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Osher Lifelong Learning Institute, June 2026
The Economics of Public Policy Issues
University Of Minnesota
Host: Geoffrey Woglom, Director
National Economic Education Delegation
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* Vision .c

- One day, the public discussion of policy issues will be grounded in an accurate
perception of the underlying economic principles and data.

* Mission
- NEED unites the skills and knowledge of a vast network of professional

economists to promote understanding of the economics of policy issues in the
United States.

* NEED Presentations

- Are nonpartisan and intended to reflect the consensus of the economics
profession.
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* Honorary Board: 54 members
- 2 Fed Chairs: Janet Yellen, Ben Bernanke
- 6 Chairs Council of Economic Advisers
o Furman (D), Rosen (R), Bernanke (R), Yellen (D), Tyson (D), Goolsbee (D)
- 3 Nobel Prize Winners
o Akerlof, Smith, Maskin

* Delegates: 652+ members
- At all levels of academia and some in government service
- All have a Ph.D. in economics
- Crowdsource slide decks
- Give presentations

* Global Partners: 48 Ph.D. Economists
- Aid in slide deck development

NATIONAL ECONOMIC

EDUCATION DELEGATION

{ﬁm

PY [ J
@ere Are We? %

|

1-5 Delegates
B 6-10 Delegates
B 11-20 Delegates
. 21+ Delegates
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* US Economy * Immigration Economics 0‘
* Healthcare Economics * Housing Policy
* Climate Change * Federal Budgets
* Economic Inequality * Federal Debt
* Economic Mobility * Black-White Wealth Gap
* Trade and Globalization * Autonomous Vehicles
* Minimum Wages * US Social Policy
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Contemporary Economic Policy *d

Week 1 (10/8): Economic Update & Changes at the Fed, Geoffrey Woglom, Amherst
College

Week 2 (10/15): Climate Change Economics, Galina Hale, UC Santa Cruz

Week 3 (10/22): The Future of Money, Geoffrey Woglom, Amherst College

Week 4 (10/29): The Economics of Tariffs, Tibor Besedes, Georgia Institute of Technology
Week 5 (11/5): Economics of Immigration, Roger White, Whittier College

Week 6 (11/12): TBD
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@mitting Questions

* | encourage questions. Please put questions in the chat and | will
answer them periodically during the talk,

* We will do a verbal Q&A once the material has been presented.

* Slides are available from the NEED website
https://needecon.org/delivered presentations.php.
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-il US Economy: Update
&

The Recent Rise in Interest Rates

Geoffrey Woglom,
Professor of Economics
Amherst College, emeritus
October 8, 2026
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Part1l
* Overview of State of the Economy: Remarkable resilience in the
face of wars, oil prices & tariffs, but worrying signs.
* Major uncertainties going forward.
Part 2
* The Runup in World Wide Interest Rates.
* Why This is Important.
* How to Read the Message in Rising Interest Rates
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The Fed’s Definition:

1. Get the economy to the highest levels of output (GDP) and
employment, while

2. Keeping inflation low and stable, or at 2%

What about the climate change; poverty, health care?

NATIONAL ECONOMIC

EDUCATION DELEGATION

10

10/8/2026



T 0 ¢ 00
® 0 o o
@ss Domestic Product: 2026Q2 = $32.6 tr '.'.:.:
." °
e °
o
Toti';l7l 3l))o/omestic Spending $33.4trillion L
Gove;nm’ent 533.4
q Less Imports
17.9%, = '$4u7
I t t '
e 67.5% Plus Exports
Consumption +$3 8
Equals GDP
m Consumption ® Investment = Government
$32.6
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FRED .-,{.jf = Employment Level - Foreign Born, Nov 2019=100

= Employment Level - Native Born, Nov 2019=100 .
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* GDP is very close to its potential.
* The labor market as measured by the unemployment rate is fully
recovered.
* Macro Goal number 1, check
* But what about goal number 2, the “nominal” side of the economy
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FRED z_{f —— Consumer Price Index for All Urban Consumers: All Items in U.S, City Average
= Consumer Price Index for All Urban Consumers: All Items Less Food and Energy in U.S. City Average

Percent Change from Year Ago

Source: U.S. Bureau of Labor Stalistics via FRED®

Shaded areas indicate U.S. recessions. fred.stlouisfed.org
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FRED fH{‘j“ — Personal Consumption Expenditures Excluding Food and Energy (Chain-Type Price Index)
~—— Personal Consumption Expenditures: Chain-type Price Index
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CPI typically tends ®
to be 0.3 pct point

h ighe r How does the PCE weigh items compared to the CPI?

Aug:

CPI1, 3.4% ® Leverates
Housing
PCE, 3.4% Transportation PCE 22.6%

® Medical care

Core CPI, 2.4%

Recreation
0, 15.7% 421% ® Other goods and
Core PCE, 3.0%). services 9.8%
H Hutchins Center
. BL a BEA at BROOKINGS
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* The key indicators for judging the macro economy are still good
- Output and unemployment are close to their “full employment” levels,.
- Inflation is still elevated, but some of this is due to “price shocks.”
* Concerns
1. K-shaped growth.
2. Isthe Al boom sustainable?
3. Price shocks may get worse due to war in Iran.
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Average annual infrastructure spending as a percentage of GDP .‘
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2025 Levels of Debt to GDP .l
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Effects of 1 pcp increase in interest rates on CBO

projections for 2056.

