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Major	
  Outlook	
  Themes	
  

•  Moderate	
  growth	
  is	
  expected	
  over	
  the	
  remainder	
  of	
  the	
  year.	
  

•  Labor	
  markets	
  con=nue	
  to	
  improve,	
  but	
  the	
  recovery	
  has	
  not	
  been	
  

spread	
  evenly	
  across	
  all	
  workers.	
  

•  Infla=on	
  has	
  been,	
  and	
  is	
  expected	
  to	
  remain,	
  a	
  bit	
  below	
  target.	
  

•  Federal	
  Reserve	
  policy	
  makers	
  expect	
  that,	
  with	
  gradual	
  adjustments	
  

in	
  the	
  stance	
  of	
  monetary	
  policy,	
  economic	
  ac=vity	
  will	
  expand	
  at	
  a	
  

moderate	
  pace	
  and	
  labor	
  market	
  indicators	
  will	
  con=nue	
  to	
  

strengthen.	
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Real	
  GDP	
  growth	
  has	
  fluctuated	
  throughout	
  the	
  recovery	
  

Sources:	
  BEA	
  and	
  Haver	
  Analy=cs	
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Real	
  GDP	
  is	
  projected	
  to	
  grow	
  at	
  a	
  moderate	
  pace	
  

Sources:	
  BEA,	
  Federal	
  Reserve	
  Board,	
  and	
  Haver	
  Analy=cs	
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Manufacturing	
  has	
  decelerated,	
  but	
  nonmanufacturing	
  acBvity	
  
conBnues	
  to	
  expand	
  at	
  a	
  moderate	
  pace	
  

Sources:	
  Ins=tute	
  for	
  Supply	
  Management	
  and	
  Haver	
  Analy=cs	
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Core	
  capital	
  goods	
  orders	
  and	
  shipments	
  have	
  also	
  soEened	
  

Sources:	
  Census	
  Bureau	
  and	
  Haver	
  Analy=cs	
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Employment	
  is	
  rising	
  at	
  a	
  solid	
  pace	
  

Sources:	
  BLS	
  and	
  Haver	
  Analy=cs	
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The	
  unemployment	
  rate	
  is	
  approaching	
  	
  
its	
  longer-­‐run	
  normal	
  level	
  

Sources:	
  BLS,	
  Federal	
  Reserve	
  Board,	
  and	
  Haver	
  Analy=cs	
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Seven	
  years	
  aEer	
  the	
  recession,	
  the	
  KC	
  Fed’s	
  Labor	
  Market	
  
CondiBons	
  Indicator	
  has	
  returned	
  to	
  its	
  historical	
  average	
  

Source:	
  FRBKC,	
  Haver	
  Analy=cs	
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The	
  KC	
  Fed’s	
  LMCI	
  momentum	
  indicator	
  suggests	
  that	
  
employment	
  growth	
  should	
  remain	
  solid	
  in	
  coming	
  months	
  

Source:	
  FRBKC,	
  Haver	
  Analy=cs	
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The	
  share	
  of	
  middle-­‐skill	
  occupaBons	
  has	
  fallen	
  sharply	
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Source:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
  



ExplanaBon	
  for	
  job	
  polarizaBon	
  

•  Technological	
  advancements	
  

•  Increases	
  in	
  interna=onal	
  trade	
  combined	
  with	
  global	
  
compe==on	
  

•  Decline	
  of	
  labor	
  unions	
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Employment	
  has	
  shiEed	
  away	
  from	
  manufacturing	
  and	
  toward	
  
educaBon,	
  health,	
  and	
  other	
  service	
  industries	
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ing, where the employment share fell from 22 percent in 1983 to 11 
percent in 2012 (Chart 3). For the education and health services sec-
tor, the employment share increased from 17 to 24 percent over the 
period. The employment share for the “other” sector rose from 55 to 
60 percent, while the employment share for the construction sector was 
basically unchanged.

The share of workers in middle-skill occupations declined across 
all of these sectors. The declining employment share is measured by 
tracking the change in the employment shares of occupations within 
each sector in each of the three skill levels from 1983 to 2012. The sec-
tor with the largest decline in middle-skill jobs was the “other” sector, 
which experienced an 11 percentage-point decrease in the employment 
share of workers in middle-skill jobs (Chart 4). The remaining three 
sectors experienced declines in the employment share of workers in 
middle-skill occupations ranging from 6 to 9 percentage points.

For these three sectors, the decline in the employment share of 
workers in middle-skill occupations was primarily offset by increases 
in the share of workers in high-skill occupations. The construction, 
manufacturing, and education and health services sectors experienced 
increases in the employment share of workers in high-skill occupations 
of the same magnitude as the decline of those in middle-skill occu-
pations, while the share of workers in low-skill occupations remained 

EMPLOYMENT SHARES BY SECTOR

 

 

1983 2012

Other 
55% 

Construction 6% 

Manufacturing
22% 

Education 
and Health
17% 

Other 
60% 

Construction 5% 

Manufacturing
11% 

Education 
and Health
24% 

Note: Data are restricted to workers ages 16 to 64 who are not self-employed and are not employed in military or 
agricultural occupations.
Source: Current Population Survey and authors’ calculations.

