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The Economy Upshot: Demand > Supply = Inflation

« How did we get here?

— Demand surged in Covid, but supply couldn’t meet it
— Global commodity prices made things worse

 Supply and demand are starting to balance

— As of today, spending and production are strong. Only the earliest
signs that labor is cooling off, and no relief on inflation

— But growth is softening into 2023 as Fed rate hikes take hold

— Key question: How much does the economy cool, and how quickly
does inflation come down with it? The latter will drive Fed policy,
and uncertainty will make it a tough call

* Virginia continues to lag in growth and recovery, but it
W tends to not take slowdowns as hard
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The growth outlook has cooled

Real Gross Domestic Product
Percent change from previous quarter at annual rate
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Even if GDP contracts, to what level? ... 20217 20197
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Consumer demand is slowing, but still strong

\
Real Personal Consumption Expenditures
SAAR, Bil. Chn. 2012 $
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Consumers are starting to reduce excess savings

Personal Saving and Personal Saving Rate
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Households also have a lot of liquid assets to support

spending, except at the low-income end

+— Household Liquid Assets (% of Disposable Personal Income) Percent Change n "ql’"d assets since 2019Q4
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The most slowing now is in housing. Home sales are

softening, but prices haven’t as much yet

New and existing single-family home sales

New & Existing Single-Family Home Sales
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We’re far above pre-Covid production... but with the same # of jobs
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Nonfarm Payroll Employment
Millions of Persons
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Labor is still incredibly tight
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Labor Force Participation
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Not much traditional sign of the labor market weakening

US Initial Jobless Claims (Weekly, Not Seasonally
Adjusted, 1000s)
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US Continuing Jobless Claims (Weekly, Not
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But maybe job growth is slowing (if you squint)?

~
Nonfarm payroll employment
Quarterly average of monthly changes, thousands of persons
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And could the labor market normalize by “churn® coming

4 Labor Market Flows )
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Wages are growing, but inflation is eating the gains

Average Hourly Earnings

YoY % Chg
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Makes sense that people are switching jobs... it pays
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Wage Growth by Job Switcher
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Virginia’s recovery has been slower

Total Payroll Employment Index
Index: February 2020 = 100
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But VA's labor market hasn’t cooled by the “churn” measure
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Jobs Opening and Hire Rates
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Workers have shifted sectors
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Most Virginia MSAs are under-performing the nation

Employment Change from February 20 to September 22
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Covid narrowed rural-urban gaps some

Employment
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But outcomes still vary widely across rural-urban

\_

Estimated Employment to Population
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Labor force recovery is even slower in Virginia

Labor Force Participation
Percent
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The outlook for inflation

 Demand > supply = inflation

— For the Fed, inflation is a sustained increase in average prices
(not just gas or used cars or housing)

— Specifically, we target 2% inflation

 Inflation will come down in three ways:
— Demand moderating (the Fed mainly works via this channel)
— Supply expanding (happening, but slowly)
— Global commaodity prices moderating (happening, but uncertain)

« All three forces are in progress, but all are hard to
forecast, especially in a slowing economy
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Surging demand - Surging inflation
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Consumer Price Indexes )

12 Month Percent Change — Core CPI =— All Goods
91 L9
81 8
71 L7
61 6
51 5
41 L4
31 3
21 2
1- i 1
0 f 0
11 \‘! -1
2 v -2
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

J

FEDERAL RESERVE BANK
OF RICHMOND

Richmond = Baltimore = Charlotte

Source: Bureau of Labor Statistics via Haver Analytics

24



Inflation momentum is too high, but latest report was better
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Inflation expectations seem anchored (that’s important)

\
TIPS Inflation Compensation
Percent — 5-Year 5 Years Ahead -— 5-Year
3.5+ 'I £3.5
3.0 h' L3.0
2.5 f.‘“ﬂ 2.5
p
2.0 W, 2.0
L] 4
[ J‘l &{ \ J‘Nﬁ \ ﬂ{" W Nov 09
1540 &, ¢ 4 "l' o h‘\r 23% {15
'W' ] v I
. ol W
‘ﬂl "’* ‘!,
1.0 1.0
w Il
' []
O.S-B | 0.5
| |
) ]
0.0 0.0
-0.51 --0.5
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
\__ J

I"”" FEDERAL RESERVE BANK
OF RICHMOND

Richmond = Baltimore = Charlotte

Source: Federal Reserve Board via Haver Analytics

26



But perspective: We have only just begun to be restrictive,

and Fed officials are suggesting this is already outdated
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FOMC members’ forecast as of Sept. 21, 2022
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Looking forward: Slowing expected, but unclear how severe

« The economy is slowing, but how much?

— The course of inflation will determine how high rates go, and for how
long, not “are we in a recession.” Because staying the course until
inflation is tamed minimizes pain

— Uncertainty remains high — global weakness, Ukraine, China, etc.

— Virginia tends to fare better in recessions, but we still have
challenges with tight labor

« What could a softer landing look like?
— Job openings coming down (vs. mass layoffs)

— Inflation expectations staying anchored, thereby bringing inflation
down without as much demand adjustment

— Supply continuing to expand to reduce price pressures

— Even if there’s a recession, one that's mild and orderly (they don't all
have to be 2008)
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Access our latest news and research

Subscribe to Receive Email Alerts
Text NEWS to 33777

Text ECON to 33777

Or, visit richmondfed.org/email

Follow the Richmond Fed on Topics of interest

Twitter B The economy
twitter.com/richmondfed Rural and small towns

Community colleges
Access to credit
... And much more
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Questions/Comments?
renee.haltom@rich.frb.org
richmondfed.org/email_subscriptions

I"”" FEDERAL RESERVE BANK
OF RICHMOND

Richmond = Baltimore = Charlotte



Virginia Real Personal Income
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Virginia Wages and Salaries

4 )
Wages and Salaries
YoY % Chg — United States — Virginia
14 14
121 12
10 10
81 -8
61 -6
4 -4
21 -2
T W~/ V ! ’
-2 -2
4 2022 Q2 L4
United States: 9.6%
61 Virginia:  8.0% -6
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
g J
(F)E:D;mlli“%? S.FVE BANK Source: Bureau of Economic Analysis/Haver Analytics

Richmond = Baltimore = Charlotte

32



