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Some of the critical questions and issues we will be

answering today

« Whatis The « What's
Conference underpinning
Board’s current tightness in the
forecast for the labor market and
US economy? what is likely to

happen in the
future?
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« Why is inflation

hitting 40-year
highs and how
much longer will
this last?

= What is the

Federal Reserve
doing to address
these forces and
how much can it
realistically
accomplish?
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CP E SIGN UP FOR
(NASBA) AVAILABLE CPE
v' Click the link in the CEU Request Widget to sign up CREDIT
for credit

v Stay online for the entire webcast
v Click ‘ok’ for 3 popups that occur during the program

v Credit available for participation in live webcast only
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New cases of COVID-19
plummeted following Omicron
wave but are trending higher.

Pandemic restrictions have
largely been lifted as the US
returns to normality.

US officials have noted that while
the virus in not behind us about
90% of Americans have some
degree of immunity.

COVID-19 rates in other parts of
the world are somewhat
concerning, notably in China
where numerous cities, including
Shanghai, are under lockdown.
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New cases of COVID-19 trend higher, but remain well below previous peaks

New reported cases
800,000 cases
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Source: New York Times




Economic fundamentals sound despite Q1 2022 GDP contraction

US Real GDP Growth

Contribution to Real GDP PercentChange (SAAR, Percentage Point)

= GDP growth in Q1 2022 came in lower 40
than expected due to elevated import 338 TheCopiereneefoar
growth and lower inventory restocking. 30
= While at first glance the headline figure 20
suggests that the US economy may be 0
on the verge of a recession, core . 4,5. 6.3 6.7 .6'9 24 11 21
economic activity held up fairly well. ° 9 H°E u © o ©
= Business investment rose 9.2 percent 10 o = Consumption 4
and consumer spending was up 2.7 ®investment
percent in Q1 2022. 20 Trade
m Government
= While we do not anticipate a recession -30 312 ®Real GDP Growth
in the near-term, risks related to 40
inflation, labor markets, and monetary Q1 Q2 Q3 Q@ Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
policy should be closely monitored. 2020 2021 2022
Source: The Conference Board, BEA © 2022 The ConferenceBoard, Inc.
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Economic activity expanded in April, though at a more moderate pace

ISM Manufacturing & Services PMIs

70

" L : 2o

" Initial economic indicators for April show — 1M P! Services (54, 50 essing)
continued growth, although at a more — ISM PMI Manufacturing (SA, 50+ = Econ Expand)
moderate pace.

= Both the Manufacturing and Services
PMiIs fell for the month but remain well-
above the critical 50 breakeven point.

= Survey respondents cited strong
demand, but restrained supply.

= Concerns about labor availability, input
costs, and energy prices were said to be
impediments to business activity.

» The war in Ukraine and COVID-19
lockdowns in China were said to hurting
business activity.

40 1 1 1 1 I 1 1 1 1 | 1 1 1 1 I 1 1 1 1 1 1 1 1 I 1 1 1 1 1 1 I 40

19 20 21
Source: Institute for Supply Management

8 © 2022 The Conference Board, Inc. | www.conferenceboard.org



Ukraine crisis weighs on US economic growth & inflation outlook

THE CONFERENCE BOARD US ECONOMIC OUTLOOK, 2019-2020-2021-2022-2023
Percentage Change, Seasonally Adjusted Annual Rates*

2020 2021 2022 2023
2019* | 2020 | 2021 | 2022* | 2023*
FQ* | 1Q*| maQ* va* 1Q*| na* ma* iva* I1Q* IvVQ

