PANDEMIC, INFLATION, LABOR SHORTAGES,
AND RECESSION, OH MY!

WHEN WILL WE RETURN TO NORMAL?

Dr. Michael L. Walden, Reynolds Distinguished Professor Emeritus
North Carolina State University
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LABOR MARKET

INFLATION

RECESSION



gz-uor
AOU

|des

Inf

Aow

Jouw

zz0z ‘uol
IXeIN]

jdag

[aly

ADW

IOW

120z ‘uor
AON

UN

ydes

Inf

ADW

IOW

_ 020g ‘uor

LABOR FORCE PARTICIPATION RATE
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* SLOW POPOULATION GROWTH

* AGING POPULATION
* DECLINE IN LABOR FORCE PARTICIPATION OF ELDERLY

* DECLINE IN LABOR FORCE PARTICIPATION OF 18-24 YEAR OLDS



MANY WORKERS USED THE TIME AND
FINANCIAL SUPPORT DURING THE
PANDEMIC TO IMPROVE THEIR SKILLS

AND MOVE TO HIGHER PAYING JOBS
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DEMAND (BUYING) EXCEEDED
SUPPLY (PRODUCTION)

» STIMULUS PROGRAMS
* SUPPLY-CHAIN PROBLEMS




WHY HAS
INFLATION RATE
MODERATED?

"SUPPLY CHAIN" HAS
IMPROVED
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18 Month Average Retail Price Chart
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NN IDRYIOINED
PRODUCTION UP 16%
SINCE THE COVID
RECESSION

CHINA'S USE DOWN,
BUT IS COMING BACK
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WHY HAS
INFLATION RATE
MODERATED?

YEAR-OVER-YEAR
PERSONAL
CONSUMPTION
SPENDING HAD BEEN
SLOWING, BUT
REBOUNDED IN
JANUARY
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ALSO, FEDERAL RESERVE HAS PULLED

MONEY OUT OF THE ECONOMY

FRED -~ — Real M2 Money Stock
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IF FEDERAL RESERVE STICKS TO ITS ANNOUNCED PLAN OF RAISNG
INTEREST RATES AND SLOWING THE ECONOMY, AT END OF 2023 THE
YEAR-OVER-YEAR INFLATION RATE WILL BE BETWEEN

QUESTION IS WHETHER THAT CAN HAPPEN WITHOUT A RECESSION




A BROAD-BASED DECLINE IN ECONOMIC
ACTIVITY THAT LASTS FOR A SIGNIFICANT
PERIOD OF TIME
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FEDERAL RESERVE
(FED) TRIES TO SLOW
SPENDING TO TAKE
PRESSURE OFF PRICES




Federal Funds Rate, % Federal Reserve Holdings, $trillions




FED WANTS TO ACHIEVE A “SOFT LANDING": LOWER
INFLATION RATE WITHOUT CRASHING THE ECONOMY
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I SAID
THE LANDING
WOuLD
BE SOFT,
T DIDN'T SAY
ANYTHING
ABCUT FIERY.




REAL ESTATE ACTIVITY HAS FALLEN

MANUFACTURING ACTIVITY HAS SLOWED - IS ACTUALLY CONTRACING
GROWTH IN CONSUMER SPENDING HAS SLOWED

QUESTION: WILL THIS BE ENOUGH FOR FED TO REALIZE ITS GOAL OF A
2% INFLATION RATE?




THERE ARE SEVERAL FACTORS WORKING AGAINST THIS:

* the Fed goft started late

* pent-up spending from last 3 years and Covid program savings
* federal government is still providing fiscal stimulus

* political backlash against higher interest rates




REDUCE LABOR COSTS BY REMOVING JOB OPENINGS

WORRIED ABOUT LOSING WORKERS PERMANENTLY

MOST ECONOMISTS THINK UNLIKELY
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FROM UNDER 4% TO
BETWEEN 5% AND 6%

RELATIVELY LOW, BUT
STILL PAINFUL
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LOOKING AHEAD: CHALLENGES BUT EXCITMENT

BLENDING TECHNOLOGY WITH WORKERS

ADAPTING TO WORKERS WITH DIFFERENT
EXPECTATIONS ABOUT WORK

WILL INTERNATIONAL OPPORTUNITES GROW
OR BE STIFLED BY GEOPOLITICAL
COMPETITION
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