
 The Federal Open Market Committee 
(FOMC) has had a difficult time over the last 
year or so in anticipating ongoing changes in 
the U.S. employment situation. Indeed, the 
Membership has consistently underestimated 
the level of joblessness that the current 
recession has produced and has tended to 
pay little or no emphasis to the prevailing 
shift to part-time employment. Perhaps in 
response to these persistent forecast errors, 
the Committee’s latest outlook displays 
extreme caution regarding the expected pace 
of new job creation. Notwithstanding the 
anticipated sluggish performance in hiring, 
the FOMC still envisions a brisk expansion 
in real Gross Domestic Product once the 
recovery gets underway during 2010.  Clearly, 
it will be interesting to observe the Fed’s 
explanation of how the economy in aggregate 
terms can do so well, despite the job markets 
remaining in a historically weak position for a 
sustained period of time. 
 In many respects, the FOMC has been 
playing “catch-up ball” when assessing the 
changes in labor market activity.  As the pace 
of layoffs accelerated dramatically late last 
year and in the opening months of 2009, it 
became quite apparent that the central bank 
was overly optimistic regarding the 
employment picture. To provide perspective, 
at the June, 2008 policy meeting, the majority 
of participants pegged the 2009 year-end 
unemployment rate in the 5.3% to 5.8% 
range. By late October, with the financial 
market meltdown well underway, the 
Committee revised upward their projection 
for joblessness and envisioned a rate of 
between 7.1% to 7.6% for the fourth quarter 
of 2009.  At this year’s first policy meeting in 
January, the FOMC once again raised its 
projection for unemployment ,placing the 
late 2009 range at 8.5% to 8.8%.  With the 
economy losing tremendous momentum 

over the winter months, the Committee 
rendered another adjustment to the 
employment outlook at the April, 2009 
FOMC meeting, forecasting the year-end 
jobless rate at 9.2% to 9.6%.  The April shift 
again fell short of economic realities and in 
testimony before Congress last week 
Chairman Bernanke confirmed that the 
Committee was now projecting an 
unemployment rate of 9.8% to 10.1% of the 
total labor force by this December. 
 Given the history of wide misses, the 
FOMC is now calling for a job market 
recovery that falls well short of the 
improvements that were registered the last 
time the employment situation was as poor 
as it currently is.  In particular, the peak 
jobless rate in the post-World War II period 
was reached in December, 1982, with 10.8% 
of the workforce considered without jobs.  
However, within one year, the overall jobless 
rate had plunged by 2.5% to 8.3%.  Over the 
next twelve months, the pace of new hiring 
remained strong and by December, 1984, the 
unemployment rate had fallen to 7.3%, or 
3.5% below the cyclical high watermark.  
Obviously, the composition of the labor 
force has changed over recent decades, 
suggesting the early 1980’s experience may 
be difficult to repeat. In fact, it does appear 
as if the FOMC envisions some significant 
restraints on labor market activity in the 
quarters ahead. As an example, the latest 
official projections call for the nationwide 
unemployment rate to drop to just 9.5% to 
9.8% by the fourth quarter of 2010, or 
marginally under the 10.1% peak reading that 
the Committee is now calling for later this 
year.  Over the final months of 2011, Fed 
Governors and Bank presidents are 
forecasting a jobless rate of 8.4% to 8.8%.  If 
accurate, the Committee’s outlook points 
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toward an overall drop in the unemployment 
rate of only 1.3% to 1.7% or well below the 
3.5% decline that transpired over the first 
two years of the recovery process that 
ensued in the wake of the 1982 jobless peak. 
 It should be noted that even with the 
projected improvement, the nationwide 
jobless rate in the fourth quarter of 2011 will 
still be at a quarter-century high.  Prior to the 
current business cycle contraction, the 
unemployment rate during the previous 
decade averaged about 5.0%, underscoring 
the extensive degree of slack that will remain 
in the job market over the next two years.  
The Committee’s outlook is consistent with 
as many as 13.9 million individuals being out 
of work over the final months of 2011, or 
just marginally below the 14.7 million that 
were looking for jobs this June.  Against this 
backdrop of tepid job creation, the FOMC is 
nonetheless targeting above trend G.D.P. 
growth over the next two years. In particular, 
the Membership believes real Gross 
Domestic Product could expand as rapidly as 
3.3% during 2010, which is actually three-
tenths higher than the April projection for 
this period.  During 2011, the economy is 
expected to record an annual growth rate of 
3.8% to 4.6%, building on the recovery that 
begins in the prior year. 
 Admittedly, the Gross Domestic 
Product series can fluctuate widely from 
quarter-to-quarter. A cessation in inventory 
liquidations or an abrupt downward shift in 
imports can give a short-run boost to 
aggregate activity. However, over a longer 
term, personal consumption will remain the 
driving force behind G.D.P. expansion as 
this component comprises nearly two-thirds 
of that measure.  In our judgment, it seems 
improbable the Fed’s growth projections, 
especially for 2011, can be achieved given the 
historically high level of unemployment that 

(Continued from page 1) 

the FOMC forecasts over the next 2 ½ years.  
The sluggish performance in the job markets 
is likely to be associated with very modest 
gains in wages and salaries that will place 
some restraints on discretionary spending 
power. Moreover, the access to credit for 
households over the next few years is likely 
to be well below the standards that prevailed 
in previous recoveries, another development 
that could hold consumption in check.  
Against that backdrop, the FOMC’s growth 
outlook seems overly positive when 
juxtaposed against their own assessment for 
the job markets.  Eventually, the official 
projection for real G.D.P. must be lowered 
or the Committee has to revise downward its 
forecast for the nationwide unemployment 
rate. ■ 
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