TATT CHAT - JANUARY 13, 2022

Welcome
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State of the Economy

Scott Baier
Department of Economics

Clemson Economic Trends (new website)
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COVID-19 Cases US
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Brief OQutline

* GDP /Income and its components --- what is supporting the
economic recovery.

* Labor Markets and Employment Dynamics
* Inflation and Supply Chain Disruptions

* Conclusion

* Debt and Deficit

* Infrastructure package




US Gross Domestic Product (GDP) Overtime
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US GDP Level and GDP Trend
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Average Annual US GDP Growth (by decades)
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US GDP Growth Annual Growth: 1990-2020
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Composition of Real GDP

Trillions of 2012 Dollars
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Real Consumption
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National Spending
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Spending by Income Groups
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South Carolina Spending
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isposable Income

Real D
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Take Away: Consumption

* Consumption has rebounded rapidly coming out of the recession.

* The rebound in consumption was supported by the stimulus packages
that were passed by the Trump and Biden Administration.

 Compared to before the pandemic consumption has shifted more
toward the consumption of goods and away from services.

* This a demand effect that is causing some of the supply chain disruptions




Investment

TO-70-T¢0¢

—

s 0-TT-0C0C
—_jweTt0C0¢
-]
=ipf)-10-0¢0¢C

 10-80-6107

—T0-€0-6T0T
s 10-0T-8T0C
o L 0750-8T0¢C
[—T0-TT-LTOC
s T0-/0-LT0C
= 10-C0-LT0C
== T0-60-9T0C
]
=f-170-9T0¢
]
mmm 0-TT-ST0C
— 10-90-ST0C
—
e [0-T0-STO0C
—
e L 0-80-710¢C
— 10-c0)-yTOT
—
s 10-0T-€T0C
——
o 10-S0-€T0C
—TO-TT-CTOT

T0-£0-¢T0¢

——— 1 0-C0-CT0C
—— 1)-60-TT0Z

s [0-70-TT0C

T0-TT-0T0C
————— 1 )-0()-(T (T

s T0-T0-0T0C
]
Lo_0e00s
1

S —
]
amaBae022007
—UeEI-L00C
|
=@/ 0-,00¢C
]
el 0-2,00C
=20-60-900¢
|
s 10-70-900¢

—
e 10-11-500¢
S—10-90-500T

—
e T0-T0-S00C

——
—— 10-80-700¢
|, 10-£0-v002

——
e 10-0T-€00¢

|
o 10-S0-£00T

W= 10-TT-200C
—

= T0-£0-¢00¢C

]
i) 7002
e —

——
muip@uingui 00 ¢

[ |
s 10-T1-000C

|, 10-90-000¢
.|

= T(0-T0-000C

o
o

o

10.00
-10.00
20.00

c
RS
i)
O
Q
=
.. £ 0O
2 c
c 25
O +
n < =
‘O ¥
O S ©
©T O G
s

c 0o
O ¥ g
c
EgE
v o Ouv
S
c 9
.Iae
nw o C
O = +
3EE
(@)

— C C
O © >
> o
¥ O c
S c o
23 E
v =2 O
CMW
c

D~ £

of the pandemic.

Year-over-year growth in purchase of plants machine and equipment

-30.00



Employment

* Unemployment
* Employment Growth
* Employment by Sector




Unemployment Rate
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Nonfarm Payroll

Employment Changes

1990-2019
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Employment Changes

* [n March and April of
2020, the US
economy lost more
than 22 million jobs.

e Since that time, the
economy has
recovered about 18.8
million jobs.

e Still roughly 3.5
million jobs below

where we were in
2/2020
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Nonfarm Payroll: Job Losses March -April 2020

Roughly 22 million Jobs lost in March and April of 2020
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Nonfarm Payroll: Employment Gains 5/20-12/21
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In most of sectors approximately 80-90 percent of employment returned compared to the losses in March and April 2020



Employment Dynamics
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Employment Dynamics
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Quits and Layoffs

Employment Dynamics
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Wage Growth

Employment Dynamics
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Employment: National

In the United States, as of August 10 2021, employment rates among work pownLoap cHArT N
the middle wage quartiles increased by 3.3% compared to January 2020 (not
seasonally adjusted).
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Employment: South Carolina

In South Carolina, as of August 10 2021, employment rates among workers in the
bottom wage quartile decreased by 15.1% compared to January 2020 (not
seasonally adjusted).
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Employment Situation

* Employment is still on the rebound rebound
* The real challenge has been for employers to fill vacancies.

