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David became the Chief Auditor for the Illinois Municipal Retirement Fund (IMRF) in 
April 2023. He is a career internal auditor with over a decade of experience as a Chief 
Auditor and SOX leader. David started his career in manufacturing with Ingersoll-Rand, 
then in retail with Sears rotating through various audit teams, and then services with 
Bally Total Fitness and SIRVA Worldwide.
David is a CPA, CIA, and passed the CISA exam. He has a bachelor’s degree in 
accounting from Purdue University and MBA-Finance from DePaul University. This is 
his fourth presentation to the IIA Chicago Conference. He also presented at over 20 
conferences for the MIS Institute and twice at the IIA International Conference.



Learning Objectives
Part One
 How companies adapt to the economic environment
 Risks & responses to economic factors
 Audit strategies for economic risks

Part Two
 Analyzing the current economic situation
 Understanding the economic machine



Economic Risks in Top 10
World Economic Forum 

NC State ERM / Protiviti



Analysis of the Remote External Environment
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Strategic planning processes include 
analysis of the:
1. Remote external environment (PESTLE)
2. Industry environment (Porter 5 Forces)
3. Internal environment (SWOT)



Economic Analysis Process
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 Which economic measures correlate most strongly with company results?
 What is the company’s forecast for the key variables that matter?

 How might the economy impact the behavior or outcomes for each stakeholder group? 
 Customers, employees, suppliers, investors, etc.

 What economic assumptions are used in the sales/revenue model and budget income statement?
 Are the models good predictors of reality?

 How close is the company forecast to CBO, Fed, or FRB Philadelphia forecast?
 Why differences?

 Understand responses to economic risks
 For example, if inflation is higher than forecast, how will pricing department respond?



Scenario: Inflation
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Economic Event Risk/Opportunity Process Response



Scenario: Recession
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Economic Event Risk/Opportunity Process Response



P&G Annual Report: Economy-Related Excerpts

Source:  P&G 2023 Annual Report

Risk Factors, Input Costs: “Our costs are subject to fluctuations, 
particularly due to changes in the prices of commodities (including 
certain petroleum- derived materials like resins and paper-based 
materials like pulp) and raw and packaging materials and the costs of 
labor, transportation (including trucks and containers), energy, pension 
and healthcare.  Inflation pressures could also result in increases in 
these input costs. Therefore, our business results depend, in part, on 
our continued ability to manage these fluctuations through pricing 
actions, cost saving projects and sourcing decisions, while maintaining 
and improving margins and market share.” 

MD&A: “Overhead costs as a percentage of net sales increased 40 basis 
points due to wage inflation and other cost increases, partially offset by 
the positive scale impacts of the net sales increase and productivity 
savings.”

June 30 FY



P&G Annual Report: Economy-Related Excerpts

Source:  P&G 2023 Annual Report

June 30 FY

Accounting Policies & Estimates:
“Adverse changes in the business or in the macroeconomic 
environment, including foreign currency devaluation, increasing 
global inflation, market contraction from an economic recession 
and the Russia-Ukraine War, could reduce the underlying cash 
flows used to estimate the fair value of the Gillette indefinite-lived 
intangible asset and trigger a future impairment charge.”

“The actuarial gain for pension plans in 2023 was primarily related 
to increases in discount rates, offset by inflation-related pension 
benefit increases.” 

Keyword search the financial statements of your company and the competition



P&G Annual Report: Economy-Related Excerpts



How Might We “Audit” Economic Risk?
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Approach
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Audit the areas most 
sensitive to economic 
volatility during “peacetime” 
so they are as ready as 
possible for economic stress



Portfolio Diversification at IMRF
 Diversification is the primary risk management 

approach for financial market volatility

 Board-approved targets

 Board-approved rebalance is required when 
actual % is outside +/- 4% range of target %

 Investment staff and investment consultants 
monitor and report on the allocations by 
manager (143 firms managing 323 mandates 
and/or separate funds).

 IA working with management on control 
matrix for Investment Ops



Learning Objectives
Part One
 How companies adapt to the economic environment
 Risks & responses to economic factors
 Audit strategies for economic risks

Part Two
 Analyzing the current economic situation
 Understanding the economic machine



Obtaining Credible Data
Other

Experts

Non-Partisan 
Analysis (CBO)

Federal Reserve 
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Downloads)

Government Statistical 
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 Bureau of Labor Statistics (BLS) Jobs Report
 Bureau of Economic Analysis (BEA) GDP 

News Release

 Fed Chair Press Conference Transcripts (Quarterly)
 Summary of Economic Projections (Q)
 FRB Philadelphia Survey of Economic Forecasters (Q)
 FRED graphical engine

 CBO “Budget & Economic Outlook” (Annual, mid-year update)
 Scoring of major legislation

 Council of Economic Advisors (CEA)
 Economics teams at major banks



Monthly Jobs Report (Employment Situation Summary)
When
 Published first Friday of each month

Establishment Survey
 Key metrics: Payroll jobs, hours worked, wages
 Jobs is non-farm payroll jobs, full- and part-time (W-2), private & govt, not gig/1099 jobs
 Jobs numbers are updated for prior two months as more data available
 Survey of 122,000 employers covering 600,000+ locations

Household Survey
 Key metrics: Unemployment rate, labor force, employed, unemployed
 Phone interviews with 60,000 households or about 110,000 individuals
 “Employed” includes both payroll and gig / 1099 jobs, private & govt.