1. Debt-to-GDP ratio rises from 175% to 222%.

2. Deficit rises from 9.1% to 14% of GDP.
3. Interest on the debt rises from 6.9% to

11.4%,at which point it would comprise 60%

of total federal revenue.

OECD (2026), Global Debt Report 2026: Sustaining

p NATIONAL ECONOMIC pept Market Resilience Under Growing-Pressure, OECD
EDUCATION DELEGATION
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@y Do High Interest Rates Matter2? o

* Housing shortage and housing affordability.

* WSJ, 10/5 headline: The Surge in Rates is Blowing Up Commercial
Real-Estate Deals.

* WSJ, 10/8 headline: Rising Rates-are Eroding the Value of Even the — 13
Most High-Flying Tech Stocks

* The Stock Market
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1. What Caused the Increase?
2. Are High Rates Likely to Persist?
Reading the Tea Leaves from various Interest Rates will help us to
answer these questions.
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Explain the difference between nominal or stated interest rates
and the real rate.

The Fed determines nominal short-term interest rates.
3. The relationship between short-term and long-term interest rates
Conclusion from the tea leaves.

NATIONAL ECONOMIC
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1. The vast majority of the increase in interest rates was due to
increases in the real rate.
2. Some shorter-term bonds have risen in anticipation of the Fed
raising the federal funds rate.
3. Therise in the rate on the longest-term bonds implies higher rates
are expected to persist because of higher real rates, not higher
inflation.
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* The stated or nominal interest rate is the rate at which your dollars
grow.

* The real interest rate is the rate at which your purchasing power
grows. The real rate is the nominal rate minus expected inflation.

* Reading the Tea Leaves by comparing US Bonds to Inflation
protected US Bonds (TIPs).

NATIONAL ECONOMIC
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@: Rise in Government Bond Interest Rates ®e¢

FRED /g‘/n‘ s Market Yield on U.S. Treasury Securities at 30-Year Constant Maturity, Quoted on an Investment Basis

== Market Yield on U.S. Treasury Securities at 30-Year Constant Marurity, Quoted on an Investment Basis, Inflation-Indexed
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% o Compensation Result 1: The vast majority of the =5.66-3.37=
5 =4.7-2.47= increase in the 30-yr rate was due 2.29%
0, . .
’ 2.23% to the increase in the real rate.
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* The federal funds rate is the interest rate charged on overnight loans
of bank reserves between two banks.

* The Fed sets a target range for the federal funds rate; currently
3.75% to 4.00%.

* If the market federal funds rate rises above 4%, the Fed buys
government securities which increases the supply of bank reserves.

NATIONAL ECONOMIC
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@: Fed Essentially Sets the 3-month rate o

FRED /L’j/ == Federal Funds Target Range - Upper Limit

Percent

= Federal Funds Target Range - Lower Limit
= Narket Yield on U.S. Treasury Securities at 2-Year Constant Maturity, Quoted on an Investment Basis

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Source: Board of Govemors of the Federal Reserve System (US) via FRED®
Shaded areas indicate U.S. recessions.

2026

fred.stiouisfed.org
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* Long-term bond rates can also be decomposed into 2 different
components:

1. The expected average of short-term rates over the life of the bond

2. Atermrisk premium because the price of long-term bonds is more volatile.
than short term.
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FRED J;{.j/ == Market Yield on U.S. Treasury Securities at 2-Year Constant Maturity, Quoted on an Investment Basis '
=== Market Yield on U.S. Treasury Securities at 1-Year Constant Maturity, Quoted on an Investment Basis ‘
==« Federal Funds Target Range - Upper Limit
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Source: Board of Govemors of the Federal Reserve System (US) via FRED®
Shaded areas indicate U.S. recessions.
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Result2: 2-year rate rose more than the 1-year rate because markets
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nominal nominal infl infl
5yr 3.62% 5.03% 1.16%  2.66%  2.46% 2.37%
30 yr 4.70% 5.67% 247% 3.36%  2.23% 2.31%
.
exp inflation | rate
5yr -0.09 p.c.p 1.50 p.c.p.
0.08 p.c.p. 0.89 p.c.p.
Result 3: Therise in the real rate on the 30-year bond means that
most of the rise in real rates is expected to persist
i) LataL seoows “
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* First the Good News: The small change in expected inflation implies
that the Fed has not lost credibility that it will achieve it long-run
goal of 2 percent inflation.
* The Bad: Persistently, high real rates are unlikely to be due to the Al
investment boom. More likely, credit markets are signaling that US
(and many other developed countries) fiscal debt and deficits are
not sustainable.
* The Worst Case Scenario: A run on the dollar.
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The crisis takes a much longer time
coming than you think,...
and then it happens much faster than
you would have thought.
Rudy Dornbusch
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* https://sites.google.com/view/macro-current-issues/economic-
update
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Atmosphere

Energy reflected back
onto earth

Energy reflected back

into space 4
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Geoffrey Woglom °q

grwoglom@ambherst.edu

Contact NEED: Info@NEEDEcon.org

Support NEED: www.NEEDEcon.org/donate.php
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