Real GDP 5.1 | -31.2| 338 -1.4 34 | 57 | 23 | 21
Real GDP (YoY) 06 | 91| -29 | -23| 05 | 122 | 49 | 55 | 36 | 24 | 21 | 1.0 | 19 | 20 | 22 | 23 | 23 | 34| 57 | 23 | 21
Real disposable income 31 | 485 | -166 | -83 | 547 | -291| 41 | 56 | 20 | 20 | -1.0 | 1.0 | 15 | 20 | 23 | 27 | 23 | 62 | 22 | -47 | 11
Real consumer spending 69 |-334| 414 | 34 | 114 | 120 | 20 | 25 | 27 | 19 | 11 | 16 | 17 | 18 | 18 | 1.8 | 22 | 38| 79 | 27 | 16
Residential investment 203 | -30.8 | 60.0 | 344 | 133 | -11.7| -77 | 21 | 21 | 20 | 05 | 10 | 1.0 | 10 | 15 | 15 | -09 | 68 | 92 | -04 | 11
Nonresidential investment 81 [-303| 187 | 125 | 129 | 92 | 16 | 29 | 92 | 82 | 57 | 40 | 43 | 40 | 38 | 34 | 43 | 53| 74 | 61 | 44
Inventory change (blnchn'12$)| -30 | -253 | 25 | 89 | -88 | -169 | -67 | 193 | 159 | 120 | 60 | 45 | 45 | 45 30 | 20 | 75 | 42 | 33| 9% | 35
Total gov't spending 37 | 39| 21| -05| 42| 20| 09 | -26 | 27| 06 | 20 | 36 | 42 | 42 | 44 | 44 | 22 | 25 | 05 | -06 | 3.6
Exports -16.3 | -59.9 | 545 | 225 | -29 | 76 | -53 | 224 | 59 | 101 | 51 | 37 | 46 | 40 | 35 | 35 | -01 |-136| 45 | 48 | 45
Imports -13.1|-53.1| 89.2 [ 313 | 93 | 71 | 47 | 179 | 177 | 50 | 15 | 20 | 40 | 40 | 30 | 30 | 11 | -89 | 140 | 98 | 3.2
Unemployment rate (%) 38 [130| 88 | 68 | 62 | 59 | 51 | 42 | 38 | 35 | 34 | 32 | 31 | 30 | 29 | 28 | 37 | 81 | 54 | 35 | 29
PCE Inflation (%Y/Y) 17 | 06 | 1.2 | 1.2 | 1.8 | 39 | 43 | 55 | 63 | 66 | 63 | 42 | 34 | 30 | 29 | 27 | 15 | 1.2 | 39 | 58 | 3.0
Core PCE Inflation (%Y/Y) 18 | 10 | 15 | 14 | 1.7 | 34 | 36 | 46 | 52 | 59 | 51 | 44 | 34 | 29 | 28 | 26 | 17 | 14 | 33 | 52 | 29

Source: The Conference Board
*Units: Quarterly growth rates are QoQ SAAR unless otherwise noted.
Annual growth rates are year-over-year unless otherwise noted
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Employment is below pre-pandemic levels for some industries

Percent change in the number of jobs, by industry,
April 2022 over February 2020

Travel arrangement services
Ground passenger transportation
Accommodation

Clothing stores

Arts, entertainment, and recreation
Food services and drinking places
Health care

Total nonfarm

Manufacturing

Construction

|
Food and beverage stores ]
Air transportation ]
Building and garden supply stores I
Professional and technical services I
Nonstore retailers ]
Data processing services I
Supercenters and warehouse clubs I
Couriers and messengers ]
Warehousing and storage I

-0.30 -0.20 -0.10 0.00 0.10 0.20 0.30
Percent change =

Source: US Bureau of Labor Statistics © 2022 The Conference Board, Inc.
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Labor force participation remains below pre-pandemic rate

Labor force participation rate by age group, seasonally adjusted

83 41
25-54 years old

82 40

93 years and above

81 39

80 38

Labor force participation 25 to 54 »
Labor force participation 55 and above »

79 April 2022 37
2020 2021 2022
Source: US Bureau of Labor Statistics © 2022 The Conference Board, Inc.
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Labor shortages continue to impact recruiting and retention