Jobs Level
Jan ‘24
157.7 million
+5.4 million jobs vs. pre-
pandemic peak

Lower in 2023 vs. 2019 
on average:
 % in govt jobs 
 % in part-time jobs
 % in multiple jobs

 Take care with 
comparisons to 2020 
& 2021; they were 
very distorted by 
pandemic

Feb ‘20 Peak
152.3 mil.

Apr 2020 Trough
130.4 mil. 

-21.9 mil. vs. Feb ’20 peak

Peak
Regained

June
2022

Chart:  FRED “PAYEMS” Series



Monthly Job Creation, Annual Average

255
377

604

(772)

166190176194

Average Monthly Job Creation for Year (000s)

Solid job creation in 
2023, above pre-
pandemic rate

Pre-pandemic peak 
regained in July 2022

Chart:  FRED “PAYEMS” Series (Modify settings for Annual Average)



Unemployment Rate (Annual Avg.)

3.6%

5.4%

8.1%

3.6%3.7%3.9%
4.4%

4.9%

Chart:  FRED “UNRATE” Series (Modify settings for Annual Average)



Quiz:  When was the last year the U.S. had a 
3.5% unemployment rate on average?

A. 1933

B. The same year a person first walked on 
the moon

C. 1998

D. Can I use a lifeline?



Unemployment Rate / BLS Household Survey

Civilian Non-Inst 
Population 16+ 

267,991

Civilian Labor 
Force (LF)        
167,451

Employed
161,183

Unemployed
6,268Not in Labor 

Force       
100,540

Notes
 U.S. overall population around 335 million in 2023
 Civilian non-institutionalized population: Age 16+, not institutionalized (jail, mental, nursing home), not military
 Civilian labor force = Employed + Unemployed

 Employed: Did work for pay during survey reference week (PT, FT) or have job but out that week (vacation)
 Unemployed:  Do not have a job, actively looked for work in past 4 weeks, currently available for work

 Not in labor force:  No job, not looking (e.g., retired, school, caregiver).  Less than 1 in 10 want a job.
 About 60,000 households in the monthly sample; 110,000 individuals; 1 in 4 households replaced monthly
 For participation measures, use the age 25-54 employment to population ratio, to avoid distortion from aging country

As of December 2023

Unemployment Rate
Unempl. / LF = 3.7%

Labor Force Part. Rate
LF / Pop = 62.4%

Employment to Population
Empl. / Pop = 60.1%



Wages vs. Inflation (Starting Pre-Pandemic Feb ’20)

+22.4%
+19.1%
+17.2%

Wages

CPI-All

CPI-Core
(Excl. Food & 
Energy)

Dec ’23 vs. 
Feb ‘20

Index

 Production & Non-Supv employees are ~80% of the private sector jobs.
 Index starting point is 100, so 122.4 means a 22.4% increase.

Wage increase % applies to gross income, while inflation applies to spending, a subset of after-tax income.
So equal % increases in both leaves a worker better off.



Real Hourly Wages

2019
$28.40

This was an artificial peak 
created by lower-wage 
workers losing their jobs 
disproportionately in the 
pandemic, increasing the 
average of those remaining.

2023
$29.33

Real = Inflation-Adjusted (Dec 2023 $)

$/Hour

Real Hourly Wages, Production & Non-Supervisory Workers

2023 level was 
3rd highest year 
on average for 
records back to 
1964. 

2021 = record.
FRED formula:  Real = AHETPI/CPIAUCSL * [Latest CPI 
reading = 308.85]
Official data adjusts using CPI-W (CWSR0000SA0)



Comparison of 2019 & 2023
2023 Annual 

Average*

2019 Annual
Average

(Pre-Pandemic)
Variable

156,069150,906Jobs Level (000’s)
255166Job creation rate per month (000s)

3.6%3.7%Unemployment rate
80.7%80.0%Employment to Population Ratio Age 25-54
$29.33$28.40Real Wage, Production & Non-Supervisory Workers (Dec 2023 $)

$55,367$33,713Real Net Worth Per Household for Bottom 50% (Dec 2023 $)
$827,883$704,919Real Net Worth Per Household For 50th to 90th Pct. (Dec 2023 $)

2.5%2.5%Real GDP Growth Rate (Annual)
$50,106$47,226Real Disposable Personal Income per Capita (After-tax $)

Source Data:  Federal Reserve Economic Data (FRED)
Real = Adjusted for inflation
*Latest 2023 data as of 1.25.2024; quarterly data through Q3 or Q4 2023



Why is the Economy Performing So Well?

