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Overview: A Good-ish Real Recovery

= Q3 GDP Growth at 2.0%, (Q2 GDP growth at 6.7%)

= Softer outlook for rest of year, 2021 growth around 5%
= Delta variant surge and supply chain headwinds

= Q3 Consumption Growth at 1.6%, (Q2 at 12.0%)

= Transitioning from goods to services?

= Q3 Nonresidential Fixed Investment Growth at 1.8%, (Q2 at
9.2%)
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Real Output

Percent change from previous quarter at annual rate
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Real Consumption

Consumer Spending on Goods and Services
12 Month Percent Change
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Real Investment

Real Nonresidential Fixed Investment
Percent change from previous quarter at annual rate
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Overview: A Good-ish Labor Recovery

= Labor Market: continued steady recovery
= Red-hot labor demand: record quits in JOLTS
= Employment growth: “disappointing” September reading of 194k

= BUT, Solid number from Friday (October employment report):
+531K

= Unemployment: drops to 4.6% in October, claims falling
= Labor force participation stagnates: 61.6%, 2pp below pre-Covid
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Record Highs for Openings and Quits
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Employment Growth Looking Decent

1500+

1000+

500+

O.

-500 1

-10001

-15001

-2000+

-25001

-30001

-35001

-40001

-4500

Nonfarm payroll employment
Quarterly average of monthly changes, thousands of persons

F1500
F1000
F500
Q3-21
628.7 [-500
F-1000
F-1500
Monthly Change L 2000
Oct 531
Sep 312 F-2500
Aug 483 F-3000
Jul 1091 [-3500
Jun 962 t-4000
- F-4500

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Bureau of Labor Statistics via Haver Analytics Federal Reserve Bank of Richmond #8



More evidence that we are healing...

Jobs Lost Versus February 2020 Pre-Pandemic Level
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Unemployment Close to Long-Run Level

Unemployment Rate
Percent
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... With Claims (Almost) at Pre-Covid Levels

Initial and Continued Unemployment Claims
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... While Labor Force Participation Treading Water

Labor Force Participation
Percent
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And one novel feature...
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Taking stock so far...

= A Good-ish recovery on the real side of the economy.

= Recovering GDP, a healthy consumer, plentiful jobs,
COVID in retreat.

= But what about inflation, man?!
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Prices are up.

= |nflation: continues to be elevated
= September CPI at 5.4%, core CPI at 4.0%
= September PPl 8.6%, core PPl at 5.9%
= September PCE at 4.4%, core PCE at 3.6%
= Some measures of inflation expectations have started rising
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Consumer Price Inflation Remains Elevated

Consumer Price Indexes

12 Month Percent Change — Core CPI == All Goods
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CPI Inflation — The Breakdown

Annualized Month-Over-Month CPI Growth
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Survey Inflation Expectations Rising ...

Expected Inflation
Percent
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(though longer-Term Market Expectations Anchored)

TIPS Inflation Compensation
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A Longer-Run Inflation Perspective

PCE and Core PCE Inflation
12 Month Percent Change — PCE Inflation == Core PCE Inflation
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A Dip in Confidence

Indexes of Manufacturing Activity
Diffusion Index, Percent Richmond Fed Manufacturing Survey:
= ISM (Left Axis) == Current Conditions Composite Index
(Right Axis)
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What’s the right story?

Is it...

1. Demand pressures from...

= Healthy balance sheets and ongoing fiscal support bolster (esp. goods) consumption and
investment

= Resetting of wage expectations
= Excess liquidity
With Supply disruptions from...
= Ongoing supply-chain issues drive up input costs
= Shift in labor force participation and weakening immigration leads to slower employment growth
= Supply shocks: energy supplies, new hybrid normal drag on productivity
Oris it...

2. Policy errors
= FOMC slow to raise rates because FAIT and policy framework
= Misperceptions: r* and trend productivity growth
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My Take: Story #1, Hands Down.

= Taper underway:

= “ .the Committee decided to begin reducing the monthly pace of its net asset purchases
by $10 billion for Treasury securities and S5 billion for agency mortgage-backed securities.”

= Policy not likely too accommodative as of now

=  Supply constraints will ease, both as real adjustments there occur, and as
consumer re-rotates towards services.

So, inflation (too) shall pass. You invite me back next year, and I'll hope I’'m right.
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Thank You!
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