Source:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
  



All	
  sectors	
  have	
  experienced	
  a	
  decline	
  	
  
in	
  middle-­‐skill	
  occupaBons	
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Source:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
  



Workers	
  have	
  responded	
  to	
  the	
  
shiEing	
  employment	
  opportuniBes	
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Source:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
  



Labor	
  supply	
  responses	
  of	
  male	
  and	
  female	
  workers	
  
to	
  job	
  polarizaBon	
  have	
  been	
  VERY	
  different	
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Source:	
  Bureau	
  of	
  Labor	
  Sta=s=cs,	
  FRBKC	
  



The	
  shiE	
  in	
  employment	
  toward	
  high-­‐skill	
  jobs	
  has	
  been	
  
associated	
  with	
  more	
  workers	
  obtaining	
  higher	
  levels	
  of	
  

educaBon	
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Source:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
  



Levels	
  of	
  educaBonal	
  aRainment	
  increased	
  for	
  all	
  workers,	
  but	
  
the	
  change	
  was	
  more	
  pronounced	
  for	
  women	
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Source:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
  



Employment	
  growth	
  has	
  shiEed	
  toward	
  	
  
high-­‐skill	
  jobs	
  in	
  recent	
  years	
  

Sources:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
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Employment	
  growth	
  has	
  shiEed	
  toward	
  	
  
high-­‐skill	
  jobs	
  in	
  recent	
  years	
  

Sources:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
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Employment	
  growth	
  has	
  shiEed	
  toward	
  	
  
high-­‐skill	
  jobs	
  in	
  recent	
  years	
  

Sources:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
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Employment	
  growth	
  has	
  shiEed	
  toward	
  	
  
high-­‐skill	
  jobs	
  in	
  recent	
  years	
  

Sources:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
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High-­‐skills	
  jobs	
  have	
  accounted	
  for	
  the	
  majority	
  of	
  net	
  
employment	
  growth	
  over	
  the	
  past	
  4	
  years	
  

Sources:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
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In	
  2012	
  and	
  2013,	
  highly	
  educated	
  workers	
  	
  
had	
  the	
  best	
  employment	
  prospects	
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Sources:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
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Over	
  the	
  past	
  two	
  years,	
  employment	
  prospects	
  have	
  
improved	
  for	
  workers	
  across	
  all	
  educaBonal	
  aRainment	
  

categories	
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Sources:	
  Current	
  Popula=on	
  Survey,	
  FRBKC	
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PTER	
  declined	
  slowly	
  in	
  the	
  first	
  4	
  years	
  of	
  recovery,	
  	
  
but	
  more	
  quickly	
  in	
  recent	
  years	
  

Source:	
  Bureau	
  of	
  Labor	
  Sta=s=cs,	
  FRBKC	
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PTER	
  workers	
  are	
  more	
  likely	
  to	
  be	
  	
  
in	
  middle-­‐skill	
  and	
  low-­‐skill	
  jobs	
  

Source:	
  Bureau	
  of	
  Labor	
  Sta=s=cs,	
  FRBKC	
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Despite	
  the	
  improvements	
  in	
  labor	
  markets,	
  
	
  wage	
  growth	
  remains	
  subdued	
  

Source:	
  Bureau	
  of	
  Labor	
  Sta=s=cs,	
  Haver	
  Analy=cs	
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During	
  periods	
  of	
  recovery,	
  the	
  quits	
  rate	
  is	
  	
  
a	
  leading	
  indicator	
  of	
  wage	
  inflaBon	
  

Source:	
  Bureau	
  of	
  Labor	
  Sta=s=cs,	
  Haver	
  Analy=cs	
  

29	
  

Longer-­‐run	
  
average	
  

1	
  

2	
  

3	
  

4	
  

5	
  

1.0	
  

1.5	
  

2.0	
  

2.5	
  

3.0	
  

2001	
   2003	
   2005	
   2007	
   2009	
   2011	
   2013	
   2015	
  Quits	
  rate	
  (lel)	
   Average	
  hourly	
  earnings	
  (right)	
  

%,	
  3m	
  ma	
   y/y	
  %	
  chg	
  



InflaBon	
  is	
  projected	
  to	
  rise	
  gradually	
  to	
  2	
  percent	
  	
  

Sources:	
  BEA,	
  Federal	
  Reserve	
  Board,	
  and	
  Haver	
  Analy=cs	
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The	
  federal	
  funds	
  rate	
  target	
  is	
  expected	
  to	
  rise	
  	
  
gradually	
  over	
  the	
  next	
  several	
  years	
  

Sources:	
  Federal	
  Reserve	
  Board,	
  Haver	
  Analy=cs	
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  policy	
  normalizaBon	
  

Source:	
  Federal	
  Reserve	
  Board	
  
32	
  

0	
  

1	
  

2	
  

3	
  

4	
  

5	
  

6	
  

0	
  

1	
  

2	
  

3	
  

4	
  

5	
  

6	
  
Target	
  Federal	
  Funds	
  Rate	
  at	
  Year-­‐End	
  Percent	
  

2016	
   2017	
   Longer	
  run	
  2018	
  

Percent	
  



Summary	
  

•  The	
  economy	
  is	
  expected	
  to	
  grow	
  at	
  a	
  moderate	
  pace	
  with	
  

further	
  improvement	
  in	
  labor	
  market	
  condi=ons.	
  

•  The	
  labor	
  market	
  recovery	
  has	
  been	
  weakest	
  for	
  those	
  in	
  

middle-­‐skill	
  and	
  low-­‐skill	
  jobs.	
  

•  Infla=on	
  is	
  expected	
  to	
  slowly	
  return	
  to	
  the	
  2	
  percent	
  target	
  in	
  

the	
  medium	
  term.	
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