1883-1946



Reason #1: Big Fiscal Put Money in Pockets…
Federal Budget Deficit:  $ Billions (Bars) and % GDP (Line)

Fiscal years run Oct 1 to Sep 30

2020: CARES Act $2.2T
2021: Rescue Act $1.9T

Key lesson: Checks, Child Tax 
Credit, and Unemployment 
Insurance expansion put $ rapidly 
into pockets
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Source Data:  CBO



Households Saved in the Pandemic… 
And Are Now Spending

 Excess savings refers to savings 
above the pre-pandemic savings 
rate of ~6.5% (2017-2019 avg.)

 During 2020-2021, consumers saved 
on services, received government 
checks, Child Tax Credit, etc.

 This accumulated savings is being 
spent down, boosting consumption



Reason #2: Monetary Policy…
“Inflation is always and everywhere a monetary phenomenon in 
the sense that it is and can be produced only by a more rapid 
increase in the quantity of money than in output.”

1912-2006

Friedman also 
believed a key 
reason for the Great 
Depression was a 
one-third drop in 
the money supply.



Trends in Money Supply, GDP and 
Inflation Since Pre-Pandemic (Q4 ‘19)

Money Supply*

Nominal GDP

Inflation (CPI-All)

+36.4%

+27.6%

+19.5%

*Dec 2022 to Dec 2023, money supply was lower than 
year earlier; only time for FRED records 1960-present.



Fed Chair Powell: Inflation is the Fed’s Job
“My colleagues and I remain squarely 
focused on our dual mandate to 
promote maximum employment and 
stable prices for the American people.” 

“Price stability is the responsibility of the 
Federal Reserve.”

--November 1, 2023



Sector Balances 1999-2022 (% GDP)

More information:  CBO “An Update to the Economic Outlook” (August 2018)
Wikipedia: Sectoral Balances

 The 3 balances net to zero in any 
given year (“savings identity”)

 A sector in surplus is adding to its 
financial net worth; a deficit is a 
subtraction

 If you run an economy with a 
trade deficit (foreign surplus), 
you’ll need to run a government 
deficit to avoid a private sector 
deficit

 A sustained private sector deficit 
(like 1996-2008) means an 
increasing household debt level, 
which increases risk of financial 
crisis (e.g., Great Recession)



CBO Economic Projections

Source:  “CBO’s Current View of the Economy from 2023 to 2025” (December 2023)

Real GDP Growth 
1.5%

CPI Inflation
2.5%

Jobs
85k/mo.

2024

Unempl. Rate
4.4% in Q4



Economic Forecast 2024-2027 (Goldman Sachs)

Source:  Goldman Sachs Economics “2024 US Economic Outlook” (November 12, 2023)



Risks to U.S. Economy in 2024
 Fed maintains interest rates too high, tipping economy into recession

 Excess savings depleted sooner than anticipated, reducing consumption

 GS - Two key risks:
1. “…geopolitical conflict and the risk of a spike in oil prices. While possible, we think this 

would more likely be a setback in the inflation fight than a gamechanger.”
2. “The second is the risk that something could “break” in the abrupt transition to a higher 

interest rate regime [e.g., commercial property, corporate debt maturing]. Our analysis 
suggests that the risks are real but manageable, in part because the Fed would be at 
liberty to cut in response next year and will have plenty of room.”

 GS expects first interest rate cut in Q4 2024

Source:  Goldman Sachs “2024 US Economic Outlook” (November 12, 2023)



Learning Objectives
Part One
 How companies adapt to the economic environment
 Risks & responses to economic factors
 Audit strategies for economic risks

Part Two
 Describing the current economic situation
 Understanding the economic machine



Appendix: 20 Useful FRED Series & Codes



Appendix: Sector Balances & Economic Strategy

More information:  CBO “An Update to the Economic Outlook” (August 2018)
Wikipedia: Sectoral Balances

Government 
Sector
(T-G)

Domestic
Private Sector

(S-I)

Foreign
Sector
(M-X)

Spending (G)

Taxes (T)

Current Account
Payments for Imports (M)

Current Account 
Receipts 

from Exports (X)

 Saving Identity:  Must hold true.  The surpluses & deficits must net to zero across the 3 sectors.
(T-G) + (S-I) + (M-X) = 0

 A sector in surplus is adding to its financial net worth (or reducing its net debt position)
 A private sector deficit means households & businesses are getting poorer (net worth is falling)
 Capital gains enter savings when realized; unrealized gains are outside the framework

 Arrows represent a money flow
 Think of the foreign sector from the foreigner’s perspective; our trade deficit is their surplus
 Current account is the trade balance & some foreign investment-related flows (interest & dividends)

S = Saving by Households
I = Investment by Businesses



Q&A