Quits rate and job openings rate

Quits rate (%) *

2001 2005
Source: US Bureau of Labor Statistics
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Wage growth is still high, especially in service occupations

Employment Cost Index (private sector wages and salaries) by occupation,
2-quarter annualized percentage change, seasonally adjusted

o 9%
=2 Occupation group
s 8% B Service occupations
O M Production, transportation, and material moving
S T% B Management, professional and related
£ Sales and office
o 6%
O
@
Q 5%
s
Q
N 49
o
=3
S 3%
4]
2 2% o
4]
=
c‘?\l' 1%
0% 2022 Q1

2019 Q2 2019 Q4 2020 Q2 2020 Q4 2021 Q2 2021 Q4

Note: Shaded area represents recession.
Source: US Bureau of Labor Statistics © 2022 The Conference Board, Inc.

14 © 2022 The Conference Board, Inc. | www.conferenceboard.org



Labor market will remain tight as unemployment rate approaches 3 percent

Unemployment and its natural rate,
including forecast May 2022 to December 2023

14

12

10 Unemployment rate

Rate (%)

Natural rate of unemployment

o . ... .. . Forecastafter April’22
1946 1953 1960 1967 1974 1981 1988 1995 2002 2009 2016 2023
Sources: Congressional Budget Office;
US Bureau of Labor Statistics; The Conference Board © 2022 The Conference Board, Inc.
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Inflation drivers over the last two years have evolved over time

Following a brief collapse in prices in early 2020,
several waves of inflation have hit the US economy.

1. During the lockdown in early 2020 economic
activity ground to a halt and prices for many
goods and services collapsed resulting in
disinflation.

2. As the economy reopened prices rebounded as
some demand resurfaced.

3. Government stimulus coupled with supply chain
disruption led a prolonged wave of inflation in
early 2021.

4. With supply chains still stretched, a rise in energy
prices exacerbated price increases in late 2021.

5. The invasion of Ukraine has recently sent energy
prices soaring.

17 ©2022 The Conference Board, Inc. | www.conferenceboard.org

1.5%

1.0%

0.5%

0.0%

-0.5%

-1.0%

Contributions to Month-over-Month CPI Growth (%)
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Source: BLS, The Conference Board
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What are the current drivers of inflation?

Current Drivers:
« Strong demand for goods
* Emerging demand for services
* Energy price volatility
« Easy monetary, fiscal policy
« Strong Demand for Housing
» Factory Closures Abroad
» Supply Chain Bottlenecks
« Transportation Costs
« Commodity Price Spikes
» Semiconductor Shortage

« Wages — Labor Shortages
 Wages — Great Resignation
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Inflation Outlook for 2022 and 2023

Key Assumptions: PCE Inflation Forecast
* Higher interest rates cool demand 29 % YoY

* Demand for goods wanes as 6%

consumers pivot back to services. e PCE |nflation
5%
e Core PCE Inflation

» Supply chain disruptions persist, for
a time, before easing somewhat. A%

« Energy and commodity prices 3%

moderate over time. 29,

» Labor market tightness eases

1%
somewhat.

TCB Forecast
Key Takeaways: %
» Year-over-year inflation rates should

peak in Q2 2022 or Q3 2022.

» Inflation will not revert to pre-
pandemic rates.

Q1020Q3040Q1Q020Q3040Q0102030401020Q3040Q1Q20Q3 Q4

2019 2020 2021 2022 2023
Source: BEA, The Conference Board
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US Monetary Policy Expectations

US: Federal Funds Rate Target (Midpoint of Range, %)
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Sources: Federal Reserve Board and The Conference Board.
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United States - Fed Balance Sheet: Assets (Bil. USS)
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Higher Inflation Drivers — Price Spirals

Various Types of Price Spirals Is the US in a Wage-Price Spiral?
Wage vs. Consumer Price (Year-on-Year Percent Changes)
Wage-Wage Spiral 1" - 14
- “wages rise because other wages are rising” 0 0
10 10

