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August 28, 2023 – Economic Commentary        

It will be another week of watching interest rates and possibly participating in one of the many betting pools 
regarding exactly when in 2024 the Federal Reserve will actually cut rates (my advice: save your money). 
Chairman Powell’s Jackson Hole speech on Friday contained something for everyone, allowing both interest 
rate hawks and doves to justify their respective views  that 1) interest rates will rise further as economic growth 
continues apace and the American consumer seems worried about absolutely nothing and 2) the Fed is done 
raising interest rates as inflation settles into the 3% range which should be more comfortable for the Fed than 
they are willing to admit. There is a long distance between either of these views and the possibility of an actual 
cut in the Fed Funds rate, however. The most significant part of Powell’s speech may have been when he 
acknowledged that he didn’t really know how restrictive current monetary policy is because of the tremendous 
uncertainty over the actual “natural” rate of interest —the so-called R-star real rate of interest at which 
economic growth is neither accelerating or decelerating and inflation is stable, commonly thought to be 0.5%. 
The rather esoteric R-star debate is having a considerable impact in financial markets right now, driving longer 
term interest higher as investors flirt with the notion that the R-star rate is higher than historically thought — 
though not necessarily as high as the current estimated 2% real rate of interest -- supporting the notion that 
interest rates will stay higher for longer.  

While all of this debate on Fed policy targets is playing out, don’t forget to keep an eye on the real life, far-
more-understandable drama in China. Over the weekend, Chinese regulators announced a variety of moves 
aimed at enticing investors back to China; most of these actions seem destined for failure at the moment since 
the real problem is lack of confidence in Chinese economic policy.   

Data to Watch: 

1. Personal Income and Spending for July, released Thursday, August 31 
2. Personal Consumption Expenditures (PCE) Deflator for July, released Thursday, August 31 
3. US Nonfarm Payrolls and Unemployment Rate for August, released Friday, September 1 

Suggested Reading: 

1. VinFast, Arm and Other Index Orphans Miss Out on Billions From Passive Investors 
2. Fed Chair Powell calls inflation 'too high' and warns that 'we are prepared to raise rates further' 
3. What China’s Economic Woes May Mean for the U.S. 
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