://www.abs.gov.au/ausstats/abs@.nsf/Products/6467.0~Dec+2017~Explanatory+Notes~Explanatory+Notes?OpenDocument#2718121728189953
https://www.abs.gov.au/ausstats/abs@.nsf/mf/5368.0
http://theconversation.com/uncertainty-isnt-causing-slow-economic-growth-for-now-79407
https://tradingeconomics.com/united-states/consumer-credit
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All of the data in Australia and abroad point to a tricky balancing act for policymakers. Interest
rates almost surely have to rise in the medium term, but acting too quickly can squash a
recovery; acting too slowly risks overheating the economy.

And, as the US stockmarket fluctuations in the light of wages figures show, to get the balance
right policymakers need to have an accurate forecast of people’s expectations about inflation
and other variables. And that is challenging.

Richard Holden does not work for, consult, own shares in or receive funding from any company
or organisation that would benefit from this article, and has disclosed no relevant affiliations
beyond their academic appointment.
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Read more http://theconversation.com/vital-signs-future-expectations-causing-sharemarket-gy
rations-and-interest-rate-doubts-91224
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