Price-Price Spiral
- “prices rise because other prices are rising”
- Paul Krugman

Wage-Price Spiral
- “workers want to maintain or increase their real
wage, and firms want to maintain or increase

o O NS oY O
O N B~ OV o

- ) ) O MM O O N M 0O o N O M O O N N 0 «
their markups, and remains so long as either the MR EEEEEREEREEEEERERER:
. . . . " ™ = o~ " " - =" - NN NN N N NN
Initial trigger disappears or one side gives up

- Olivier Blanchard e PCE: Chain Price Index (YoY%)

e £C|: Wages & Salaries: Private Industry Workers (YoY%)

Sources: Bureau of Labor Statistics, Congressional Budget Office, and The
Conference Board.
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US Inflation Expectations

Market Inflation Expectations Consumer Inflation Expectations

US: Core Inflation vs. Market Inflation Expectations . .
P US: 1-Year Inflation Expecations
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Sources: Bureau of Economic Analysis, Federal Reserve Board, NBER, and Sources: NBER, and The Conference Board.
The Conference Board.
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Join our next Economy Watch webcast:
The Possible Paths to a US Recession

Moderator

June 15, 2022
Click here to register
for this webcast or the
entire series

Erik Lundh
Principal Economist
The Conference Board

24  © 2022 The Conference Board, Inc. | www.conferenceboard.org


https://www.conference-board.org/webcast/economy-watch/june-2022

Upcoming Webcast Programming from The Conference Board

Labor Markets Watch: Update and Outlook

(May 18)

Window On: The Future of Finance
(May 25)

The Reimagined Workplace Two Years Later
(May 26)

View all of our upcoming webcast programs at
https://www.conference-board.org/webcasts/upcoming/
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https://www.conference-board.org/webcasts/upcoming/
https://www.conference-board.org/webcast/labor-markets-watch/May-22
https://www.conference-board.org/webcast/window-on/may25
https://www.conference-board.org/webcast/perspectives-and-insights/the-reimagined-workplace

Enjoyed Today’s Program?

Continue the Conversation with our Experts in the...
Economy Strategy & Finance Center Community*

EXPERTS

Next Experts Live:
Productivity Brief

Tuesday, May 17

Featuring:

11 -1145am ET Klaas de Vries

Economist

https://community.conference-board.org/esf-center

* New digital platform designed to enable private discussions among experts and peer executives within the Economy, Strategy &
Finance Center and Councils. To learn more, contact: membership@conferenceboard.org.
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https://www.conference-board.org/mytcb
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Geopolitics Content Hub

Updated daily with the latest insights for your
company to navigate the Russia-Ukraine Crisis

Visit https://www.conference-board.org/topics/geopolitics , i
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NEW Podcast Series: CEO Perspectives - Insights for What's Ahead ™

Hosted by our CEO, Steve Odland, this bi-monthly
series features in-depth interviews with thought
leaders from The Conference Board to provide
business executives with data-driven insights to

prepare them for what’'s ahead.

EERSPECERNE S

'nSights for Whatls AheadTM Listen & Subscribe

Available on our website at https://www.conference-board.org/podcasts/ceo-
perspectives-podcast or on most popular podcasting platforms, including:

@ ":E" kg e LISTEN ON
¥ Apple Podcasts *.1" Google Podcasts
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https://podcasts.apple.com/us/podcast/c-suite-perspectives/id1565427142
https://podcasts.google.com/feed/aHR0cHM6Ly9jc3VpdGVwZXJzcGVjdGl2ZXMubGlic3luLmNvbS9yc3M?sa=X&ved=0CAMQ4aUDahcKEwjI8MDA4LfwAhUAAAAAHQAAAAAQAQ&hl=en
https://open.spotify.com/show/2Y7c9gtdZJqocXdak7MOY5

