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Brief Outline

• 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

10



Real Consumption
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Consumption Trend

From 2000-2019 quarterly consumption 
growth was about 2.2 percent per year



National Spending

Opportunity Insights
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South Carolina Spending
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Retail Sales: Retail Trade and Food Services
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Retail Saels Trend

Retail Sales is about 11% above trend

This represents a shift to more goods consumption and less service consumption



Real Disposable Income
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Income Trend
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Real Disposable Income: Trillions of $ What did people do with these ”stimulus” checks?



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

Uncertainty clouds investment decisions:
I would not anticipate strong growth from
Investment until there is more clarity on direction 
of the pandemic.



Employment

• Unemployment
• Employment Growth
• Employment by Sector



Unemployment Rate
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Employment Changes: Nonfarm Payroll

From 1990 -2007, average gain in employment each month averaged about 131,000

1990-2019
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Employment Changes

• In March and April of 
2020, the US 
economy lost more 
than 22 million jobs.

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

• Still roughly 3.5 
million jobs below 
where we were in 
2/2020
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Nonfarm Payroll: Job Losses March -April 2020

Source: BLS

Roughly 22 million Jobs lost in March and April of 2020
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Nonfarm Payroll: Employment Gains 5/20-12/21

In most of sectors approximately 80-90 percent of employment returned compared to the losses in March and April 2020

68

1,113
1,385

2,375

579
281 279

2,843

8,224

409

4

1,410

34

1,025
1,280

2,217

786

162
323

2,082

7,002

280

-7

1,280

-1,000

0

1,000

2,000

3,000

4,000

5,000

6,000

7,000

8,000

9,000

Mining and
logging

Construction Manufacturing Retail trade Transport Information Financial
activities

Education and
health services

Leisure and
hospitality

Wholesale Utilities Other services



Employment Dynamics

Job Openings

Job Hires
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Employment Dynamics: Separations and Hires
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Employment Dynamics: Quits and Layoffs
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Employment Dynamics: Wage Growth
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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

• 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.

• 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. 



Money Growth:  M2 (Transactions Money)
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Annualized Money Growth

Growth Rate of 
Money Stock 
(percent per year)

Beginning of Period End of Period

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

39Source: Congressional Budget Office, Additional Information About the Budget Outlook: 2021 to 2031
Peter G. Petersen Foundation 



Conclusion
• The economy continues to recover from the pandemic.
• Until there is clarity on the health side, I 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

41Source: Congressional Budget Office, Additional Information About the Budget Outlook: 2021 to 2031
Peter G. Petersen Foundation 



Path of the Debt: Spending and Revenues

Peter G. Petersen Foundation 



Thinking About Infrastructure Package

• Key components are:
1. Efficiency: Is the government spending (infrastructure) undertaken efficiently? 
2. Multiplier: Does the government spending raise the productivity of the private 

sector (human capital and physical capital)? 
a) Think of this like a multiplier .
b) Depends on the nature of private capital: Complements or Substitutes

3. 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.
4. Funding 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) If it is financed by printing money (MMT) will this be inflationary
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Infrastructure Package

• Thinking of infrastructure broadly the US has $40 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
• Since the private sector own much of the infrastructure, how much 

will an increase in taxes reduces private investment.
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