* What gives?
* Extended (or expected continuation) unemployment benefits and other stimulus
payments
e Parents with young children at home.
* Workers reluctant to work in certain industries and occupations
* Workers looking for different career opportunities.

* Workers looking for better employment opportunities withing their
industry/occupation — non-pecuniary benefits
* Increased desire to have the option to work from home.
» Better working conditions
* Recognition of acccomplishments




Inflation
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What is Driving Inflation?

* Profiteering / Greed: President Biden and Senator Elizabeth Warren.

e Supply Chains Disruptions:
* the pandemic has impacted the ability to get parts and supplies.
* Labor shortages and rising wages have raised costs and help push up prices.

* Increased Demand:

* During the pandemic there has been an increase in demand for goods. For
many of these goods, it is not easy to ramp up production.

* The fiscal and monetary authorities have provided lots of stimulus.
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Annualized Money Growth

Growth Rate of Beginning of Period End of Period
Money Stock

(percent per year)

6.1 January 2000 March 2020
46.3 April 2020 June 2020

12.3 July 2020 November 2021




Monetary Policy

* Fed does not control M2

* What generally determines the growth of M2?
* Expected inflation

* Recent increase is something different
* Federal government transfers to checking accounts
* Helicopter drop

* Generally, faster growth of M2 associated with higher inflation
* Here?




M2 Velocity
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Inflation Over the Next Few Years

* Reasonable to expect prices continue to rise

* What will happen to expected inflation?
» Stay at Federal Reserve target rate of 2 percent per year?
* Increase to quite a bit more?

* What will happen to inflation given the current monetary policy
framework?
* |Inflation will be about two percent
* Inflation will increase quite a bit, say 5 to 10 percent per year




Path of the Debt

FEDERAL DEBT IS ON AN UNSUSTAINABLE PATH
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Conclusion

* The economy continues to recover from the pandemic.

e Until there is clarity on the health side, | would not anticipate the
labor market to fully recover.

* The actions that the government took helped the recovery, but may
have also planted the seeds for higher inflation.

* The increased deficit and debt is not expected to be permanent, but




Path of the Debt: Spending and Revenues

THE GROWING DEBT IS CAUSED BY A STRUCTURAL MISMATCH BETWEEN
SPENDING AND REVENUES

Federal Spending and Revenues (% of GDP)

15% A

10% -

5%

0%

1986 1991 1996 2001 2006 2011 2016 2021 2026 2031 2036 2041 2046 2051

. Source: Congressional Budget Office, Additional Information About the Budget Outlook: 2021 to 2031
Peter G. Petersen Foundation



Path of the Debt: Spending and Revenues

CBO'S LATEST PROJECTIONS SHOW THAT THE COVID PANDEMIC HAS
MADE OUR FISCAL TRAJECTORY WORSE

Debt Held by the Public (% of GDP)

February 2021 Projection
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March 2020 Projection
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Thinking About Infrastructure Package

* Key components are:

1.
2.

Efficiency: Is the government spending (infrastructure) undertaken efficiently?
Multiplier: Does the government spending raise the productivity of the private
sector (human capita%and physical capital%?

a) Think of this like a multiplier .

b) Depends on the nature of private capital: Complements or Substitutes

Resource Use: Does the spending pull use “idle” resources or is their crowding out.

a) If the infrastructure pulls workers and capital from other uses the net effect on GDP is likely
to be smaller.

Fqndéng Distortions DWL: Effect of Infrastructure depends on how the funds are
raised.
a) If raised by taxes, what private sector activities are reduced because of the taxes.

b) If the infrastructure package is financed by borrowing will there be crowding out through
higher interest rates.

c) Ifitisfinanced by printing money (MMT) will this be inflationary
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Infrastructure Package

* Thinking of infrastructure broadly the US has S40 trillion in non-
defense, non-residential fixed assets (infrastructure).
* The private sector owns 65% of the infrastructure.
 State and local governments own 30%
* Federal government 5%

* Administrative claims that infrastructure package has zero cost
 Difference between net and gross.

* Physical infrastructure: Airports and Broadband

e Since the private sector own much of the infrastructure, how much
will an increase in taxes reduces private investment.
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